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RESEARCH REPORTS
COMING EFFECTS OF CURRENT EVENTS

Correlation of Foreign and
Domestic Policies

In discussing "Peace vs. Peace Machinery" in the
October 16,1944 Research Report bulletin, we expressed
the opinion that the strength or weakness of an inter-
national organization for maintaining peace "will
depend more on the men who sit around the conference
table of the future and on the attitude of the people
they represent than on the rules of procedure that
representatives of the present generation may establish
for them." In his address before the Foreign Policy
Association on October 21, President Roosevelt set
forth essentially the same view regarding this subject.
He said:

"The peace structure which we are building must
depend on foundations that go deep into the soil of
men's faith and men's hearts — otherwise it is worth-
less. Only the unflagging will of men can preserve it.

"No President of the United States can make the
American contribution to preserve the peace without
the constant, alert and conscious collaboration of the
American people.

"Only the determination of the people to use the
machinery gives worth to the machinery."

It is heartening to find that the President realizes
the danger inherent in the too widely held idea that
some sort of automatic machinery can be established
that can prevent future wars. Far less encouraging is
the President's failure to realize, or at least to express
the realization, of the essential unity existing between
foreign and domestic policies.

Although President Roosevelt has abandoned his
earlier expressed intention not to campaign for reelec-
tion, he has not yet attempted to answer in a serious
way Governor Dewey's charges of incompetence in the
Administration's handling of the Nation's domestic
affairs. Only a brief review of the facts is needed to
show the fallacious nature of the idea that domestic
policies can be ignored because our foreign relations are
so highly important.

Our commanding position in the Second World War
was unquestionably made possible by our great indus-
trial development. This was not built from Government
funds nor under direction from central state authority.
Our industrial development is a product of the private-
enterprise system. We became the first industrial
Nation before the First World War, and that conflict

afforded an opportunity for demonstrating the strength
that that gave us.

Governor Dewey has given his pledge as aspirant
for the Presidency to do everything in his power to
encourage the private iniatative that has made the
Nation's economy great. Lacking the announcement
of a similar stand by President Roosevelt, the claim of
his party's leaders that he should be returned to office
because of his foreign policy is scarcely convincing.

THE FUNDAMENTALS

Industrial Production
The Institute's revised index of industrial produc-

tion for September at 126.2 was fractionally lower than
was indicated by the preliminary estimate. Even after
allowing for the usual seasonal increase in October,
industrial operations during the first three weeks of the
month compared more favorably with the preceding
month's record than has been the case since early last
summer. The preliminary index for October at 126.0 is
only slightly lower than the revised September index.

It is obvious that the resistance of the German
armies on the borders of the homeland is stiffer than
was anticipated by Government procurement officials.
Only a month ago, the volume of cutbacks of Govern-
ment contracts was becoming an appreciable factor in
determining the rate of industrial activity. Further-
more, there was a general feeling among war workers
that cancellations of Government contracts would swell
to major proportions at any time. During the past few
weeks, the situation has changed, and the WPB is
calling for an increase rather than a decrease in the
production of war materials. Even if the index of
industrial production fails to advance from its present
level, the downward trend followed since last May will
probably be slowed up if not halted until a decision is
reached in the European war.

Last week, the steel-ingot production rate declined
fractionally from the level that existed in the preceding
week. The rate was estimated to be 963̂ 2 Pe r c e n t of
theoretical capacity. Although demand for many types
of war materials remains high, the apparent completion
of large-scale amphibious operations in Europe has

Notice to Annual Sustaining Members: A copy of the newly revised
edition of HOW TO AVOID FINANCIAL TANGLES was sent to
you last week. 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 one dollar booklet at the usual twenty per cent
discount.
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caused heavy cancellations of landing equipment. The
consequence of this development was discussed as
follows by The Iron Age: "Little difficulty has been
experienced in filling gaps in mill schedules which
opened up when the landing-mat program was all but
cut to the bone. The greater part of the cancellations
affected advanced schedules, but there has been evi-
dence that the steel industry generally will be able to
trim its flat-rolled carryover substantially by the end of
this month and still further by the end of November.
Unless a significant reversal in the steel-buying trend
occurs, steel carryovers should be a thing of the past for
most mills by the end of this year." Executives of steel
corporations have expressed the opinion that the steel-
ingot rate will decline during the next few months,
irrespective of the demand situation. After operating
at practical capacity for a protracted period, it is
believed that the condition of steel-producing equip-
ment is such that an appreciable proportion of operating
units will soon be forced to shut down while repairs are
made.

HARWOOD INDEX OF INFLATION, RATIO FORM,
ABSOLUTE DATA, AND INDUSTRIAL PRODUCTION

1932 1937 1938 1943 19U
Per Cent of Capacity 80.0 20.0 55.0 57.5 99.5 96.5

(Latest 1944 weekly data; corresponding week earlier years)

The electric-power companies generated 4,345,352,-
000 kilowatt-hours last week, compared with output of
4,415,405,000 produced during the corresponding week
of 1943. The loss in comparison with output last year
was increased to 1.6 per cent from six-tenths of one per
cent reported in the preceding week. Now that the
peak in wartime demand for electric power has passed,
it is apparent that fears of serious shortage expressed
by Government officials more than two years ago were
wholly groundless.

1929 1932 1937 1938 191$ 19U
Billion Kilowatt Hours 1.80 1.53 2.20 2.21 4.42 4.35

Lumber production last week increased slightly
more than seasonally, and the adjusted index advanced
from 99.8 to 100.2 per cent of the 1935-1939 monthly
average. The migration of workers from lumber-
operating establishments to the more highly paid indus-
tries was virtually completed more than a year ago,
and the labor situation in the industry is no longer
deteriorating, although no substantial improvement
can be expected immediately. On the other hand, the
problem of equipment shortage is becoming increasingly
difficult, and relief in this respect is more remote than
is the prospect for increasing the industry's labor force.

1929 1932 1937 1938 19\3 19U
New York Times Index 115.3 33.4 65.2 68.4 103.1 100.2

The Harwood Index of Inflation
The preliminary Index of Inflation in ratio form for

October (based on data for October 18) is 178.7, a point
and a half higher than the revised Index of 177.2 for
September and more than ten points higher than the
Index in July, on which the deflationary effects of the
Fifth War Loan campaign were most pronounced. The
chart on page 175 shows the Index of Inflation in ratio
form, which is the ratio of all purchasing media available
for use to the portion that is not inflationary. The
dotted line on the chart shows the actual totals of infla-
tionary purchasing media.

After our war-spending program developed to huge
proportions early in 1942, the money-credit curve fol-
lowed a steep upward trend, with virtually no inter-
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ruption, for about a year. Thereafter, two developments
tended to check the outflow of inflationary purchasing
media. Much higher income-tax rates became effective,
and Treasury War Bond drives laid major emphasis on
sales of Government securities to individuals and sav-
ings institutions. The return flow of purchasing media
disbursed by the Government has held inflation within
limits of approximately those set by the fluctuations of
the Index during the second half of 1943. Reference to
the chart of the Harwood Index of Inflation shows that
there is still an upward trend discernible during the
past year.

The chart on this page shows the two curves, the
ratio form and the inflationary purchasing media
(absolute data), of the Harwood Index of Inflation since
June 1933, together with the Institute's index of indus-
trial production.

The advance in the ratio form of the Index and the
increase in inflationary purchasing media during the
first three weeks of October were primarily caused by
the Government's action in spending $3,000,000,000
more than it received in tax payments and from sales
of Savings Bonds. This deficit outlay was accomplished
by drawing on Treasury accounts in various banks
that were previously built up by deposits of purchasers
of War Bonds.

The inflationary influence mentioned in the preced-
ing paragraph was only partially offset by a deflationary
trend in the commercial banking system. During
October, the commercial banks reduced their holdings
of Government securities by a net total of approxi-
mately $300,000,000. The banks increased their hold-
ings of Government bonds but reduced holdings of
Treasury bills, certificates of indebtedness, and notes.

During the next few weeks before the Sixth War
Loan campaign initiates a substantial flow of funds from
private to public accounts, the Index of Inflation is
virtually certain to advance. In the absence of some
unlooked-for deflationary factor, the index will prob-
ably exceed the level reached last May. The deflation-
ary movement that is expected to occur during Novem-
ber and December will bring the Index down toward the
lower range within which it is has fluctuated during the
past year and a half. Only a substantial curtailment of
Government expenditure while tax rates remain high
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can prevent a subsequen^advance in the Index, at least
to the upper part of the range, that has recently been
established.

Other Demand Factors
Demand for nondurable consumer goods during the

next few months will probably be better sustained than
appeared likely before the advance of the armies against

the Nazis slowed down. As long as the war in Europe
lasts, industrial pay rolls will remain at recent levels,
and this will induce spending in the retail stores. It is
reported that the stimulating news from the Pacific
has encouraged better attendance among industrial
workers. This factor will also help to provide incomes
for consumer buying.
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In a letter to a recent conference on distribution,
President Roosevelt exhorted businessmen to study
problems of distribution now, so that "there may be no
interruption in the free flow of goods." It has been so
long since newly produced goods could be supplied to
civilians commensurate with demand that efficiency of
distribution in domestic markets has been a minor con-
sideration. The machinery of distribution has deteri-
orated during the war, primarily because of personnel
losses, but by the time supplies for the civilian markets
again become adequate to meet demand, selling organi-
zations will have had an ample opportunity to become
rehabilitated.

Commodity Prices
There was a fractional increase last month in the

combined index of wholesale commodity prices compiled
by the United States Bureau of Labor Statistics. The
index was 148.6 per cent of the 1913 monthly average in
September and was 148.9 per cent (preliminary) in
October. The wholesale price index advanced mod-
erately this spring, followed by a declining tendency
during the summer months. The October level of the
index is a point lower than the wartime peak reached
last May.

The index of wholesale commodity prices, which is
shown in chart form on page 175, is a weighted average
of 889 quotations, adjusted so that the 1913 monthly
average = 100 (also shown on the former gold basis
since January 1934, when the dollar was devalued).
The estimated long-term trend line and the new normal
long-term trend line adjusted for devaluation are
features of the chart. The small chart in the upper
right-hand corner of the commodity price chart shows
changes in commodity prices during the past century
on the basis of the former gold dollar. The combined
index is now only one per cent higher than it was in
October 1942, but it is approximately thirty-nine per
cent higher than it was immediately before the war in
Europe started in September 1939.

The accompanying table shows changes that have
occurred in the basic classifications of the index. The
October 1944 preliminary indexes are compared with the
revised indexes of earlier significant periods.

The sensitive wholesale commodity price indexes
were fractionally lower last week. Futures prices were
strong early in the week but lost their gains in final
dealings. Moody's Spot Commodity Price Index was
249.0 on October 19 and was 248.5 on October 26. The
Dow-Jones Index of Commodity Futures closed at
96.32 on October 19 and at 96.19 on October 26.

After increasing steadily, although at a moderate
rate, during most of this year, the cost of living declined

UNITED STATES BUREAU OF LABOR STATISTICS

WHOLESALE COMMODITY PRICE INDEX

(Monthly Average 1913=100)

Farm Products
Foods
Hides and Leather
Textile Products
Fuel and Light
Metals and Products
Building Materials

Chemicals

House Furnishings

Miscellaneous

Raw Materials

Semimanufactures

Finished Goods

All Commodities

* Preliminary

Oct.
1929

145.0

157.9

162.0

156.2

135.6

109.9

169.1

125.8

168.2

119.2

141.1

126.4

135.7

136.2

Oct.
1932

65.6

94.2

106.9

96.0

116.0

88.4

124.7

100.1

130.9

91.8

79.4

81.0

100.3

92.3

Oct.
19kS

170.9

163.6

173.0

170.3

132.1

114.2

198.8

125.2

182.3

133.4

162.6

124.0

144.1

147.6

Sept.

19U

171.7

162.5

171.1

171.6

136.5

114.4

204.4

130.8

188.5

133.7

164.7

125.6

145.7

148.6

Oct.*
19U

172.4

162.1

171.5

172.4

136.7

114.4

204.8

130.8

188.5

133.8

165.3

126.3

145.8

148.9

slightly during September. The National Industrial
Conference Board's combined index was 105.1 per
cent of the 1923 monthly average in August and was
105.0 per cent in September. The latest data show that
living costs have increased 25 per cent during the war
period that started in September 1939. During this
period, food costs have increased 48 per cent; rentals,
five per cent; clothing, 14 per cent; fuel and light, 13
per cent; and sundries, 18 per cent. The composite
index and separate items for July 1914 and June 1920
(showing the rise in living costs during the First World
War period) and for August 1939, August 1944, and
September 1944 are shown in the accompanying
summary.

All Items Combined

Food

Housing

Clothing

Fuel and Light

Sundries

July
19U
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

Aug.
1939

84.0

75.3

86.2

81.9

84.0

96.9

Aug.

19U
105.1

111.9

90.9

93.0

95.1

113.4

Sept.

19U
105.0

111.5
90.9

93.2

95.1

113.6

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

Statistical Summary; Production, Purchasing Media, and Prices
-1943- -1944-

Index of Industrial Production . .

Index of Inflation (Ratio Form)

Commodity Price Index

Oct.

134.8

163.7

147.4

Nov.

134.7

172.0

147.1

Dec.

131.0

173.9

147.4

Jan.

131.8

177.4

147.6

Feb.

132.6

170.5

148.1

Mar.

132.1

172.8

148.3

Apr.

132.8

177.6

148.6

May

132.4

179.8

148.7

June

132.2

172.6

148.9

July

127.8

168.2

148.8

Aug.

127.4

173.2

149.0

Sept.

126.2

177.2

148.6

Oct.*

126.0

178.7

148.9

Commodity Price Index 87.2 87.0 87.2 87.3 87.6 87.7 87.9 88.0 88.1 88.0 88.2 87.9 88.1

(In terms of former gold dollar) * Preliminary Estimate.
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