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War and Peace
Economic considerations were not prominent in

the brief report signed by representatives of the three
major allied powers at the meeting held in the Crimea.
Nevertheless, decisions that will affect the course of
the war and of the postwar settlements will influence
internal affairs of this country and therefore should
not be ignored.

The press generally hailed the meeting as a success
on the basis of the rather meager information that was
released. There are many questions that the American
people would like to have answered concerning the
conversations held at the conference. More detailed
information will be forthcoming after the return of
Prime Minister Churchill and President Roosevelt to
their respective capitals. However, it can be taken for
granted that the whole story will not be told.

In measuring the meeting's degree of success, it
may be informative to speculate as to what the United
States asked of the conference and what it expected.
We probably wanted to know, first, how the three
major United Nations powers could best bring the war
against Germany to an early conclusion and, next,
what Russia is demanding in the way of a postwar
settlement. The answer to the first speculation appears
to be highly satisfactory. Reactions to Russian de-
mands in Europe appear to have afforded relief to
representatives of both the United States and Britain
who had felt that Russia's realistic policy might not
pay any respect to principles enunciated in the Atlantic
Charter.

Prosecution of the War

The fact that military aspects of the meeting were
not especially stressed in the report may be attributable
to the feeling that such discussions might indicate that
close cooperation in combat operations was hitherto
lacking. The weakness always inherent in an alliance
of warring powers that have varying objectives has
failed to reach seriously hampering proportions at
any time since the United States entered the struggle.
How close the military cooperation has been can be
judged by the layman only by results. Nazi propaganda
has at times revealed the hope that disagreements
among the United Nations would provide the miracle
needed for the German armies to escape defeat. Our
European enemy can no longer entertain this hope.

The statement in the report regarding the defeat of
Germany is unequivocal. This is indicated by the forth-
right description of conferences of the military staffs
of the three Allied Nations: "These meetings have been
most satisfactory from every point of view and have
resulted in closer coordination of the military effort of
the three Allies than ever before. The fullest informa-
tion has been interchanged. The timing, scope, and
coordination of new and even more powerful blows to
be launched by our armies and air forces into the heart
of Germany from the East, West, North, and South
have been fully agreed and planned in detail." Of
course, this statement reveals nothing regarding actual
strategy to be employed against Germany, but the fact
that strategy is to be coordinated is of the highest
importance.

In view of the fact that Russia is not at war with
Japan, it is obvious that any discussions of Russian
cooperation with us in our war in the Pacific that may
have occurred were secret. Even if there were no such
discussions, Tokyo could have taken small comfort from
the meeting. The fact of Russia's fraternizing with
Japan's enemies would be cause for uneasiness. The
strategy followed by Stalin throughout the war period
indicates the probability that he will sooner or later
come to grips with Japan. The situation of Japan's
possessions on the Asiatic mainland makes this virtually
a certainty.

European Boundary Lines

Problems relating to the occupation and control of
Germany were not expected to be especially serious
before the conference was held, and discussions appar-
ently revealed no unlooked-for problems. On the other
hand, the settlement of postwar European boundaries
was evidently approached with apprehension. The
desire of the United States and Britain for an early end
to the war against Germany was a circumstance that
Russia could utilize to make effective whatever demands
appeared to be in her interests. The English-speaking
members of the conference were apparently relieved to
find Russia's demands no more exigent than they were.
Apparently Stalin told the conference that he had no
objection to applying principles of self-determination in
arranging European boundary lines so long as Russia
was given possession of such border states or portions
of border states that are deemed requisite for the pro-
tection of the Soviet Union.

According to the report of the Crimea conference,



representatives of the Soviets, the United States, and
the United Kingdom will see to the establishment of
order in liberated Europe and will referee the process by
which the peoples of Europe may choose the form of
government under which they will live. There is no
indication that this settlement varies materially from
that arrived at in preliminary conferences to the Ver-
sailles Treaty (except that states bordering Soviet
Russia are frankly excluded from "liberation"). This
does not necessarily imply too great criticism of the
results of the conference, although it does suggest that
enthusiasm concerning its results is scarcely warranted
as far as the future peace of Europe and the world is
concerned. Spheres of possession, control, or influence
have been marked out from time to time during the
course of recorded history. Perhaps each settlement has
been regarded as permanent. When peace conferences
are in session, reports of their progress usually exag-
gerate their importance in the peoples' minds. Actually,
the process of "settlement" is a constant one. Bad
decisions made at any peace conference can play havoc
with the world's peace at an early date, but there are
no decisions that are good enough to insure world peace
in the future. That remains a problem that must be
faced in each decade of the future.

Proportion of the National Economy
Devoted to War Activities

The chart below, showing the per cent of total
income for war activities, is a regular feature of the
Research Report bulletins. As a rough measure of our
economic involvement in the war, we have computed
expenditures for war activities as a per cent of the
Nation's total income payments in a monthly series.
The data are plotted on the chart beginning in July
1939, shortly before the outbreak of the war in Europe,
through January 1945.

PER CENT OF TOTAL INCOME
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In spite of the wide month-to-month fluctuations
in the chart during the past two and a half years, there
is a fairly well-defined pattern, indicating a general
trend for the series. During the period beginning soon
after the middle of 1940, there was an almost unin-
terrupted advance in the statistical series. Monthly
gains became much more pronounced after we entered
the war in December 1941 until the latter part of 1942,
when irregularity began to develop. This irregularity
apparently marked the completion of the Nation's

mobilization for the prosecution of the war. There
were a few months in 1943 and in 1944 when war
expenditures were more than 60 per cent of the Nation's
total income payments, and the monthly average for
the two years was nearly 58 per cent.

The highest point in the series was reached in
May 1944, and since then there has been an irregular
downward trend. The decline has been moderate and
war expenditures continue to absorb more than half
of the Nation's available income.

The following statistical summary shows expendi-
tures for war activities for each month during 1944 and
for January 1945. Income payment figures for January
are preliminary estimates.

Expenditures for Income
War Activities Payments

19U
January
February
March
April
May
June
July
August
September
October
November
December

January

(In Billions of Dollars)
7,138
7,518
7,726
7,346
7,879
7,567
7,201
7,571
6,998
7,479
7,401
7,503

7,551

BUSINESS

12,542
12,114
12,871
12,493
12,300
13,946
12,892
12,661
13,659
13,669
13,309
14,388

13,400
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The Trend of Commercial Failures
The number of business insolvencies reported for the

month of January 1945 was approximately the same
as the average for the preceding six months. However,
the liabilities involved in commercial failures increased
in January to the highest level reached since June 1943.

Throughout the war period, beginning in 1939, up
to the end of 1943, the trend of the statistical series of
liabilities of commercial failures was generally down-
ward, and this trend became more pronounced after the
United States became an active participant. Using the
total of $182,520,000, representing the aggregate liabil-
ities of failures in 1939 as an index of 100, the following
indexes are derived for subsequent years: 1940, 91;
1941, 75; 1942, 65; 1943, 25; and 1944, 17. It is appar-
ent that during the war period, the annual losses from
business insolvencies were reduced to less than a fifth
of the prewar level.

The number and liabilities of commercial failures
during each month of the past two years and during
January 1945 are shown in the accompanying table.

COMMEBCIAL FAILURES, NUMBERS AND LIABILITIES

January
February
March
April
May
June
July
August
September
October
November
December

Number of Failures
1943 19U 1945
458 120 80
422 132
410 96
362 131
281 148
265 110
203 91
227 77
124 75
169 74
155 75
145 93

Liabilities of Failures
(000 omitted)

1943 1944
$5,515 $1,708
4,163 3,108
7,282 1,460
3,523 3,524
2,550 2,697
6,076 1,854
3,595 3,559
2,905 1,054
1,488 4,065
3,785 3,819
2,402 3,008
2,055 1,804

191,3

3,221 1,222 $45,339 $31,660
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The following chart presents the liabilities of com-
mercial failures as compiled by Dun & Bradstreet, Inc.
The series is comprehensive, including in addition to
voluntary and involuntary bankruptcies other losses to
creditors through concerns forced out of business by
foreclosure or attachment with insufficient assets to
cover all claims.

LIABILITIES OF COMMERCIAL FAILURES

Although total liabilities of commercial insolvencies
in 1944 were substantially smaller than the aggregate
for 1943, the chart shows that the reason for this was
not a further decline in the trend of the series, which
actually showed a general tendency to move upward
slightly during the year. In view of the great reduction
in the seriousness of commercial failures that has
occurred during recent years, it seems inevitable that
the next trend in the series will be upward. During the
first half of 1944, the liabilities of commercial failures
were reduced to nominal proportions. However, as
long as the Government continues to underwrite more
than half of the Nation's business transactions, com-
mercial failures are not likely to increase markedly.

THE FUNDAMENTALS

Supply
It was estimated that the steel-ingot production

rate increased 3^2 points last week from 893^ to 93
per cent of theoretical capacity. Last week's schedule
indicated production of 1,674,000 net tons of ingots
and castings, compared with output of 1,750,000 net
tons in the corresponding week of 1944. In a summary
of the current situation, the industry's trade journal
Steel said: "Higher prices on some carbon steel products
may be approved by Office of Price Administration
within the next few weeks, based on the fact that
steelmaking costs have risen since prices were frozen,
some probably effective before the end of February.
Steel orders in January were perhaps the heaviest on
record and deliveries are extending rapidly, with adverse
factors of weather and labor shortage important factors
in the latter. Some producers have been forced to
reduce production to the lowest level of the war years.
Prospects for early improvement are not bright as
further railroad embargoes are thought likely. Threat
of a miners' strike is a further factor in considering
future conditions."

1929 1932 1937 1938 19U
Per Cent of Capacity 88.5 26.5 85.0 30.5 96.5 93.0

(Latest 1945 weekly data; corresponding week earlier years.)

Electric-power output decreased last week and pro-
duction was slightly smaller than it was in the corre-
sponding week of 1944. A small gain was reported in
the preceding week on the same basis of comparison.
Last week's decrease in electric-power consumption is
apparently a reflection of the effects on industry of
winter transportation tie-ups.

1929
Billion Kilowatt-Hours 1.70

1932 1937
1.55 2.21

1938
2.06

19U
4.53

1945
4.51

Last week, lumber production increased slightly
more than seasonally, and the adjusted index advanced
from 119.7 to 120.1 per cent of the 1935-1939 monthly
average. In spite of the advance in the average, last
week's level was about eight per cent lower than it was
in the corresponding week of 1944.

1929 1932 1937 1938 19U 19 ho
New York Times Index 126.0 37.2 80.1 57.4 130.0 120.1

Demand
The Government has prior claim on more than half

of the Nation's current production, and the extent and
character of this demand are much more difficult to
appraise than is that of civilian consumer demand.
The latter exceeds supply to a constantly increasing
degree; the former changes from week to week in
character and amount. It therefore seems to be inevit-
able that the demand situation will remain obscure,
at least until the war in both hemispheres is concluded.
The situation may not be entirely clarified even after
peace is restored if the Government continues to buy
heavily for foreign relief purposes. In the meantime,
manufacturers are confronted with abnormally diffi-
cult problems.

Prices
Sensitive wholesale commodity prices were generally

lower last week. The Dow-Jones Index of Commodity
Futures declined from 96.98 on February 7 to 96.27
on February 14. The predominant trend of this index
has been in the direction of lower levels during the past
six weeks. The prices of staple commodities will
probably decline after the end comes in Europe, but
the downward movement will probably not be severe
or extensive in duration.

FINANCE

Sources of Purchasing Media
Total purchasing media from all sources increased

during January and at the end of the month had
regained nearly a third of the loss sustained during
the final two months of 1944. The chart on page 32
shows the purchasing media in use during each month
of the thirty-year period and indicates the sources
from which the purchasing media were derived.

Consistent with the general experience during each
month of 1943 and 1944, there was a decrease in pur-
chasing media available from the money-commodity
source during January. Monetary gold stocks held by
the Treasury (exclusive of those representing the
exchange stabilization fund) were $18,675,000,000 at
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the end of December and $18,606,000,000 at the end
of January. The net gold import or export figures for
months subsequent to December 1941 have not been
released for publication; however, the decrease in the
Treasury's gold stocks indicates that shipments of
the metal to other countries have been made. Last
month, exports were presumably greater than
$69,000,000, because domestic production has not been
completely cut off by the Government's action cur-
tailing gold mining in the United States. New supplies
are available, representing the by-products of other
mining operations.

During the twelve months' period ended January 31,
1945, a shrinkage of $1,350,000,000 occurred in the
Nation's monetary gold stocks. Government financial
authorities have not revealed the transactions by which
this reduction in our gold stocks has been accomplished.
The following excerpt from the National City Bank's
February review of economic conditions throws light
on the subject: "In some cases foreign central bank
and other reports have provided clues to the movement
of the metal. Cuba bought here some $70 million of
gold in 1944; Argentina repatriated $60 million during
the first nine months of 1944, while Colombia,
Venezuela, Uruguay and Brazil earmarked here or
repatriated in the same period over $100 million of
gold. China also was among the countries which
withdrew gold in 1944, and gold was shipped to various
Middle-Eastern countries and to India."

There was a minor decrease in purchasing media
derived from commercial loans last month. This reversed
the moderately increasing trend that prevailed during
the final quarter of 1944.

There was no appreciable change in purchasing
media from the third source during January. The third
source represents an excess of investment-type assets,

representing tangible property with respect to savings
available to the banking system. These investment-
type assets are primarily Government-guaranteed and
"other" securities held by the commercial banks.
Earlier in the war period, the banks were forced to
reduce holdings of Government-guaranteed obligations,
because many of these issues were called for redemption
and the supply was no longer available. At the present
time, the supply of non-Government investments
available to the banks is relatively small.

The increase in total purchasing media during
January was attributable to an increase in purchasing
media from the printing press. The increase was
caused by the return of funds to private accounts that
were previously withdrawn as payments were made for
bonds purchased in response to the Sixth War Loan
Campaign. During the two months November and
December 1944, deposits to the Treasury's accounts
in the Federal Reserve Banks and in commercial banks
increased $12,600,000,000; during January, between
$3,000,000,000 and $4,000,000,000 returned to private
accounts. Last month, the Treasury's excess of expendi-
tures over receipts was $4,645,000,000. Sales of war
bonds less cash redemptions during this period were
less than $1,000,000,000. Consequently, the Treasury
had to draw on its previously accumulated bank
balances to meet current Government expenditures.
By this process, the checking accounts of corporations
and individuals were increased by approximately
$3,600,000,000 during January.

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


