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RESEARCH REPORTS
COMING EFFECTS OF CURRENT EVENTS

Present Trends and Future Developments
Powerful forces have been created that will affect

the volume and character of the production of goods
in the future and the price in dollars that the people
will pay for them. The operation of these forces will be
retarded or accelerated by developments on the two
war fronts that determine the duration of the struggles.
Such uncertainties, with which the economist is not
prepared to deal, may easily modify any conclusions
that he may draw from studies of basic economic data.
Subscribers who have followed "Present Trends and
Future Developments," presented in the Research
Report Bulletins each January, understand that the
purpose of these articles is to analyze existing economic
conditions as they may affect the future without imply-
ing a nonexistent ability to make detailed and accurate
forecasts for a specific period ahead.

Although important changes in the Nation's affairs
have occurred during the past year, they have not been
such as to alter the divisions of this analysis from those
made in January 1944. These are: first, the war, which
unfortunately continues to exert the dominant influence
on our economic well-being; the second factor is the
political situation in this country, as far as its economic
consequences are concerned; the third is the business
cycle, which is distorted but not abolished by effects of
the war; the fourth influence is the trend of commodity
prices; and the fifth consideration is inflation and its
probable effects on our way of living.

The War

The unexpected turns that the Second World War
has taken from time to time during its course demon-
strate the hazardous character of attempts to forecast
economic trends that are now primarily affected by
war considerations. At the beginning of 1945, the
Nation's forces are engaged in war more extensively in
relation to our resources than they have been at any
time since the 1860's. Our economic processes have
been dedicated to conflict to a greater degree than they
were in the Civil War, but our own territory has escaped
the devastation that it was exposed to then. In spite of
the appearance of prosperity that the war has given
to the home economy, the longer it lasts, the greater
will be its economic costs to be exacted in the more
distant future.

The vitality shown by the Germans that enabled

them to postpone the final defeat in 1944 that was pre-
dicted by Allied leaders was made possible only by the
great industrial organization back of their armies that
has functioned under conditions of ruinous destruction
from the air. I t is idle to speculate concerning the
heights to which living standards might have been
brought in Germany had its people not been indoc-
trinated with a basic social philosophy that prefers
aggression to cooperation. The American people may
do well to consider gravely the use to which their own
great industrial resources will be employed after the
war has been won.

The Japanese have demonstrated the toughness of
their racial fibre. Their indoctrination is similar to that
of the Germans, and they occupy a position among
peoples in the Eastern Hemisphere similar to that of
the Germans in the Western. They have the master
industrial developments in Asia; their industrial system
is composed of fewer great units than is that of the
Germans, and the aggregate is smaller. Nevertheless,
their geographic situation is more favorable to them.
This circumstance suggests caution in predicting their
early downfall, even when our major force is directed
against them. However, our power is so great as to
prevent the Japanese from regaining their strategic
offensive, and we have no reason to doubt their ulti-
mate defeat.

Political Developments

The reelection of Mr. Roosevelt for a fourth term
as the Nation's chief executive had no early effects on
the country's economy. The election failed to alter
plans of business executives and investors, because the
great majority of these had expected the President to
win again. The war has continued to dominate the
country's affairs and to hold the people's attention, so
that there has been no occasion for the Administration
to come forward with fresh proposals of social reform
for political purposes. (The President has not found
the time propitious to push his plans for the extension
of great regional waterway authorities throughout the
country.) The temporary subordination of the New
Deal characteristics of the Administration to other con-
siderations does not imply any change in the direction
of a more conservative attitude. It must also be noted
that there has been no relinquishment of any of the
social measures previously achieved by the Roosevelt
Party.

The fact of Mr. Roosevelt's retention in office is in



some respects less important than the reasons for this
outcome of the election. If the voters who provided
the margin required for his success were moved to sup-
port him solely on the commander-in-chief in time of
war issue, he may yet find that this portion of the
electorate will not support his domestic policies after
the war is won. Although the President has been
granted many powers never before possessed by a chief
executive of this Nation, Congress is still in a position
to exert some restraint on his actions and will do so
if the members feel that the majority of the public
do not approve of his domestic policies.

Our analysis of the domestic political situation was
presented in the January 1, 1945 Research Report
bulletin, pages 1 and 2. Even if the majority of the
public turns away from spend-and-spend, tax-and-tax,
and elect-and-elect during 1945, the effects will not be
evident this year, because lavish spending is certain to
continue as long as the war with Japan lasts and cannot
be cut off short even after both of our major antagonists
have been conquered. In the field of domestic political
developments, 1945 is unlikely to be a year of crisis.

On the other hand, the pretense that Mr. Roose-
velt and other spokesmen for the United States in world
affairs have any large measure of control over the situ-
ation appears to be in the way of being dissipated. The
part that the United States will play in world affairs
during the remainder of the war and in the postwar
period will have a vital bearing on our economic future.
The disruptive effects of war on the economic processes
destroys the constructive efforts of many years of
normal progress. No flow of idealistic utterances will
create a formula for postponing the next world conflict
into the distant future. The American people, prob-
ably in common with others, tend to hold idealistic
views in international affairs for a time but to suffer
disillusionment when they discover that the leaders of
other powers do not hold blissfully identical ideals.

Perhaps we would understand the attitude of other
governments better if we took careful note of our own
attitude toward foreign trade. Virtually everyone in
public life maintains the desirability of this country's
participating in a large and world-wide foreign trade in
the postwar period. However, as soon as the question of
lowering trade barriers is broached, there are immediate
protests from groups whose interests would apparently
be adversely affected by lower tariffs.

The general attitude of all governments is that their
countries are eager to participate in plans for permanent
world peace, provided that the interests of their own
countries are properly served in the postwar scheme of
things. It is at least essential that representatives of
this Government in world affairs must understand the
motives of our associated nations, so that an attempt
may be made to harmonize our own interests with theirs.

The Cyclical Movement

During the period since the United States entered
the World War, industrial activity has been maintained
at a high level. The Institute's index of industrial
production, which is adjusted for long-term trend,
shows that the rate of production has remained some-
what higher than it did during the First World War.
This activity is primarily dependent on war orders,
and the end of the upward movement must coincide
with the downturn in demand for war materials.

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 move-
ment had had the same duration as these, it would
have ended nearly five years ago.)

* 1 "8,

1938

1939

1940

1941

1942

0

2

1

1

1

1

2

0

1

5

1

1

0

1

0

0

2

1

1

0

•

0

2

0

0

0

1

0

0

0

0

1

2

0

0

0

1

0

0

1

0

0

2

0

0

3

2

0

0

2

1

0

The cyclical recovery that started in June 1938
lasted longer than the most extended recovery period
previously recorded. Other recoveries of long duration
occurred during or were influenced by important wars.
The longest previous recovery occurred at the time of
the Mexican War and lasted fifty-two months; the
recovery that accompanied the Civil War boom lasted
forty-six months; and the cyclical recovery that accom-
panied the First World War lasted forty-four months.

During the most recent years of the cyclical recov-
ery, support for it was provided by Government war
orders. Although conclusive data were not yet available
late in 1944, it appeared that the recovery phase of the
Second World War cycle culminated in the summer of
1944. The Institute's index of industrial production
followed a downward course during the summer and
fall last year that appeared to be more extensive than
the intermediate movements during the earlier war
years. However, demand for war materials again
increased late in 1944, and the volume of industrial
production turned upward. It is not certain that total
output some time in 1945 will not reach a rate exceeding
any yet attained during the war, although such a new
record seems to be improbable. Demand for a larger
flow of supplies to our armed forces may in the future
be met by restricting supplies for civilian consumption,
in which case aggregate production might not reach a
new high level, even though a record volume of supplies
was contributed to the war effort. It cannot be stated
with certainty that the recovery phase of the cycle
culminated last year until victory in Germany has been
won.

The traditional primary postwar depression may
resemble no other preceding occurrence of the kind.
If a major downturn in aggregate industrial production
occurs, the rate of decline will be retarded as long as the
country is at war. If the war with Japan continues for
an extended period after the end of the conflict in
Europe, industrial activity will be supported by huge
Government contracts. If partial conversion to peace-
time production can be achieved while the Pacific war
is in progress, the ultimate downturn in industrial



activity will not be extensive, and its duration will be
short.

Long-Term Price Trends
During the next few years, commodity prices are

certain to be primarily affected by circumstances inci-
dent to financing the war. We have already warned of
the possibility that further devaluation of the dollar
may be resorted to. The magnitude of Government
outlays required to finance the present war has created
maladjustments in normal price relationships that may
persist for years before commodity prices will again
be reduced substantially below levels ultimately reached
during the period of wartime inflation.

There is normally a triangular relationship 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 consequently 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 dis-
couraged 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 purchas-
ing media increase more rapidly than normal.

Complete data for world gold production are no
longer available, but we know that the increasing trend
in the production 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 Septem-
ber 1944. For the next several years, the flow of new
gold into the banking system will be reduced, and this
will ultimately operate as a factor tending to reduce
commodity prices. It should be emphasized that this
influence will not be apparent early in the postwar
period.

Inflation
The Harwood Index of Inflation, shown in chart

form on page 207 of the December 25, 1944 monthly
bulletin, indicates that there is an abnormally large
volume of purchasing media available to the public and
that the proportion of inflationary purchasing media to
the total is likewise close to a record high level. Com-
modity prices have not reflected this dilution of pur-
chasing media through inflation, because of restrictions
imposed by wartime conditions.

Even if the volume of inflationary purchasing media
does not increase substantially from the present high
level, the existing amount is certain to have a more pro-
nounced effect on the commodity-price level than has
been experienced up to this time. The extent to which
commodity prices will be affected cannot be estimated
now. A guess as to its magnitude was hazarded in
"Economic Consequences of Political Trends," pub-
lished in the January 1, 1945 bulletin.

Conclusions
The data available for determining future economic

trends are adequate for only general conclusions. The
disappointing fact that the war in Europe has extended
into 1945 has prevented indications from becoming more
definite than they were a year ago. In view of the con-
siderations discussed, our present expectations may be
summarized as follows:

1. Our hopes for success in both war theaters have
not yet been realized. Yet, our expectations have been
fulfilled more nearly than were our fears earlier in the
struggle when our enemies held the strategic offensive.
The next major gain against Germany may be the final
one necessary.

2. Several years will be required for the American
people to recognize the necessity for the Government
to pursue a sane fiscal policy. A real meeting of minds
among the leaders of the United Nations can be hoped
for but not expected.

3. The recovery cycle that started in 1938 probably
ended about the middle of 1944, but the downturn in
industrial production will not be abrupt, and the low
point probably will not reach the ordinary depression
level.

4. Commodity prices will continue to rise slowly
until after the end of the war in Europe. Prices will
later rise substantially before a turning point is reached.

5. The volume of inflationary purchasing media
available to the public will remain abnormally large.
A tendency to seek tangible possessions without careful
scrutiny of values is already apparent and will become
increasingly evident.

BUSINESS

End of the War Boom in Building
The war created a temporary abnormal boom in the

construction industry that reached a peak in the early
fall of 1942. Nearly all of this construction was under-
taken by the Government, and the decline in building
activity was nearly as rapid as its ascent. The following
chart, prepared from data provided by the United
States Department of Commerce, the United States
Department of Labor, and the War Production Board,
indicates the nature of the projects undertaken.

The construction program that was needed to
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implement the war effort was virtually completed in
1943, and war conditions made it impossible for private
building to be resumed in 1944. Therefore, building was
at an extremely low ebb last year and will remain so
during 1945 until the war in Europe ends.

The outlook for the building industry in the postwar
period is favorable in the opinion of the United States
Department of Commerce. This opinion was recently
expressed as follows:

"Since there is little doubt that a large deferred
demand — made effective by plentiful funds — exists,
the volume of new construction can expand as rapidly
as the supply situation permits. During the first few
months after V-E day bottlenecks and unbalances will
have to be eliminated so that materials and equipment
will flow through to contractors in adequate amounts.
But as soon as this flow passes the trickle stage, the rate
of expansion can and will be rapid.

"Among the categories of construction that may
pace the first flush of expansion are nonfarm residential,
highway, commercial and institutional. Of these
categories, nonfarm residential offers the best possibility
for relatively large expansion. There exists here a
backlog of demand imposed not only by the war but
by under-building in the thirties. As indicated by
various private surveys, this demand is first likely to
center on medium- and higher-priced homes for owner
occupancy. Investment housing will probably proceed
slowly until there is a more favorable price-cost rela-
tionship.

"The amount of new nonfarm housing will depend
largely upon the speed with which builders can get
home equipment — plumbing, heating, and electrical.
Although bottlenecks are almost certain to develop,
it is probable that at least 300,000 nonfarm units can be
erected in the first twelve months following V-E day.
This is less than half the number completed in 1941,
but well exceeds the average for the thirties.

"Provided sufficient funds are available, highway
construction could rebound quickly from the wartime
trough, since the types of materials and labor that are
needed will be relatively easy.

"The advance in private commercial construction
will come chiefly from the demand for new stores and
modernization of existing ones. Individually these
projects are relatively small and thus do not require
heavy accumulations of materials. Large commercial
units will probably lag until the supply situation is
easy."

THE FUNDAMENTALS

Supply
The steel-ingot production rate last week was esti-

mated at 943̂ 2 per cent of theoretical capacity. This
represents an increase of 91}^ points from the revised
rate for the preceding week. The Iron Age summarized
the prospects for the industry during the new year as
follows: "War news from abroad makes it fairly certain
that the loss of tanks, artillery and ammunition in
recent weeks will place extreme pressure upon the out-
put of those items on the home front. It will probably
only be a matter of weeks before the same hectic pres-
sure period which existed many months ago will again
make its appearance. While many observers are in
accord that a secondary war production drive is already

in the making, some factors have been overlooked.
Passage of time as well as reverses in Europe makes
Japan stronger, permits her to better utilize the mate-
rials drawn from her new empire and allows her to
perfect her island defenses. Even though she will be
defeated when the full weight of the Army and Navy
can be brought against her, every month elapsing
before V-E Day makes the task more formidable. An
apparent premature viewing in estimating the date of
V-E Day by the Armed Forces themselves will prob-
ably make those in command of the supply situation
more super-cautious than usual. Instead of estimating
needs for the future Japanese campaign along past
lines, the margin of safety in all fields of equipment will
probably be much greater. This may be a progressive
factor and any reverses will tend to raise the sights on
ultimate requirements for the defeat of Japan."

1929 1932 1937 1938 19U 1945
Per Cent of Capacity 84.0 22.0 79.0 28.5 97.5 94.5

(Latest 1945 weekly data; corresponding week earlier years)

Electric-power production 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
115.8 per cent of the 1935-1939 monthly average in the
preceding week to 103.8 per cent. At last week's level,
the index was substantially below the index for the
corresponding week of 1944.

1929 1932 1937 1938 19 U 1945
New York Times Index 137.7 41.7 83.1 48.6 121.0 103.8

Demand
The dollar volume of retail sales is expected to

decrease somewhat less than seasonally during January.
The fact that the dollar volume of the retail Christmas
trade was substantially larger in 1944 than it was in
1943 shows that the public's buying power has not been
impaired. There are now so many commodity shortages
that demand has been forced into more restricted
channels. The January sales that used to be a feature
of retail merchandising have not entirely disappeared
since we have been at war, but the bargains that used
to be available now exist more in name than in fact.

The increase in demand for war materials by the
Government will probably have more than a temporary
effect on the Nation's production situation. Govern-
ment procurement agencies in the future will tend to
overestimate rather than to underestimate requirements
for war materials. In consequence, it is expected that
total cancellations of Government contracts after Ger-
many is defeated will be much smaller than was indi-
cated by previous estimates. The United States
Department of Commerce's estimates of cutbacks of
more than 40 per cent after the defeat of Germany were
believed to be conservative two months ago. Now
estimates as low as 15 per cent have been made in
Government circles, but these will probably err on the
conservative side.

Prices
Speculation in commodity staples was somewhat

more active last week, and the price trend in the futures
market was upward. The Dow-Jones Index of Com-
modity Futures closed at 97.07 on December 28 and
at 98.16 on January 3.


