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COMING EFFECTS OF CURRENT EVENTS

Wartime Labor Policies
Now that the railroads of the country have been

seized by the Government, it is idle to speculate regard-
ing the necessity for this action even though it is appar-
ent that settlement with the unions was virtually
completed before the President's order was promul-
gated. The assumption of control over the roads by
the Army appears to be nominal, and, if this control is
relinquished within a short time, the effect on holders
of railroad securities should not be appreciable.

If the seizure represented a political move, its objec-
tive would best be served by a short period of appropria-
tion. If the railroad properties are promptly returned
to private management, the President can claim that
he has averted a disastrous interruption to transporta-
tion at a crucial point in the war effort. He can also
claim devotion to principles of private ownership by
redeeming his pledge to renounce control at the earliest
possible moment when the danger of interruption to
operations can be proclaimed a thing of the past.

The railroads will have a heavier wage bill to pay
in 1944 with little probability of relief through com-
pensatory rate increases; however, earnings should be
satisfactory in view of the improvement in the roads'
financial position during the first years of the war when
profits were primarily devoted to the reduction of debt
and to the accumulation of cash and Government
securities.

The Government's Labor Management
At the outset of the war, the Government assumed

the responsibility of controlling commodity prices and
the cost of living. It was generally recognized that this
could not be accomplished entirely, but weekly earn-
ings of a great majority of the gainfully employed per-
sons were so much greater than they were before the
war that general increases in wage rates should not be
necessary to enable them to maintain reasonable living
standards. The Administration came to an informal
understanding with leaders of the two national labor
organizations outlawing strikes in war time. The War
Labor Board was constituted as the theoretical arbiter
of wage disputes.

It was this agency that in 1942 established the prin-
ciple known as the "Little Steel" wage formula, which
was supposed to limit any general increase in wage rates
to fifteen per cent of the level existing when we entered

the war. Justification of the fifteen per cent increase
could be based on a rise in the cost of living of similar
extent that had occurred. In actual practice, it was
found easy to grant increases through pay concessions
that did not affect wage rates, although the contents of
pay envelopes were just as effectively augmented.

The coal miners under Mr. Lewis's leadership
effected the first broad and deep disruption of the Gov-
ernment's labor policy, and the organized railroad
employees and the steel workers have recently threat-
ened the collapse of the program for holding wages and
living costs within bounds. Other labor groups will cer-
tainly make insistent wage demands.

Single Authority
The New York Times last week demanded that the

Administration institute a forthright labor policy that
would establish a single agency with the authority and
responsibility of enforcement. The following is a sum-
mary of the statement: "1 . All decisions, including
those on railway labor, should be put under a single
top agency. . . . 2. The top labor agency should be
headed by a man of sufficient stature to command the
respect and confidence of labor, employers, and public
alike. . . . 3. Wages should be controlled by a simple
noninflationary formula, the application and justice
of which may be easily understood by the country.
. . . 4. Unions and their members must be penalized
for striking in war time, not rewarded. . . ."

Such a policy might conceivably halt the disinte-
gration of Government economic control even in its
present stage, but political considerations will probably
prevent its adoption. Under the system of divided
authority, the Government can more readily yield to
pressure than it could under a central authority,
merely by employing the device of accepting the deci-
sion of whichever control agency has not recorded itself
in opposition to concessions. Although this feature
affords a flexibility in the Government's dealings with
organized labor that perhaps permits a slow retreat
from its original position, it is one that obviously moves
towards defeat and in the end will satisfy neither the
general public nor the interested minorities.

Interment Decreed for the New Deal
Mr. Roosevelt made it plain in last week's press

conference that he has no intention of following the
New Deal into the limbo of discredited causes. If it

1
 New York Times, December 27, 1943, Leading Editorial.
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were not for his record of astute political management,
it would appear to be a mistake for him to direct atten-
tion to a philosophy with which he is attempting to
dissociate himself. The prestidigitator does not
customarily hold before his audience both the object
that he wishes them to forget and the one on which he
desires to have their attention centered.

The assumption that the President's statement was
an important move in his fourth-term campaign was
generally made by the press, and his evasion of the
direct question could hardly be construed as a denial.
The slogan "New Deal" applied to the party in power
has been generally accepted by both proponents and
adversaries for a period of eleven years and cannot
easily be discarded. If the Administration could
acquire monopoly of the title "Win-the-War" party,
its retention in power would be assured. However, the
implication that all members of the opposition have
treasonable intentions is not likely to be accepted by
the general public.

Actually, no party can obtain sole possession of
the determination to win the war, for that is an objec-
tive of a united Nation. We all know that the war will
be won irrespective of whatever administration may be
in power. The country's attention is not likely to be
seriously diverted from the war to the approaching
political campaign thus early in the year. The President
will serve the country's interests best by abstaining
from obviously political discussions in his press con-
ferences. The public is primarily interested in the course
of the war and in domestic economic conditions.

BUSINESS

Index of Living Standards
The Institute's index of living standards, shown in

the accompanying chart, reflects changes in the per
capita volume of consumer goods produced in the
United States. It is a six months' moving average,
plotted at the sixth month to allow for the normal
time required for such goods to reach the hands of
consumers. It is adjusted for long-term trend by
adapting "weights" given to the component series of
the index each year, so that each item has an influence
proportional to the year's production.

The index does not include all items involved in
living standards because of the lack of comprehensive
data; however, it has been found by examination of
the data available relating to domestic service, enter-
tainment, travel, and the like that there is a high

degree of correlation between consumption of goods and
services.

The elements entering into the calculation of the
index have changed radically in importance during the
three decades represented by the chart. Changes
occasioned by the war have been especially drastic.
At the present time, production of consumer goods for
the Nation's civilian population is confined primarily
to nondurable types of merchandise. During the first
two years of our war participation, virtually no mechan-
ical equipment was produced for the civilian population.
The war-supply situation has improved, now that large-
scale production of equipment required by the armed
forces has been attained. The War Production Board
will apparently permit the manufacture of limited
amounts of needed civilian durable goods this year,
even while the war in Europe continues. This relaxation
in Government restrictions may make possible better-
ment in living standards during the next few months.
However, as long as we are fighting on two major fronts,
the index of living standards will probably remain below
normal.

During the final month of 1943, the index recovered
from the fractional decline that occurred during
November. The index for December was 87.2 per cent
of normal, compared with the November index of 87.0.
Minor changes in the index, such as those, occurring
during the second half of 1943, were too small to indi-
cate any appreciable change in the people's way of
living. During this period some types of goods became
scarcer than they were before, but the supply of other
commodities available to the public was increased, so
that the net change was scarcely observable.

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

ments, and inventories, compiled by the United States
Department of Commerce, were only recently published
for October 1943. A greater-than-normal delay in
obtaining information involving the collection of com-
prehensive statistics has been experienced since the
United States became a belligerent. The statistical
organizations of the United States Government must
be depended on for business information relating to the
country as a whole, because there are no other sources
available. The chart in the upper left-hand corner of
page 3 shows the basic indexes from which our demand-
supply relationship charts are derived.

New business placed with manufacturers decreased
slightly during October, and the new orders index was
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nearly nine per cent lower than it was in June 1943,
when the highest level for the year was reached. On the
other hand, there was a substantial increase in the vol-
ume of manufacturers' shipments, and the index
reached a new high level of 305 per cent of the prewar
base period. The value of manufacturers' inventories
increased slightly during October, and a new high level
for the war period was recorded by the index.

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. The increase in the shipments index,
when there was a decrease in the index of new orders,
indicated a reduction in manufacturers' backlogs and is
reflected in the chart by a moderate decline in the ratio.

The chart at the top of the next column shows the
Institute's Demand-Supply Ratio I (new orders
divided by shipments times inventories) with the Insti-

1 8 0

OEM
t

/•

/

•

v /

\ r'
v

AND -SUPPL
ATIO I

I N D

PRO!

/

• V

•
/

/

USTRIAL/

UCTION/
• •

/ *

/ *

f\

A

1 9 4 0 1 9 4 1 1 9 4 2 1 9 4 3

DEMAND-SUPPLY RATIO II
VS. INDUSTRIAL STOCK PRICES

1 9 - 3 9 1 9 4 0 1 9 4 1 1 9 4 2 1 9 4 3

tute's index of industrial production, which is adjusted
for long-term trend. The downward trend of the index
shows that Government orders, which comprise the
larger share of the Nation's demand on industry, are
being amply met. The fact that the shipments index
has constantly been maintained at a higher level than
the new orders index in relation to the base period dur-
ing the most recent months for which data are available
indicates a condition of ample supply in relation to
demand. Of course, this does not signify that potential
civilian demand is being met, because this cannot
become effective in war time.

The next chart shown in the same column presents
the Institute's Demand Supply Ratio I I with the index
of industrial stock prices. This ratio includes industrial
production, as well as shipments and inventories in the
supply factor. This ratio reached a new low level dur-
ing October, when industrial production reached a new
wartime high. The index of industrial stock prices
declined after July 1943, but the aggregate decrease
has not been great.
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THE FUNDAMENTALS

Supply
Although strikes in the steel industry last week did

not affect all plants and were of only a few days' dura-
tion, they resulted in a substantial loss in production.
The estimated effect on operations was a decrease in
the production rate to 793/£ per cent of theoretical
capacity from the rate of 91 per cent that prevailed in
the preceding week. The Iron Age stated: "Of all
industrial changes in 1943, perhaps the most striking is
that of the steel industry, which at the start of the
week was in the throes of one of its greatest strikes as
the result of the expiration of union contracts. The
steel industry as to the early part of this week faced
1944 with its earnings prospects very poor, particularly
since President Roosevelt's promise to the steel union
of a retroactive wage adjustment was accompanied
by only a rather vague statement that some compen-
sating aid might be given steel companies. The fact
is that a retroactive price increase in the steel industry
can only be made on unshipped tonnage. Even before
Philip Murray of the CIO asked for wage increases
that will total close to $100,000,000 after taxes, the
steel industry was well on its way to being forced to
ask for price relief. The concentration of bookings on
plates and hot rolled sheets, plus the cancellation on
orders which carry a good base price plus extras, with
increased costs, already had pulled earnings down.
Now, it appears even heavier cancellations will be
made by war agencies in the first quarter."

1929 1932 1937 1938 1942 191,3
Per Cent of Capacity 62.0 12.5 27.0 39.0 99.5 79.5

(Latest 1943 weekly data; corresponding week earlier years.)

The electric-power industry closed the year with
production exceeding that of twelve months earlier
by 18.7 per cent. The gain was the largest since the
week ended November 20. Detailed figures by geo-
graphic divisions were not available last week. Pre-
liminary estimates indicate that gains were fairly
uniform throughout the country.

1929 1932 1931 1938 1942 1943
Billion Kilowatt-Hours 1.65 1.41 2.10 2.12 3.66 4.34

Lumber operations failed to decrease seasonally last
week, and consequently the adjusted index advanced
from 129.1 to 129.8 per cent of the 1935-1939 monthly
average. Throughout the first ten months of 1943,
lumber production was consistently smaller than output
in the preceding year. During the last two months of
1943, the production situation in the lumber industry
was moderately improved, and comparisons with data
for the corresponding period of 1942 indicated that a
favorable trend in output was developing.

1929 1932 1937 1938 1942 1943
New York Times Index 122.9 29.5 77.1 43.6 119.0 129.8

Demand
The dollar volume of Christmas trade exceeded that

in 1942 by about five per cent. The Fairchild's retail
price index was the same at the close of 1943 as it was
in the final month of 1942. This would indicate that the
physical volume of retail sales also exceeded last year's
total. Even though the physical volume of goods avail-
able to civilians was well sustained, it is doubtful

whether the people obtained an equivalent in value for
their outlays. The selection of goods was much more
restricted in December 1943 than it was a year earlier,
and frequently buyers were forced to accept unsatis-
factory substitutes for desired merchandise.

Prices
The sensitive wholesale commodity price indexes

failed to exhibit a definite trend last week. Moody's
Spot Commodity Price Index was 246.3 on December 23
and 247.6 on December 30. The Dow-Jones Index of
Commodity Futures closed at 96.11 on December 23
and at 96.44 on December 30.

SECURITIES

Bonds

There was relatively little activity in the cor-
porate bond market last week, and prices generally
remained about unchanged. The Dow-Jones average
of forty bonds was 96.45 on December 23 and 96.66 on
December 30.

Stocks

The stock market was only mildly reactionary last
week, and the increase in the volume of transactions
that accompanied the decline was moderate. The
equanimity with which the market accepted the seizure
of the railroads by the Government is the best indica-
tion that the action is not seriously prejudicial to invest-
ors. The combined opinion of owners of railroad secur-
ities expressed its judgment as to the probable effect
of this step on the value of their holdings. This can be
relied on more surely than any confident statements
made for public consumption by financial experts.

RECOMMENDED BOOKS

"Principles of Modern Industrial Organization," by
Walter Rautenstrauch, Pitman Publishing Corpora-
tion, New York ($3.75).

Although this text was primarily prepared for college
and graduate school students, it is also suitable for
industrial executives who wish to review principles of
organization for application in their plants. So wide a
field can be dealt with only in condensed form in the
book's three hundred-odd pages. However, the selected
references at the end of each chapter point the way to
more comprehensive study. All of the essential and
collateral functions of industrial organization are dealt
with. The topics are systematically arranged and con-
veniently indexed.

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


