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COMING EFFECTS OF CURRENT EVENTS

Summary and Outlook

In reviewing our August discussions of "The Midyear
Economic Report," "Greater Production is Possible Im-
mediately," and "Inflation Dynamite," we are impressed
with the economic waste attributable to "playing poli-
M.' "

tics.
In the first article we concluded that "the recent report

and recent articles by Council members continue to indi-
cate that the Council of Economic Advisers is essentially
a political body." In our second article our conclusion
was that "The factors of production are not already be-
ing used as effectively as they could be largely because
of restrictions imposed by the Federal Government and
other agencies." Finally, in "Inflation Dynamite," we
stated, "The Federal Reserve Board evidently sees the
potential dangers and is eager to lessen rather than add
to the pile of inflation dynamite. Failure of the Admin-
istration to direct its efforts in the same direction will
be the clearest possible evidence of a degree of incom-
petence that, in its ultimate effects, may be worse than
outright treason."

When World War II ended, the Government had a
choice between taking advantage of the postwar pros-
perity to reduce debt and deflate, at least in part, or to
continue the easy-money policy regardless of the risks
involved. The latter course was chosen, apparently in
the belief or hope that any future emergency would be
indefinitely postponed.

Now, the emergency for which the Nation should have
been preparing by putting its finances in order has ar-
rived. For a few weeks the recent scare buying had the
appearance of a flight from the dollar, but the rush to
buy seems to be subsiding for the time being. There-
fore, the Nation has been granted another chance to put
its finances in order, perhaps the last chance that will
be offered.

If advantage of this opportunity is not taken, if the
Government permits inflation to increase and even adds
to the inflationary purchasing media in use by failing to
balance its budget, the danger of a flight from the dollar
will increase. Instead of authorizing price and wage
controls that at best can only conceal for a time the ef-
fects of inflation, Congress should reduce expenditures
and increase taxes enough to insure that some deflation
rather than more inflation will occur. By also removing
existing penalties on overtime work and by ending the
Government's fantastic price-support program, Congress

could readily solve many and perhaps most of the pro-
duction and price problems now existing.

That the Nation can readily cope with the present
emergency is apparent; whether it will be permitted to
do so is not yet apparent. The combination of strait-
jacket controls and more inflation, if that is the end re-
sult of "playing politics," makes insupportable a burden
that otherwise could be carried easily.

Statistical Indicators of Business Cycle
Changes

The apparent resumptions of the upward trends of
the indexes representing liabilities of industrial and
commercial failures (inverted), bank debits outside New
York City, and personal income have been the most sig-
nificant changes since our last discussion of the status
of the 18 statistical indicators.

With the exception of two series (commercial and
industrial building contracts and industrial common
stock prices) for which the trends are at present inde-
terminate, indexes in the "leading group" are rising. In
spite of several temporary interruptions, the liabilities
of commercial failures have been decreasing since Oc-
tober 1948, the number of new incorporations has been
increasing since January 1949, the trend of residential
construction has been upward since March 1949, new
orders for durable goods have been increasing since June
1949, and the average number of hours worked weekly
in industry has been increasing gradually since April
1949. The price series of 28 basic commodities, al-
though virtually unchanged from September 1949
through April 1950, has increased 24 percent in the last
4 months. The Dow-Jones average of 30 industrial
common stocks, which fell during July for the first time
since July 1949, inceased 5 percent during the first half
of August, but did not regain the June level. Although
the floor-space data for new commercial and industrial

Notice to Subscribers: The Special Bulletin, "The Counterrevo-
lution and American Foreign and Domestic Policy," is enclosed
with this issue of the Monthly Bulletin. In view of the general
international situation and the fact that the United States is once
again at war, we believe that a reorientation of the Nation's for-
eign and domestic policies is essential if Western Civilization is
to survive. We expect to publish several additional articles in
which we shall explain and expand the ideas outlined in the
Special Bulletin. Extra copies have been printed and are avail-
able without charge.

The new edition of Investment Trusts and Funds from the In-
vestor's Point of View will be mailed to all Annual Sustaining
Members in the next few days. The book has been largely re-
written, and all the charts and tables have been brought up to date.
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building are not yet available for recent months, the de-
crease in the amount of private engineering construction
during the first 2 weeks of August makes the status of
this series questionable.

In the "roughly coincident group" apparently all of
the series are expanding. Industrial production leveled
off during July; but, according to preliminary data, the
index increased nearly 2 percent during August. Revised
data indicate that bank debits outside New York City
increased in July for the third consecutive month. The
inverted series of unemployment has increased 40 per-
cent since the cyclical low reached in January 1950. The
remaining series (nonagricultural employment, freight
carloadings, and wholesale prices of commodities other
than foods and food products) all have risen to within
10 percent of their respective postwar highs.

Although data are not available beyond June for any
of the four series in the "lagging group," other informa-
tion indicates that personal income, sales by retail stores,
and consumer installment debt probably increased
through July. However, because of the scare buying
that occurred during that month, manufacturers' inven-
tories may have been reduced substantially.

Analysis of the 18 statistical indicators reveals no
evidence that the end of the present period of prosperity
is imminent. Business activity in general probably will
continue to expand for several months at least.

SUPPLY
Industrial Production

Our preliminary estimate of the August index of in-
dustrial production, adjusted for long-term trend, re-
veals that a new postwar high probably was reached.
At 119 the preliminary index is 2 percent above the re-
vised July index, the previous postwar high, and is 18
percent above the figure for August last year.

All the components for which preliminary data are
available, except that for iron and steel production,
increased in August. The gains were as follows: paper
production, 17 percent; lumber production, 11 percent;

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 E
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 ?
6. Aver, hours worked per week in mfg. — 3.8 —2.6 E
7. Number of new incorporations — 2.5 —3.5 E
8. Whol. 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 debits outside N.Y.C. + 2.0 -4 .3 E
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 E
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=expanding; NA=not available; * inverted because movements

of these series are generally opposite to those of most economic
series.

automobile production, 7 percent; mineral production,
7 percent; and petroleum output, 3 percent. The iron
and steel subindex decreased slightly. In view of the
recent curtailment in the steel industry, final data for
August may reveal a somewhat greater decrease than
that indicated by preliminary data.

Except for the automobile industry and a few minor
activities, industrial production has been increasing
since the Korean War began; output of lumber, electric
energy, certain textiles, minerals, chemicals, paper, ma-
chine tools, and petroleum has increased. However,
little, if any, of this expansion has resulted from Gov-
ernment orders for military goods.

Since the Korean War began, steel-ingot production
has been maintained approximately at capacity levels.
However, in the week ended August 26 some curtail-
ment occurred as a result of a strike on certain railway
lines.

Because many steel-using manufacturing companies
have been operating for several weeks on a "hand to
mouth" basis insofar as steel is concerned, the decrease
in steel production may have almost immediate reper-
cussions in other industries. The machine-tool industry,
for example, has increased output substantially in recent
weeks but may be hampered by shortages of steel. Sim-
ilarly, the automobile industry, which has already been
forced to curtail operations somewhat because of raw-
material shortages, may be affected.

Nevertheless, industrial output probably will increase
in the next several months. No great curtailment of
consumer-goods production is expected to result from
conversion to war production. A recent official estimate
indicated that only 5 percent of steel production would
be needed for war materials in the next 10 months.
(During the last war a maximum of only 38 percent of
total steel production was diverted to war production.)
Officials of the automobile industry have estimated that
production for the war by that industry may reach 15
percent of output, but shortages and allocations of ma-
terials may hamper production of automobiles and
trucks for domestic consumption to a greater extent
than this estimate suggests. Only a minor portion of
textile output will be channeled to the military estab-
lishment; and, because present cantonments may be
adequate for immediate needs, no great diversion of
lumber from domestic-construction projects may be
necessary. ,

Further gains in our adjusted index of industrial pro-
duction, perhaps to the peak reached during World
War II, would not be surprising. General increases in
the hours worked per week, of which there already are
some indications, would alone be sufficient to raise the
adjusted index substantially.

Latest Weekly Data

Steel-ingot production, scheduled at 90.6 percent of
capacity for the week ended August 26, 1950, was 9 per-
cent less than that in the preceding week but was 13
percent more than that in the corresponding week last
year.

1929 1932 1937 1938 1949 1950
Percent of Capacityf 90 14 83 44 85 91p
Weekly Cap. (Million Tons) 1.38 1.52 1.51 1.54 1.84 1.93
Production (Million Tons) 1.24 .21 1.25 .68 1.56 1.76

Automobile and truck production during the week
ended August 19, 1950, in the United States and Can-
ada was estimated at 192,511 vehicles, compared with a
revised total of 182,965 vehicles for the previous week.
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1929 1932 1937 1938 1949 1950

Vehicles (000 omitted)t 118 25 93 24 149 193p
Electric-power production in the week ended August

19, 1950, increased to 6,369,830,000 kilowatt-hours
from 6,253,141,000 kilowatt-hours in the previous week.

1929 1932 1937 1938 1949 1950
Billion Kilowatt-Hoursf 1.75 1.43 2.30 2.14 5.58 6.37

Lumber production in the week ended August 12,
1950, increased. The New York Times seasonally ad-
justed index was 1 point above that for the previous week
and was 27 points above that for the corresponding
week last year.

1929 1932 1937 1938 1949 1950
The New York Times Indext 131 36 92 90 87 114
fLatest weekly data; corresponding weeks of earlier years
p=preliminary

DEMAND
The Harwood Index of Inflation

Our preliminary estimate of the Harwood Index of
Inflation for August is 1 point above the revised July
figure and at 182 is at the highest level reached since
December 1947. The August index is 5 percent above
that for August last year.

Last year at this time the index of inflation leveled

off as large sales of tax-savings notes in August im-
proved the Treasury's cash position. Although sales of
tax-savings notes in the first half of August this year
were only one-fourth of sales in the same period last
year, Treasury cash receipts from taxes have increased
in recent months and exceeded budget expenditures dur-
ing the first 22 days of August. However, real-estate
and "other" loans in recent weeks have been increasing
at a rate exceeding $150,000,000 per week, compared
with only $50,000,000 per week in August last year.

Of interest is the fact that the increased inflation since
last March has been attributable largely to increasing
real-estate and "other" loans (the latter including con-
sumer installment loans). During the past year the

HARWOOD INDEX OF INFLATION
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total increase in these types of loans has been approxi-
mately $3,750,000,000.

On Friday, August 18, the Federal Reserve Bank of
New York announced an increase in the discount rate
on eligible paper from l1/^ percent to 1% percent. Sub-
sequently, the interest rates on call loans, time loans,
loans with prime commercial paper as security, and
bankers' acceptances were increased.

Shortly after the increase in the discount rate was an-
nounced, the Treasury indicated that it would offer a
13-month, 1^-percent note issue for the purpose of re-
funding maturing issues totaling $13,570,000,000. As
a result of this unexpected announcement, a major re-
action occurred in the Government security market on
the following Monday. Investors began shifting their
holdings from the issues being refunded to those having
higher yields, which included several bond issues. The
Federal Reserve banks did not sell such bonds on Mon-
day but resumed sales of those securities and other long-
term bonds the following day.

These developments indicate that, in spite of its in-
tentions to curb inflation, the Federal Reserve Board will
cooperate with the Treasury in the latter's refunding op-
erations and support the Government short-term security
market, at least. In fact, for several weeks the Board
has cooperated with the Treasury; since the end of July
the Federal Reserve banks have increased their holdings
of certificates of indebtedness and Treasury note issues.
However, the Federal Open Market Committee has con-
tinued to sell long-term bonds through the week ended
August 16.

In spite of losing one or two rounds in its battle with
the Treasury, the Federal Reserve Board apparently in-
tends to prevent more inflation and force some deflation
if possible. Presumably the Board has prepared regu-
lations that will curtail the expansion of real-estate, con-
sumer, and other loans as soon as the President signs
the bill now nearing passage in Congress. After regu-
lation of consumer credit was imposed in the late fall
of 1941, such loans decreased 30 percent within a year
and 50 percent in 2 years. A 30-percent decrease in
the consumer credit now outstanding would remove
$6,000,000,000 of inflationary purchasing media from
circulation. Any such development together with a
leveling off, at least, of real-estate lending and the tax
increases now under consideration by Congress could re-
sult in substantial deflation during the next 6 months.

Although we have previously indicated that moderate
and irregular inflation was the most probable develop-
ment during the next year, the possibility of a marked
deflationary interlude has increased and will increase
further if the Federal Reserve Board members continue
to act as they presumably intend to. Therefore, we
again caution readers against acting rashly on the as-
sumption, apparently widely accepted, that substantial
and continuing inflation is assured.

Department-Store Sales

Department-store sales for the week ended August 17,
1950, were 3 percent more than sales for the previous
week and were 13 percent more than sales in the corres-
ponding week last year.

PRICES
Commodities at Wholesale

The preliminary index of wholesale commodity prices
increased during August to the highest level reached
since September 1948 and to within 2 percent of the all-
time peak recorded in August 1948. The August figure
is nearly 3 percent above that for July, 10 percent above
the low reached last December, and 8 percent above
that reported in August last year.

All components of the index increased during the first
half of August. The gains were as follows: textiles, 6
percent; chemicals, 4 percent; building materials, 4 per-
cent; food, 2 percent; and farm products, 1 percent.
Prices of fuel and light and metals and metal products
increased fractionally. By mid-August, prices of build-
ing materials and metals and metal products had ex-
ceeded the peak levels of 1948.

If the theoretical price ceiling was reached in August
1948 (based on the degree of inflation that then ex-
isted) when the index of commodity prices was at 243,
the change in the Harwood Index of Inflation since then
presumably indicates a proportional change in the theo-
retical price ceiling. Based on this hypothesis, the
theoretical price ceiling at present may be as high as
258, more than 8 percent above the present figure. How-
ever, if extreme speculation in commodities occurred and
the existing purchasing media were used more effec-
tively for that purpose, as was the case in 1920, the
theoretical price ceiling might be more than 400.

The trend of commodity prices during the next sev-
eral months will be affected not only by the degree of
inflation shown by the Index of Inflation but also by the
extent of dishoarding and commodity speculation (or
flight from the dollar) that may develop. Unless the
Federal Reserve Board forces deflation and imposes
more stringent controls on consumer credit and real-es-
tate mortgage loans, we should expect prices to reach
the August 1948 all-time high before the end of the year.

Latest Weekly Data

1949 1950
(August 1939=100) Aug. 24 Aug. 17 Aug. 24

Spot-Market Prices 248 311 316
(28 basic raw materials)

Commodity Futures Prices 284 374 382
(Dow-Jones Daily Index)

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

Statistical Summary; Production, Purchasing Media, and Prices

Index of Industrial Production
Aug.

. 101
Sept.

102t

-19&—
Oct.
93t

Nov.
99f

Dec.

103*
Jan.

107*
Feb.

104*
Mar.

110*

-1950-
Apr.

110*

May

113*
June

116*
July

117*
Aug.

119*

Index of Inflation (Ratio Form). 174f 173t 176t 177f 178t 179* 175* 174* 178* 180* 179* 181* 182*

Commodity-Price Index 219* 220* 218* 217* 216* 216* 218* 218* 219* 224* 225* 232* 238*

Commodity-Price Index 130* 130* 129* 128* 128* 128*
(In terms of former gold dollars) *preliminary; frevised

142

129* 129" 130* 132* 133* 137" 141*


