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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 May 29, 1950 (page 87).
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, the poli-
cies or actions of the Federal Reserve Board or the
Administration may change almost without warning at
any time; consequently, the figures are subject to major
revisions within short periods. Last year, for example,
because of such developments as the Government's mod-

ification of farm-loan regulations, the announcement of
the Veteran's National Service Life Insurance 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 publica-
tion in May.

In the five column headings the table shows all the
principal changes that may occur in the index of infla-
tion during the next 12 months. The first horizontal
line of figures below the principal possibilities indicates
the number of chances in 10 that each principal possi-
bility will occur.

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 5 we
have shown 1 chance in 10 for higher commodity prices.
This is the same number of chances as that shown for

SUMMARY OF POSSIBIUTIES AND CONSEQUENCES

Specific Consequences.

1. Higher money rates and lower
bond prices.

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

3. Lower prices for common
stocks (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.

Principal Possible Changes in the Index of Inflation and Chances of Occurrence
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the principal possibility, because we estimate that higher
commodity prices are virtually certain to follow a con-
tinuous increase in the index of inflation from present
levels.

The column at the extreme right shows the total
chances in 10 for each of the various specific conse-
quences. For example, there are 5 ^ chances in 10, or
slightly better than a 50-50 chance, that common-stock
prices will be higher 12 months from now. (The table
does not indicate whether stock prices will or will not
rise to higher levels at some specific time during the
next 12 months, but only that stock prices at the end of
12 months probably will be higher than at present. The
same is true for bond 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 bond prices or
commodity prices in the meantime.)

Summary

Since the last summary table was published, the
chances of further increases in the index of inflation are
believed to have increased from about 6 chances in 10 to
714 chances in 10, the sum of the number of chances at
the heads of the fourth and fifth columns. (See the ac-
companying article "The Harwood Index of Inflation"
for further details.) As a result of the probabilities in-
dicated for the principal possibilities, we estimate the
outlook as follows:

1. The chances of higher money rates and lower bond
prices are 5 in 10.

2. There are 51/£> chances in 10 of higher prices for
common stocks and only iy2 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
6 in 10, and there are only 2y% chances in 10 that com-
modity prices will be lower a year from now.

4. The chances of increased hoarding have increased
to 1 in 10; and the chances of a flight from the dollar,
2 in 10.

5. The chances that the present business expansion
will continue into 1951 (8^/2 in 10) are substantially
greater than that the expansion will end this year (l

1
/^

in 10).

Status of Statistical Indicators
1

Decreases in the industrial common-stock price index
during July and in the inverted series for liabilities of
industrial and commercial failures during May probably
should not be interpreted as the beginning of cyclical
declines in those series. Nevertheless, in view of the
fact that these two indicators are among the earliest in-
dicators of recessions, subsequent movements of these
two series and the trends of other "leading" indicators
should be watched closely during the next several
months.

Of the remaining series, all but three apparently are
expanding. In the "leading group," the average hours
worked per week in manufacturing industries decreased
in April. The increase in May did not counterbalance
that decrease; consequently, there is some question as to
whether this series is expanding or contracting. In the
"roughly coincident group," bank debits outside New

JFor a detailed discussion of the limitations of these indicators
and the qualifications necessary in order to use them most effec-
tively, see our May 15, 1950, and June 19, 1950, Research Reports.

York City, according to preliminary data, decreased dur-
ing July. Because of the frequent month-to-month
changes in this series, the decrease may have been
merely a temporary decline in a general upward move-
ment. In the "lagging group," personal income de-
creased in both April and May. These decreases were
attributable primarily to the smaller payments of vet-
erans life-insurance dividends during those months and
probably do not reflect decreases in over-all business
activity.

An analysis of the 18 statistical indicators does not
suggest that the end of the present recovery is imminent.
Business activity in general probably will continue to
expand for several months at least.

SUPPLY

Industrial Production
Although our preliminary estimate of industrial pro-

duction adjusted for long-term trend decreased slightly
during July, final data may indicate that the index in-
creased. However, even the estimated figure was ap-
proximately equal to the postwar highs reached in Feb-
ruary and March 1947 and October and November 1948.
The index was 23 percent above the lows reached in No-
vember 1949 and July 1949.

The substantial decrease (12 percent) in automobile
output during July more than counterbalanced increases
in the remaining components. Other components in-
creased as follows: lumber, 8 percent; steel, 2 percent;
and refined petroleum, 1 percent. Mineral production
increased slightly.

Apparently the impact of the Korean War on indus-
trial production as a whole will not be great. The quan-
tities of steel, military vehicles, and other goods neces-
sary for the successful waging of the Korean War will
require only about 5 to 10 percent of present capacity.
However, this additional demand presumably will sus-
tain industrial production at or somewhat in excess of
recent levels for several months at least.

PRESENT STATUS OF STATISTICAL INDICATORS

Average monthly
Lead ( —) or
Lag ( + ) at

Status
Leading Group Peaks Troughs

1. Liab. of ind. and comm. failures* —10.5 —7.5 ?
2. Ind. common stock price index — 6.0 —7.2 ?
3. New orders of dur. goods industries — 6.9 —4.7 E
4. Res. bldg. contracts, floor space — 6.2 —4.5 E
5. Comm. and ind. bldg. contracts,

floor space — 5.2 —1.7 E
6. Aver, hours worked per week in mfg. — 3.8 —2.6 E
7. Number of new incorporations — 2.5 —3.5 E
8. WhoU price index of 28 commod. — 2.6 —3.2 E

Roughly Coincident Group
9. Employ, in nonagricultural estab. — 0.2 —3.3 E

10. Unemployment* NA NA E
11. Bank deposits outside N.Y.C. + 2.0 -4 .3 ?
12. Freight carloadings — 0.3 —1.3 E
13. Industrial production index + 0.6 —2.2 E
14. Whol. price index excl. farm prod.

and foods — 3.5 +3.7 E
Lagging Group

15. Personal income + 4.0 —0.2 ?
16. Sales by retail stores + 3.8 +1.8 E
17. Consumer installment debt + 5.0 +3.5 E
18. Manufacturers' inventories + 6.5 +7.5 E
E=expanding; NA=not available; *inverted because movements

of these series are generally opposite to those of most economic
series.
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Latest Weekly Data
Steel-ingot production, scheduled at 99.3 percent of

capacity for the week ended July 29, 1950, was slightly
less than that in the preceding week but was 25 percent
more than that in the corresponding week last year.

1929 1932 1937 1938 1949 1950

Percent of Capacityf 96 16 82 38 82 99p
Weekly Cap. (Million Tons) 1.38 1.52 1.51 1.54 1.84 1.91
Production (Million Tons) 1.32 .24 1.24 .58 1.51 1.89

Automobile and truck production during the week
ended July 22, 1950, in the United States and Canada
was estimated at 190,615 vehicles, compared with a re-
vised total of 194,073 vehicles for the previous week.

1929 1932 1937 1938 1949 1950

Vehicles (000 omitted)f 123 46 88 32 160 191p
Electric-power production during the week ended July

22, 1950, increased to 6,185,702,000 kilowatt-hours
from 6,006,345,000 kilowatt-hours in the previous week.

1929 1932 1937 1938 1949 1950
Billion Kilowatt-Hoursf 1.72 1.43 2.26 2.08 5.46 6.19

Lumber production in the week ended July 15, 1950,
increased. The New York Times seasonally adjusted in-
dex was 38 points above that for the previous week and
was 29 points above that for the corresponding week last
year.

1929 1932 1937 1938 1949 1950
The New York Times Indexf 135 40 103 86 88 117
tLatest weekly data; corresponding weeks of earlier years
p = preliminary
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DEMAND

The Harwood Index of Inflation
Our preliminary estimate of the Harwood Index of

Inflation for July is 4 points above the revised June fig-
ure and at 184 is at the highest level reached since the
latter part of 1947. The July index is 6 percent above
that for July last year and is 14 percent above the post-
war low reached in March 1949.

Last year, when the business recession was ending, the
Treasury sold nearly $800,000,000 worth of tax-savings
notes in the last 3 days of July, nearly three times as
much as the total sales in the preceding 26 days of that
month. Although sales of tax-savings notes thus far
this month have exceeded those in the corresponding
period last year (and redemptions are substantially

HARWOOD INDEX OF INFLATION
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less), we do not expect net sales by the end of the month
to be more than half those in July last year.

Present indications are that the circumstances account-
ing for the unusually large sales of tax-savings notes in
July and August last year will not be repeated this year.
Then, businesses generally were reducing inventories and
contracting; now, businesses generally are increasing
inventories and expanding. The prospect of higher
taxes may induce many corporations to invest a large
portion of current profits in tax-savings notes, but we
do not expect the very large purchases of late July and
August last year to be repeated.

The foregoing has been considered in making our pre-
liminary estimate of the July index and has likewise
been considered in our more general estimate of the out-
look for the next few months. However, other import-
ant factors, almost as difficult to predict accurately, are
involved in the outlook for the future.

If real-estate and installment lending is curtailed by
application of the powers the President has requested
Congress to give him, originations of new inflationary
purchasing media from these sources may cease. In
fact, if new loans are less than repayments, which will
be large because of the huge total of loans outstanding,
the real-estate and installment loans of the commercial
banks may decrease. That would be a deflationary de-
velopment.

Of course, expenditures for national defense will in-
crease; but the $10,000,000,000-a-year rate presumably
will not be reached before some time next year. In the
meantime the proposed tax increases may or may not
provide additional funds for the Treasury at a faster rate
than expenditures increase.

Also to be considered is the fact that Treasury re-
ceipts from employment taxes will substantially exceed
those of a year earlier for several months, and payments
for unemployment benefits apparently will be much less.
Although these developments will not lessen the Budget
deficit, they will affect the Treasury's cash position and
will be deflationary.

Our present guess is that the index of inflation will
rise somewhat more in the last 5 months of this year
than it did in the corresponding months of 1949. In the
first quarter of 1951, however, unless military expendi-
tures increase much more rapidly than now seems prob-
able, the Treasury will have a large cash surplus, larger
than that in the first quarter of this year when most of
the veterans' life-insurance dividend was paid. There-
fore, deflation in the first quarter of next year is almost
assured and may be augmented if real-estate and install-
ment lending is greatly curtailed. After March 1951
the trend of the index probably will be moderately up-
ward again.

Conclusions

The probability of more inflation has increased some-
what with the partial mobilization now in progress.
(Materially increased or decreased needs for national
defense would of course alter the situation.) However,
we caution readers against acting rashly on the assump-
tion that substantial and continuing inflation is now as-
sured. On the contrary, the inflation trend probably
will be interrupted in the first quarter of 1951; thereaf-
ter, the combination of a continuing savings-bond drive,
higher taxes (with further increases already planned for
next year), curtailment of real-estate and installment
lending, and increased receipts from employment taxes

accompanied by decreased benefit payments may limit
to small proportions or even prevent the further infla-
tion so generally expected.

Department-Store Sales
Department-store sales for the week ended July 17,

1950, were 14 percent more than sales for the previous
week and were 46 percent more than sales in the corres-
ponding week last year.

PRICES

Commodities at Wholesale
The preliminary index of wholesale commodity prices

increased substantially during July to the highest level
reached since November 1948 and to within 4 percent of
the all-time peak recorded in August 1948. The prelim-
inary index for July was nearly 4 percent above that for
June, 8 percent above the low reached last December,
and 6 percent above that reported in July last year.

No component of the index decreased during the first
half of July. Increases were as follows: foods, 8 per-
cent; farm products, 6 percent; textile products, 3 per-
cent; chemicals, 3 percent; and building materials, 2
percent. Prices of fuel and light and metals and metal
products were unchanged. By mid-July, prices of build-
ing materials and prices of metals and metal products
had regained the peak levels of 1948.

Additional inflation during the next few months prob-
ably will cause further increases in commodity prices.
(See the articles "Harwood Index of Inflation" and
"Future Possibilities and Consequences") A rise in the
index during the next several months to a level higher
than the all-time peak reached in August 1948 would not
be surprising. However, prices will neither remain at
such levels nor rise much further in the absence of con-
tinually increasing inflation.

UNITED STATES BUREAU OF LABOR STATISTICS

WHOLESALE COMMODITY PRICE INDEX

(Monthly Average 1913=100)

1920 1933 1948 July June July
High Low High 1949 1950 1950p

All Commodities 240 85 243 221 225 233
Farm Products 238 57 279 232 232 245
Foods 232 84 296 251 252 272
Textile Products 340 89 263 241 238 244
Fuel and Light 342 99 224 212 217 217
Metals and Products 173 85 191 185 191 191
Building Materials 297 123§ 360 333 354 360
Chemicals 23811 88 173 147 142 147
Hides and Leather 307* 100 298 261 266* NA
Housefurnishings 266 127 264 254 260* NA
Miscellaneous 255 83 177 155 164* NA
Raw Materials 241 70 268 237 242* NA
Semimanufactures 338 74§ 216 195 194* NA
Finished Goods 227 95 237 216 220* NA
p=preliminary; $1919; 111918; §1932; *May 1950
NA=not available

Latest Weekly Data

1949 1950

(August 1939=100) July 27 July 20 July 27
Spot-Market Prices 239 291 303

(28 basic raw materials)

Commodity Futures Prices 288 358 374
(Dow-Jones Daily Index)

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