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Summary and Outlook
In view of the landings at Inchon by the United States

Marines and the successful crossing of the Naktong
River by Allied forces, the Korean War appears to have
taken a decided turn for the better in the past few days.
Although United Nations' forces are now on the of-
fensive in Korea, the United States is still fighting for
the time needed for reorienting our foreign and domestic
policies in order to cope with the long-term problems of
the counterrevolution. From a long-run point of view,
the Korean War as a whole is only a "delaying action."
Although we probably shall win this small war, the
major problem of coping with the counterrevolution in
Western Civilization will remain.

As is described elsewhere in this bulletin, the Federal
Reserve Board has acted in order to force some deflation
in spite of the Treasury's insistence on continuing its
easy-money program. Moreover, a tax bill that will
further strengthen the drive against inflation probably
will have been approved by Congress by the time this
bulletin is published.

The Federal Reserve Board announced immediately
after Mr. Truman signed the Defense Production Act of
1950 that, beginning September 18, certain restrictions
on consumer installment credit would become effective.
The Board is now preparing a regulation intended to
curb the expansion of loans on real estate.

Unfortunately, the Defense Production Act also pro-
vides for controls over prices and wages. The newly es-
tablished National Production Authority in the Depart-
ment of Commerce recently issued its first regulation,
which is intended to discourage the accumulation of ex-
cessive inventories. The order to establish an Economic
Stabilization Agency (which may regulate prices and
wages) has been issued.

More stringent controls and more extensive use of the
authority provided in the Defense Production Act prob-
ably will be ordered after the November elections. How-
ever, if the war in Korea is terminated in the near future
or its outcome is clearly apparent shortly, the adoption
of more stringent controls may be indefinitely post-
poned.

Statistical Indicators of Business Cycle
Changes

Since our last discussion of the status of the 18 sta-
tistical indicators, no major changes have occurred.

Thirteen of the series apparently are expanding, the
status of 5 series is questionable, and not one of the
series definitely is contracting.

With the exception of 1 series (new incorporations),
for which the trend is at present indeterminate, all in-
dexes in the "leading group" are rising. In spite of
several temporary interruptions, the liabilities of com-
mercial failures have been decreasing since October
1948, the trend of residential construction has been up-
ward 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, although virtually unchanged
from September 1949 through April 1950, has increased
30 percent in the last 5 months. The Dow-Jones aver-
age of 30 industrial common stocks, which fell during
July for the first time since July 1949, had increased 8
percent from the July low by mid-September and ex-
ceeded the average June level. Although the floor-space
data for new commercial and industrial building are not
yet available for recent months, the present trend of
private engineering construction suggests that this indi-
cator is expanding. A substantial decrease in the num-
ber of new incorporations during July (later figures are
not yet available), a series that had been increasing
since January 1949, makes the status of this indicator
indeterminate.

In the "roughly coincident group" apparently 4 of the
series are expanding. Revised data indicate that bank
debits outside New York City, which have not decreased
since April, increased further during September. The
inverted series of unemployment has increased 62 per-
cent since the cyclical low reached in January 1950.
The series of nonagricultural employment and whole-
sale prices of commodities other than food and food pro-
ducts, in August and September respectively, have ex-
ceeded their previous postwar highs. Because prelimi-
nary data suggest that the indexes of industrial produc-
tion and freight carloadings may have decreased during
September, there is a question as to whether or not these
series are expanding. The freight-carloadings series is
especially erratic, and industrial production probably is
close to capacity; consequenty, the September estimates
do not imply that contractions in these series necessarily
have begun.

With the scare buying subsiding, retail sales decreased
during August and apparently have decreased further
during September. This curtailment of sales presum-
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ably is a temporary phenomenon attributable to the
public's reaction to the Korean War, rather than a cyc-
lical contraction. The decrease in the series of manu-
facturers' inventories during July and the leveling off in
August is probably another reflection of the scare buy-
ing, rather than a cyclical movement. The two remain-
ing series in the lagging group, personal income and
consumer installment debt, apparently have continued to
expand. However, if the consumer-credit restrictions
that were imposed September 18 are effective, installment
debt may be curtailed in the next few months.

Analysis of the 18 statistical indicators reveals no evi-

dence that the end of the present period of prosperity is

imminent. If the Korean War ends shortly, some slack-

ening of industrial activity may occur. However, there

is no indication that a cyclical recession will begin in

the near future.

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 E
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 ?
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 ?
13. Industrial production index + 0.6 —2.2 ?
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 ?
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.

SUPPLY

Industrial Production
Our preliminary estimate of the September index of

industrial production, adjusted for long-term trend, was
slightly less than the postwar high reached in the previ-
ous month. At 118 the preliminary index was 1 percent
less than the August figure but was 16 percent above
that for September last year, when the cyclical revival
was beginning.

Apparently strikes, raw-material shortages, and lack
of shipping space contributed to the minor reversal that
occurred in productive activity during September. Pre-
liminary data indicate that automobile production in
September was nearly 6 percent less than output in
August. Lumber output decreased 5 percent. On the
other hand, mineral and paper production increased;
and steel and petroleum output continued virtually un-
changed during the month.

The automobile industry has been hampered by short-
ages of basic materials including steel, virtually all non-
ferrous metals, and even screws, nuts, and bolts. Fur-
thermore, strikes at suppliers plants have hindered out-
put in Chrysler and Ford Company plants during recent

weeks. Another factor, although of minor importance,
has been the retooling for new models, which thus far
has affected largely the independent producers ; retool-
ing in the Ford, Chrysler, and General Motors plants is
expected during the next few months.

Shortages of rail cars for the movement of lumber
have hampered lumber production in the far West. Al-
though the shipment lag had been reduced in the past
few days, shipments at one time lagged production by
10 percent; and production curtailments were necessary.

Thus far the most important effect on industry of the
Defense Production Act of 1950 has been the imposition
of inventory controls on 32 important war materials by
the National Production Authority. NPA Regulation
number 1 is intended "to prevent the accumulation of
excessive inventories of materials in short supply." In-
cluded in the list of scarce materials are cement, certain
chemicals, lumber, iron and steel, iron and steel scrap,
many nonferrous metals, rubber, and nylon. The phrase
"practicable minimum working inventory" is used
throughout the regulation and is defined as "the small-
est quantity of material from which a person can reason-
ably meet his deliveries or supply his services on the
basis of his currently scheduled method and rate of op-
eration." The criterion to be used is the "rat io main-
tained between inventory and operations during the re-
cent past ."

Such regulations may serve a useful purpose if they
discourage speculative hoarding of raw materials and
semifinished products. However, the impracticability
of catching an offender and the difficulty of proving that
an offense against the regulations was committed are ob-
vious. None but flagrant and careless offenders prob-
ably will be caught or even influenced in any way. In
any event, for most manufacturers the urgent need today
is to maintain inventories large enough to permit con-
tinuous and efficient operat ions; few are in any position
to accumulate excessive inventories.

As we have previously mentioned, production of mili-
tary items is not expected to require more than a rela-
tively small amount of the raw materials used by indus-
try. Furthermore, in view of the restrictions now im-
posed on consumer and real-estate loans and the prob-
able further tightening of those restrictions in the near
future, demand for some of the less essential consumer
goods may be reduced.

Except for temporary curtailments of production at-

tributable to sporadic shortages of labor and raw mater-

ials, industrial production probably will increase during

the next several months. However, gains of more than

a few points from recent levels apparently will be possi-

bly only if the number of hours worked per week in in-

dustry is increased markedly.

Latest Weekly Data

Steel-ingot production, scheduled at 100.4 percent of
capacity for the week ended September 23, 1950, was 1
percent more than that in the preceding week and was
14 percent more than that in the corresponding week last
year.

1929 1932 1937 1938 1949 1950
Percent of Capacityt 82 18 77 48 86 lOOp
Weekly Cap. (Million Tons) 1.38 1.52 1.51 1.54 1.84 1.93
Production (Million Tons) 1.13 .27 1.16 .74 1.58 1.93

Automobile and truck product ion in the United States
and Canada dur ing the week ended September 16, 1950,
was estimated at 187,239 vehicles, compared with a re-
vised total of 151,606 vehicles for the previous week.

160



1929 1932 1937 1938 1949 1950

Vehicles (000 omitted )t 103 25 30 16 160 187p
Electric-power production in the week ended Septem-

ber 16, 1950, increased to 6,449,101,000 kilowatt-hours
from 6,028,527,000 kilowatt-hours in the previous week.

1929 1932 1937 1938 1949 1950

Billion Kilowatt-Hoursf 1.79 1.48 2.28 2.21 5.58 6.45
Lumber production in the week ended September 9,

1950, decreased. The New York Times seasonally ad-
justed index was 5 points below that for the preceding
week but was 16 points above that for the corresponding
week last year.

1929 1932 1937 1938 1949 1950
The New York Times Indext 135* 36* 83* 93* 90* 106*
fLatest weekly data; corresponding weeks of earlier years
p = preliminary; * holiday

DEMAND

The Harwood Index of Inflation

Our preliminary estimate of the Harwood Index of
Inflation for September is 178, 2 points below the re-
vised August figure and at the lowest level reached since
April. The September index is 3 percent above that for
September 1949.

Last year at this time the index of inflation decreased
slightly as quarterly income-tax payments improved the
Treasury's cash position. Quarterly income-tax pay-
ments this September may not be so great as those dur-

ing the corresponding period of 1949, because this year's
tax payments are based on 1949 income, which was ap-
preciably less than that during the corresponding period
of 1948. For example, during the first half of Septem-
ber, income-tax receipts (excluding withholding tax)
were 10 percent less than those during the corresponding
period of last year. However, total budget receipts have
been slightly more than those of a year ago as a result
of increased receipts from miscellaneous internal reve-
nue, Social-Security taxes, and customs receipts. More-
over, expenditures this year have been substantially less
than those of a year ago. For example, net expenditures
for the commodity price-support program were $400,-
000,000 greater during September 1949 than they were
this year.

The credit restrictions imposed by the Federal Reserve
Board are not especially stringent, but less consumer

HARWOOD INDEX OF INFLATION
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and real-estate lending is expected. Much of the infla-
tion since March 1949 has been attributable to the sub-
stantial increase in real-estate and "other" loans (the
latter includes consumer installment loans). In the past
18 months real-estate loans have increased $2,400,000,-
000, 22 percent; and "other" loans have increased $3,-
400,000,000, 43 percent. The combined total represents
75 percent of the increase in investment-type assets dur-
ing that period. (Increasing investment-type assets re-
sult in more inflation unless balanced by savings.)

The actions of the Federal Reserve Board during the
past month suggest that its members still believe at least
some deflation to be desirable. Readers may recall that
on August 18 the Federal Reserve Board increased the
discount rate on eligible paper in an effort to tighten
credit; and the Treasury, continuing its easy-money pol-
icy, announced a 13-month, 1^-percent note issue for
the purpose of refunding maturing issues totaling more
than $13,000,000,000. Paul Heffernan in The New
York Times has summed up events since August 18 as
follows:

"So far as the public market is concerned, the Treas-
ury's current $13,570,000,000 refunding of debt on a
114 percent interest basis is a sure flop—a failure con-
trived without enthusiasm yet executed with great deter-
mination and skill by the Open Market Committee of the
Federal Reserve Banks."

The Federal Reserve Board, through the sale of other
United States Government securities, has permitted hold-
ers of the maturing issues to refund them for securities
having a higher yield than the new 13-month, 1^-per-
cent notes. The redemption of the greater part of the
maturing issues has forced the Treasury to sell most of
the new note issue to the Federal Reserve banks. In
addition, the Treasury already has made cash payments
of nearly $1,400,000,000 to holders of the maturing is-
sues. A comparable cash payment is expected when the
remaining issues mature on October 1.

Expenditures for the national defense have just begun
to exceed those of last year at this time. Presumably,
the amount spent for this purpose each month will in-
crease progressively for a long time to come. For the
next 6 months, however, the additional expenditures for
this item of the budget probably will not exceed the
gains in tax receipts.

Present indications are that Treasury deficits in Oc-
tober and November combined with some additional
real-estate and consumer loans will result in a moderate
increase in our index of inflation during these months.
Thereafter, for the 4 months through next March, the
situation apparently will be reversed: the Treasury's
cash receipts probably will exceed outgo by $3,000,000,-
000 or more, and repayments of real-estate and con-
sumer debt may exceed the total of new loans. There-
fore, a deflationary interlude of 3 or 4 months' duration
is almost assured.

Department-Store Sales
Department-store sales for the week ended September

16, 1950, were 25 percent more than sales for the previ-
ous week and were 17 percent more than sales in the cor-
responding week last year.

PRICES
Commodities at Wholesale

The preliminary index of wholesale commodity prices
increased during September to the highest level reached
since September 1948 and to within 1 percent of the all-
time peak recorded in August 1948. The September fig-
ure is nearly 1 percent above that for August, 11 percent
above the low reached last December, and 9 percent
above that reported in September last year.

All components of the index increased during the first
half of September. The gains were as follows: textiles,
4 percent; chemicals, 3 percent; building materials, 2
percent; food, 2 percent; and farm products, 2 percent.
Prices of fuel and light and metals and metal products
increased fractionally. By mid-September, prices of
building materials, metals and metal products, textile
products, and housefurnishings all had exceeded their
respective 1948 peaks.

The probability of more inflation during October and
November (see the Harwood Index of Inflation article),
the relatively mild credit controls imposed by the Fed-
eral Reserve Board, and the dishoarding and commodity
speculation attributable to the Korean War suggest that
the August 1948 all-time high of commodity prices may
be exceeded before the end of 1950. However, the de-
flation expected during the first quarter of, 1951 may
cause at least a temporary reversal of the upward trend.

UNITED STATES BUREAU OF LABOR STATISTICS

WHOLESALE COMMODITY PRICE INDEX

(Monthly Average 1913=100)
1920 1933 1948 Sept. August Sept.
High Low High 1949 1950 1950p

All Commodities 240 86 243 220 238 240
Farm Products 238 57 279 228 248 252
Foods 232 84 296 252 272 277
Textile Products 340 89 263 242 259 270
Fuel and Light 342 99 224 212 219 220
Metals and Products 173 85 191 183 192 193
Building Materials 297 123§ 360 334 379 386
Chemicals 23811 88 173 146 152 157
Hides and Leather 307$ 100 298 246 274* NA
Housefurnishings 266 127 264 254 265* NA
Miscellaneous 255 83 177 157 171* NA
Pcaw Materials 241 70 268 235 257* NA
Semimanufactures 338 74 216 197 202* NA
Finished Goods 227 95 237 217 228* NA
p=preliminary; $1919; 111918; §1932; *July 1950
NA=not available

Latest Weekly Data
1949 1950

(August 1939=100) Sept. 21 Sept. 14 Sept. 21
Spot-Market Prices 249 332 331

(28 basic raw materials)
Commodity Futures Prices 282 401 396

(Dow-Jones Daily Index)

Statistical Summary; Production, Purchasing Media, and Prices

Index of Industrial Production

Index of Inflation (Ratio Form)

Commodity-Price Index

Sept.
. 102f

. 173f

220*

Oct. Nov.
93t 99f

176t 177f

218* 217*

Dec.
103*

178f

216*

Jan.
107*

179*

216*

Feb.
104*

175*

218*

Mar.
110*

174*

218*

Apr.
110*

178*

219*

May
113*

180*

224*

June
118*

179*

225*

July
113*

180*

233*

Aug.
119*

180*

238*

Sept.
118*

178*

240*

Gommodity-Price Index 130* 129* 128* 128* 128* 129*

(In terms of former gold dollars) * preliminary; trevised
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129* 130* 132* 133* 138* 141* 142*


