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COMING EFFECTS OF CURRENT EVENTS

War on Two Fronts
If the latest news from abroad has a reasonable

percentage of truth in it, the British have successfully
started action on a second front. The release of Wey-
gand suggests that this action on Britain's part may
not have been the complete surprise to the Axis powers
that it is said to have been, but this may not prevent
major successes, and the course of events in North
Africa may have an important bearing on the war.

When and if all of Africa is in British hands, Italy
will be rendered impotent. This will mean only a minor
reduction in Axis strength, but Hitler is in no position
to stand even this minor blow as long as Russia holds
out against him. Furthermore, British successes in
North Africa would no doubt strengthen Turkish
resistance to German demands.

In our opinion, the latest turn of events increases
the probability (still not very great, however) that
this winter will see the turning point of the war. It
would be wiser for business men not to overlook this
possibility in making their plans for the future.

THE FUNDAMENTALS

Industrial Production
The Institute's preliminary index of industrial

production for November at 147.3 was somewhat
higher than the revised index of 146.2 for October.
However, there has been little significant change in
the Nation's aggregate industrial activity during the
second half of 1941. After the steep upward trend
maintained from April 1940 through June 1941, the
index has fluctuated within a relatively narrow range.
The advanced level of the index, compared with its
position in any preceding period, together with its
recent behavior, suggests that practically full employ-
ment of the Nation's existing manufacturing facilities
has been reached.

The steel-ingot production rate was about the same
in November as it was in October. However, there are
fewer working days in November than there were in
the former month, and production probably fell short
of the all-time high record made in October, when a
total of 7,243,000 tons of steel ingots and castings were
produced. The accompanying bar charts show the
magnitude of iron and steel production in November
1941 in relation to production in November during
other significant years.

IRON AND STEEL PRODUCTION
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Last week the steel-ingot production rate remained
unchanged at 973^ per cent of theoretical capacity.
Stocks of coal in steel producers' yards vary from one
to four or five weeks' supply at present capacity produc-
tion rates. Unless the coal strikes in the captive mines
are settled, steel production will soon be curtailed.
The latest issue of The Iron Age stated: "This week
brought to light an interesting steel industry backlog
analysis which shows 60.3 per cent of all orders for
November delivery are for direct and indirect defense
needs."

1929 1932 1937 1938 194Q
Per Cent of Capacity 71.0 18.0 35.0 63.0 97.0 97.5

(Latest 1941 weekly data; corresponding week earlier years)

Production of electric power during November
maintained about the same relationship with output
in the corresponding month of the preceding years
that was evident in October. The charts show that the
industry has made steady progress throughout the
period.

ELECTRIC-POWER OUTPUT
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Electric-power production decreased slightly last week.
The gain in electric-power production compared with
output during the corresponding period last year
decreased from 16.4 per cent to 14.3 per cent. However,
output was still close to the all-time high level.

Billion Kilowatt-Hours
1929
1.84

1932
1.53

1937

2.22

19S8
2.27

1940
2.89 3.30

The automobile industry's production of passenger
cars and trucks averaged about 93,000 per week during
November 1941, compared with a weekly average of
120,000 in November 1940. Truck production in recent
months has greatly exceeded the monthly output in
former years since 1929, and of course it now consti-
tutes a much larger proportion of automotive produc-
tion than in earlier periods.
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AUTOMOBILE PRODUCTION
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Last week, motor-car assemblies decreased from
93,585 cars and trucks to 92,990 units. Retail sales of
passenger cars are reported to be about in line with the
present reduced production rate.

1929 1932 1937 1938 1940 1941
Units (000 omitted) 38 16 86 96 123 93

Although cotton-mill activity has receded from the
high level reached during the summer months, output
was still substantial, and the bar charts show that pro-
duction in November 1941 was greater than it was in
any preceding November of the years shown. During
the past two and a half years the industry has had the
most protracted period of prosperity since the decade
of the 1920's.

I

COTTON-MILL PRODUCTION
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Aggregate cotton-mill activity remained substantially
unchanged last week, when the normal seasonal trend
was upward. Consequently, the adjusted index declined
from 155.7 in the preceding week to 154.1.

1929
New York Times Index 108.3

1932
104.9

1937 1938 1940

99.5 118.7 131.7

1941

154.1

The daily average of lumber production during
November was at about the same level as it was in
October. Although output failed to measure up to the
record made in November 1929, it exceeded that for
November of the other years shown in the bar charts.

I
LUMBER PRODUCTION
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The rate of lumber production was somewhat lower last
week than it was in the preceding week, but the decrease
was less than seasonal, and the adjusted index advanced
from 124.0 to 128.8.

1929 1932 1937 1938 1940 1941
New York Times Index 115.3 33.4 65.2 68.4 122.4 128.8

The Harwood Index of Inflation
There was a fractional decline in the ratio form of

the Index of Inflation from 106.1 (revised) for October
to 105.5 (preliminary) for November. The decline
was caused primarily by a substantial decrease in
the commercial banks' holdings of securities fully
guaranteed by the Government. Reconstruction Finance
Corporation notes of a par value of $300,000,000 and
United States Housing Administration Authority
notes for $112,000,000 matured on November 1. A
large proportion of these notes was held by the com-
mercial banks, and only part of the funds received in
payment was immediately reinvested. Consequently,
there was a moderate contraction of bank credit.

The chart on page 191 shows the Index of Inflation
in ratio form, which is the ratio of all purchasing media
available for use to the portion that is not inflationary.
The dotted line on this chart shows the actual totals of
inflationary purchasing media. (The scale for the ratio
form is at the left side of the chart. The scale in billions
of dollars for the total of inflationary purchasing media
is at the right.)

The amount of inflationary purchasing media avail-
able to the public in November was slightly less than
it was during the preceding three months but was about
the same as it was at the height of the 1936-1937
inflation. The Index in ratio form during the past six
months has remained within the upper portion of the
range in which it has fluctuated during the past four
years.

The accompanying chart shows the Harwood Index
of Inflation in ratio form, the absolute data for the Index
of Inflation (the inflationary purchasing media totals),
and the Institute's index of industrial production.

HARWOOD INDEX OF INFLATION, RATIO FORM,
ABSOLUTE DATA, AND INDUSTRIAL PRODUCTION
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Although the absolute-data curve advanced sub-
stantially during the 1939-1940 period, the advance in
the ratio form of the Index was limited because non-
inflationary purchasing media, resulting from large gold
imports, were also increasing substantially. In 1941,
gold imports have been relatively unimportant, but the
expansion of bank credit for commercial loans and, con-
sequently, of checking accounts thereby created, which
are also noninflationary, continued to limit the rise of
the ratio form of the Index when the absolute-data
curve was rising. Recently, the rate of increase in com-
mercial loans has been less rapid, and the trends of the
two money-credit curves have been similar.

The money-credit, or demand, curves have recorded
no advance since May 1941, and soon after this trend
became evident the trend of the industrial-production
curve also began to level off.

The sale of tax-anticipation notes has apparently
been an important factor in retarding the upward move-
ment of the Index of Inflation during the past few
months. At the end of October, more than $1,800,-
000,000 of tax-anticipation notes were outstanding.
Had Government expenditures in this amount been
financed by the creation of inflationary bank credit, the
Index of Inflation in ratio form would be about five
points higher than the present level. Of course, cor-
porations and wealthy individuals may continue the
policy of maintaining a considerable investment in these
certificates as long as taxes absorb such a large propor-

190



INDUSTRIAL PRODUCTION
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INDUSTRIAL PRODUCTION IN PERSPECTIVE

1900 14 '17 '2 1 '29 '32 '37 '38 NOW '23 '24 '25 26 '27 28 '29 '30 '31 '32 '33 '34 '35 '36 '37 '38 '39 '40 '41

HARWOOD INDEX OF INFLATION
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tion of incomes. The only essential difference between
the sale of tax-anticipation notes and the sale of any
other Government securities is that the notes are paid
for from savings; that is, from portions of individual
and corporate incomes not disbursed for current
expenditures.

However, it is important to realize that the sale of
these notes can have only a temporary effect on the
situation. In effect, they lessen the Federal deficit by
bringing in tax funds earlier than usual. At first, this
greatly increases the Government's income, but as soon
as the volume of these notes outstanding becomes nearly
stabilized, the effects will pass. Tax collections in
March will be less by the amount of these tax antici-
pation notes, and the deficit will therefore be larger at
that time than it otherwise would have been, and the
inflationary effect will be correspondingly greater.

Other Demand Factors

Retail trade appears to be recovering from the
decline in October that followed the extreme activity
in August and September. The Federal Reserve index
of department-store sales reached a high of 134 per cent
of the 1923-25 average (adjusted for seasonal trend)
in August, declined to 116 in September and to 104 in
October. The rate of gain in weekly reports from the
corresponding period in 1940 has been increasing in
November, and, inasmuch as the index advanced from
94 in October 1940 to 100 in November 1940, it appears
probable that the adjusted index for November 1941
will be nearer the September than the October level.

The index of income payments compiled by the
United States Department of Commerce advanced
from 134.8 (per cent of 1935-39 level) in August to
136.9 per cent in September. The per cent increase in
income payments was greater than the per cent increase
in the cost of living, but the difference was less than it
has been earlier in the year.

Commodity Prices
There was no significant change in the wholesale

commodity price index during November. The United
States Bureau of Labor Statistics' combined index of
commodity prices was 131.4 (1913=100) in October
and 131.5 (preliminary) in November. The chart on
page 191 shows that wholesale prices are now slightly
higher than normal after allowing for the effects of
devaluation. (Normal price relationships and the
Institute's method of determining the long-term trend
of commodity prices are described in the "Explanation
of Basic Charts," which has been sent to all subscribers.)

The average prices of the three economic classes
were virtually unchanged last month: the raw-materials
average advanced slightly; the semimanufactures
average remained unchanged; and there was a small
decline in the finished-goods average. Changes in the
commodity prices comprising the principal subdivisions

of the wholesale commodity price index were generally
confined to fractions, the only exception being the hide
and leather group, which recorded a two-point advance.
The accompanying table shows the changes that have
occurred in the major classifications of the wholesale
commodity price index. The November 1941 prelim-
inary indexes are compared with the revised indexes of
earlier significant periods.

UNITED STATES BUREAU OF LABOR STATISTICS

WHOLESALE COMMODITY PRICE INDEX

(Monthly Average 1913 = 100)
Nov. Nov. Nov. Oct. Nov.*
1929 1982 19bO 19U 194-1

Farm Products 141.4 65.3 95.4 125.6 125.9
Foods 154.0 94.4 112.9 137.7 138.2
Hides and Leather 159.1 104.9 150.2 166.2 168.3
Textile Products 154.6 94.1 130.0 157.4 157 8
Fuel and Light 135.7 116.5 117.3 130.5 130.3
Metals and Products 108.7 87.7 107.5 112.6 112.6
Building Materials 166.5 124.7 174.4 188.5 188.5
Chemicals f t 96.6 111.8 112.0
House Furnishings 168.0 130.9 157.4 177.4 177.6
Miscellaneous 118.1 91.3 111.0 122.6 122.8
Raw Materials 137.8 78.8 105.5 129.7 130.2
Semimanufactures 124.3 78.6 107.7 119.8 119.8
Finished Goods 133.9 99.9 119.0 134.7 134.6
All Commodities 134.0 91.5 114.0 131.4 131.5

* Preliminary estimate. f In process of revision.

Last week, the sensitive wholesale commodity
price indexes were about unchanged. Moody's Spot
Commodity Price index was 208.9 on November 13 and
209.3 on November 19. The Dow-Jones Index of Com-
modity Futures closed at 80.41 on November 13 and
at 81.22 on November 19.

BUSINESS
Postal Receipts

The volume of business in fifty of the largest city
postal districts increased in October both from the
September level and from the receipts for October 1940.
However, the margin was not so. great as it was in the
preceding month when trade was relatively more active.
The gain for the month was about five per cent, com-
pared with an increase of 6 ^ per cent in receipts for
the first ten months of 1941 over the receipts for the
corresponding period of 1940. The monthly series for
the first ten months of 1941 and for earlier significant
years are shown in the accompanying table.

POSTAL RECEIPTS IN FIFTY LARGE CITIES

(In Millions of Dollars)
Month 1929 1932 1937 1988 19^0 19U
January 31.6 25.3 27.9 27.5 30.4 32.3
February 30.0 24.1 27.8 27.0 29.7 30.5
March 34.4 26.7 33.8 31.8 32.7 34.0
April 32.4 24.3 31.1 29.6 31.6 34.9
May 82.4 22.6 29.8 28.2 32.3 33.7
June 29.3 22.0 29.6 28.0 28.7 31.2
July 29.1 23.8 26.6 24.6 27.6 30.6
August 29.3 23.9 26.3 26.6 29.0 30.4
September 30.5 25.8 30.0 29.5 30.3 33.1
October 35.7 26.7 31.7 30.9 35.2 36.9
November 32.7 26.1 30.7 31.4 83.2
December 40.8 33.1 42.0 42.5 45.4

Statistical Summary; Production, Purchasing Media, and Prices
-1941-

Nov. Dee.

Index of Industrial Production. 124.8 128.7

Jan. Feb. Mar. Apr. May June July Aug. Sept. Oct. Nov.*

129.4 133.0 135.5 132.6 141.5 146.0 146.8 146.5 148.2 146.2 147.8

Index of Inflation (ratio form) .

Commodity Price Index

103.0

114.8

103.6

114.6

105.1

115.8

105.2

115.5

102.8

116.8

105.2

119.2

106.6

121.6

105.3

124.8

105.7

127.2

106.1

129.4

106.2

130.9

106.1

131.4

105.5

181.5

Commodity Price Index 67.6

(In terms of former gold dollar)
67.8 68.5 68.8

* Preliminary Estimate.

U 70.5 72.0 73.8 75.8 76.6 77.4 77.8 77.8
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