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The Future of Lend-Lease
The President's report on lend-lease, submitted to

Congress last week, indicates the extensive nature of
this wartime enterprise. The total amount of lend-lease
aid of approximately $6,500,000,000 at the end of
August this year is an enormous figure even in these
times of tremendous Federal spending. Furthermore
the rate of expansion of these outlays is still increasing,
and the current figure may be only a fraction of the
wartime aggregate if the conflict is protracted. Perhaps
even more impressive than the statement of the total
money involved is the President's list of thirty-five
countries in addition to the British Commonwealth of
Nations that are now eligible to participate in the credit
arrangements under the plan.

It seems reasonable to agree with the President's
contention that the lend-lease principle provides a con-
venient means "for distributing the financial burdens
of the war among the United Nations in accordance
with their ability to contribute to the common pool."
If the plan is wisely administered, it should facilitate
the mobilization against the enemy of the practical
maximum of resources available in nations, whether or
not they are our active Allies, outside of the scope of the
Axis alliance. However, it is not too soon to consider
the possibility that this instrument for hastening vic-
tory, our present immediate objective, might ultimately
become an unwelcome burden.

It is probably not an exaggeration to state that the
continuation of lend-lease after the war is over is taken
for granted by the majority of the responsible officials
in the Administration. It would be only sensible, as
well as humane, for this Nation to assist in the process
of postwar rehabilitation to the extent that we can
afford. However, if we are expected to implement the
Atlantic Charter guaranteeing the four freedoms to the
world, we may be able to do so only by resigning our-
selves to the lower standards of living to which we may
become accustomed during the war. This is probably a
sacrifice that the people of this country will not accept
if the truth is frankly presented to them.

There are economists on both sides of the Atlantic
who are aware of the dangerous potentialities involved
in carrying the lend-lease principle over into the post-
war period. The matter was stated so ably by a lead-
ing British commercial periodical1 that we believe our

1
 The (London) Economist, August 1,1942. The title of the article

is "Painless Prosperity?"

subscribers should read the following paragraphs from
the more extensive discussion.

"The fact that generous help, after the first period
of pure relief to distressed peoples, is a euphemism for
overseas investment, involving abstinence first on the
part of the investing countries and then on the part of
their debtors, is too stark to be stated. Indeed, there
are some people who will not admit this at all. Lend-
Lease, for instance, is apparently regarded by some as
a prototype of a perennial Christmas tree. One tiny
group of business men is working out a theory of what
is called 'outright grant.' Allegedly, this is an applica-
tion of the principles of Lend-Lease in peacetime
economic relations. It is based on the view that inter-
national debts cannot be paid without the dislocation
of national economies. On the face of it, it seeks to
make a principle of the fact that nations, like individ-
uals, wish to have their cake and eat it. I t presupposes
a process of free gifts from countries like the United
States to finance the development of other countries.
Like so many current schemes for postwar economy,
this is too ingenious to be ingenuous. When this coun-
try [Britain] was the only creditor nation in the world,
no schemes of this kind came from British sources. . . .

"The truth is that too many people are searching
for the soft option, for a world in which lenders will
lend and borrowers will not repay, in which sellers can
sell and need not buy in return. . . . If Englishmen are
preparing for a world in which the United States is
Santa Claus, then England is lost. What is needed, on
both sides of the Atlantic, is more talk about enterprise
and efficiency and expansion, and less about guarantees,
much more emphasis upon adaptability to changing
technical and market conditions and much less emphasis
upon protection and safeguards."

Demand-Supply Ratios
The indexes of manufacturers' new orders, ship-

ments, and inventories published by the United States
Department of Commerce last week revealed no sig-
nificant change in the trends of the shipments and
inventories indexes since we last published the Demand-
Supply Ratios in the August 24, 1942 bulletin but indi-
cated that there was an unusually sharp degree of fluc-
tuation in the value of new orders. The revised new
orders figure for June showed a more substantial increase
than was indicated by the preliminary data, but the
first report for July showed a considerable reduction in
the volume of new orders. The chart in the upper left-
hand corner of page 150 shows the basic indexes from

149



INDEXES OF MANUFACTURERS' NEW ORDERS,
SHIPMENTS, AND INVENTORIES

RATIO OF UNFILLED ORDERS TO INVENTORIES
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which our Demand-Supply relationship charts are
derived.

The ratio of unfilled orders to inventories shown in
the next chart in the same column was computed by
dividing the backlog of orders (obtained by calculating
the excess of the new orders index over the shipments
index for the period shown on the chart) by the index
of inventories. This ratio advanced last June to a new
high level for the period shown but declined in July as
a result of the decrease in the new orders index for that
month. In spite of the decline for July in the ratio of
unfilled orders to inventories, this indicator of the
position of manufacturers' backlogs in relation to the
current business volume remained at a high level.

The chart at the top of the next column shows the

DEMAND-SUPPLY RATIO I
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Institute's Demand-Supply Ratio I (new orders divided
by shipments times inventories) with the Institute's
index of industrial production, which is adjusted for
long-term trend. Primarily as a consequence of the
decline in the new orders index, Demand-Supply Ratio
I for July fell to a position only slightly higher than the
low point for 1941 reached in October of that year. On
the other hand the index of industrial production was at
a record high level for the period. Inasmuch as more
nearly complete data have recently shown a larger
volume of new orders than was indicated by the pre-
liminary figures, there may subsequently be an upward
revision in this ratio. However, the general trend of
this ratio during the late spring and summer months
shows that American industry is supplying a large pro-
portion of the war materials that are demanded by the
Government.

The next chart shown in the same column presents
the Institute's Demand-Supply Ratio II with the index
of industrial stock prices. This ratio includes industrial
production as well as shipments and inventories in the
supply factor. The ratio in July declined to a position
slightly below the lowest point recorded in 1941. Even
if the preliminary new orders index for that month is
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found to understate the actual situation, the general
range of this ratio during the summer months reflects
an economic condition that would not be favorable
under peacetime conditions, although it shows progress
in forging the Nation into an instrument for war. In
spite of the advance in industrial stock prices indicated
in the chart, the behavior of Demand-Supply Ratio II
indicates that caution should be observed in making
speculative commitments.

THE FUNDAMENTALS

Supply
The steel-ingot production rate advanced from 98

to 99 per cent of theoretical capacity last week. This
high rate of production was achieved in spite of the
handicap of steel-scrap deficiencies in some districts and
an increasing shortage of man power. Many of the
employees of the heavy steel industries are of the type
desired by the Army, and replacements are not available
for most of those who are drafted for the armed services.
It may be necessary to increase the hours of work of
the employees who remain. According to The Iron Age:
"Some industrial observers believe that while the eight-
hour day is highly desirable in peacetime, it is hardly a
part of waging total war."

1929 1932 1937 1938 19 bl 194.2
Per Cent of Capacity 84.5 15.0 81.0 47.0 95.5 99.0

(Latest 1942 weekly data; corresponding week earlier years)

Electric-power companies generated 3,570,919,000
kilowatt-hours last week, recording a gain of 12.2 per
cent from output reported in the corresponding week
of 1941. Although the Pacific Coast region again made
the most impressive showing, a large increase was also
made in power production in the Southern States.

1929 1932 1937 1938 19U 19k2
Billion Kilowatt-Hours 1.81 1.48 2.28 2.21 3.32 3.57

There was a substantial decrease in lumber produc-
tion last week, when an increase was seasonal. Conse-
quently, the adjusted index declined from 120.0 in the
preceding week to 110.2.

1929 1932 1937 1938 19U 19^2
New York Times Index 129.1 34.8 86.1 76.7 118.9 110.2

Demand
The dollar volume of department-store sales last

week was three per cent smaller than that for the cor-
responding week of 1941. Earlier in the month, com-
parisons were distorted by Labor Day's occurring a week
later this year than in 1941. The latest report indicates
that there is a large volume of consumer goods pur-
chases because current data are compared with the
figures a year ago when new high records in dollar sales
were being made. The average price of department-
store merchandise is about 16 per cent higher than it
was a year ago and therefore the physical volume of
sales is substantially below the level that prevailed
during the corresponding period of 1941.

The President's statement last week that American
war production had "little more than passed the half-
way mark" to maximum output indicates that demand
arising from Government needs will continue to expand.
It is also implied that consumer demand must go unsat-
isfied to an increasing degree once existing stocks of
goods are reduced. If the public becomes generally
aware of this situation, there may soon occur another

scramble to buy in the retail markets such as has
occurred periodically since the war began three years
ago.

Prices
Neither of the sensitive wholesale commodity price

indexes showed decisive trends last week. Moody's
Spot Commodity Price Index was 232.7 on September
10 and 232.4 on September 17. The Dow-Jones Index
of Commodity Futures closed at 85.74 on September 10
and at 85.60 on September 17. Both the spot and futures
sensitive indexes declined during the second half of
July and the first half of August but subsequently
recovered gradually and are now close to their wartime
high records. The spot commodity price index is now
about 60 per cent higher than it was at the end of August
1939, just before the war started the price advance. The
futures index is nearly 80 per cent higher than it was
at the end of August 1939. During this three-year
period, the combined wholesale price index compiled
by the United States Bureau of Labor Statistics, which
is a weighted average of 889 quotations, has advanced
32 per cent. The sensitive price indexes are the first to
reflect the effects of inflation on the commodity price
structure, and, as long as these continue to advance,
there is little hope that the prices of most other com-
modities can be stabilized.

FINANCE

New Capital Issues
The volume of new capital issues during August was

more than double that in July but was small in com-
parison with the par value of new issues in August
1941. Most of the aggregate borrowing was made by
four companies. A debenture issue of the Southern Bell
Telephone & Telegraph Company accounted for $35,-
000,000 of the total; a debenture issue in the par value
of $12,000,000 was sold by the Great Lakes Pipe Line
Company; a food concern, the Carnation Company,
issued $6,000,000 of debentures and preferred stock;
and a $2,000,000 equipment issue of the Wabash Rail-
road was the only one made in the transportation field.

New corporate financing in August and in the first
eight months of each year during the past 17 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
1934

August
First Eight

Months
(In Millions of Dollars)

176
256
180
310
122
46
26
14
8

3,062
3,354
3,137
4,664
4,035
1,468

249
126
127

Year

1935
1936
1937
1938
1939
1940
1941
1942

August
First Eight

Months
(In Millions of Dollars)

30
171
51

125
25
70

327
59

186
691
961
617
293
388
755
583

Source: Financial and Commercial Chronicle.

Sources of Purchasing Media
Purchasing media available to the public consist of

currency in circulation plus checking-account deposits.
The chart at the top of page 152 shows the total pur-
chasing media in use during each month of the twenty-
eight-year period and indicates the source from which
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SOURCES OF PURCHASING MEDIA
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the purchasing media were derived. Purchasing media
derived from the money commodity (gold) are not
inflationary, because they represent the metal itself,
which in effect is being offered in the market by those
who use such purchasing media. Purchasing media
created by commercial loans are not usually inflation-
ary, because they normally represent the value of goods
that are currently being produced and are on the way to
the market. The remainder of the purchasing media is
inflationary, because it represents bank credit or Gov-
ernment currency issues that do not represent goods
being offered in the market.

During August this year there was another large
increase in the total of available purchasing media.
During the first nine months of our participation in the
war, purchasing media increased about $4,000,000,000
or nine per cent of the total available at the end of
November 1941.

Purchasing media from the money-commodity
source remained about unchanged during the month of
August as it has in recent similar periods. Inasmuch as
the financial arrangements for nearly all of our foreign
commerce are now made through the terms of the
Government's lend-lease provisions, there is no occasion
for making substantial international gold transfers.

During the period from March through July 1942,
purchasing media derived from commercial loans
decreased substantially. The contraction in this type
of credit during this period was attributable to policies
advocated by the United States Treasury and Federal
Reserve authorities. However, there was no appre-
ciable change in the volume of commercial loans out-
standing last month. An increase in commercial,
industrial, and agricultural loans of the New York
City banks offset decreases in this type of loans made
by banks in the remainder of the country.

There was a small decrease last month in purchas-
ing 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). Purchasing media from this source is usually
created as a result of investments by the banks in the
obligations of private corporations. The commercial
banks have generally restricted their purchases of bonds

to United States Treasury issues during the past few
months.

Inasmuch as there were only minor changes in pur-
chasing media from the other sources, it is evident that
the large increase in the total last month originated
primarily from the printing press. During August,
financial requirements of the war made it necessary for
the Treasury to increase the Government debt by
$4,400,000,000. About half of this total was marketed
as War Savings Bonds, tax-anticipation notes, and
registered "tap" issues. The remainder was financed
through issuance of Treasury bills and short-term certifi-
cates of indebtedness that are virtually all sold to
financial institutions. About $1,600,000,000 of these
short-term securities were purchased by the commercial
banks. These last transactions were inflationary in
character, because there was no compensatory increase
in the savings available to the banking system with
which payment could be made.

If it were not already evident, the Federal Reserve
authorities have made it clear that the banks would be
given the legal means of financing the Treasury's budg-
etary deficits unhampered by credit restrictions. The
excess reserves held by the central reserve city member
banks in New York and Chicago decreased so extensively
during the first seven months of this year as to create
the threat of a credit stringency last month. There-
fore, the Board of Governors of the Federal Reserve
System on August 19 announced a modification of the
schedule of member bank legal reserve requirements
from 26 to 24 per cent of net demand deposits for
central reserve cities. This resulted in an increase of
more than $400,000,000 in the excess reserves of this
group of banks. Further modifications in reserve
requirements will probably be needed within another
few months, and will no doubt be made.

The quarterly income-tax payments due in Sep-
tember will probably put a temporary halt to the
upward trend in total purchasing media. However, the
Government's rate of spending is higher than it was
earlier in the year, and the contraction in September
may not be so great as the chart indicates occurred in
March and in June.

152


