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Monetary Stabilization Plans
The September 1943 issue of the Federal Reserve

Bulletin reproduced the preliminary draft outline of
"An International Stabilization Fund of the United
and Associated Nations," prepared by Mr. Morgenthau,
Secretary of the Treasury. In an earlier issue of the
Bulletin (June 1943), outlines of the plan for postwar
international monetary stabilization submitted by
United States experts and the plan submitted by British
experts (known as the Keynes Plan) were published.
The United States Treasury during the past few months
has sent numerous releases to the press dealing with this
subject. It is evident that officials associated with the
money management of the country are preparing the
public to accept some sort of scheme for money-credit
"cooperation" with other nations during the postwar
period.

Since the Administration accepted the theory that
money juggling could be made the panacea for economic
ills in this country, we have engaged in a series of costly
experiments in "spending for prosperity." The fact that
these failed in their purpose was obscured by our
entrance into the second World War and by the initia-
tion of a spending program so immense as to dwarf and
make insignificant in comparison all Federal spending
orgies of the past.

The major characteristic of Government spending
schemes is that the spending must continue on a pro-
gressively larger scale in order to avoid the utter col-
lapse of the artificially stimulated economy. Thus, the
end of the present conflict will confront the Govern-
ment planners with the necessity for finding fresh means
for continuing Federal expenditures on a vast scale.
The postwar international monetary stabilization pro-
posals provide them with promising material.

Quite naturally, the British Government stands
ready to cooperate with any plan that would finance
the resumption of the worldwide interchange of goods
on a large scale. The Empire would be especially bene-
fited if the United States would agree to participate in
the Keynes Plan that provides for a mechanism of cur-
rency and exchange highly favorable to the debtor
nations. In an address delivered last spring in Chicago,
the able economist, Dr. Melchior Palyi, made a search-
ing analysis of the Keynes Plan from which the follow-
ing excerpts are taken:

"One thing must be recognized: the Keynes Plan

is of a disarming honesty. We shall not complain after-
ward that we didn't know what we are getting into.
The purpose is international redistribution of wealth, in
favor of the countries which consume more than they
produce. Instead of cutting down their consumption,
we shall give them our products, in exchange for future
promises — with no date of maturity, no collateral, and
no means of collecting. All of which would amount to
an exact repetition of what we did for Germany in the
years 1924-30. With the sole difference that, this time,
we would know in advance where we are headed for.

"This Plan 'would give everyone the great assistance
of multilateral clearing,' says Keynes, 'whereby (for
example) Great Britain could offset favorable balances
arising out of her exports to Europe against unfavorable
balances due to the United States or South America or
elsewhere.' This is, indeed, what he calls 'the miracle
. . . of turning a stone into bread': that Britain should
get the 'bread' from the Americas in exchange for the
'stone' of frozen European balances. This is the only
way, we are assured, to avoid economic chaos and world-
wide depressions.

"The price we are asked to pay for the benefit of
economic peace is extremely high. But will we get the
result toward which we are supposed to contribute?
The answer is an emphatic No. . . .

"So long as the Plan (either of them) would operate
— and provided that all countries join it! — there may
be no more 'bilateral' clearing and barter agreements
and multiple currency systems, such as those which,
emanating from Soviet-Russia and Nazi-Germany, led
Europe's trade in the 1930's into entirely unsound
channels. Nor is there room for the British type of
currency-warfare by devaluation. But everything else
remains the same: high and unstable tariffs, import
quotas, capital export embargoes, even foreign exchange
regulations. They are even recommended. Both
Morgenthau and Keynes apparently ignore the fact
that a recovery of international confidence is impossible
so long as instability and interference persist.

"Keynes openly recommends that countries with an
unfavorable balance be encouraged, nay, actually asked,
to raise their tariffs, devalue their currencies, and
otherwise to impede imports and foster exports. At
the same time, the countries with a favorable balance
are supposed to give it up, or else to reduce their exports.
In either case, these countries would be put under a
deflationary pressure: falling prices and declining
incomes. If they continue to export, they don't get
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any proceeds; if they discontinue, they lose an impor-
tant source of their prosperity. They are even supposed
to revalue their currencies upward, which process might
make the deflation immediately effective.

"In other words, we are asked to Save the World
from International Depression, and should take the
Depression as a National medicine, so to speak. We
should carry the full burden of adjustment to new
conditions, not the British. They should be permitted
to maintain and raise their living standards, expand
their export (at the expense of our markets), finance
their Beveridge plans, and go on without putting their
house in order, and we pay the bill. We shall do so
without as much as a promise that this queer situation
would come some day to an end. As a matter of fact,
our generosity would make things worse, as it did in
the case of Germany after the first World War. It
would invite the British to recklessness, just as Ameri-
can credit policies in the 1920's invited the Germans to
wasteful expansion."

Fortunately for the Nation there are economists in
the United States who are capable of discerning the
"jokers" in plans such as those proposed for inter-
national monetary stabilization, and the proposals will
be subjected to debate in Congress before definite
commitments are made. In his speech, Dr. Palyi
expressed a reassurance and a warning:

"There is little chance (or danger) at present that
we should sign up for any such Plan. But these Plans
are important as the first concrete samples of the kind
of international 'cooperation' we will have to discuss, if
not to swallow, from here on. And it is important to
realize its political implications."

BUSINESS

Index of Living Standards
The Institute's index of living standards remained

unchanged during September at the level recorded in
August. Last month was the first since the United
States entered the war in December 1941 in which the
index failed to decline. The downturn that was initiated
immediately after our entrance into the war proceeded
at an accelerated rate during the first half of 1942, but
the decline became more moderate during the second
six months of last year, and the rate of decline again
diminished during the first half of 1943. The index was
87.2 per cent of estimated normal in June this year, and
in August had declined only fractionally to 86.8, where
it remained last month.

The index shown in the chart at the top of this page
is a six months' moving average of the volume of durable
and nondurable consumer goods produced in the United
States per capita. The index is plotted at the end of the
six months' period on the assumption that the average
length of time for this class of goods to reach the con-
sumer after production is three months. The index is
adjusted for seasonal influences and for long-term
trend and is expressed as a per cent of estimated normal.

The index has been below normal for more than a
year. The fact that it has recently appeared to have
become stabilized suggests the possibility that living
standards may not be forced down to the low levels
existing in 1932 and for a short time in 1938. Some
representatives of the national Administration have
expressed the opinion that living standards should be
reduced to severe depression levels in the interest of the
war effort. The many scarcities of consumer goods that
have developed during the war have from time to time
seemed to point to a severe contraction in the living
standards of the civilian population. In general, this
has not occurred, because the wide distribution of pur-
chasing media among the people has enabled them to
seek substitutes for scarce commodities and to indulge
more freely in goods that are readily obtainable in the
markets.

The extent to which the dollar volume of retail sales
has been sustained during the second year of our partici-
pation in the war is attributed to the following three
factors by the United States Department of Commerce:

"(1) Consumers shifted their expenditures to a
great extent to goods that were relatively more plentiful.
In so doing there was a considerable amount of trading
up. Manufacturers encouraged this trend by emphasiz-
ing higher-priced lines.

"(2) In such basic commodities as food and clothing,
production cuts from materials controls were not as
drastic as was at first expected. Furthermore, manu-
facturers of civilian goods were very ingenious in the
use of substitutes to supplement the reduced volume of
materials made available to them.

"(3) Inventories of consumer goods in the hands of
business were at record levels at the beginning of 1942,
and these have been drawn upon more heavily than
expected to meet the ever-growing demands of con-
sumers."

Trends in Production
The chart of indexes of durable and nondurable

manufactures that was published in the August 16, 1943
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weekly bulletin is reproduced here to show subsequent
changes in the trend. The durable goods index, the non-
durable goods index, and the combined index of manu-
facturing activity, compiled by the Federal Reserve
System, are shown for the war period.

INDEXES OF DURABLE AND NONDURABLE
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According to the latest figures, the index of durable
manufactures is tending to advance slightly; the index
of nondurable manufactures is tending to decline
slightly. The combined index has remained about
unchanged during the past few months.

Most of the war materials are classed as durable
goods, although some vital supplies for the prosecution
of the war, such as chemicals and fabrics for uniforms
and blankets, are classed as nondurable goods. Not all
of the durable goods ordinarily produced are adapted
for war uses, but, in general, the manufacturing facilities
for making durable goods are now devoted entirely to
war work.

The latest data available indicate that the volume of
production by most industrial groups has reached, and
perhaps passed, its maximum for the war period. The
major exception to this trend is the industrial group
classified as transportation equipment. This group
includes the following industries: aircraft, automobiles,
railroad equipment, and shipbuilding. Since the United
States entered the war, data for the separate industries
are not revealed in the indexes that are published
monthly by the Federal Reserve System. However,
figures released from time to time show that the Gov-
ernment's efforts are now centered in effecting the
expansion of the aircraft and shipbuilding industries.

THE FUNDAMENTALS

Supply
The steel-ingot production rate last week advanced

from 9 9 ^ to 100 per cent of theoretical capacity. It
was reported that even the large output of semifinished
steel tonnage was insufficient to meet current demands.
Government requirements for the prosecution of the
war now demand emphasis on the production of steel
plate, "Plate ordered as well as plate delivery commit-
ments over the next several months, were so heavy that
there was little or no margin for safety in case of break-

downs, a coal strike or outlaw steel strikes. Tin plate
production which was recently set at 554,000 tons for the
fourth quarter and later changed to 548,000 tons was
set last week at 511,000 tons. This reduction, which
represents a 10 per cent cut in November and December
schedules, is a direct reflection of the need for more
plate tonnage. Since plate demand has increased sub-
stantially, cut-backs apparently became necessary for
the tin plate program. Further curtailments in tin plate
production may be necessary for the first quarter of
next year."

1929 1932 1937 1938 1942 1943
Per Cent of Capacity 85.0 17.5 71.0 48.0 99.0 100.0

(Latest 1943 weekly data; corresponding week earlier years)

Electric-power output last week was substantially
the same as it was in the preceding week. Power gen-
erated last week was 17.2 per cent greater than output
during the corresponding week of 1942. This was larger
than the gain of 16.0 per cent recorded in the preceding
wee>k. The United States Department of Commerce has
recently made a statistical survey of the Nation's
electric-power industry. The results were published in
the September issue of the Survey of Current Business
(pages 7-11). The study appears to indicate that the
electric-power industry has performed efficiently to
provide the motive power for a greatly expanded aggre-
gate of industrial plants. The expansion of demand has
been so great as to tax the resources of the electric-
power industry. The situation is summed up in the
following paragraph:

"In broad perspective, the expansion in generating
capacity and output of the electric utility industry is
only one aspect, but a very vital one, of the expansion
of the Nation's general productive capacity. In manu-
facturing establishments, for instance, productive
capacity as measured by total installed horsepower of
their machinery and equipment has expanded from 50
million in 1939 probably to at least 60 million horse-
power at the end of the present year. Although around
one-third of this great aggregate of industrial machinery
and equipment is operated by power generated in these
industrial establishments, the remaining two-thirds of
it is activated by power purchased from the electric
utilities. Hence the capacity of the electric industry to
generate power has barely kept pace with the require-
ments of this increasing stock of power-driven equip-
ment of all types."

1929
Billion Kilowatt-Hours 1.82

1932
1.51

1937
2.28

1938
2.15

1942
3.72

1943
4.36

Lumber production decreased slightly more than
seasonally last week, and the adjusted index declined
from 106.4 in the preceding week to 106.1 per cent of
the 1935-1939 monthly average.

1929 1932 1937 1938 1942 1943
New York Times Index 121.9 37.0 76.1 75.1 114.7 106.1

Demand
At the present time, retail merchants are primarily

concerned with appraising the prospects for sales during
the approaching holiday season. Every indication
favors the probability that the dollar volume will be
heavy. Demand for gifts for men in the armed forces
overseas has been so active as to forecast another
wave of buying for those in service in this country. Of
course, the major part of the holiday trade will represent
purchases for the civilian population, but if the public's
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present mood continues to prevail, this trade too will
be heavy.

Prices
There was a greater disparity between the move-

ments of the spot and of the futures commodity price
indexes last week than is usually the case. The spot
commodity price index advanced substantially, but
the futures index remained about unchanged. Moody's
Spot Commodity Price Index was 248.4 on Septem-
ber 23 and 248.3 on September 30. The Dow-Jones
Index of Commodity Futures closed at 93.48 on Sep-
tember 23 and at 94.10 on September 30.

There was a fractional decline in the cost-of-living
index published by the National Industrial Conference
Board for August, compared with the July index. This
followed a more substantial decline reported in the
preceding month. During August, there were fractional
advances in the clothing, fuel and light, and sundries
items, which were somewhat more than offset by a
decline of a point in the food item. The cost of housing
remained unchanged. The combined index and sepa-
rate items for July 1914, just before the first World War
started, for June 1920, the month in which the peak in
commodity prices was recorded during the first World
War period, for August 1939, the eve of the outbreak
of the second World War, and for July and August 1943
are shown in the following table:

All Items Combined

Food
Housing
Clothing
Fuel and Light
Sundries

July
1914
61.3

66.1
57.7
58.8
63.3
59.0

June
1920
192.0

147.2
91.2

149.9
98.6

107.3

FINANCE

Aug.
1939
84.0

75.3
86.3
71.9
84.0
96.9

July
1943
103.1

112.4
90.8
88.9
92.5

107.2

Aug.
1943
102.8

111.4
90.8
89.3
92.6

107.3

Hoarding Increases
The demand for currency during the past year has

been so great that the total in circulation has increased
from $13,500,000,000 at the end of September 1942 to
$18,800,000,000 at the end of September 1943. Our
estimates, based on studies made by statisticians of the
Federal Reserve System, indicate that more than
$7,500,000,000 of the currency now in circulation
represents hoardings by individuals. During the war
period, there has been a proportionate increase in
checking-account deposits, and it is apparent that many
individuals are carrying larger sums in noninterest-
bearing checking accounts than are needed to meet any
foreseeable current demands for liquid funds. Hoarding
movements are characteristic developments during
times of great uncertainty and reflect individuals'
attempts to protect themselves from any contingencies
that may arise. Nevertheless, we doubt the effective-
ness of such a policy at this time.

We believe that it is the wisest policy for individuals
who have accumulated savings funds to maintain a
fully invested position during a period such as the
present one. The unnecessary holding of funds in the
form of cash or checking-account deposits provides no
protection against the effects of inflation and brings in

no return in the form of income. If individuals prefer
to hold funds in readily available form, an investment
in redeemable United States Savings Bonds will employ
the funds to the advantage of the individual as well as
to the Nation. Funds held in this form will be subse-
quently available to take advantage of opportunities
as they present themselves. Similarly, funds now
hoarded in the form of currency or checking-account
deposits may advantageously be deposited in mutual
savings banks or Federal Savings and Loan Associations.

SECURITIES

Bonds

Bond prices were moderately reactionary last week.
The Dow-Jones average of forty bonds was 95.79 on
September 23 and 95.59 on September 30. At its present
level, this average is about six per cent higher than the
average recorded a year ago.

Stocks

The stock market was slightly reactionary last week,
but the volume of transactions decreased, and there
was no evidence that stocks were being pressed for sale.

Recently, we have received requests from clients for
our opinion concerning the advisability of borrowing the
cash surrender values of life insurance policies or acquir-
ing debt in some other manner in order to purchase
common stocks or other investment media commonly
regarded as hedges against the effects of inflation. The
following statement presents our position on such a
policy at the present time.

Subscribers are cautioned that general statements
regarding the effects of inflation and devaluation on the
debtor's position should not be considered as advice to
incur debt recklessly. During a long inflationary pro-
gression there may be several deflationary interludes
that could cause the financial ruin of anyone who had
unwisely overextended. The inflationary progression
that began in 1933 may not end until some great
catastrophe, such as the debacle of the French franc or
the collapse of the German mark, occurs, and this may
not happen for two or three decades, or it may never
happen if sufficient public resistance to unwise money
juggling finally develops. In the meantime, there has
already been one severe deflationary interlude, in late
1937 and 1938. Another probably will occur within a
few years after the war, if not earlier. Even such devel-
opments, however, will again provide an opportunity
for those who are cautious and have incurred debt only
wisely.

It is desirable to emphasize that the home owner or
buyer who incurs a substantial debt in order to improve
or purchase property should arrange for gradual liquida-
tion over a period of several years. Short-term loans
for such purposes may fall due when banks are unwilling
to renew and when the debtor cannot pay.

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