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COMING EFFECTS OF CURRENT EVENTS

"Fair" Trade vs. "Free" Trade
Legislation now contemplated in Congress would fur-

ther restrict the competitive price system in effect in the
United States. In May 1951, contrary to practices then
current, the Supreme Court ruled that retailers who do
not sign "fair trade" contracts with "fair trading" manu-
facturers are not required to observe the retail-price
minimums set by such manufacturers. Recently, how-
ever, the House Commerce Committee approved a meas-
ure that again would make binding upon all retailers in
a State any minimum-resale-price agreement made by a
manufacturer with any single retailer or any group of
retailers in that State. Thus, "fair trade" appears to be
making further inroads on the "free trade" that pre-
vailed in this country prior to the late 1930's.1

During the late thirties the Robinson-Patman Act, the
Miller-Tydings Act, and individual State legislation pro-
vided the legal foundation for the "fair trade" agree-
ments between manufacturers and retailers. Some
States, approximately 28, in an attempt to prevent re-
tailers from using so-called "loss leaders," also enacted
statutes prohibiting retail outlets from "selling below
cost."

The apparent reasoning behind the desire for such
"fair trade" laws bears a striking resemblance to that in-
volved when individuals are "converted" to socialism or
communism.2 Readers may recall our explanation in
The Counterrevolution to the effect that, in spite of the
obvious contributions of individual freedom, many indi-
viduals who noted the abuses resulting from imperfect
freedom turned back and, rather than seeking a remedy
for those abuses, sought to substitute socialism for the
system of individual freedom. In a similar manner,
confronted with the abuses resulting from an imperfect
free-competitive-price system, which nevertheless had
established one of the most effective distribution systems
in the world, the "fair traders" would eliminate the sys-
tem rather than attempt to remedy its imperfections.

1Trade or competition may be more or less free, but not free ab-
solutely. All human societies of which we have any knowledge
have restrained trade or competition, to some extent at least, in
order to prevent license (abuse of freedom).
2The reference to "communism" is in no way intended to be vilifi-
cation. We merely believe that Institute readers, who presum-
ably are familiar with our publication The Counterrevolution, will
more readily understand the point being made.

Moreover, what appear to be abuses of a competitive
price system are for the most part illusory. Forcing some
retailers out of business is not necessarily an abuse. Just
as technological improvements may result in temporary
unemployment, a competitve price system may result in
temporary unemployment of small amounts of capital
and labor by forcing the inefficient retailer out of busi-
ness.3

Furthermore, that resorts to "loss leaders" create mo-
nopolies has not been proved. The process has been al-
leged to be somewhat as follows. A large retail outlet
offers a certain amount of merchandise at prices below
costs, thus taking a loss. The major consequences are
said to be, first, small retailers who are unable to take
such losses lose the business. Second, the "loss leaders"
attract the small retailers' customers and result in the
latter buying other goods from the large retailers, thus
causing the smaller retailer further losses. Third, the
small retailer thus is forced out of business. Fourth,
the large retailer has a monopoly and thereafter charges
"whatever the traffic will bear." However, there is no
evidence to show that the efficient retailer actually has
been forced out of business. Moreover, we know of no
situation where goods have been sold at a loss with the
result that the consumer ultimately has suffered at the
hands of a monopoly thus created.

"Fair trade" in effect is more or less like a "pro-
tective" tariff. To the extent that the competitive price
system is prevented from performing its function of
channeling the Nation's land, labor, and capital into the
most economical uses, the total product is diminished
and some of it is misdirected into the hands of the eco-
nomically privileged. Individual freedom in the sense
that the individual is entitled to all the fruits of his
labor is curtailed.

Finally, to the extent that inefficiency is rewarded and
sustained, the economy as a whole loses. There are those
who warn that the system of distribution as we know it
today is doomed in the absence of "fair trade" laws. To
these individuals we point out that there is nothing
sacred nor hallowed in the present system of distribution.
In the last several decades alone we have witnessed the

3The reader's attention is directed to the qualification inefficient.
All small independent retailers are not affected adversely by lower
prices offered by larger retail outlets. Many of these small retail-
ers offer advantages such as credit, personal attention, or conven-
ience of location that fully justify the higher price that the con-
sumer pays.
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rapid growth of mass-distribution methods that have
made the old general store a novelty in many parts of
the country. The supermarket, the chain store, and the
mail-order house are but a few of the major develop-
ments. It is our opinion that, in spite of the rapid
growth of such institutions since the late thirties, the
"fair trade" laws have retarded these improvements,
that an even more economical system of distribution
probably would be in effect today if a more competitive
price system had been permitted to operate.

Conclusions
Once having deviated from the free-competitive-price

system as the basis for determining economic values and
goals, once having substituted the arbitrary judgments
of the few as to what is fair or unfair, finding the road
back to economic sanity is difficult. "Fair trade" is
another form of price support through price controls.
As such, it protects only one segment of the economy.
Unfortunately, protection of one group soon leads to
protection for other groups. As a result, we have con-
gressional designation and redesignation of "fair" prices
for farmers, "fair" wages for workers, "fair" profits
for businessmen, and so on. Congress or some other
group of individuals in effect is substituted for the
competitive price system.

If there are abuses resulting from an imperfect sys-
tem of free competition, we suggest that the most re-
warding approach would be to eliminate the imper-
fections, not to destroy the system. We are convinced
that the forces of free competition assure the most effec-
tive use of the Nation's natural resources, labor, and
capital, that the "fairest" trade is the "freest" trade
that imposes on no man's freedom.

SUPPLY
Industrial Production

Steel-ingot production, scheduled at 101.3 percent of
capacity for the week ended March 8, 1952, was slightly
more than that in the preceding week and was 4 percent
more than production in the corresponding week last
year.

1929 1932 1937 1938 1951 1952
Percent of Capacity! 93 26 86 30 101 lOlp
Weekly Cap. (Million Tons) 1.38 1.52 1.51 1.54 2.00 2.08
Production (Million Tons) 1.28 .39 1.30 .46 2.02 2.10

Automobile and truck production in the United States

and Canada during the week ended March 1, 1952, was
estimated at 115,918 vehicles, compared with a revised
total of 110,542 vehicles during the previous week.

1929 1932 1937 1938 1951 1952

Vehicles (000 omitted)f 121 33 112 57 177 116p
Electric-power production in the week ended March 1,

1952 decreased to 7,415,966,000 kilowatt-hours from
7,460,763,000 kilowatt-hours in the previous week.

1929 1932 1937 1938 1951 1952
Billion Kilowatt-Hoursf 1.71 1.51 2.21 2.03 6.82 7.42

Lumber production in the week ended February 23,
1952, increased. The New York Times seasonally ad-
justed index was 1 point above that for the preceding
week and was 6 points above that for the corresponding
week last year.

1929 1932 1937 1938 1951 1952
The New York Times Index 126 40 109 79 117 123
fLatest weekly data; corresponding weeks of earlier years
p=preliminary

New Consumer Goods Per Capita
The index of new consumer goods produced per ca-

pita (a 3-month moving average), unadjusted for long-
term trend, decreased 2 percent during January to a level
21 percent below the all-time high reached in October
1950. The January index was within 1 percent of the
low reached in May 1949, when over-all business activity
was contracting.

The index adjusted for long-term trend decreased 2
percent during January to a level 23 percent below the
postwar highs reached in August, September, and Oc-
tober, 1950. The January index was 5 percent less than
the low reached in May 1949 and 11 percent below the
long-term-trend line.

Production of consumer goods during January de-
creased nearly 1 percent to a level 22 percent below the
all-time high reached in August 1950 but was 6 percent
above the figure for May 1949. A 4-percent increase
in textile production was more than counterbalanced by
the following decreases: automobiles, 7 percent; residen-
dential-contract awards, 6 percent; furniture, 3 percent;
and food, nearly 1 percent.

Recent reports from producers and consumers of raw
materials indicate that the supply situation eased mark-
edly during January and February. Several types of
steel products, such as cold rolled sheet steel, structural
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steel, and wire products, were reported to be in adequate
supply. Supplies of lead increased to such an extent
that NPA removed all controls on its consumption. The
supply of copper and aluminum, classified recently as
"most critical," increased to the point where the NPA al-
located additional amounts of these metals to the manu-
facturers of consumers' goods. Supplies of rubber also
are reported to be plentiful.

Of course, the easing of raw-material supplies does
not indicate that consumer-goods production will in-
crease rapidly in the near future. New orders by re-
tailers are at relatively low levels because their inven-
tories are large and there is little indication of any in-
crease in consumer demand. Some stimulus may occur
if prices decrease further in the next few months. The
demand for many consumer goods is highly elastic; con-
sequently, even minor price decreases may promote rel-
atively large increases in sales.

Because the November production figure probably
will be replaced by a virtually unchanged February figure
in calculating the 3-month moving average, the Febru-
ary index of new consumer goods produced per capita
may level off. There are few indications that the reces-
sions in the textile, residential-construction, and shoe in-
dustries are about to end. However, in view of the eas-
ing of the raw-material situation, the sharp downward
trend of the index may be retarded during the next few
months. Moreover, if manufacturers reduce prices, a
reversal of the downward trend would not be surprising.

DEMAND
Purchasing Media

Total purchasing media in circulation decreased
nearly $3,000,000,000 during February to $106,140,000.-
000. In spite of the substantial decrease, the February
figure was $4,600,000,000 more than that for February
1951 and was $6,550,000,000 more than the 1951 low
reached in March. A decrease during February is not
unusual. However, the average decrease during the Feb-
ruarys of the last 5 years has been only $1,600,000,000.

Noninflationary Sources

Purchasing media derived from the first source, mone-
tary gold, increased $140,000,000 during February, com-
pared with an increase of $335,000,000 during January.
The recent $1,227,000,000 increase in the United States
gold supply, which started in July 1951, has been re-
flected in the gold held under "earmark" for foreign ac-
counts at the Federal Reserve banks. (Earmarked gold
is not part of the gold stock of the United States.) In
the period from July 1951 through January 1952 the
"earmarked" gold decreased $1,164,000,000.

Purchasing media derived from the second source,
commercial, industrial, and agricultural loans, increased
$100,000,000 during February to $29,400,000,000. Al-
though no seasonal change usually occurs during Febru-

ary, the February increase this year was relatively small
and thus was of little significance.

A break-down of the January and February changes
among commercial, industrial, and agricultural loans
reveals a somewhat different situation from that which
prevailed during the second half of 1951. Loans o
manufacturers of metals and metal products continued
to increase during January and February. However,
loans to manufacturers of food, liquor, and tobacco,
which increased $930,000,000 during the last 6 months of
1951, decreased during January and February. Similar
developments have occurred in loans to commodity deal-
ers and to public utilities. On the other hand, loans to
manufacturers of textiles, apparel, and leather, which de-
creased $400,000,000 from mid-1951 through January
1952, increased $38,000,000 during February.

Inflationary Sources

Purchasing media derived from the third and fourth
sources, both of which are inflationary, decreased $3,-
200,000,000 during February, compared with a $1,500,-
000,000 decrease during the corresponding period last
year. The amount of inflationary purchasing media in
circulation during February this year was only $250,-
000,000 greater than that during February last year.

Loans on real estate decreased slightly during Febru-
ary. Loans on securities increased $100,000,000, the
first gain since December 1951. Other loans, which in-
clude consumer installment credit, decreased slightly
during February. The amount of Government securi-
ties held by the commercial banks decreased $830,000,-
000; that held by the Federal Reserve banks decreased
$230,000,000.
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The amount of purchasing media in circulation dur-
ing March will be influenced to a great extent by the
corporate-tax payments due by March 15. Apparently
as much as $7,000,000,000 to $9,000,000,000 may be
paid to the Treasury. Although corporations presum-
ably will turn in $1,250,000,000 worth of tax-anticipa-
tion notes and although approximately $7,500,000,000
of tax-savings notes is outstanding at present, the espec-
ially large amount of taxes involved may force corpo-
rations to sell Government securities in order to obtain
sufficient funds. According to a survey conducted by the
Chemical Bank and Trust Company, the selling of Gov-
ernment securities to the member banks will be the pri-
mary source of tax-payment funds and may involve
nearly $3,000,000,000 worth of other Government short-
term securities. The remaining taxes will be paid from
cash balances and from bank borrowings.

Although purchasing media in circulation decreased
substantially during February, a further substantial de-
crease is probable during March. The lack of any clue
as to the amount of tax-saving notes that will be turned
in for corporate-tax payments makes a precise estimate
impracticable. However, a decrease to the December
1950 level would not be surprising. After March,
some increase in the purchasing media in circulation
is probable. However, the increase presumably will be
moderate until after the second-quarter tax payments
next June. During 1951 the purchasing-media total did
not increase substantially until the second half of the
year, and a similar development is probable this year.

Department-Store Sales
Department-store sales for the week ended March 1,

1952, were 2 percent more than sales in the preceding
week but were 15 percent less than sales in the corres-
ponding week last year.

BUSINESS
Ratio of Retail Inventories to Sales

The ratio of retail inventories to sales increased 2 per-
cent during January. The ratio was 8 percent more
than that for January last year, when scare buying by
consumers resulted in a sharp decrease in the ratio. Al-
though the ratio rose for the second consecutive month,
the January figure was 18 percent below the postwar
peak reached in April 1951.

The seasonally adjusted index of department-store in-
ventories decreased 1 percent during January; the
seasonally adjusted index of department-store sales de-
creased nearly 3 percent.

The dollar value of new orders placed b.y department
stores increased 13 percent during January, the smallest
increase during a January since 1950. In only 3 of the
11 years for which data are available has a smaller in-
crease occurred. The relatively small increase suggests
that retailers in January were not especially optimistic
concerning sales prospects during the next few months
and that inventories were still burdensome.

The dollar value of outstanding orders at the end of
January 1952 was 26 percent more than that at the end of
December but was 8 percent less than that at the end of
January 1951. The increase during January this year
was somewhat less than the January increases during
1951, 1950, and 1949. During 6 of the 11 years for
which data are available, the January increase has been
greater than 26 percent; during 5 years, the increase has
been less than 26 percent.

On the basis of the outstanding orders at the end of
January and other preliminary data, we have estimated
that the seasonally adjusted index of department-store
inventories probably decreased slightly during February.
Moreover, the seasonally adjusted index of department-
store sales was virtually unchanged during February.
Consequently, the ratio of inventories to, sales probably
decreased slightly during the month.

There has been no substantial change in the level of
inventories since November 1951. In spite of the
Christmas buying, January "white" sales, and the Febru-
ary furniture sales, retailers' stocks of goods have not
been reduced. Apparently further promotional efforts
will be required if the ratio of inventories to sales is to
be brought down to the levels that retailers apparently
considered satisfactory prior to the Korean War.

PRICES
Commodities at Wholesale

(August 1939 = 100)
Spot-Market Prices

(28 basic raw materials)
Commodity Futures Prices

(Dow-Jones Daily Index)

1951
March 6

387

441

1952
Feb. 28 March 6

307 306

380 383
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