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COMING EFFECTS OF CURRENT EVENTS

The Midyear Economic Report
The Midyear Report to the President by the Council

of Economic Advisers may have been expected to pro-
vide the Nation with an objective analysis of present
economic problems. To some extent such expectations
have been fulfilled, because several sound observations
and recommendations were made.

The Council's description of the effects of inflation,
for example, was noteworthy. "It [inflation] erodes
national strength by distorting the economy. The dis-
tribution of income and wealth is altered, impairing the
position of persons and institutions receiving relatively
fixed incomes and owning assets of fixed money value.
Production is channeled into unsustainable patterns,
thus sowing the seeds of depression. Public morale is
shaken. Confidence in the financial future may be im-
paired with serious implications for later periods of
inflationary pressure."

Moreover, the Council found " * * * firm ground for
believing that it will be possible to make and maintain
substantial enlargements in these [defense] expendi-
tures without resorting to all of the controls of a war
economy. * * * We do not recommend the employment
of general controls over prices and wages at this time."

But the Council's report makes equally clear that "we
must take some important steps now" and "the first and
most important of these is to use fiscal and credit poli-
cies to the fullest extent feasible for the restraint of in-
flationary pressures."

Important cautions are then added: "The program
* * * will prove woefully inadequate without a prompt
and drastic increase in taxes" and "further restraint up-
on civilian demand for goods should now be imposed
through the control of consumer credit, and through the
tightening of credit for building construction."

Misgivings Concerning the Council

In spite of the soundness of portions of the Council's
report, we still have serious misgivings regarding the
Council's work.

Statements describing the postwar economy as "an
economy vastly different not only in size but in char-
acter from prewar" express the Council's apparent be-
lief that a new approach to economc problems is neces-
sary. For example, referring to mid-1949, the Midyear
Report states, "The optimism of the Council at that time
rested upon analysis of a postwar economy differing

considerably from any in which the characteristics and
events of business cycles had been previously studied."
Unfortunately, the Council seems to have assumed that
relatively minor changes are fundamental economic dif-
ferences.

Competent business-cycle analysts probably would be
the first to admit that no two cycles have ever been the
same. However, to admit "change" is not to admit that
there are no similarities from cycle to cycle. On the
contrary, the work of such organizations as the National
Bureau of Economic Research has indicated that in spite
of substantial differences the similarities from cycle to
cycle are so great that the differences are relatively
minor. Incidentally, the Council itself refers to the
basic similarity of one cycle to another in such state-
ments as "But it is characteristic for inventory changes
to appear early in recessions" and "That is probably a
characteristic of almost all recessionary movements."

That the most recent period is basically different from
any other period is refuted by an analysis of the Nation-
al Bureau's statistical indicators. If the economy today
were fundamentally different from that prior to the war,
one would expect that the performance of a group of
statistical indicators would differ from the correspond-
ing changes during prewar cycles. However, in the
1949 recession the 18 indicators selected by the National
Bureau performed as might be expected if basic eco-
nomic conditions had remained unchanged. The leading
group of indicators reached a trough as early as Sep-
tember 1948, the coincident group of indicators first
reached a trough in June 1949, and the lagging group
of indicators did not reach a trough until October 1949.

We assume that the Council's apparent confusion of
minor changes with basic differences accounts for un-
scientific analyses and unsound recommendations previ-
ously discussed. The continuation of such erroneous
thinking may be equally dangerous to the economy.

A second failing of the Council is associated closely
with its apparent belief that some sort of new economy
has evolved in the United States. Its reasoning appar-
ently is warped by its belief in a new economy, and the
Council seems to be unaware that the remedies it has
recommended have always ended in economic disaster.
Almost naively, the Midyear Report states with refer-
ence to the termination of the 1949 recession:

"Furthermore, the whole income structure was strong
because of wise improvements in private and public pol-
icy, adopted over the years, including collective bar-
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gaining, minimum wage laws, and old age and unem-
ployment benefits. There were also payments to veter-
ans. Government expenditures, much greater than be-
fore the war, contributed to the maintenance of income
and demand. * * *

"Other programs also cushioned the shock. The farm
price support program forestalled any collapse of agri-
culture, such as destroyed the market demand of farm-
ers in 1920 and in the years after 1929. * * * Monetary
and credit policies, supplementing the sound banking
structure of the Federal Reserve System, maintained
abundant and cheap credit, protected debtors from the
dangers attending maturing debt in periods of business
stress, and prevented financial crises such as those which
ushered in earlier depressions.

"General fiscal policy was also an important factor
toward inducing the recovery. When business declined,
the tax system operated automatically to reduce reve-
nues. Certain programs, such as unemployment insur-
ance, increased payments to the public. The 'built-in'
stabilizing factors contributed to the budget deficit but
they also contributed to business revival."

Stripped of the impressive language of the Council,
these programs were means of forcing inflation by the
Government and are clearly reflected as such in the Har-
wood Index of Inflation, which reached a trough in
March 1949 and has been generally rising ever since.
That the Council can speak of the danger of inflationary
programs on one page of its report and on the next page
can assert that "the pursuit by the Government of a
range of national policies necessary to our economic
health, and supportable by the resources of a full econ-
omy, helped greatly to reverse the recessionary trend
and to restore the trend toward maximum business activ-
ity and employment," apparently without realizing that
it is speaking of inflationary programs, is an indication
of economic ignorance so profound as to be almost un-
believable.

Unwarranted Assumptions

As in the past reports the Council once again has
made frequent and illogical use of unwarranted assump-
tions. A few quotations should serve as examples of
this third and most common failing of the Council. We
are unable to discover on what scientific basis the Coun-
cil reaches such judgments as those that follow.

"In the main, the level of profits is ample enough to
provide funds for a volume of investment higher than
that being currently undertaken, although many firms
are exceptions."

"This concentration of liquid assets among higher
income groups does not provide as accessible a reser-
voir of purchasing power as if they were more broadly
distributed."

"But seldom, if ever, before 1949 has that business
optimism which demonstrates itself in sustained new
long-term investment survived a decline in industrial
production as great as that which took place in the first
half of 1949."

Political Analysis

The latest report of the Council is similar to its pred-
ecessors in its use of unrevealed assumptions, its incon-
sistencies, its dangerous rationalizations, in its dealings
with symptoms and ignoring causes, and in its failure to
use the scientific method. In view of the earlier articles
in which we have presented ample evidence of these

shortcomings and in view of the limited space now avail-
able, we shall not select additional examples. However,
even more damaging evidence is contained in a paper
written by Roy Blough, the newest member of the Coun-
cil, in which he readily approved the political functions
of the Council.1

In writing of the relationship between Council mem-
bers and the President, Mr. Blough states, "The advis-
ory relationship is of such character that in the usual
case only people with the same general pattern of values
and beliefs as the President can be helpful to him.
[Italics supplied.] I do not share the view that major
divergencies in economic thought should necessarily be
represented in the Council."

Dr. Nourse, ex-chairman of the Council, writes that
Blough's statement "seems to me a grave distortion of
what the role of economic advisers should be. I myself
am one of those old-fashioned girls who has no liking
for the idea of being a 'kept' economist, even of the
White House."

Conclusion

The recognition by the Council in its Midyear Report
of the inflationary dangers facing the Nation is to be
commended. However, the recent report and recent ar-
ticles by Council members continue to indicate that the
Council of Economic Advisers is essentially a political
body. That the Council should be recognized as such
by legislators and the general public is imperative if
unsound and illogical economic policies and programs
are to be avoided.

SUPPLY
Industrial Production

Steel-ingot production, scheduled at 101.7 percent of
capacity for the week ended August 5, 1950, was 3 per-
cent more than that in the preceding week and was 31
percent more than that in the corresponding week last
year.

1929 1932 1937 1938 1949 1950
Percent of Capacityf 96 15 85 40 81 102p
Weekly Cap. (Million Tons) 1.38 1.52 1.51 1.54 1.84 1.91
Production (Million Tons) 1.32 .23 1.28 .62 1.49 1.95

Automobile and truck production during the week
ended July 29, 1950, in the United States and Canada
was estimated at 194,828 vehicles, compared with a re-
vised total of 187,339 vehicles for the previous week.

1929 1932 1937 1938 1949 1950

Vehicles (000 omitted )f HO 34 86 30 138 195p
Electric-power production during the week ended July

29, 1950, increased to 6,190,098,000 kilowatt-hours
from 6,185,702,000 kilowatt-hours in the previous week.

1929 1932 1937 1938 1949 1950
Billion Kilowatt Hoursf 1.72 1.44 2.26 2.09 5.52 6.19

Lumber production in the week ended July 22, 1950,
decreased. The New York Times seasonally adjusted
index was 14 points below that for the previous week
but was 13 points above that for the corresponding
week last year.

1929 1932 1937 1938 1949 1950
The New York Times Indexf 135 37 91 87 90 103
fLatest weekly data; corresponding weeks of earlier years
p=preliminary

!Roy Blough, "Political and Administrative Requisites for Achiev-
ing Economic Stability," The American Economic Review, May,
1950 (Menasha, Wisconsin, American Economic Association).
This paper was presented at a meeting of the American Economic
Association prior to Mr. Blough's appointment to the Council.
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New Consumer Goods Per Capita
Our indexes of new consumer goods produced per cap-

ita increased in June for the fourth consecutive month.
The unadjusted index was 2 percent above the May fig-
ure and 27 percent above that for June last year.

The index adjusted for long-term trend increased 2
percent during June and was 23 percent above that for
June last year. Although this index is now at a postwar
high and at the highest level reached since late 1941,
the June figure was still 5 percent below the all-time
highs reached in 1929, 1937, and 1941.

These indexes of the production of new consumer
goods are a 3-month moving average of an index of
production of new consumer goods per capita and are
plotted at the third month. The second series (dotted
line on the chart) is further adjusted for long-term
trend. The data reflect production of automobiles,
residential housing, furniture, food, textiles, shoes, and
tobacco.

Production of the consumer goods on which our in-
dexes are based increased 3 percent in June. Virtually
all of the gain in the combined production index was
attributable to the marked increase in the automobile
component, which rose 23 percent. Our preliminary
estimate of residential construction indicates that no
change occurred in this component during June. Fur-
niture, food, and shoe production also were unchanged.
On the other hand, textile production decreased 1 per-
cent; but this decline was more than counterbalanced by
a 2-percent increase in tobacco output.

Automobile production in June (based on factory
sales) totaled 856,020 units, an all-time record. Since
February this component of our new consumer-goods in-
dexes has increased 80 percent. Much of this gain is
seasonal; however, the demand for automobiles has
been at unprecedented levels for several months. (A
study of the postwar seasonal characteristics of auto-
mobile production is now being made, and elimination
of this factor may be possible at a later date.)

Our residential-construction component of the over-
all index is based on the Federal Reserve Board's sea-
sonally adjusted residential-construction index, which is
a 3-month moving average, centered. The latest figure
available is for May and reflects construction for the 3
months ended in June. Analysis of the data available,
together with an estimate of construction in July, re-
veals that the residential-construction index, after sea-
sonal adjustment, probably did not decrease and may
have increased.

At this time the outlook for new consumer-goods pro-

duction is obscured by the probability of credit and pro-
duction controls and shortages. Credit controls may
discourage demand for certain types of goods to some
extent, but the over-all demand probably will continue
large. On the other hand, production controls and al-
location of scarce materials may force major curtail-
ments of consumer-goods production. Artificial short-
ages of raw materials that probably will be created as a
result of the control programs also will seriously ham-
per output. However, in view of the minor proportion
of total raw materials production that will be required
for war equipment, no serious curtailment of consumer-
goods production probably will be necessary in the
foreseeable future.

/ / controls are not put into effect before September,
consumer-goods production may increase again in
August. More automobiles probably will be produced
then, and some of the other components may increase as
a direct result of war demands and scarce buying by
the public. The outlook thereafter presumably will de-
pend on the extent of the controls over production and
credit that are adopted.

DEMAND
Department-Store Sales

Department-store sales (seasonally adjusted) during
June were 2 percent more than the May total and were
nearly 4 percent more than that for June 1949. More-
over, preliminary data indicate that the sales increase
during July may have been as great as 19 percent.

The prices of goods sold in department stores were
unchanged during June; consequently, the index of the
physical volume of department-store sales increased 2
percent. Prices have been relatively unchanged since
January 1950 but are 2 percent less than those of a year
ago.

Our index of the potential volume of department-store
sales (based on the production of goods usually sold in
department stores) decreased further during June,
widening the gap between that index and the physical-
volume index. This relationship suggests that depart-
ment-store inventories decreased during June, and pre-
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liminary inventory data confirm this change. In view
of the apparent great increase in sales during July, the
ratio probably decreased even further during that
month.

During the first 6 months of 1950, installment credit
for purchases in department stores and mail-order
houses was 27 percent greater than that of the corres-
ponding period of 1949. In view of the fact that total
dollar sales during the first half of this year were not
greatly different from those of the corresponding period
of 1949, the percentage of retail sales based on install-
ment credit apparently has increased to more than the
prewar figure.

Apparently spurred by fears of shortages and higher
prices, consumers engaged in a buying spree during
July that resulted in weekly sales increases as great as
46 percent above sales of the corresponding week of last
year. According to the latest data, the buying spree con-
tinued through the week ended July 29. However, last
week, officials of major New York department stores
stated that the excessive buying had subsided substan-
tially. We expect sales to return shortly to levels more
nearly approximating those of last year.

Latest Weekly Data

Department-store sales for the week ended July 29,
1950, were 2 percent less than sales for the previous
week but were 42 percent more than sales in the corres-
ponding week last year.

PRICES

Consumers' Prices
The prices of goods and services bought by moderate-

income families in large cities increased approximately
1 percent during the month ended June 15, 1950. This
gain was the largest for any month since the 1.2-percent
rise reported for July 1948. However, the index for
June was still 2.5 percent below the high reached in Sep-
tember 1948. (The price changes here discussed oc-
curred before the Korean conflict began.)

Among the various components, food prices increased
most during the month ended mid-June, by more than 2
percent. Rents and the prices of fuel, electricity, and
refrigeration increased slightly. These increases were
counterbalanced to a large extent by slight decreases in
the apparel and housefurnishings components. Miscel-
laneous goods and services remained unchanged.

Food prices have been increasing since last February
and by mid-June were 5 percent higher than those re-
ported in the earlier month. Nevertheless, food prices
in June were still 6 percent below the high reached in
July 1948. The gain during June was largely attributable
to greater-than-seasonal increases in the prices of fresh
fruits and vegetables and meats.

In view of the higher prices already quoted for raw

wool, cotton, and rayon goods and the seasonal increase
expected in demand, the slight decreases in the retail
prices for apparel items probably were only temporary;
and increases are probable. The seasonal increase in
the demand for fuel and the greater demand for house-
furnishings as a result of the desire to buy such goods
before production curtailments occur, together with
higher rents, probably will contribute to further in-
creases in the cost of living. Food prices, on the other
hand, may not continue to rise at the rate of the past
several weeks. Already there are indications that the
scare buying is lessening, and seasonally greater sup-
plies of meats and other food commodities are expected
to reach the markets in the near future.

Whether food costs will continue to increase depends
more on the Administration and Congress than on the
consequences of the war in Korea. At the same time
that Secretary Brannan complained recently of unjusti-
fiable speculation in egg futures, the Government was
buying eggs in accordance with the price-support pro-
gram. If the biggest hoarder in the United States,
Uncle Sam himself, would disgorge his huge accumula-
tions of foodstuffs and other raw materials, many prices,
including the cost of living, would come tumbling down.

Commodities at Wholesale

(August 1939=100)
Spot-Market Prices

(28 basic raw materials)
Commodity Futures Prices

(Dow-Jones Daily Index)

1949
Aug. 3

241

285

1950
Aug. 27

303

374

Aug. 3
304

375

BOOK REVIEW
Inflation: Causes and Cures Compiled by Thomas O.

Waage
The H. W. Wilson Company, New York ($1.75)

Like other Reference Shelf publications, this is a col-
lection of articles and an extensive bibliography on the
subject presented. The articles are a good selection
from the better ones that have appeared in recent years.
Unfortunately, the bibliography lists some other publi-
cations although more up-to-date revisions are available.
Possibly inquiries directed to publishers prior to the
publication of such a bibliography would enable the
compilers to prepare a more complete listing that would
be especially helpful to students.
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