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COMING EFFECTS OF CURRENT EVENTS

Through a Glass, Darkly

Although it is impossible to appraise accurately the
effects of present war developments on our economy,
tentative conclusions sometimes can be drawn from
events as they occur. At present, we can at best only
"see through a glass, darkly," but, if we keep certain
essential points in mind, we shall be in a better position
to appraise the future when the probable outcome of
the conflict becomes more apparent. The aspects of
the world situation that will be vital to watch may be
summarized as follows:

1. The extent of our involvement in the war is of
course a vital consideration. In the April 14, 1941 Bul-
letin, we expressed the opinion that Federal expendi-
tures and therefore the danger of national insolvency
would be greatly increased if we became an active
belligerent. There will also probably be a much greater
curtailment of the enterprise system if war is declared
than if we retain our present semibelligerent status. It
is obvious that each step we take toward belligerency
will involve more sacrifices. The occupation of Iceland,
even if it is not followed by the occupation of the Azores,
implies a great extension of our naval operations and
may at any time push our naval activity beyond the
limits of observation and mere threat of action. Gen-
eral Wavell's statement to the effect that an American
expeditionary force would probably be required to
terminate the conflict in the favor of the Allies may not
have had the sanction of the British Government, but,
if war is actually declared between the United States
and Germany, it can be safely predicted that the demand
for such a project would soon be made by more authori-
tative sources.

2. The duration of the conflict will have a great
influence on this Nation's economy. The longer the
war lasts, the greater our Federal debt will become, and
further devaluation of the dollar and a disastrous
inflation can scarcely be escaped if the war lasts for
several more years. If the war is protracted, our facili-
ties for the production of the heavy-type goods will be
greatly expanded. These industries that are especially
vulnerable to depression will form an abnormally large
proportion of the entire industrial system. The eco-
nomic adjustments required when peace is restored
would therefore be more serious. Although at present
it is impossible to estimate the probable duration of the

war, the news that will come out of Russia during the
next few months will at least be informative. It can
be taken for granted that the longer the war remains
in its present inconclusive phase, the more extensive
our involvement will become.

3. Even after the war is over, much will depend on
the extent of our participation in the settlement. If
Hitler wins, we shall presumably have no part in the
determination of the peace terms; if he is defeated, we
shall be faced with the same situation that existed in
1918. Then we were called upon to extend vast credits
for the economic re establishment of many of the Euro-
pean Nations. This time, the financial contribution
that we may be called on to make will be vastly greater,
and in addition we may be expected to bear the major
burden of policing the world. Other nations that have
had outlying possessions or mandated territories have
made sure that the peoples receiving the "benefits"
must at the very least finance the expenses of adminis-
tration, but that has never been our practice. Apart
from humanitarian considerations, the rehabilitation of
all the nations that are bankrupted by the war would be
economically desirable for us. However, we should first
make sure that the United States could finance the
expansion of the New Deal to world-wide proportions
without wrecking the Federal Government's credit.

4. The more thoughtful men in Congress and in the
Administration are already giving consideration to the
war's aftermath in this country. The economic adjust-
ments that will be forced on us during the transition
from a wartime to a peacetime economy will on the
next occasion undoubtedly be managed by the Govern-
ment. During the past decade, the Nation has come to
rely more and more on the Federal Government to
provide relief from the sacrifices that individuals must
make to give flexibility to the private enterprise system.
After the flow of orders for war materials ceases, the
Government will undoubtedly be expected in one way
or another to underwrite the employment of those
released from this type of work. The failure of the
present Administration to make any serious effort to
reduce nondefense spending when defense expenditures
are soaring suggests that the next recovery drive will
be undertaken in the same reckless way that charac-
terized the last one, if the New Deal is in office when the
war ends. Great wisdom and courage will be needed by
those in power in the Government when the post-war
crisis comes.
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RAILROAD FREIGHT TON - Ml LES VS. INDUSTRIAL PRODUCTION
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BUSINESS

Telephones in Use
There was an increase of approximately 75,000 tele-

phones in service during June 1941. This compared
with an increase of about 134,000 in May and 19,000
in June 1940. The present season is normally quiet for
the telephone business, and the gain this June was
abnormally large and established a high record for
increases for this summer month. The Institute's index
of the number of telephone stations in service per
capita advanced from 119.9 in May to 120.2 in June.
The Institute's index has been revised so that the base
period is the same as that used for the industrial pro-
duction index, namely, 1935-39 = 100. The following
chart shows the trend of the new index.
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During the seventeen-year period shown, the num-
ber of telephones in service has increased from 11,500,-
000 to 20,440,000, a gain of 77 per cent. The population
of the continental United States has increased less than
20 per cent during this period. The rate of growth for
telephone service has therefore been substantially
greater than the growth rate of the population.

The index reflects commercial activity to a greater
extent than it does industrial activity. Although the
index usually lags cyclical trends in business, it is val-
uable in showing the breadth of commercial activity,
for which there are few comprehensive statistical indi-
cators available.

Railroad Freight Ton Miles
vs. Industrial Production

The chart at the top of this page presents a monthly
index tabulated from the railroad freight ton-mile
series compiled by the Bureau of Railway Economics.
It is presented, together with the Federal Reserve index
of industrial production. The base period for both
indexes is 1935-39 monthly average =100 and they
are both adjusted for seasonal variations. The indexes
are charted on a ratio scale in order to facilitate com-
parison between the trends of the two curves. A
description of the comparative trends of the two series

was presented in the March 10, 1941 bulletin, pages
39 and 40.

During the past twelve months, the general trend
of the ton-mile index has been upward, and the net
gain at the end of June 1941 was almost as great as the
substantial increase recorded by the index of industrial
production. Both indexes declined in April as a result
of the bituminous-coal strike. There was a greater
decline in the freight ton-mile index than there was in
the production index. Bituminous-coal traffic normally
constitutes twenty-eight per cent of total freight ton-
nage carried by the railroads, and the interruption of
shipments was immediately reflected in the ton-mile
index. Although industry is dependent on bituminous
coal, stocks in the hands of manufacturers are usually
sufficient to maintain operations if supplies are tempo-
rarily interrupted.

Following the settlement of the strike, both indexes
advanced substantially, and the ton-miles index in May
and June was higher than it has been since 1929. It is
apparent from the trend of the ton-miles index that the
railroads are carrying a substantial proportion of the
raw materials for national' defense production as well
as much of the finished products.

THE FUNDAMENTALS
Supply

The steel-ingot production rate advanced last week
from 933^ to 98J^ per cent of theoretical capacity. The
five-point gain brought the rate to within two points
of the level reached before the interruption occasioned
by the observance of Independence Day. The current
situation in the steel industry was summarized by the
Iron Age as follows: "Whether ingot production can
show much improvement during the next month or,
indeed, whether it can hold, is rapidly becoming a
matter of speculation, not merely because melting oper-
ations are so high but because the steel industry appar-
ently is not far from a situation in which it will face
twin shortages of pig iron and scrap. While the out-
pouring of new orders has subsided to some extent, the
volume is still greater than production or shipments.
Recent allocation programs announced for civilian
requirements by OPACS lack significance for the time
being, since the amount of material carrying preference
ratings is taking the larger share of steel production."

1929 1932 1937 1938 1940 1941
Per Cent of Capacity 93.0 22.0 78.0 28.0 87.5 98.5

(Latest 1941 weekly data; corresponding week earlier years)

Electric-power output last week established an even
more impressive gain compared with production in the
corresponding week of 1940 than was recorded in the
preceding week. The gain in output was 17.3 per cent.

1929 1932 1937 1938 1940 1941

Billion Kilowatt Hours 1.71 1.46 2.10 1.88 2.48 2.87
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SOURCES OF PURCHASING MEDIA

Automobile production during the holiday week was
reduced to 96,457 units (on a four-day basis), a decrease
of 31,469 units from the previous week when output
was 127,926 cars and trucks. Ordinarily, production of
this year's models would be completed by the end of this
month, and work on new models would commence in
August. However, this year the transition may be
simplified, because model changes will be limited in
deference to the national defense program.

1929 1932 1937 1938 1940 1941
Units (000 omitted) 114 27 100 29 52 96

Cotton-mill activity increased contraseasonally last
•week, and the adjusted index advanced from 187.1 to
194.9. At last week's level, it was 60 per cent higher
than it was a year ago at this time. The great gain in
cotton-mill activity has been possible because a large
surplus plant capacity existed before the war started.

1929 1932 1937 1938 194-0 1941

New York Times Index 118.5 64.0 138.0 91.1 122.0 194.9

Last week lumber production remained about
unchanged although a seasonal decrease was expected.
The adjusted index consequently advanced from 121.4
to 131.8.

1929 1932 1937 1938 1940 1941
New York Times Index 126.8 38.3 97.0 61.2 96.5 131.8

Demand
Although the Federal Reserve index of department-

store sales has not yet been published for June, the
weekly reports indicate that it will be higher than the
May index of 106 per cent of the 1923-25 monthly
average. Last week's gain in the Federal Reserve index
of department-store sales from the index reported in
the corresponding week of 1940 was 28 per cent.
Reports from the mail-order and chain-store companies
indicated that there was an increase of even greater
extent in their business. The indexes of the value of
manufacturers' orders compiled by the United States
Department of Commerce and published last week for
May showed increases in new business for both the
durable and nondurable goods industries.

Prices
The upward trend of the sensitive wholesale com-

modity price indexes that was interrupted during the

turn of the month was resumed last week. Moody's
Spot Commodity Price Index advanced from 202.5 on
July 3 to 206.0 on July 10. The Dow-Jones Index of
Commodity Futures closed at 72.36 on July 3 and at
73.52 on July 10. Both indexes are now nearly as high
as they were at the height of the 1936-1937 inflationary
price advance. The spot commodity price index is 42
per cent higher than it was at the end of August 1939,
before the war started the current price advance, and
the futures index has advanced 51 per cent during the
war period.

FINANCE

Sources of Purchasing Media
As the accompanying chart shows, there was a

decrease in the purchasing media available to the public
during June. This resulted primarily from the payment
of the second installment of the Federal income tax.
There was a similar, although somewhat less extensive,
decrease in March when the first installment of the
income tax was paid.

There was only a small increase in purchasing media
from the money-commodity source last month.
Although domestic gold production has increased
somewhat during the past year, the inflow of foreign
gold has diminished to extremely small proportions,
compared with the large inflow in 1939 and 1940. The
increase of $54,000,000 in the Nation's monetary gold
stocks during June was the smallest monthly increase
to be reported since early in 1938.

There was another increase in purchasing media
derived from commercial loans last month, although it
was somewhat more moderate than the increases
recorded during the preceding two months. The
increase may have been smaller because manufacturers
have largely completed the process of accumulating
inventories to a level appropriate to the larger produc-
tion volume.

During June, there was a moderate decrease in
purchasing media derived from the third source (an
excess of investment-type assets representing tangible
property with respect to the savings available to the
banking system). The commercial banks increased their
holdings of direct Government securities during the
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month but disposed of some Government-guaranteed
and "other" securities.

A decrease in purchasing media from the fourth
source was primarily responsible for the net decrease
for the month in the aggregate. Although the total par
value of Government securities in the commercial
banks' portfolios increased during the month, there was
a substantial increase in Government deposits with the
Federal Reserve Banks resulting from the income-tax
receipts. Government deposits are deducted from the
total of purchasing media derived from the printing
press, because such deposits represent funds temporarily
not available to business.

Treasury reports indicate that the Federal Govern-
ment's income is concentrated in the months when
income-tax payments are due. Therefore, substantial
funds are withdrawn from private to public accounts
in the months of March, June, September, and Decem-
ber. During the two months between these quarterly
periods when the rate of Government spending is as
great as it is at present, budgetary deficits are large.
Although the Treasury is attempting to obtain most of
the required funds by sales of savings bonds to investors
so that new purchasing media will not be created,
Government spending is increasing at such a rate that
the Treasury will soon need the help of the commercial
banks' credit. The inflationary progression will there-
fore probably be resumed during July and August,
although it may be temporarily halted again in Sep-
tember.

New Capital Issues
The volume of new capital issues reached a more

respectable total during June this year than has recently
been the case. The aggregate value of new corporate
borrowings was $90,000,000. With the exception of
November 1940, when the American Telephone and
Telegraph Company borrowed $140,000,000 in the
capital-issues market, last month's total was the largest
to be reported since August 1938. The total for the
first half of this year was larger than it has been in the
corresponding period of preceding years since 1938,
although the excess over the value of flotations made
during the first six months of 1938 was small.

Of the $90,000,000 par value of new capital issues
last month, $51,000,000 was borrowed by the railroads;
$7,500,000, by the utilities; and $31,500,000, by indus-
trial concerns. The $365,000,000 borrowed during the
first half of the year was divided as follows: 41 per cent
for the railroads; 24 per cent for the public utilities; and
36 per cent for industrial companies.

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

N E W CORPORATE FINANCING IN THE UNITED STATES

Year

1926
1927
1928
1929
1930
1931
1932
1933

June
First

Six Months
(In millions of dollars)

273
520
582
553
441
131

4
12

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

160
60

Year

1934
1935
1936
1937
1938
1939
1940
1941

June
First

Six Months
(In millions of dollars)

9
14

152
276
202

31
10
90

99
101
458
829
362
218
270
365

SECURITIES

Bonds
Bond prices were stronger last week than they have

been recently. The Dow-Jones Average of forty bonds
advanced from 91.17 on July 3 to 91.52 on July 10.

Stocks
The stock market advanced last week with a sub-

stantial increase in the volume of transactions. The
improvement was probably the result of the impact of
more favorable war news on a strong technical market
position established during the period of market inertia
that prevailed this spring.

RECOMMENDED BOOKS
"Government and the Investor," by Emanuel Stein.

Farrar & Rinehart, Inc. ($1.00)

The sharp break in security prices that began in
1929 caused a strong demand for government action.
Investors who saw their large paper profits vanish
attributed their misfortune to sinister forces that should
be eliminated by legal procedure. Congress acquiesced
in this attitude, and beginning in 1933 several laws were
enacted stringently regulating securities and securities
markets.

In this book, Professor Stein discusses the back-
ground of these legislative measures, together with the
details and effects of the laws, themselves. In addition
to those acts dealing with the regulation of the sale of
securities and with the regulation of securities markets,
the author considers the important Public Utility Act
of 1935 and its offspring, the Investment Company
Act of 1940.

This volume is admirably designed to acquaint the
investor with the protective steps taken for him by the
Government.

"Index to the Journal of the American Statistical Asso-
ciation." Volumes 1-34, 1888-1939. Prepared by
Myron S. Heidingsfield, Harold R. Hosea, Consult-
ant. American Statistical Association, Washington,
D. C.

This Index will be of great assistance to advanced
students of economics, to professional statisticians, and
to persons engaged in research in the field of economics
who have access to files of the publication. Its con-
venient topical arrangement reveals to the inquirer
one of the most extensive collections of statistical data
that are anywhere available.

Note: Of course our relationship with subscribers
makes it impossible for this organization to benefit in
any way from the sale of books and periodicals reviewed,
other than our own. Readers should send orders
directly to publishers or bookstores.

Source: Commercial and Financial Chronicle.

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