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COMING EFFECTS OF CURRENT EVENTS
Future Possibilities and Consequences
In lieu of the usual monthly summary of recent de-

velopments, we present below our tabular summary of
possibilities and consequences. The table was last pub-
lished in the bulletin dated August 29, 1949 (page 139).
A detailed comparison between the figures in that table
and the one presented below may be helpful.

Readers are reminded that the figures are merely a
convenient way of presenting the results of our guesses
and do not imply that there is a scientific, mathematical
basis for the probabilities shown. Moreover, in view of
the fact that the policies or actions of the Federal Re-
serve Board or the Administration may change almost
without warning at any time, the figures are subject to
major revisions within short periods. Last year, for
example, because of such developments as the Govern-

ment's modification of farm-loan regulations, the an-
nouncement of the Veteran's National Service Life In-
surance dividends, the Federal Reserve Board's formal
announcement of the adoption of an easy-money policy,
and the Congressional approval of the Administration's
spending program, our summary table of possibilities
and consequences was revised twice within the 3 months
following its publication in May.

In the five column headings the table shows all the
principal possibilities that may occur during the next 12
months. The first horizontal line of figures below the
principal possibilities indicates the number of chances
in 10 of the occurrence of each principal possibility.

Under each of the principal possibilities is shown the
number of chances in 10 that each of several conse-
quences will occur. For example, under column 2 we
have shown 1 chance in 10 for lower commodity prices.
Inasmuch as this is the same number of chances as that

SUMMARY OF POSSIBIUTIES AND CONSEQUENCES

Principal possibilities at the right,
with chances of occurrence indicated
below.

Specific consequences below, with
chances of occurrence indicated un-
der each principal possibility.

1. Higher money rates and lower
bond prices.

2. Higher prices for common
stocks (bull market).

3. Lower prices for common
stock (bear market).

4. Higher commodity prices.

5. Lower commodity prices.

6. Increased hoarding of currency
by the general public.

7. Flight from the dollar (buying
stampede).

8. Business expansion ending this
year.

9. Business expansion continuing
into 1951.

1. Continuous
deflation.
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shown for the principal possibility, we are, in effect
estimating that lower commodity prices are virtually
certain to follow a moderate and irregular downward
trend of the index of inflation from present levels.

The column at the extreme right shows the total
chances in 10 of each of the various specific conse-
quences. For example, there are 6 chances in 10, or
slightly better than a 50-50 chance, that money rates
will be higher and bond prices lower 12 months from
now. (The table does not indicate whether bond prices
will or will not rise to higher levels at some specific
time during the next 12 months, but only that bond
prices at the end of 12 months probably will be lower
than at present. The same is true for stock prices and
commodity prices. The table attempts to show what
we estimate the net change will have been 12 months
from now and not what the chances are of short-term
fluctuations of stock prices or commodity prices in the
meantime.)

Because a recovery appears to have begun, we have
changed the wording of the eighth and ninth specific
consequences from those in the August 29 table. Worthy
of note is our estimate in August 1949 that the chances
the then prevailing recession would end in 1949 were as
many as iy% to 10 and that a major depression was
highly improbable. We now know, of course, that a
cyclical recovery began sometime in the late summer
of last year.

Summary

Since the last summary table was published the
chances of further inflation are believed to have de-
creased slightly from about 6 ^ chances in 10 to 6
chances in 10. Government deficits are expected to con-
tinue during the next 12 months. However, the report
of the Douglas subcommittee on monetary, fiscal, and
credit policies apparently has influenced Federal Reserve
officials to some extent.1 In any event there has been
increasing evidence of the Board's intention to initiate a
more restrictive monetary policy. The Administration's
opposition to such a policy may be tempered by the fact
that, after November, 2 years will elapse before the next
important elections. For a year or more, the political
risk of permitting the deflationary monetary policy that
is needed if we are to avoid the disastrous consequences
of even greater inflation will be less than they are now.

As a result of the probabilities indicated for the prin-
cipal possibilities, we estimate the outlook as follows:

-7. The chances of higher money rates and lower bond
prices are 6 in 10.

2. There is a 50-50 chance of higher prices for com-
mon stocks and only 2 ^ chances in 10 that stock prices
will have decreased markedly by the end of the next 12
months.

3. The chances of higher commodity prices are about

1The subcommittee's opinion was as follows: "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
securities. 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 believe that the advantages
of avoiding inflation are so great and that a restrictive monetary
policy can contribute so much to this end that the freedom of the
Federal Reserve to restrict credit and raise interest rates for gen-
eral stabilization purposes should be restored even if the cost
should prove to be a significant increase in service charges on the
Federal debt and a greater inconvenience to the Treasury in its
sales of securities for new financing and refunding purposes."

4 in 10, and there are also 4 chances in 10 that com-
modity prices will be lower a year from now.

4. The chances of increased hoarding are remote,
and a flight from the dollar within the next 12 months
is improbable.

5. The business recovery during the past several
months has already gone far enough to be classed as a
business-cycle change. Therefore, at least a minor ex-
pansion is occurring. The chances that the expansion
will continue into 1951 (6 in 10) are slightly greater
than that the expansion will end this year {4 in 10).

SUPPLY
Industrial Production

With both the automobile industry and the steel in-
dustry operating at record levels, our preliminary index
of industrial production adjusted for long-term trend
rose nearly 3 percent during May to within 2 percent of
the postwar high reached in 1947 and in 1948. Unad-
justed for long-term trend the index was at an all-time
high, indicating that industrial activity during May was
the greatest in the Nation's history.

The May adjusted index was 12 percent above that of
May 1949 and 21 percent above the October low. There
seems to be little doubt that a cyclical low in industrial
production was reached during the summer of 1949 and
that the current upswing is part of a cyclical expansion.

Preliminary data reveal the following increases from
the April levels of activity: automobiles, 25 percent;
paper, 3 percent; refined petroleum, 3 percent; steel, 2
percent; and lumber, 2 percent. Minerals production
decreased 1 percent.

No great increase of industrial production seems prob-
able during the next few months. Textile production
and minerals production have been leveling off. More-
over, both the steel and the automobile industry have
been operating at such unusually high levels that further
expansion of production is limited sharply by the scar-
city of additional facilities and suitable labor. Never-
theless, production greater than that seasonally expected
during the next several months, especially in the auto-
mobile industry, probably will cause the adjusted index
of industrial production to rise as high or higher than
the postwar peaks shown on the chart.

Latest Weekly Data

Steel-ingot production, scheduled at 101.8 percent of
capacity for the week ended May 27, 1950, was slightly
more than that in the preceding week and was 13 percent
more than that in the corresponding week last year. The
steel industry now has operated at more than 100 percent
of theoretical capacity for six consecutive weeks.

1929 1932 1937 1938 1949 1950
Percent of Capacityf 96 24 93 29* 94 102p
Weekly Cap. (Million Tons) 1.38 1.52 1.51 1.54 1.84 1.91
Production (Million Tons) 1.32 .36 1.40 .45 1.73 1.95

Automobile and truck production in the week ended
May 20, 1950, in the United States and Canada was es-
timated at 174,020 vehicles, compared with the all-time
record total of 174,480 vehicles during the previous
week.

1929 1932 1937 1938 1949 1950

Vehicles (000 omitted )f 136 45 131 47 115 174p
Electric-power production in the week ended May 20,

1950, decreased to 5,844,561,000 kilowatt-hours from
5,864,326,000 kilowatt-hours in the previous week.

7929 1932 1937 1938 1949 1950

Billion Kilowatt-Hoursf 1.71 1.44 2.20 1.97 5.26 5.84
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Lumber production in the week ended May 13, 1950,
increased. The New York Times seasonally adjusted
index was 6 points more than that for the previous week
and was 22 points more than that for the corresponding
week last year.

1929 1932 1937 1938 1949 1950
The New York Times Indexf 84 77 86 79 88 110
tLatest weekly data; corresponding weeks of earlier yean
p=preliminary; * holiday

DEMAND
The Harwood Index of Inflation

Following the deflation during the first quarter of
1950, the inflationary trend, which has been apparent
for more than a year, was resumed. We have estimated
that the index of inflation for May rose 4 points to the
highest level reached since January 1948. Thus in 2
months, the first quarter deflation has been more than
offset by a subsequent inflation. We have estimated
that the inflation in May probably was somewhat less
than that which occurred in May last year.

The principal reason for the increase during May was
the release of Government funds held on deposit. Dur-
ing the first half of May, Government deposits decreased
more than $500,000,000. Since the end of March the

Treasury has released into the channels of trade more
than $2,000,000,000, which had previously been accum-
ulated largely from first-quarter tax receipts and held
idle temporarily.

Probably the most significant development in recent
months has been the sale of Government securities,
largely Government bonds, by the Federal Reserve
banks. Although the Federal Reserve banks reported
an increase in their net holdings of Government securi-
ties in the first week of May, by midmonth such holdings
were decreased $240,000,000 below the amount held at
the end of April. Revised data have indicated that the
Federal Reserve banks were net purchasers of Govern-
ment securities during April. Nevertheless, the Federal
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Reserve banks have decreased their holdings by nearly
$1,500,000,000 since the first week of January.

The policies adopted by the Federal Reserve Board
together with the operations of the Federal Open Mar-
ket Committee have influenced the actions of commercial
banks generally, with the result that commercial banks
also have been net sellers of Government securities
since January. Although the net change in security
holdings of all commercial banks has been negligible
since the end of March, these banks have sold $1,100,-
000,000 of Government securities (primarily short-term
issues) since last January.

The buyers of securities sold by the commercial-bank-
ing system have been individuals, corporations, and
other institutional investors. Because the new owners
used savings to buy these securities, no inflationary pur-
chasing media were created in the transactions. On the
other hand, because the investment-type assets of the
commercial-banking system were decreased, inflationary
purchasing media were withdrawn and the net result of
this change alone has been deflationary.

Important changes in the other investment-type assets
of the commercial-banking system have occurred also
in recent months. Loans on real estate in May continued
the upward trend that has been almost uninterrupted
since the end of the war and has been continuous since
August 1949. In the past 4 months real-estate loans
have increased about $500,000,000. "Other loans" also
have continued to increase, and by mid-May were more
than $500,000,000 greater than the amount of such loans
reported at the first of the year. Loans on securities have
fluctuated widely, but are now (mid-May) approxi-
mately $400,000,000 larger than the amount outstanding
last January.

Since the low reached at the end of March, the total
investment-type assets of the commercial-banking sys-
tem have increased $1,000,000,000, but are still nearly
$1,000,000,000 less than the investment-type assets re-
ported at the first of the year.

Total savings-type liabilities continued to increase in
May (albeit only slightly) and were nearly $750,000,-
000 more than such liabilities were at the first of the
year.

To summarize, investment-type assets increased, and
idle or hoarded funds decreased during April and May.
These changes, both of which are inflationary, substan-
tially more than offset the increase that occurred in sav-
ings-type liabilities.

Future Developments

Probably the most important influence on future de-
velopments, insofar as the degree of inflation is concern-
ed, will be the policy of the Federal Reserve Board.
Recent actions of the Board and speeches of Reserve of-
ficials indicate that the Federal Reserve Board will con-
tinue to give more consideration to economic conditions
than to the wishes of Treasury officials. As long as defi-
cit financing and the expansion of real-estate and other
loans continues, the Federal Reserve Board, through its
open-market operations, apparently will endeavor to
counterbalance, at least in part, the inflationary effects
of such developments.

One financial reporter has indicated that the Board
may reverse its policies temporarily from time to time
in order to aid the Treasury in its deficit-financing pro-
gram. However, the Board apparently will encourage
Treasury borrowing from the public rather than the

commercial banks as long as inflationary pressures exist
and business conditions are generally prosperous.

Conclusions

At this time the outlook appears to be as follows:
1. Real-estate and "other" loans will continue to in-

crease thereby contributing to further inflation.
2. In spite of the Federal Reserve Board's policies,

the commercial banks may increase their Government
security holdings as other investors exchange their older
holdings (bank eligibles) for new issues.

3. The net effect of these developments probably
will be moderate and irregular inflation during the re-
mainder of this year, the effects of which are discussed
elsewhere in this bulletin.

Department-Store Sales
Department-store sales for the week ended May 20,

1950, were 11 percent less than sales for the previous
week and were 2 percent less than sales in the corres-
ponding week last year.

PRICES
Commodities at Wholesale

The preliminary index of wholesale commodity prices
increased substantially during May to the highest level
reached since April 1949, thereby counterbalancing the
gradual decline of the past year. The preliminary index
for May was 3 percent above that for April, 4 percent
above the low reached last January, and was slightly
above that reported in May last year.

Marked increases in the prices of farm products and
foods contributed most to the gain that occurred in the
over-all index of wholesale prices. Farm-product prices
increased 5 percent during the first half of May but
were still 4 percent below the prices of such commod-
ities reported in the corresponding month last year.
Food prices rose 2.5 percent during May but were 2
percent below the level reached in May a year ago.
Other price increases that occurred during May were for
fuel and light and building materials. Prices of textiles
and chemicals decreased slightly during the month and
those for metals and metal products were unchanged.
(Data for metal prices were preliminary and probably
did not reflect the substantial increases in the prices of
several nonferrous metals that have occurred in recent
weeks.)

Apparently the resumption of inflation in the last 2
months has resulted in marked increases in the prices of
goods sold at wholesale. However, the long-term (10
to 15-year) trend of prices appears to be downward.
Therefore, in spite of the further moderate inflation ex-
pected, a rise in wholesale commodity prices will not
necessarily follow. Furthermore, if the inflation that
occurs is not great, a horizontal or even a downward
trend of prices would not be surprising. Any interrup-
tion of the downward drift presumably will merely post-
pone the ultimate decline and perhaps make it more se-

vere.
Latest Weekly Data

(August 1939=100)
Spot-Market Prices

(28 basic raw materials)
Commodity Futures Prices

(Dow-Jones Daily Index)

1949 1950 1950
May 25 May 18 May 25

243 260 263

262 296 302
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