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COMING EFFECTS OF CURRENT EVENTS

National Defense Plans
The series of requests for national defense expendi-

tures gives the unfortunate impression that we are rely-
ing on a "trial balloon" defense plan. Apparently,
successively larger appropriations will be sought until
the public fears of invasion are quieted by the realiza-
tion that somebody will sometime have to pay the bill.
That serious lack of planning exists is evident from the
fact that, about three weeks ago, the President himself
could imagine no further reasons for Congress to remain
in session. Nevertheless, much the larger portion of the
defense program has been presented to Congress since
that time.

If the President doesn't know how large a defense
program we need, isn't it about time for an investigation
by a competent body in order to determine the correct
answer? To date, the public has little information
beyond the news of the successive requests for larger and
larger sums. Only the most recent request has included
funds for a really large number of airplanes, although
many people probably had the vague notion that this
aspect of the program was provided for several weeks
ago. There is much disturbing evidence that our defense
needs as a whole have not been thought through and
that no adequate, comprehensive plan or program yet
exists.

BUSINESS

Industrial Relations
There have been few labor disputes during the first

half of the year, and there is at present no indication
that relatively serene industrial relations will not be
continued for several months at least. In March
(Weekly Bulletin, March 18, 1940, p. 49), we expressed
the opinion that "the existing political background
favors more amicable industrial relations for the coming
year, but there are of course other factors to be consid-
ered. If the European war induces a rapid increase in
commodity prices and industrial activity, such as that
in September 1939, but which is not checked as that
movement was, organized labor will naturally endeavor
to protect itself by demanding higher wages and will
seek to enforce its demands by calling strikes."
Although manufacturing activity has reached boom
proportions in the metal-trades industries, there have
been few serious strikes. In fact, interruptions occa-

sioned by industrial disputes have recently been fewer
than in any other comparable period during the pre-
ceding six years. The accompanying table shows the
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number of workers involved in industrial disputes in
each month from January 1934 to April 1940. Prelim-
inary reports for May and June indicate that there has
been no change in the situation prevailing during the
first four months of 1940.

The cost of living has failed to rise appreciably,
thereby giving employees no excuse for interruptions
that might be viewed as inimical to public interest
when the Nation is embarking on a defense program.
Furthermore, national labor leaders appear to be
absorbed in politics and are probably playing a waiting
game until the result of the presidential election is
known. The future of industrial relations will of course
be importantly affected both by the course of the Euro-
pean war and by the national election. It appears
probable that, whichever party is in power during the
next four years, the Federal Administration will not
again permit itself to be placed in the position of encour-
aging industrial strikes. On the other hand, if Govern-
ment affairs are managed in such a way as to bring on a
serious inflation, with rising living costs, labor strife will
be one of the unfortunate effects.

Telephones in Use
There was a small decline in the index of the num-

ber of telephones in service adjusted for population
growth during June. Although there was an increase of
nearly 20,000 instruments in service, the gain was
smaller than it has been in recent months and was pro-
portionately less than the estimated rate of population
growth. However, the decline in the index does not
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mply a serious decrease in commercial activity,
because the index is not adjusted for seasonal factors,
and the summer months are normally quiet for the tele-
phone business.

The index of telephones in service for the first six
months of 1940 and for each month of the preceding
three years is shown in the accompanying table.

INDEX OF NUMBER OF TELEPHONE STATIONS IN SERVICE PER CAPITA

PER CAPITA MONTHLY AVERAGE 1926 = 100

tion last week and the adjusted index declined from
80.7 to 64.6.

January
February
March
April
May
June
July
August
September
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November
December

1937
108.0
108.3
109.1
110.0
110.4
110.8
111.0
111.3
112.0
112.8
113.0
113.2

1938
113.6
113.7
114.2
114.6
114.8
114.6
114.6
114.8
115.4
115.9
116.2
116.4

1939
116.9
117.2
117.8
118.1
118.7
118.8
118.9
119.0
119.6
120.3
120.7
121.3

19^0
122.0
122.5
123.1
123.6
124.3
124.2

THE FUNDAMENTALS

Supply
The steel-ingot production rate advanced last week

from 75 to 8 7 ^ per cent of theoretical capacity. The
gain brought the rate to within one-half a point of the
level reached before the interruption occasioned by the
observance of Independence Day. The Iron Age stated:
"While some of the current buying is admittedly of an
anticipatory nature, the significant factor in the situa-
tion is that present production is based on demands in
which the automobile industry, the railroads and the
construction industry, the principal peacetime steel
outlets, are taking less-than-average requirements and
the national defense program's requirements are largely
still to come."

1929 1932 1937 1938 1939 191fi
Per Cent of Capacity 93.0 22.0 78.0 28.0 50.0 87.5

Electric-power output last week maintained about
the same margin of gain compared with production in
the corresponding week of 1939 that prevailed in the
preceding week.

1929 1932 1937 1938 1939 191fi
Billion Kilowatt Hours 1.71 1.46 2.10 1.88 2.08 2.27

Automobile production during the holiday week was
reduced to 51,975 units, compared with output of 87,550
cars in the previous week. Reports from executives in
the industry indicate that production of this year's
models will be completed by the end of July; work on
the new models will commence earlier than in any pre-
ceding year. Several plants will be producing new mod-
els by the middle of August, and all manufacturers are
expected to have their 1941 assemblies started by the
middle of September.

Units (000 omitted)
1929 1932 1937 1938 1939 191fi

114 27 100 29 43 52

There was a greater-than-seasonal increase in cotton-
mill activity last week, and the adjusted index advanced
from 137.9 to 144.2. The present high level of cotton-
mill operations has been exceeded only for brief periods
during the past decade.

1929 1932 1937 1938 1939 191&
New York Times Index 118.5 64.0 138.0 91.1 132.1 144.2

There was a substantial decrease in lumber produc-

1929
New York Times Index 126.8

1932 1937
38.3 97.0

1938 1939
61.2 68.0 64.6

Demand
The Federal Reserve index of department-store sales

advanced from 87 in May to 93 in June. The index was
86 in June 1939. Reports from mail-order and chain-
store companies indicated that there was an increase of
similar extent in their business. Preliminary reports
suggest that results for July may be as favorable as
they were in June. There has been a substantial
increase in demand for durable goods. According to a
monthly statistical series recently prepared by the
United States Department of Commerce, new orders
received by durable goods' manufacturers during May
were 40.9 per cent greater than the volume in January
1939. The new orders' index reached a high level of
203.3 in October 1939, and, after declining to 103.2 in
February 1940, advanced in March, April, and May.

Prices
The sensitive wholesale commodity price indexes

were substantially unchanged last week. Moody's Spot
Commodity Price Index was 156.4 on July 5 and 156.3
on July 11. The Dow-Jones Index of Commodity Fu-
tures closed at 51.98 on July 5 and at 51.21 on July 11.

FINANCE

New Capital Issues
The new capital-issue market last month was aptly

characterized by the Commercial and Financial Chron-
icle as being in a "state of repose." Total offerings for
new corporate purposes were only $9,340,000, compared
with an aggregate of $29,000,000 in May and $31,-
000,000 in June 1939. The drying up of the new-capital
market was attributed more to the acute European
situation than to domestic political uncertainties. New
industrial facilities will undoubtedly be necessary when
the national defense program progresses beyond the
planning stage, and these will not all be financed by the
Government. In the meantime, the adverse factors
mentioned will probably be sufficiently serious to pre-
vent industrial executives from seeking much new
capital.

NEW CORPORATE FINANCING IN THE UNITED STATES

Year

1926
1927
1928
1929
1930
1931
1932
1933
1934
1935
1936
1937
1938
1939
1940

June
First

Six Months
(In millions of dollars)

273
520
582
553
441
131

4
12
9

14
152
276
202
31

9

2,471
2,760
2,685
3,771
3,521
1,307

160
60
99

101
458
829
362
216
263

Source: Commercial and Financial Chronicle.

New corporate financing in June and in the first six
months of each year during the past fourteen years is
shown in the accompanying summary.
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SECURITIES
Bonds

Bond prices continued to advance last week. The
Dow-Jones Average of Forty Bonds was 87.85 on July
5 and 88.32 on July 11. The average has moved from
the year's low of 83.06 on May 28 to the present level
and has nearly regained the loss sustained during the
European war panic.

Stocks
There was no appreciable change in the level of stock

prices last week. The volume of transactions on the New
York Stock Exchange was smaller than it has been in
any other week this year.

SOURCES OF
BUSINESS INFORMATION

Commodity Prices
Information regarding prices of basic commodities is

readily available, because transactions are recorded by
the commodity exchanges and other important market
centers where commitments are made. Increasing diffi-
culties confront governmental and other agencies
engaged in recording and analyzing prices as materials
are converted to consumers' goods. As was explained
in the discussion of "Statistics of Distribution," the
variety of products and the number of establishments
engaged in manufacturing and marketing is so great
that more than partial coverage is impossible.

Prices in World Markets

The Economic Intelligence Service of the League of
Nations has collected and analyzed commodity-price
data for the leading nations of the world and has thus
made important contributions toward an understanding
of world price movements. The League's work in col-
lecting price data and in converting prices of the impor-
tant commodities to the gold equivalent of the paper
currencies of the various countries has made it possible
to compare price movements of primary products
among the separate nations. These studies have
revealed that, although price changes of commodities
entering into international trade have at times varied in
the separate countries, there has been a general tend-
ency for prices of basic commodities in the individual
nations to follow a roughly uniform course.

In 1938 the General Motors Corporation joined with
Cornell University in developing a world price index.
This wholesale price index of forty basic commodities in
ten countries was stated in terms of gold. Unfortu-
nately, it was found impossible to continue the index after
the beginning of the European war in 1939. A descrip-
tion of this index can be obtained without charge from
the Department of Public Relations of General Motors
Corporation, Broadway at 57th Street, New York City.

The accompanying chart is shown to illustrate the
tendency for prices of basic commodities in one nation
(in this instance, the United States) to follow the trend
of prices in other nations. The two graphs are annual
monthly averages of the General Motors-Cornell world
price level of forty basic commodities in gold and index
numbers of wholesale prices of the basic commodities
in the United States. The United States index is
included in the world price index, because the world
price index without the United States was not pub-

lished separately. This factor contributes to a close
correlation between the two curves shown on the chart.
However, studies made by the League of Nations indi-
cate that the comparison would be similar if the United
States figures were not included in the world price index.

Influence of World Gold Production on Prices
The quantity of gold produced throughout the world

each year has an influence on commodity prices,

PRICE INDEX OF FORTY BASIC COMMODITIES
IN GOLD
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because, as long as gold production continues at a
higher-than-normal rate, purchasing media increase
more rapidly than the supply of goods currently being
produced. On the other hand, when commodity prices
rise to a level higher than normal, costs of producing
gold are substantially increased. Production of the
metal is consequently discouraged, and annual produc-
tion declines. Because the price of gold ordinarily is
fixed in terms of the leading national currencies,
whereas costs of producing gold usually follow com-
modity price changes, gold production is stimulated
when commodity prices are low and is discouraged when
commodity prices are high. A detailed discussion of the
relationship involved is included in the "Explanation of
Basic Charts" that has been sent to all subscribers.

Domestic Wholesale Prices

The standard sources of wholesale price data in the
United States are the United States Department of
Labor indexes. These indexes represent one of the
greatest and most useful statistical projects ever under-
taken. The statistical processes employed in creating
the index are described by Wesley C. Mitchell in the
Bureau of Labor Statistics bulletin, The Making and
Using of Index Numbers.

The index now includes 813 commodity price quota-
tions. There are separate indexes for three economic
classes: raw materials, semimanufactures, and finished
goods. There are also separate indexes for ten commod-
ity classifications: farm products, food, building mate-
rials, chemicals and drugs, fuel and lighting materials,
hides and leather products, house-furnishing goods,
metals and metal products, textile products, and mis-
cellaneous. These are further subdivided into twenty-
nine separate commodity indexes. Monthly data are
published in the Survey of Current Business, and the
combined index, the economic classes, and the ten major
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subdivisions are reported by the Department of Labor
each week and are published in the leading newspapers,
in the Commercial and Financial Chronicle, and in other
periodicals.

An indication of the future trend of the wholesale
prices of all commodities can sometimes be obtained by
observing the fluctuations of the sensitive wholesale
commodity price indexes. These indexes are compiled
from quotations reported by the leading commodity
exchanges and are selected to include basic raw mate-
rials, the price changes of which are later reflected in
changes in the prices of semimanufactured and manu-
factured products.

There are several sensitive wholesale commodity
price indexes, some of which are compiled daily, others
weekly, and others monthly. Although the monthly
sensitive commodity price indexes may have some fore-
casting value because they reflect the changes in the
prices of raw materials, indexes compiled from daily
averages are obviously more useful in appraising prob-
able future price trends.

Moody's Spot Commodity Price Index is one of the
best and most widely used sensitive wholesale commod-
ity price indexes. It is compiled by Moody's Investor
Service after the close of the markets in which these
commodities are traded each day. Each of the fifteen
commodities included is given a weight in the index
determined by its importance in the Nation's economy.
Domestic spot prices of wheat, cotton, hogs, steel
scrap, silver, sugar, wool, copper, hides, corn, rubber,
silk, coffee, lead, and cocoa are included. Although this
index does not contain all of the important staple com-
modities, a comparison of the trend of the index during
an extended period of years with the comprehensive
Department of Labor index shows that there is satis-
factory representation.

The Index of Commodity Futures compiled by the
Dow, Jones Company, Inc. is a weighted index of eleven
commodities, each of which is traded on a futures basis
on one of the organized exchanges. The commodities
are cocoa, coffee, corn, cotton, hides, oats, rubber, rye,
silk, sugar, and wheat. The value of the index is some-
what impaired by the fact that, although the important
nonferrous metals are also traded in on a futures basis,
quotations for them are not included in the index.
Speculators who create the futures markets offer a
definite economic service that provides raw-material
users with a means of partially avoiding the risks of
price changes in their essential raw materials. The fluc-
tuations of the futures index are not a reliable guide to
subsequent changes in the commodity price level, but
they sometimes give an indication of the future trend.
Both Moody's Spot Commodity Price Index and the
Dow-Jones Index of Commodity Futures are published
daily in the Wall Street Journal.

Average prices of important materials are compiled
and published by trade journals and by trade associa-
tions. Among these averages are the composite pig-
iron price, and the price of finished steel (American
Metal Markets); the composite price of pig iron, of fin-
ished steel, and of steel scrap (The Iron Age); the com-
posite finished steel, iron and steel composite price, and
steel-works scrap composite (Steel); cotton prices, fiber
price, wool price, and raw silk and silk-products prices
(Fairchild Publications); chemical prices, and prices of
oils and fats (Chemical and Metallurgical Engineering);
chemical prices wholesale, prices of twenty essential oils,

acids prices, prices of heavy and fine chemicals com-
posite index, coal-tar products, prices of thirty-five
drugs and fine chemicals, prices of nineteen chemical
dyestuffs, prices of four typical fertilizer materials, and
paint and varnish material prices (Oil, Paint, and Drug
Reporter).

Construction-cost data are compiled by several
different agencies, and index numbers based on these
are published regularly in the Survey of Current Business.

Retail Prices
Although wholesale prices ultimately affect the

retail price level, there is normally a delay before whole-
sale price changes are reflected in costs to consumers.
Because of the statistical difficulties involved in obtain-
ing data from our intricate system of retail outlets, few
retail price indexes are compiled, and these include rela-
tively meager coverage.

The Fairchild index of retail department-store prices
is accepted as authoritative by the Department of
Commerce. There are separate indexes for home fur-
nishings, infants' wear, men's apparel, piece goods, and
women's apparel. The composite index also includes
other merchandise. Prices are obtained on the first of
each month from fifty-three large stores in thirty-two
of the principal cities of the country. The index appears
regularly in the Survey of Current Business and other
business publications. The United States Department
of Labor compiles a monthly index of retail food prices
that includes eighty-four separate commodities. The
Department of Labor also compiles quarterly indexes of
retail prices of anthracite and bituminous coal. These
indexes are published in the Survey of Current Business.

The United States Department of Agriculture com-
piles a monthly index of prices paid by farmers that is
published in the Survey of Current Business. The index
is based on retail prices paid by farmers "for commodi-
ties used in living and production." Data are compiled
quarterly, and the indexes for intervening months are
interpolations between the quarterly indexes.

The cost of living index that is accepted as authori-
tative is compiled by the National Industrial Confer-
ence Board and is published in the Survey of Current
Business and other business periodicals. The index
represents changes in the cost of living of wage earners
in the United States as a whole. Prices are collected
from all sections of the country, but not in rural com-
munities. The index of all items and separate indexes
for food, housing, clothing, fuel and light, and sundries
are percentages of the 1923 monthly averages. Statis-
tical details and the methods employed in compiling the
index are described in Cost of Living in the United States,
19U-1936 by M. Ada Deney, National Industrial Con-
ference Board, Inc., 247 Park Avenue, New York City.

The United States Department of Labor also com-
piles a cost-of-living index several times a year. The
Department of Commerce and the Department of
Labor both compile indexes of the purchasing power of
the dollar. These indexes measure the monthly changes
in the quantities of various types of goods that can be
purchased with a dollar.

Financial and investment information will be dis-
cussed in the next article of this series.

American Institute for Economic Research is a non-
political, non-commercial organization engaged in impar-
tial economic research.
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