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COMING EFFECTS OF CURRENT EVENTS

Present Trends and Future Developments
Since we first published in January 1940 a review

of economic fundamentals likely to affect us most pro-
foundly during the year ahead, we have made "Present
Trends and Future Developments" a regular annual
feature of the Research Report bulletins. We have
established this practice because of the interest readers
have expressed in these articles. However, subscribers
know that we believe annual forecasts at the beginning
of each year may be misleading if they imply a non-
existent ability to make detailed and accurate forecasts
for a specific period ahead. The attempt to make exact
predictions during wartime is especially hazardous.
It is therefore our policy to avoid such annual forecasts,
but to review our knowledge of the important economic
trends that may influence future developments.

There appear to be five factors of especial impor-
tance at this time, and their influence will continue
into the indefinite future. The first is the course of the
war on two major fronts in which we are now engaged.
The time when victory comes, and its ultimate cost,
will exert a primary influence on major economic con-
ditions. The second factor is the political situation in
this country insofar as economic consequences are
concerned. The third consideration is our position in
the economic cycle. The fourth influence for discussion
is the long-term price trend, and the fifth is inflation
and its probable effects.

The War
Economists are obviously not qualified to make

analyses of military strategy even though economic
factors are primary determinants of the outcome of
great modern conflicts. However, the course of the
war in Europe has now assumed so clear a shape that
technical knowledge is unnecessary for arriving at
conclusions subject to some restrictions as to the time
and cost of the remainder of the war in Europe.

At the outset of our war participation in January
1942 we said, "It would be absurd to use the facts that
are now available as the basis for attempting to appraise
war developments during 1942. We do feel justified in
stating that we have sufficiently superior resources to
insure victory if they are employed resolutely. We
know that the cost of the war will be great and that
sacrifices will multiply as it is prolonged. The magni-
tude of the conflict precludes the probability of an

early termination. This is about all that is known
today."

During the succeeding two years our position in both
great war areas has improved decisively. Four major
developments in the war against Germany have brought
that conflict within sight of its conclusion. 1. The Ger-
man offensive in Russia has collapsed at great cost to
Hitler's military power. 2. The United Nations air
offensive has disrupted German supplies and has played
havoc with Germany's own air power. 3. The effective-
ness of Germany's submarine attack has diminished
to such an extent that it is no longer regarded as for-
midable. 4. The elimination of the Nazi campaign in
Africa, and the retirement of Italy from the war
strengthened the prestige of the United Nations and
opened up valuable avenues of supplies.

Nazi leaders have been forced to concede that some
salvage is the best that they can hope from the war.
Indeed the end is so clearly marked that European
diplomacy is already turning to considerations of post-
war boundaries and alignments. The United States
and Great Britain are preparing for heavy casualities
that may be involved in the final assault, but these we
hope may be avoided.

The prospects regarding the defeat of Japan are less
clearly defined. We are evidently committed to a long
campaign in the East before Japan's naval and military
power can be destroyed. The distances involved are
great and we have concentrated our striking power in
another hemisphere. If the Japanese rely on a weaken-
ing in our determination to bring the struggle to a
decisive conclusion, they are misjudging our character.
Even if the struggle is prolonged for several years, we
have the resources to carry it on while we begin to make
economic readjustments appropriate to peacetime.

No matter how successful we are during 1944 the
Second World War will be the dominant influence on
our economy this year. Influences set in motion by the
First World WTar were still in operation when the second
conflict began, and the maladjustments occasioned by
the present war will certainly have lasting effects on
our way of living.

Political Developments

During the period of our war involvement there has
been an unmistakable trend toward stronger opposition
to the Administration's domestic policies. This oppo-
sition appears to be primarily stimulated by dissatis-
faction with the management of wartime restrictions



applied to the civilian population. There is in general
no widespread criticism of the conduct of the war.
However, war news has not directed the public's atten-
tion away from domestic considerations to as great an
extent as would apparently be desired by the Adminis-
tration. Mr. Roosevelt has made it apparent that he
will be available as a candidate for the Presidency this
year, and obviously expects to obtain a fourth term
in the White House.

In 1940 the New Deal's social reform program had
become a doubtful political asset. Nevertheless, it was
not without a substantial following, and this in com-
bination with public support of his international policy
Mr. Roosevelt was continued in office. A feature of his
present campaign is apparently the direction of public
attention away from domestic matters toward the course
of the war which is now going well for our side.

Mr. Roosevelt is an astute politician who would not
be inclined to expose himself to defeat in a presidential
campaign. He probably counts on several elements of
support to overcome the resentments gradually built
up against the New Deal party. He expects to have the
electoral votes of the southern states as a matter of
course. He expects to retain the votes of most of the
workers in the industrial cities. He relies on a strong
sentiment against changing the Administration in war-
time. Finally, he views with satisfaction the lack of a
strong leader generally acceptable to all factions of the
Republican party.

If the President is reflected for a fourth term it is
doubtful if he will be able to command the support of
Congress to a much greater extent than he can at
present. His policies would thus be subjected to critical
attention before receiving approval. Any ideas he
might have regarding the extension of the New Deal to
include the whole world might be restrained, insofar
as they required tremendous drafts on the United
States Treasury. However, spending to maintain pros-
perity at home would probably be the keynote of the
Government's postwar policy. Additional moves
toward socialization of the Nation's economy might be
made. On the other hand, public opinion will probably
force some relaxation in the restrictions on business
that have been imposed during the war period.

If the Republicans win the election next fall, no gen-
eral cancellation of the New Deal social reform program
now incorporated in Federal«, statutes is to be antici-
pated. Some attempt would presumably be made to
modify such measures to fit a more realistic pattern.
Our involvement in world affairs would probably be
less extensive, although an isolationist policy seems to
be out of the question. It is doubtful if there will be
any real retrenchment in Federal spending whichever
party is in power. Under a Republican administration,
private business would have greater latitude than it
would under a continuation of the Roosevelt adminis-
tration.

The Cyclical Recovery

Measured by the volume of industrial production the
cyclical recovery in business that started in the latter
part of May 1938 continued throughout 1943, although
a duration record previously unequaled during the his-
tory of the country was established in October 1942.
The cyclical recovery of business began in June 1938.
A minor recession occurred early in 1939, but this was
followed by a continuation of the recovery movement.

In the first four months of 1940 there was another
important setback, but in May the upward trend was
resumed and was continued with only minor interrup-
tions throughout the entire year 1941. After we
entered the war the upward movement was accelerated
and proceeded without interruption throughout 1942.
The rate of gain was more moderate in 1943 and there
were minor interruptions. However, there was no evi-
dence last year to indicate the culmination of the
recovery cycle.

In the accompanying table the actual duration of
thirty-nine successive cyclical recoveries is shown.
These represent all the cyclical movements of business,
for which we have reasonably adequate data, during
the period of the past century and a half. In order to
simplify these data, the table is in the form of a year
and month calendar. The asterisk in the space for
June 1938 indicates the first month of the latest cyclical
recovery, and the figures in the spaces for subsequent
months show the number of cyclical recoveries that have
had a duration of the successive periods indicated by
the elapsed months from June 1938 (for example the
figure "5" in the space for March 1940 indicates that,
of the thirty-nine cyclical recoveries, five lasted twenty-
two months, and if the present recovery movement had
had the same duration as these it would have ended
nearly four years ago).

1938

1939 0 1 1 0 2

1940 2 1 5 1 1

1941 1 2 1 0 1

* 0 0 0 0 0 0
0 1 1 1 0 3 2
2 0 2 0 2 2 1
0 0 0 0 0 0 0

1942 0 0 0 0 0 0

The table shows that the present cyclical recovery
has already lasted more than a year longer than the
most extended recovery period previously recorded.
Other recoveries of long duration occurred during or
were influenced by important wars. The longest pre-
vious recovery occurred at the time of the Mexican war
and lasted fifty-two months; the recovery that accom-
panied the Civil War boom lasted forty-six months.
The cyclical recovery that accompanied the First
World War lasted forty-four months. The present
recovery has already lasted sixty-seven months and a
reversal may not occur until the war in Europe is ended.

The cyclical recovery is of course being supported
by Government war orders and will quickly collapse
when these are withdrawn. If, as seems probable, the
war in Europe ends before the struggle in the Pacific is
concluded, Government demands on industry will not
suddenly be withdrawn in their entirety. Nevertheless,
cancellations after Germany's collapse will be great
enough to insure the completion of the extended recov-
ery phase of the business cycle. It is conceivable that
a new major advance in industrial activity will be
initiated before the war with Japan is finished.

Although technically the recovery phase of the
business cycle had not run its course at the end of 1943,
this fact did not possess its normal significance. The
prosperity cycle ended for some individuals and busi-
nesses in 1941; for others, it continued until December
1942 when the United States entered the war. For
other individuals, available incomes began to decrease
when income tax levies were raised in 1943. Some



individuals whose economic status had been improved
by the war are still enjoying prosperous conditions.

The nature of business adjustments to be made in
the future will be greatly influenced by the course of
the two-hemisphere war, and by domestic and inter-
national political developments which cannot as yet
be clearly foreseen. Individuals will be best advised to
follow conservative policies, and, insofar as possible,
prepare to adapt their personal and business affairs to
new conditions that will be revealed after the conflict in
Europe has been concluded.

Long-Term Price Trends

Although sometimes overshadowed by the effects of
inflationary purchasing media created by the Govern-
ment or by private speculators via the commercial
banking system, there is normally a triangular rela-
tionship between gold production, total purchasing
media in use, and the general price level. Stated
briefly, when commodity prices rise, costs of producing
gold usually increase. Production of the metal is con-
sequently discouraged, and annual production decreases
because the price of gold is fixed in terms of dollars.
Gold production is stimulated when commodity prices
are low and is discouraged when commodity prices are
high. The amount of gold produced each year also has
an influence on commodity prices, because as long as
gold production continues at a greater than normal rate,
total purchasing media increase more rapidly than
normal.

Data for world gold production are no longer avail-
able, but we do know that the increasing trend in pro-
duction of the metal was reversed soon after the war
started in 1939. Reports representing about one-half
of the normal world producers indicate that the definite
downward trend that has been observable during the
war period continued through September 1943. The
gold-mining industry requires substantial capital invest-
ments, and an upturn in world gold production may be
delayed for an extended period after the war ends. For
the next several years, the flow of new gold into the
banking system may therefore be reduced and this
will ultimately operate as a factor tending to reduce
commodity prices. However, during the next few years
the effect of gold production on prices will be obscured
by the influence of commodity scarcities and inflation.

Inflation
Reference to the chart of the Harwood Index of

Inflation on page 207 of the December 27, 1943 Monthly
Bulletin shows that the inflationary purchasing media
now far exceeds those existing during the First World
War period that was accompanied by a disastrous price
advance. Furthermore, the proportion of inflationary
media to the total available to the public is likewise at
a record high level. Commodity prices have been slow
in reflecting this situation. This failure of prices to
reflect the dilution of purchasing media through infla-
tion is partly attributable to Government controls, but
can also be ascribed partly to a cautious attitude
on the part of the public during a period of grave
uncertainty.

For approximately the first two years of our war
participation, the United States Treasury resorted
extensively to the funding of new Federal debt through
the commercial banking system, even though it recog-
nized that this was a dangerous policy because it
resulted in the creation of inflationary purchasing

media. More recently the Treasury has been successful
in disposing of large War Bond issues to savings institu-
tions and to individual savers. This has limited the
further expansion in total purchasing media available
to the public. If the policy meets with continued success,
further creations of inflationary purchasing media may
be avoided.

During the war period a substantial portion of the
newly created purchasing media has remained, in effect,
hoarded in checking accounts and currency. Although
at times there have been waves of buying of consumer
goods lines, these have been restrained relative to the
buying panics that might have occurred if the public
had made full use of the inflationary media at its
disposal.

There will be an acute danger of the existing inflation
becoming explosive after the war is over. The public
will naturally desire to have Government controls
removed and even more important may find voluntary
restraints too irksome. If such a development occurs
before the reconversion of industry to peacetime pur-
suits provides a substantial volume of consumer goods
of all kinds the effect on the price level would be espe-
cially serious. This danger is recognized by responsible
Government officials, but this recognition is no guaran-
tee that the problem can be dealt with effectively.

Conclusions

It is clear from the foregoing discussions that the
data now available are especially inadequate for the
determination of future trends. However, the following
developments are fairly clearly indicated.

1. The war in Europe will probably end in a United
Nations victory this year. A precise timing of the event
cannot be made, nor can the cost of the final assault be
calculated. A sudden collapse within the Reich is a
distinct possibility.

2. The influences that will determine the reelection
or defeat of the Roosevelt party are reasonably clear
but their relative strength cannot be so easily deter-
mined. Mr. Roosevelt relies most heavily on support of
his international policies to elect him for a fourth term.
The Republicans' primary reliance is on popular dis-
satisfaction with the management of the internal econ-
omy by the Administration.

3. The recovery cycle that started in 1938 has con-
tinued through 1943 solely because of the support from
Government war orders. It may be prolonged until
the end of the war in Europe, but it can be assumed with
confidence that a recession in industrial activity will
quickly follow a German collapse.

4. The major danger of a disastrous rise in com-
modity prices will come after the end of the conflict
in Europe. A natural revulsion against restraints
imposed during the war may be expected. Ultimately
long-term price influences will operate to reduce com-
modity prices gradually.

5. The volume of inflationary purchasing media
available to the public may not increase greatly during
the next year, but it is already so great that it may
become the most serious obstacle to the resumption of
a stabilized internal economy after the war.

BUSINESS

Telephones in Use
Statistics of the telephone business are not so

promptly available now as they were before the United



States entered the war; the figures for the number of
telephones in service are published after a delay of two
or three months. Data for the first ten months of 1943
show that the use of this means of communication has
continued to increase during the war period. This
record has been made in spite of limitations on civilian
service. In some sections of the country there are wait-
ing lists for civilians who desire to have telephones
installed. The use of telephones by Government services
is apparently continuing to expand.

The rate of increase in the number of stations in
service during the latest twelve-month period for
which data are available was seven per cent. This
compares favorably with the rate of gain during any
previous year of the past two decades. The Institute's
index of the number of telephone stations in service per
capita advanced from 124.3 in December 1941, when
we entered the war, to 137.7 in October 1943, the latest
month for which statistics are available. The index is
expressed as a per cent of the 1935-1939 monthly aver-
age, and is adjusted for population growth but not for
seasonal factors. The following chart shows the trend
of the index during a period of about twenty years.
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During the period shown, the number of telephones
in service has increased from 11,500,000 to 23,800,000,
a gain of more than 100 per cent. The population of
continental United States has increased approximately
22 per cent during this period. The rate of growth of
telephone service has therefore been substantially
greater than the growth rate of the population.

The telephone business was apparently slow in
recovering from the effects of the depression during the
early 1930's, but the chart indicates that steady prog-
ress has been made during the past nine years. The
end of the war should be followed by heavy cancella-
tions of telephone service by Government agencies.
The loss of this business will presumably be partially
offset by demand for private installations that have not
been obtainable during the war.

THE FUNDAMENTALS
Supply

The steel-ingot production rate last week was
estimated at 97j^ per cent of theoretical capacity.
This represents in increase of 1 3 ^ points from the
revised rate for the preceding week. The Iron Age
summarized the prospects for the industry during the
new year as follows: "Twelve months ago, tremendous
order backlogs, material and manpower shortages and
expansion needs were the topics of the day, and few
persons were able to visualize fully the unprecedentedly
high production destined to be achieved in 1943. This

week backlogs are declining in a number of lines, much
of the new capacity has proved unnecessary, and cut-
backs, renegotiation and surplus goods disposal are the
current subjects of importance. In six months, the
steel production-distribution pattern is expected to be
closer to normal than at any time since the war began.
Output of ingots will be lower during 1944 than the
record 1943 production of around 89,000,000 net tons.
The recently announced closing of four aluminum pot
lines owned by the government with a total output of
12,000,000 pounds a month is one development empha-
sizing the easier situation in metals.

1929 1932 1937 1938 19^.3 19U
Per Cent of Capacity 84.0 22.0 79.0 28.5 99.0 97.5

(Latest 1944 weekly data; corresponding week earlier years.)

Electric-power data for last week were not available
for publication in this bulletin.

There was a substantial decrease in lumber opera-
tions last week and the adjusted index declined from
129.8 per cent of the 1935-1939 monthly average in
the preceding week to 121.0 per cent. In spite of last
week's decline, the index was only fractionally lower
than it was during the corresponding week of 1943.

1929 1932 1937 1938 19^3 19U
New York Times Index 137.7 41.7 83.1 48.6 121.5 121.0

Demand
Retail sales figures for the first week after the holi-

day season are not available, but reports from merchants
indicate that they will probably not compare favorably
with data for the corresponding period of 1943. The
dollar volume of department-store sales for the week
ended January 1 were six per cent smaller than it was
in the corresponding week a year ago. The public's
buying power has not been impaired but there are now
so many commodity shortages that demand has been
forced into more restricted channels. There are very
few evidences of the customary January sales that used
to be a feature of retail merchandising. The situation
in respect to demand for war materials by the govern-
ment has been confused by contradictory statements
made by officials of different branches of the govern-
ment. Mr. Charles E. Wilson, executive vice-chairman
of the War Production Board publicly stated that muni-
tions production must be greatly increased in 1944 from
the 1943 volume. On the other hand, representatives
of the Army have recently implied that the original
program for equipping the Army has been successfully
completed, and that future procurement would be on a
replacement basis.

Prices
Changes in the sensitive wholesale commodity price

indexes were moderate last week. Thus, for three suc-
cessive weeks, these indexes have failed to exhibit a
definite trend. Moody's Spot Commodity Price Index
was 247.6 on December 30,1943 and 247.3 on January 6,
1944. The Dow-Jones Index of Commodity Futures
closed at 96.44 on December 30, and at 96.76 on
January 6.

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


