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RESEARCH REPORTS
COMING EFFECTS OF CURRENT EVENTS

The First Defection
The extent to which German military power has

ebbed is proclaimed by her failure to keep Italy in the
war. Germany's propaganda minister could not hope to
persuade his people that the surrender constitutes any-
thing but a serious blow to his country. The occupa-
tion of Italy by the armed forces of the Allies will
greatly increase Germany's problem of defending her
European citadel. The Reich will soon be as helpless
against our growing air power as Italy has been during
the past few weeks. The German troops now occupying
the northern part of the peninsula cannot hope to hold
out for a very extended period, because they have
limited means of replenishing their supplies.

It may be viewed as even more encouraging if
Italy's defection from the Axis coalition is soon followed
by the falling away of Hitler's satellite states in the
Balkans and Finland. If such developments occur, they
will open up new avenues for attack on the German
homeland itself. Furthermore, the implication that the
German cause is a lost one will be unmistakable to the
Nazis. The abandonment of a nation by its allies breeds
a psychology among the country's people that is likely
to lead to the destruction of the nation's war effort.

The United Nations will probably find it advisable
to grant generous terms to the first Axis casualty. The
Soviet Government apparently does not view the
Italians with the same animosity felt toward the Ger-
mans. Our own Government, as well as that of the
British, may find it good sense in this instance to heed
the plea made by Pope Pius to demonstrate the real
strength of the United Nations by generosity to a con-
quered nation. Such a policy would be calculated to
give other nations within Hitler's sphere decisive
encouragement to abandon the losing cause.

The economic effects in this country that may be
expected to follow the Italian surrender are favorable
only as it moves nearer the time of Hitler's defeat.
The occupation of so populous a country as Italy is
expected to entail the responsibility of providing con-
siderable quantities of supplies to our erstwhile enemy.
This will create a further drain on the already limited
stocks of provisions for our home consumption. It is
certainly to be hoped that the Government officials
charged with obtaining and distributing supplies will
confine themselves to providing only things that are
necessary. It has been charged that the Government has

sent luxuries to other occupied territories that could not
be obtained in desired quantities at home.

As far as the industrial segment of our war effort is
concerned, our occupation of Italy will tend to increase
rather than to decrease the need for the production of
materials. This need will continue as long as both of
the major enemy powers are still in action against us.

Our Postwar International Relations
Unless the attitude of the American people changes

greatly with the resumption of peace, the United States
will be extremely active in world affairs, in contrast
with our position after the first World War. The Roose-
velt party by its past actions and recent statements
shows that it is prepared to have this country exercise
a leading role in arranging and maintaining the status
of other countries in the world picture after the war is
over. Now the opposition political party is prepared to
adopt a similar attitude.

The statement by the Republican policymakers call-
ing for the "responsible participation by the United
States in post-war cooperative organization among
sovereign nations to prevent military aggression and to
attain permanent peace with organized justice in a free
world" would serve equally well in the Democratic
platform. It is also certain that the statement would not
have been prepared and published if it did not represent
the attitude of the majority of the Nation's voters.

If we are to enter into some sort of a league of nations
after the war, we should see to it that it is an effective
organization that has the power and the courage to
enforce its mandates. The temporizing policy adopted
by the old League failed to provide any discouragement
to the aggressor nations.

The Government's Industrial Empire
It is probably not generally realized how extensive

is the Government's ownership of industries created
during the war. Mr. Jesse Jones, Secretary of Com-
merce, in a recent statement said: "Our Government
has spent probably 25 billion dollars during the past
three years in building plants and facilities vitally
needed for prosecuting the war.

Notice to ANNUAL SUSTAINING MEMBERS: A copy of
the Institute's 1943 revision of the special pamphlet "Where Are We
Going?" has recently been mailed to you. If you do not receive it
within a few days, please let us know. Of course, subscribers who
are not Sustaining Members may purchase this $1 booklet at the
usual 20 per cent discount.
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"Much of this money has gone into purely military
construction — things for which we can have only slight
use after the war. But a great deal of it has gone into
plants, shipbuilding, and industrial facilities which with
some rearranging can continue to be operated in the
peacetime period. Indeed, such facilities will have to
be employed if we are to keep people at work and avoid
a depression that might easily threaten our whole
economy. If wisely handled they will further improve
our standard of living and serve as an aid to other
countries."

It is of considerable concern to anyone engaged in
private business to know what disposition will be made
of the plants financed by the Government. Senator
George of Georgia is Chairman of the Congressional
Committee of Post-War Economic Policy and Planning
that will have an important share in determining the
general policy that the Government will adopt. He is
apparently in agreement with Mr. Jones whose sum-
mary of his statement of the probable disposition of
these properties is somewhat reassuring and seems to be
worth reproducing, as follows: "The fate of industries
expanded through the exigencies of war will depend
largely upon the wisdom and fairness displayed by
Government. In this respect, I have no fear but that
Government will deal fairly with industry. Thus, it
will be reflecting the will of the people which, in my
opinion, is to maintain the principle of private initiative
and private enterprise — the foundation upon which
our country and its freedom has been built.

"There will, of course, be differing opinions. No
doubt some will advocate that Government stay in
business and operate the facilities with Federal funds.
Others may urge that we scrap a large part of this war
expansion in order to remove undue competition. Still
others will be looking for bargains, hoping to buy from
the Government at sacrifice prices.

"Certainly, it is imperative that we be on guard
against undue pressure from any of these groups, for if
there ever was a question which must be settled in the

national interest, it is the future use of this vast new
industrial empire. And in the final analysis, the empire
must function if we are to gain our national goal of the
fullest possible employment and production."

BUSINESS
Indexes of Retail Sales

The chart of durable goods and nondurable goods
retail sales, shown at the top of this page, has been
revised in accordance with changes in the index
announced by the United States Bureau of Foreign
and Domestic Commerce last week, when the figures
for July were released. Revisions in the data are not
extensive but indicate that the recent volume of sales
by the durable goods outlets have been somewhat
smaller than was indicated by the incomplete reports.
On the other hand, the recent volume of sales of the
nondurable goods stores was somewhat larger than was
previously indicated.

The statistical series, shown in the chart, represent
the most comprehensive indicators of current consumer
goods purchases in the country, and the data available
separately for the two major classifications of merchan-
dise sold are especially valuable in revealing trends of
consumer distribution. The durable goods outlets used
in compiling the index include stores selling building
materials, hardware, household furnishings, and pas-
senger automobiles. The nondurable stores include
food stores, restaurants, apparel stores, filling stations,
drugstores, and general merchandise stores.

Measured by dollar volume, durable goods sales
during the base period 1935-1939, which was used in
compiling the index, was 25 per cent of total retail
sales. During the three most recent months, for which
data are now available, durable goods outlets accounted
for only 16 per cent of all retail sales. This affords a
contrast to the experience during the first half of 1941,
when the durable goods boom was at its height, and
the sales of this class of merchandise constituted 30 per
cent of the total.
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Newspaper Advertising
Newspaper advertising linage reported for July

1943 was more than 15 per cent greater than that
reported for the corresponding month of 1942. All
types of advertising participated in the favorable com-
parison, but there was a wide difference in the distri-
bution of gains among the different classifications.
Newspaper advertising linage in the dailies of fifty-two
cities during July 1942 and 1943 and the percentage
increase of the latter in comparison with the record for
the earlier period are shown in the accompanying table:

Newspaper
Advertising
Linage

Classified

Display
Automotive
Financial
General
Retail

July
1942

July
19 hS

{Millions of Dollars)

20.1

2.3
1.6

14.0
51.4

28.6

2.7
1.7

17.2
52.9

Per Vent Increase
July 19^3

from July 1942

42.3

17.4
6.3

22.9
2.9

Total 89.4 103.1 15.3

The largest gain was recorded by advertising defined
as "classified." This has been the experience during
the past few months. Retail advertising, which con-
stituted about one-half of the total for July, recorded
the smallest increase compared with the volume in
July 1942.

The Building Industry
Reports reflecting the activity of the Nation's build-

ing industry indicate that the volume of construction
this year will be substantially below the total for 1942.
During the first half of 1943, the aggregate volume of
new building was 24 per cent less than it was in the
first six months of 1942. The experience for the full
year may show an even greater decrease. The value of
new construction in the United States during the first
six months of 1943 was approximately $4,500,000,000.
It is expected that the value of new building during
the second half of the year will not exceed $3,500,000,-
000 and may run as low as $3,000,000,000.

NEW CONSTRUCTION ACTIVITY
BILLIONS OF DOLLARS
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The foregoing chart was prepared by the Depart-
ment of Commerce from data compiled by that Depart-
ment, by the War Production Board, and by the United
States Department of Labor. During our first war year,

1942, military and naval construction and publicly
financed industrial buildings were responsible for more
than half of total construction. Both types decreased
in volume during the first quarter of 1943 from the
record made during the most of 1942, and there was
further contraction in the second quarter of this year.

In June 1943, only 20 per cent of all new construction
was privately financed, and, in view of the sharply
downward trend in the volume of new projects under-
taken through Government financing, it appears to be
virtually certain that the building industry will be rela-
tively inactive for the remainder of the war.

THE FUNDAMENTALS

Supply
The steel-ingot production rate increased last week

to 1003̂ 2 Per cent of theoretical capacity from the rate
of 99 per cent that prevailed in the preceding week.
The American Iron and Steel Institute estimated that
the industry would produce approximately 1,750,000
net tons of ingots and steel for castings during the week
on the present schedule. The industry has seldom
operated at a higher rate than 100 per cent for many
consecutive weeks. The longest record for sustained
operations at better-than-capacity was made in May
1929, when this high rate prevailed throughout the
month. The Iron Age stated: "In the steel industry
last week, the scurry by customers to place orders on
mill books was intense in some areas and in regard to
certain products. Even specifications for steel to be
delivered one year from now were lodged with pro-
ducers. Reminiscent of the pre-CMP era, the rush by
consumers seemed partly caused by numerous instances
recently where buyers were unable to place late allot-
ments with booked-up mills. Optimistic for months
over scrap supplies, steel companies now are stepping
up their acquisitions and have indicated to the Govern-
ment their willingness to enlarge their inventories,
which is interpreted by Washington as welcoming the
proposed national scrap drive October 1-November 15,
a campaign keynoted toward 'insurance' rather than
'emergency' and which is expected to be shaped toward
averting some of last year's mistakes. The drive will
be much more difficult than last year's undertaking.
The goal for collections in the latter half of this year
is 15,000,000 net tons of scrap, with 60 per cent of it
to be heavy industrial scrap."

1929 1932 1937 1938 19k2 1943
Per Cent of Capacity 86.0 15.0 79.5 45.0 97.5 100.5

(Latest 1943 weekly data; corresponding week earlier years)

Electric-power production last week exceeded that
in the corresponding week of 1942 by 18.4 per cent. A
similarly extensive gain was recorded in the preceding
week. The outstanding performance was reported by
the Southern States, where there was an increase of 26.1
per cent.

1929 1932 1937 1938 1942 1943
Billion Kilowatt-Hours 1.81 1.48 2.28 2.21 3.67 4.35

Last week, lumber production decreased contra-
seasonally, and the adjusted index declined from 110.7
in the preceding week to 108.5. The difficulties experi-
enced by lumber companies in obtaining skilled workers
in competition with other industries will remain as long
as the war lasts. The moderately downward trend in
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the index that has prevailed since we entered the war
will probably continue.

1929
New York Times Index 129.1

1932

34.8

1937 1938 191$

86.1 76.7 120.0 108.5

Demand

Civilian demand is still sustained at a high level,
although it does not compare quite so favorably with
the level a year ago as it did earlier this year. The rec-
ord of income payments, compiled by the United States
Department of Commerce, shows that there has been
a substantial increase this year. Total payments during
the first seven months of 1943 exceeded payments dur-
ing the first seven months of 1942 by 27 per cent. The
per cent increase in income payments was much greater
than the per cent increase in the cost of living during
this period. If it were not for the imposition of higher
taxes and the patriotic appeals for the purchase of War
Bonds and stamps, this differential would lead to a
much higher rate of consumer goods spending than now
prevails.

Prices

The initial response of the wholesale commodity
markets to the news of the surrender of Italy was the
customary decline that accompanies the announcement
of events that promote the prospects for an early peace.
However, the decline last week was not extensive, and,
after the first selling wave was absorbed, prices tended
to recover. Moody's Spot Commodity Price Index was
247.2 on September 2 and 246.6 on September 9. The
Dow-Jones Index of Commodity Futures closed at 93.35
on September 2 and at 92.28 on September 9.

FINANCE

The Third War Loan Campaign

In spite of the magnitude of the $15,000,000,000
War Bond drive that was launched last week, it should
be successful. At least, the campaign will be if the public
is willing to use its funds that exist in the form of cur-
rency and checking-account deposits to buy bonds.
Both of these forms of purchasing media available to
the public are close to record high levels. Current
incomes are also close to the best levels recorded in the
Nation's history.

Comparisons between the situation today and that
which existed during the first World War cannot be
made exactly, because the circumstances of war financ-
ing are different in several respects. However, the funds
that the Government is now pouring out to finance the
war are now so much greater in relation to the Treasury's
bond drive as to support the probability that at least
the full $15,000,000,000 in War Bonds will be sold.

The largest Liberty Loan drive during the first
World War was undertaken in September 1918, when
the Treasury offered $6,000,000,000, and subscriptions
totaling nearly $7,000,000,000 were accepted. These
were distributed among about 22,800,000 individual
subscribers. In that year, the Government was spend-
ing only about $750,000,000 per month to finance the

production of war materials, the maintenance of the
armed forces, and all other needs. Taxes returned an
average of about $300,000,000 per month, leaving a
monthly distribution of $450,000,000 made by the
Government. During the first eight months of 1943,
our Government expenditures averaged $7,160,000,000.
Of this, $2,480,000,000 per month was returned to the
Treasury by taxation. However, this left a net distri-
bution of funds to the public of $4,680,000,000. This
was approximately ten times the rate of net Govern-
ment distribution during the 1918 period.

The proportion of taxes collected to Government
expenditures was somewhat greater during the 1918
year than it was in 1943. It therefore appears that the
public is in a more favorable position to make War Bond
purchases at the present time than they were in the
first World War.

It should be pointed out that in 1918 Liberty Bond
buyers could avail themselves of bank credit to finance
their purchases, whereas the bonds sold during the
present drive cannot be used as collateral for bank loans
and cannot be sold to the commercial banks. When
the returns from the War Loan drive become available,
it may be found that the public's response has not been
so favorable as it was in the fourth Liberty Loan drive.
We do not expect that such will be the experience, but,
if it is, it will probably be attributable to the fact that
the public has had to buy out of current rather than
future income. The Nation has every reason to hope
that the campaign will be successful, because, if it is
not, the failure might easily set off a wave of inflationary
psychology that would tear down some of the restraints
in spending that the public is now observing.

SECURITIES

Bonds

There was a selective market for bonds following the
news that Italy had withdrawn from the war. The
bonds of foreign countries, especially such invaded
nations as Denmark and Greece, advanced sharply.
Reorganization railroad issues and second-grade rail-
road bonds declined. High-grade issues of all types gen-
erally remained firm in price. The Dow-Jones average
of forty bonds was 96.08 on September 2 and 95.70 on
September 9.

Stocks

Both industrial and railroad stocks declined last
week, but trading was much less substantial in volume,
and the downward price movement was much less
severe than in the downturn that followed the ousting
of Mussolini last July. The market is traditionally
supposed never to discount an event twice, and the
removal of Italy from the war may be considered as one
phase of the Duce's fall more than a month ago.

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