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COMING EFFECTS OF CURRENT EVENTS

Twelve Months of War
During the first year of the European conflict, busi-

ness in the United States has followed a course influ-
enced primarily by foreign rather than by domestic
developments. The initial response to the war was a
boom in industrial production predicated on the assump -
tion that the foreign demand for our products would be
as great as that created during the World War a quarter
of a century ago. The condition of stalemate that char-
acterized the first phase of the war aroused doubts as
to the similarity of the two conflicts, and, in spite of
the fact that our total export trade was increasing sub-
stantially last winter, business men began to feel that
demand for our materials would be limited. Manu-
facturers who had ordered raw materials in anticipation
of expanding business started to reduce inventories
again, and the rate of industrial activity declined.
However, our export trade continued to expand, and
hopes for an industrial boom were again aroused last
spring.

The Russian campaign in Finland evoked senti-
mental interest in this country but failed to have a
visible effect on business. The conclusion of this cam-
paign was followed by the German invasion of the
Scandinavian area. German success in this campaign
had a temporarily adverse effect on business but gave
promise of increasing demand for war materials from
the Allies, and again industrial production was stimu-
lated. Had the invasion of the Lowlands been a long
drawn-out process developing into the World War type
of seige warfare, there would undoubtedly have been a
general parallel with the experience in the former con-
flict, inasmuch as there would have been a great expan-
sion in our shipments of supplies to the Continent. The
rapid disintegration of the Continental opposition to
Hitler's armies was a shock to United States industry.
However, the panic following the fall of France was
both tempered and curtailed in duration by the imme-
diate launching of our vast rearmament program.

An audit of the effects on our economy of the war at
the end of its first year shows that it has been stimulat-
ing. During the first eleven months of the war (data for
August are not yet available), the increase in the value
of export trade compared with that during the corres-
ponding period twelve months earlier was 37 per cent.

The probable gains in principal exports indicated
by the Institute's study Wartime Economic Trends,
have been fully realized by aircraft, machinery, iron

and steel, and their manufactures (exclusive of scrap,
machinery, and automobiles), and chemicals. Antici-
pated gains have been partially realized by exports of
manufactured textiles and manufactured meat products.
Losses, instead of expected gains, were recorded by
petroleum and gasoline and by automobiles. Following
the French collapse, there was a further substantial
increase in exports to Canada and to the United King-
dom nearly sufficient to offset the loss of Continental
European markets.

If England is successful in defending herself against
German attacks and if Winston Churchill can conduct
a campaign against Hitler similar to that carried out by
Britain against Napoleon, active demand for our mate-
rials from the British Empire will continue as long as the
United Kingdom's considerable financial resources last.

Whatever eventualities are in store for Europe dur-
ing the second year of the war, our domestic economy
will be more strongly influenced by the progress of our
rearmament program and therefore will be less suscep-
tible to foreign influences than during the first year of
the conflict. If England should actually surrender to
Hitler, there would undoubtedly be an acute panic in
the United States, but this would be followed by a
period of feverish activity in building a strong national
defense. On the other hand, if September passes with-
out more definite German successes, a marked revival
in confidence in the United States may be expected.

Private Engineering Contracts
The chart at the top of the next page shows the dol-

lar total of private engineering construction adjusted
for changes in building costs since 1913. The data
reflect as closely as is practicable the changes in the
physical volume of construction activity covered by
private engineering contracts.

The index during the past year shows the effects of
the European situation on the outlook for American
industry. After the outbreak of the war, a large
volume of engineering contracts was awarded in the
expectation that foreign demand for our industrial prod-
ucts would increase. There was a subsequent decline
in the index last winter when signs of decisive action
were lacking. Private engineering construction again
increased in the spring when British and French war
orders were being placed in large volume. This trend
was halted when the Low Countries were invaded, and
the index declined substantially during July after the
French collapse. There was a moderate increase in
August that may mark the initiation of another rise in
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this type of construction. There has recently been a
great expansion in the dollar volume of engineering
contracts, but these contracts have been let by the
Government and not by private firms.

What Next?
The Continuing Record

The latest available information regarding the more
significant indicators of future trends is summarized in
the following table. A plus sign indicates an advance in
the indicator; a minus sign, a decline; and a zero, an
unchanged position.

Latest
Indication

Private Engineering Contracts (August) +
Machine-Tool Activity (July) —
Orders for Steel Boilers "(June) +
Capital Goods' Stock Prices (Last Week) +
Durable Goods' Employment (July) -j-
Steel-Ingot Production (Last Week) +
Prices of Metals and Metal Products (Last Week) 0
New Capital Issues of Corporate Securities (July) +
Velocity of Purchasing Media (July preliminary) +
Carloadings of Heavy Products (Last Week) +
Lumber Production (Last Week) —
Harwood Index of Inflation (August preliminary) —

The proportion of favorable to unfavorable indica-
tors of cyclical trends has decreased slightly since the
summary was published a month ago. Then there were
eight pluses, two minuses and two zeros. In this sum-
mary, there are eight pluses, three minuses, and one
zero.

BUSINESS
Postal Receipts

The volume of business in fifty of the largest city
postal districts during July exceeded the volume for

July 1939 by eight per cent. This is the largest increase
recorded during any month this year. For the first six
months of 1940 there was an increase of only three per
cent over receipts for the first half of 1939. The monthly
series for the preceding four years and for the first seven
months of 1940 are shown in the accompanying table.

Month

POSTAL RECEIPTS IN FIFTY LARGE CITIES

(In millions of dollars)
1936 1937 1938 1939 194.0

January
February
March
April
May
June
July
August
September
October
November
December

27.4
26.1
28.8
28.9
27.9
28.3
26.7
26.0
29.3
32.9
29.2
41.3

27.9
27.8
33.8
31.1
29.8
29.6
26.6
26.3
30.0
31.7
30.7
42.0

27.5
27.0
31.8
29.6
28.2
28.0
24.6
26.6
29.5
30.9
31.4
42.5

28.5
27.7
33.5
29.8
30.9
29.8
25.5
28.2
30.0
32.0
32.5
42.9

30.4
29.7
32.7
31.6
32.3
28.7
27.6

Index of Living Standards
The Institute's Index of Living Standards declined

by a smaller fraction during August than it did in July.
It now appears probable that an upward trend will
develop before the Index reaches normal. The con-
sumer goods' industries have become increasingly active
since April and their aggregate production will reach or
exceed the best levels of last winter during the coming
fall if this trend continues.

The production of consumers' goods for the army
(blankets, uniforms, and other nondurable equipment)
will probably be an important sustaining factor next
winter. The per capita food consumption in the army
is greater than the average consumption in private life.
During our participation in the World War this factor
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was offset by the restriction of food consumption by the
civilian population because of commodity scarcities.
The existing accumulations of food products will pre-
vent the occurrence of this situation during the next
year or two.

THE FUNDAMENTALS
Supply

The steel industry last week reported an increase of
a point in the ingot production rate, from 90^ to 913^
per cent of theoretical capacity. The prospects for the
industry appear to be favorable. The Iron Age asserts
that, "Incoming steel business shows further slight
improvement and some major producers will have
booked a greater tonnage in August than in July, a sit-
uation which undeniably is bolstered by strong resist-
ance to invasion of England, but which is being sup-
ported by substantial' peacetime' demand from makers
of a variety of products, such as farm implements and
household equipment. Railroad buying is more active."

1929 1932 1937 1938 1939 19W
Per Cent of Capacity B9.0 13.0 84.0 44.0 63.5 91.5

(Latest 1940 weekly data; corresponding week earlier years)

There was a slight decrease in electric-power output
last week and the gain in kilowatt hours produced as
compared with production in the corresponding week of
1939 was 9.2 per cent. In the week before, the gain was
10.1 percent.

1929 1932 1937 1938 1939 19b0
Billion Kilowatt Hours 1.76 1.44 2.30 2.13 2.35 2.57

Automobile production for the week ending August
23 was 23,732 cars and trucks compared with produc-
tion of 20,475 units in the preceding week. It is esti-
mated that output increased to 31,542 units during the
week ending August SO. Nearly all producers were in-
creasing their output' but progress has been slower than
was anticipated because of difficult engineering prob
Jems.

1929 1932 1937 1938 1939 1940

Units (000 omitted) 113 20 83 19 18 24

Cotton-mill activity last week failed to make the
expected seasonal increase, and the adjusted index
declined from 132.1 (revised) to 129.9.

1929 1932 1937 1938 1939 191fi
New York Times Index 122.0 88.2 141.9 120.2 124.9 129.9

Although there was an increase in the volume of
orders last week lumber production decreased. The
adjusted index declined from 85.5 to 85.1.

1929 1932 1937 1938 1939 19W
New York Times Index 134.5 35.2 82.9 75.3 79.3 85.1

Demand
Reports from retail merchants throughout the coun-

try were more favorable last week than they were the
week before, but the improvement was primarily con-
centrated in industrial areas. Trade in rural districts
was less satisfactory. This situation is explained by the
following statement just issued by the United States
Department of Commerce. "The rise in industrial
activity in the spring and early summer has so far
been largely offset by a sharp reduction in the cash
income of farm operators and a marked decline in work-
relief earnings. After eliminating the effects of the
decline in farming income, the Index of Nonagricultural
Income rose from 88.7 in April to 90.8 in July. In July
this Index reached the highest level since June 1930."

Prices
The sensitive wholesale commodity price indexes

advanced moderately but steadily last week. Moody's
Spot Commodity Price Index was 151.1 on August 22
and 152.1 on August 29. The Dow-Jones Index of Com-
modity Futures closed at 49.64 on August 22 and at
50.28 on August 29.

FINANCE

Large Foreign Gold Hoard Here
The latest official report, dated August 21, 1940,

indicated that there was a total of $1,681,000,000 of
gold held under earmark for foreign accounts at the
Federal Reserve Banks. This huge total is the greatest
recorded and is seven times greater than the monthly
average of $240,000,000 for the decade 1930-1939.

Even if actual gold imports decrease because the
war has eliminated many sources of supply, the gold
held here for foreign accounts may gradually be released
and be added to our monetary stocks. The Govern-
ment does not reveal the amounts owned by the indi-
vidual nations having earmarked gold at the Federal
Reserve Banks, but a substantial portion is presumably
available to the British Empire for purchases of war
materials.

SECURITIES

Bonds

The trend of the bond market last week was moder-
ately upward. The Dow-Jones Average of Forty Bonds
was 88.35 on August 22 and 88.48 on August 29.

Stocks

Strength in stock prices last week appeared to
reflect more confidence in British resistance.

RECOMMENDED BOOKS

"Science Marches On," by Walter Shepherd. Harcourt,
Brace & Company. (($3.00.)

It has become more and more apparent that our
economic frontier is that borderline of the scientific
advance where the dreams, theories, and discoveries of
scientists in their laboratories are being turned to the
everyday use of satisfying the desires of the average
man. For this reason, a book that presents a popular
history of science and gives some idea of the fields
ahead of our present scientific explorers is of interest to
business men. There have been many popularizations
of science during the past few years, but this is one of
the best. Reading it will assist those who must direct
economic activities in a world where the technological
advance is rapid.

"A Statistical Study of the Drawing Power of Cities for
Retail Trade," by John Adams Pfanner. The School
of Business, University of Chicago. ($1.00)
This booklet will be useful to market analysts.

Professor Pfanner describes basic methods of analyzing
sales and associated data and describes the use of stand-
ard formulas. He also describes the drawing power of
trade in three groups of commodities in ninety cities
classified according to size and location. The com-
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modities are jewelry, silverware and clocks, women's
apparel and furniture. Statistical analyses of data col-
lected are presented in the form of tables and discus-
sions. There are specific discussions of the buying
habits in some of the larger cities and of regional
characteristics.

SOURCES OF

BUSINESS INFORMATION

Investment Information
The market price of a security reflects the appraisal

of its worth by investors, speculators, and their advisers
who are constantly studying the economic background,
earning power, and prospects of individual companies
and industries. The price record of a company's security
therefore may be as significant as its earnings record
and can be more promptly ascertained.

It is estimated that approximately 75 per cent of all
securities (measured by value) is listed on the New York
Stock Exchange and other established exchanges. Most
of the urban newspapers publish New York Stock
Exchange quotations, and the financial newspapers and
periodicals print bid and asked quotations of inactive
listed issues and of many unlisted issues. A greater pro-
portion of stocks than of bonds is listed on the exchanges.
Among the daily newspapers that specialize in invest-
ment information are the Wall Street Journal, the
Journal of Commerce (New York), and the New York
Times. Weekly and monthly magazines specializing
in investment information are the Annalist, Barron's,
the Commercial and Financial Chronicle, and the
Magazine of Wall Street.

There are many reference books and services that
provide information regarding the earnings record, price
record, and other pertinent facts concerning individual
companies whose securities are either listed or unlisted.
Investment reference manuals are published by Fitch
Publishing Company, Inc., Moody's Investors Service,
Poor's Publishing Company, and Standard Statistics
Company, Incorporated. There are other companies
that publish special information relating to limited
fields.

Security Price Averages

Numerous stock and bond price averages are com-
piled that reflect market fluctuations in various classes
of securities. Bond averages accepted by the Depart-
ment of Commerce are published in the Survey of Cur-
rent Business and are entitled "Average Price of All
Bonds Listed on the New York Stock Exchange"
compiled by the New York Stock Exchange, the Dow-
Jdnes "Average of Forty Bonds" (ten industrials, ten
public utilities, ten high-grade rail bonds, and ten sec-
ond-grade rail bonds), Standard's "Average of Sixty
Bonds" (twenty industrials, twenty public utilities,
and twenty rails), Standard's "Average of Fifteen
Municipal Bonds" and the Federal Reserve Board's
"Average of Government Bond Prices," due or callable
after eight years. There are several other bond price
averages compiled by newspapers, periodicals, and sta-
tistical organizations. Some of these are by rating, and
others, such as the "Prices of Fifty Power and Light

Bonds," compiled by the Electrical World reflect flue"
tuations in bonds of separate industries.

Compilations of stock price averages are even more
numerous. Those published in the Survey of Current
Business are "Average Price of All Listed Shares,
Adjusted." This is an index compiled by the New York
Stock Exchange by dividing the market value of all
listed shares at the end of the month by the number of
shares. Adjustment is made for stock split-ups, stock
dividends, and so forth. The Dow-Jones "Average of
Seventy Stocks" includes thirty industrials, twenty util-
ities, and twenty railroads. These are not actual price
averages but price averages divided by a constant
divisor. A description of the methods used in con-
structing the Dow-Jones indexes is published in a book
entitled "The Dow-Jones Averages," published by
Barron's book department. The New York Times
"Average of Fifty Stocks" (twenty-five industrials,
twenty-five railroads), Standard Statistics combined
index of 420 stocks and separate indexes for industrials,
public utilities, railroads, New York City Banks, and
fire and marine insurance companies are also included.

Stock price indexes of more than sixty separate
industries are compiled by Standard Statistics Com-
pany, and there are separate indexes for capital goods'
and consumer goods' stock prices, and for leverage and
nonleverage investment-trust stock prices.

Other pertinent investment information published
in the Survey of Current Business includes the volume
of transactions (number of shares sold on the New York
Stock Exchange and on all registered exchanges), cash
dividend declarations, payments and rates, subdivided
by industrials, railroads, public utilities, banks and
insurance companies.

Investment Advice

Investment advice is offered regularly by many
services and publications. Advice varies from that based
on sound investment policies to short-swing trading
"tips" and includes discussions of general economic or
market trends as well as individual securities recom-
mendations. It is sometimes based on analyses of funda-
mental economic factors and sometimes on mechanical
devices predicated on the behavior of the Stock-market
averages. Investment procedure based on the latter
hypothesis is believed to be of doubtful value. (The
reader is referred to the comprehensive statistical anal-
ysis of investment results made by the Cowles Com-
mission for Research in Economics Common Stock
Indexes, 1871-1937" by Alfred Cowles, 3d, and
Associates.

The doubtful value of short-term security price fore-
casting has been demonstrated by E. W. Pettee (" Short-
Term Price Forecasting," by E. W. Pettee, the Journal
of Business of the University of Chicago, July 1936).
This is a study and rating of the various services fore-
casting prices during the 1920's. Another similar study
was made b y Seymour L. Andrew and Harold M. Flinn
{Appraisal of Economic Forecasters, the proceedings
of the American Statistical Association Supplement,
March 1930, new series No. 169A, page 36).

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