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COMING EFFECTS OF CURRENT EVENTS

Monetary, Credit, and Fiscal Policies

Earlier this year a congressional subcommittee on
monetary, credit, and fiscal policies submitted a report
to the Joint Committee on the Economic Report. The
major influence of such policies on the Nation's economy
makes discussion of the committee's report desirable.

Chairman Douglas, together with the other members
of the subcommittee, are to be commended for a consci-
entious effort to further the development of sound mone-
tary, credit, and fiscal policies. Written answers to sev-
eral important questions were obtained from many
economists, bankers, Government officials, and business-
men; open hearings were conducted; the subcommittee
met in executive session with the Council of Economic
Advisers and with officials from the Treasury, the Bureau
of the Budget, and the Federal Reserve; and, finally,
round-table discussions with a group of economists were
held.

The subcommittee did its work well in spite of various
difficulties encountered. One difficulty was that of ob-
taining cooperation from persons who might have con-
tributed to the subcommittee's knowledge. Of the 500
questionnaires mailed, less than 25 percent were answer-
ed. Of passing interest is the fact that none of the eight
questionnaires sent to union officials were answered. A
more serious difficulty, however, was the task of ascer-
taining to what extent personal interest led to bias in
answering questions. The bankers questioned, for ex-
ample, were more inclined to approve support of Gov-
ernment-bond prices than were the economists. More-
over, there was nearly a complete difference of opinion
between the bankers and the economists as to whether or
not all banks should be made members of the Federal
Reserve System. The bankers were overwhelmingly
against any such provision; the economists, on the other
hand, were predominantly in favor of it.

The final report is thorough and virtually free of the
political rationalizations so frequently found in work
such as that of the Council of Economic Advisers. The
subcommittee apparently has based its recommendations
on analyses of the opinions obtained, with no attempt to
fit the evidence offered to any particular theory held by
the subcommittee members. Furthermore, the report is
written in professional language that, if not at all times
scientifically precise, is at least devoid of words chosen
for soothing semantic effects as is so much of the lan-

guage used by the President's Council of Economic Ad-
visers.

Specific Recommendations

The subcommittee has made several specific recom-
mendations, some of which we consider especially help-
ful. Certain of the recommendations concern problems
that have long been sources of controversy among mone-
tary economists, and we find the committee's efforts to
clarify the issues both refreshing and encouraging.

At least five of the recommendations advocate steps in
the direction of what we believe is sound policy. On
several occasions we have criticized the policy of sup-
porting the prices of Government bonds. We have em-
phasized that such a policy effectively limits the Federal
Reserve System's ability to cope with inflation. In
agreeing with this view, the subcommittee stated: "The
vigorous use of a restrictive monetary policy as an anti-
inflation measure has been inhibited since the war by
considerations relating to holding down the yields and
supporting the prices of United States Government se-
curities. As a long-run matter, we favor interest rates
as low as they can be without inducing inflation, for low
interest rates stimulate capital investment. But we be-
lieve that the advantages of avoiding inflation are so
great and that a restrictive monetary policy can contrib-
ute so much to this end that the freedom of the Federal
Reserve to restrict credit and raise interest rates for
general stabilization purposes should be restored even if
the cost should prove to be a significant increase in ser-
vice charges on the Federal debt and a greater incon-
venience to the Treasury in its sales of securities for new
financing and refunding purposes."

A second subcommittee recommendation of merit sug-
gested " * * * a thorough and complete study of the
broad question of Federal chartering, supervision, and
examination of commercial banks, including not only
the organization and coordination of the Federal agen-
cies performing these functions but also the substance
and applicability of the relevant Federal laws and reg-
ulations."

The recommendation that " * * * the United States
Government cease buying silver for monetary purposes"
has been approved by many economists for some time.
The 27 economists answering the committee's question
"What changes, if any, should be made in our monetary
policy relative to silver?" were unanimous in advocating
the end of Government purchases. Most of the answers
were similar to that of Professor Bradford's, "The Silver
Act of 1934 should be repealed in toto. The silver dol-
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lar should be abolished and silver certificates should be
called in, Federal Reserve notes being substituted there-
for. All existing legislation permitting a return to bi-
metallism and requiring the payment of a specific price
for silver should be repealed. In short, silver should be
returned to the status of any other metal * * * and
should be used for monetary purposes only for the man-
ufacture of subsidiary coin. Silver policies since 1873
have been the result of political pressure and have had
no relation to sound monetary policy."

In view of the obscurity of the present law for chang-
ing the price of gold,1 the following suggestion of the
subcommittee seems sound: "We also recommend a
thorough congressional review of existing legislation re-
lating to the power to change the price of gold with a
view to repealing any legislation that might be so con-
strued as to permit a change in the price of gold by
other than congressional action."

Another step in the direction of sound monetary pol-
icy is advocated by the recommendation that "Congress
review the programs and policies of the various Federal
credit agencies to find out to what extent if at all they
can be made to contribute to the purposes of the Employ-
ment Act without an undue sacrifice of the substantive
programs to which they are related."

Presumably, the subcommittee was forced to give some
recognition to the answers received to the question
"Under what conditions and for what purposes should
the Government or its agencies lend to private borrowers
or guarantee loans to private borrowers?" The major-
ity of the economists queried had opinions similar to that
of Lloyd W. Mints, "I have the feeling that we in the
United States are drifting, without any definite notions
of where we are in fact going or where we want to go.
If we really desire to preserve a system of private enter-
prise we should restrict governmental activities to those
things that are not suitable for private endeavor. Lend-
ing money is one of the things that can be most readily
done on a private basis. I would eliminate all govern-
mental lending and all governmental guaranties of pri-
vate loans. These activities were mostly born of the
depression, and that was so serious because we failed to
maintain stable monetary conditions."

xOur opinion in this matter was discussed in the November 7,1949,
Investment Bulletin. "The Gold Reserve Act of 1934 authorized
the Secretary of the Treasury, with or without the consent of the
President, to change the dollar price of an ounce of gold. How-
ever, the Bretton Woods agreement of July 31, 1945, prohibits
any administrative official from changing the dollar value of gold
without congressional approval. Such a treaty has the force of
law in the United States and presumably nullifies the pertinent
provisions of the Gold Reserve Act of 1934."

Note: This is the first of two articles on the subcom-
mittee's report. The second will follow in an early issue
of these bulletins.

SUPPLY

Industrial Production
Steel-ingot production, scheduled at 89.8 percent of

capacity for the week ended March 18, 1950, was 22 per-
cent more than that in the preceding week but was 9
percent less than that in the corresponding week last
year.

1929 1932 1937 1938 1949 1950
Percent of Capacityt 94 25 88 33 102 90p
Weekly Cap. (Million Tons) 1.38 1.52 1.51 1.54 1.84 1.91
Production (Million Tons) 1.30 .38 1.32 .51 1.88 1.72

Automobile and truck production during the week
ended March 11, 1950, in the United States and Canada
was estimated at 126,051 vehicles compared with a re-
vised total of 124,072 vehicles for the previous week.

1929 1932 1937 1938 1949 1950
Vehicles (000 omitted)t 136 32 102 57 114 126p

Electric-power production in the week ended March
11,1950, increased to 5,936,586,000 kilowatt-hours from
5.878,788,000 kilowatt-hours in the previous week.

1929 1932 1937 1938 1949 1950
Billion Kilowatt-Hourst 1.72 1.52 2.21 2.01 5.53 5.94

Lumber production in the week ended March 4, 1950,
increased. The New York Times seasonally adjusted
index was 7 points above that for the previous week and
was 22 points above that for the corresponding week last
year.

1929 1932 1937 1938 1949 1950
The New York Times Indext 130 37 130 85 91 113
tLatest weekly data; corresponding weeks of earlier years
p=preliminary

DEMAND

Department-Store Sale*
Department-store sales for the week ended March 11,

1950, were 4 percent more than sales for the previous
week but were 1 percent less than sales in the corres-
ponding week last year.

PRICES

Commodities at Wholesale

(August 1939=100)
Spot-Market Prices

(28 basic raw materials)
Commodity Futures Prices

(Dow-Jones Daily Index)

1949
Mar. 16

264

262

1950
Mar. 9

246

281

1950
Mar. 16

246

277
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BUSINESS

Residential Construction
The Federal Reserve Board's seasonally adjusted in-

dex of residential construction (dollar value) decreased
for the third consecutive month in January. The pre-
liminary index for January was 3*4 percent below that
for the previous month and was 9 percent below the all-
time high reached last October. In spite of the decrease
that has occurred, the index for January is still approx-
imately 85 percent above that reported for January last
year, at which time residential construction was nearly
at the lowest level reached during 1949.

We have derived an index of the physical volume of
residential construction by dividing the dollar-value
index by an index of construction costs. The prelimi-
nary physical-volume figure for January was 4 percent
below that for December and was at the previous post-
war high reached in the spring of 1946.

After the initial postwar gains the physical volume of
housing construction decreased gradually during the
period 1946-48. Apparently, the decline ended at the
low reached in February last year. During the period
when the general trend was downward, costs of construc-
tion rose between 40 and 50 percent. There is little
doubt that an inverse relationship exists between the
amount of construction undertaken and the changes in
costs; as costs rise, building activity is discouraged.

When costs of construction began to decrease in the
latter part of 1948 and early 1949, housing construction
apparently was encouraged. However, several other
factors may have contributed to the subsequent gains.
Many individuals have undertaken the construction of
their own homes in order to avoid high labor costs. Per-
haps of greater importance has been the encouragement
provided by the 1949 Housing Act, which authorized
loans and grants for slum clearance and low-cost hous-
ing. Still other factors were the unusually good weather
conditions during the past several months and improved
construction techniques, which have facilitated building
under adverse weather conditions.

The dollar value of housing construction apparently

began to decrease more than was seasonally expected last
November.2 and the decline continued through January.
However, the preliminary index for January included
data for February, in which month residential construc-
tion apparently increased slightly. The indexes shown
on the chart reflect a development contrary to that re-
flected in other new-construction data. Residential con-
struction generally has decreased, but other types of
construction either have not changed or have increased
in recent months and have offset the reduction in resi-
dential construction.

A potential stimulus to home building is the housing
bill now being considered by Congress. This bill, in-
tended to encourage construction of housing for the
middle-income group, seems to have much support.

In view of the fact that the relatively large dollar-
value figure for December will be dropped from the 3-
month moving average used to compute the index for
February, a further decline in the February index will
occur unless new residential construction increases more
than seasonally in March. In any event, we see no rea-
son to expect a marked decrease in the construction of
new housing during the next several months.

Industrial Employment and Productivity
Factory employment in 1949 averaged 9 percent less

than this type of employment reported in the preceding
year and was 23 percent less than the all-time high
reached in the war year 1943. (The preliminary figure
for January 1950, shown on the chart by a dotted line,
was slightly less than the average for 1949.) The an-
nual average of the Federal Reserve Board's seasonally
adjusted index of factory employment was at the lowest
level reached since 1941.

Of course, the relatively low average for 1949 was
largely attributable to extensive unemployment during
the business recession in the first half of the year. How-
ever, although the subsequent recovery that began last
August was fairly rapid, employment at the end of 1949
was still nearly 7 percent less than that reported at the
beginning of the year and was 12 percent less than the
high reached just prior to the recession.

Unemployment in January of this year totaled 4.480-
000 compared with the 4,095,000 reported in July 1949,
when the previous postwar high was reached.

Apparently, as a result of the squeeze between higher
labor costs on the one hand and lower prices on the
other, employers have been forced to discharge the least
efficient workers. As competition becomes keener, un-
employment may increase further. However, in view of
the additional inflation expected during the next several
months and the high level of industrial activity that may
follow, no great decrease in industrial employment is
probable in the near future.

Industrial Productivity
Industrial productivity increased during 1949 to the

highest level reached since 1940, and preliminary data
for January suggest that the previous all-time highs may
be exceeded in the current year. Our index of indus-
trial productivity for 1949 was 5 percent above that for
1948 and was only 5 percent below the record high
reached in 1940. The index of industrial productivity

2Actually, residential construction began to decrease in October.
The Federal Reserve Board's indexes of residential construction
are based on a 3-month moving average of contract-award data.
As a result, the November index reflects construction during Octo-
ber, November, and December.

49



NEW CAPITAL ISSUES OF CORPORATE SECURITIES

for January was 73/2 percent above the 1949 average and
was 2 percent above the previous all-time high.

The index of industrial productivity per man-hour is
derived by dividing our seasonally adjusted index of in-
dustrial production by the Federal Reserve Board's sea-
sonally adjusted index of industrial employment (ad-
justed so that 1935-39=100). Finally, the index of pro-
ductivity is adjusted for the length of the workweek.
The annual average of the ratios are shown on the ac-
companying chart.

Apparently, productivity is not affected to a marked
degree during periods of depression. With the excep-
tion of the slight decline from 1929 to 1932, a continu-
ous increase from 1919 to 1940 occurred. Furthermore,
productivity during 1949, when the first important post-
war recession occurred, increased at even a more rapid
rate than that reported in the preceding, unusually pros-
perous year. However, during the last 3 months of the
recession, monthly data reflected a moderate decrease in
industrial productivity.

During a period of boom prosperity, many inefficient
workers are employed; and much obsolete equipment is
kept in use. Consequently, productivity per worker is
less than the maximum. Replacement of worn-out
equipment in the postwar years was postponed because
of shortages and more recently because of relatively high
prices. In spite of the rapid rate of replacement of in-
dustrial equipment in recent years, we have estimated
that the capital goods now in use may be less than the
total available in 1929, if allowance is made for the per-
centage of useful life still remaining in each instance.3

Moreover, we believe that the subtle process of inflation
and the more obvious processes of high tax rates have
been indirectly responsible for deterioration of the Na-
tion's capital plant and equipment. If the capital goods
deterioration of the last few decades is continued, the
time may come when industrial productivity per man-
hour may level off; and only increased efficiency among
the workers themselves may prevent noticeable annual
declines.

Although the level of productivity per worker reached
in January probably will not be maintained throughout
1950, a continuation of the rise that began in 1944 is
expected. If competition for the consumer dollar grows
keener, further weeding-out of inefficient workers and
replacement and abandonment of obsolete capital equip-
ment may well result in an increase of productivity to
new all-time highs.

3"Capital Goods Formation," Research Reports, August 15, 1949,
page 133.

New Capital Issues

New corporate financing increased 44 percent during
January to $553,000,000. Not in any January since
January 1930 has so great an amount of security issues
been offered. The increase was attributable in large
part to the $200,000,000 offering of 21-year, 23,4-percent
debentures by the American Telephone and Telegraph
Company.

Final data for 1949 reveal that new corporate financ-
ing decreased 22 percent from the 1948 total. All of
the decrease was in long-term bonds and notes. New
issues of common stocks and short-term bonds and notes
exceeded those of 1948 by 5 percent.

The tendency of corporations during 1948 to finance
capital expenditures largely by long-term debt has con-
tinued at a slackened rate during 1949. The dollar
value of long-term bonds and notes issued in 1949 was
more than four times that of stocks, short-term bonds,
and notes. The ratio was 6 to 1 in 1948. The reported
desire of the utilities to resume a larger proportion of
equity financing was reflected in the annual data. The
dollar value of the new long-term debt incurred by pub-
lic utilities was only 2.6 times the dollar value of new
common-stock issues in 1949, compared with 6.6 in 1948.

During the war most corporations accumulated de-
preciation funds in the expectation that replacements of
plant and equipment would be made after the war. This
procedure together with the profits obtained during the
war and postwar years resulted in greatly improving the
cash positions of corporations generally. Consequently,
most corporations have been able to finance all or sub-
stantial portions of their postwar improvement programs
by using credit available from banks and available cash.
Instead of having to obtain new funds before initiating
expansion programs, many of the largest, if not most,
corporations have delayed new financing until the new
plant and equipment have been partially or completely
paid for. In view of this change from prewar practices,
the amount of new capital issues perhaps no longer pro-
vides a satisfactory clue to corporation plans for future
expansion.

According to the Survey of Current Business, "Exam-
ination of investment plans by business for the first quar-
ter of 1950 gives some evidence of a deceleration of the
downward trend in the rate of investment." If the up-
ward trend of business activity in the last few months of
1949 has encouraged corporations to resume expansion
programs, the amount of new capital issues presumably
will increase in the months ahead.
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