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COMING EFFECTS OF CURRENT EVENTS

Pre-election Korean Truce?
An item in The New York Times a few days ago indi-

cated that the Communists in Korea had just completed
a more permanent building to take the place of the tent
that had been used for the truce negotiations at Pan-
munjom. Such a development hardly suggests an early
end to the Korean War. However, the Communists'
"peace conference" scheduled for Peiping in October at
least indicates that "peace" is not a forgotten goal.
What, then, are some of the possibilities of a truce in
Korea?

There is, of course, the possibility that Stalin and the
Chinese Communists do not want a settlement, that they
are willing to have the truce talks continue indefinitely.
Many observers agree that the Communist military po-
sition is far better than it was when the negotiations be-
gan nearly 15 months ago. In spite of increased United
States bombing, the virtual abandonment of offensive
operations on the ground presumably has permitted a
reorganization and rebuilding of Communist military
strength that might otherwise never have occurred. The
Communists may believe that their position is practically
invulnerable as long as the United Nations refuses to
cross the Yalu River. If the Communists believe this,
they may refuse to settle except on their own terms.

However, if the Communists really want a settlement,
we should not be surprised if a truce were effected prior
to the November elections in the United States. We have
reached this conclusion by attempting to view the prob-
lem as we believe any master of the art of international
blackmail might view it.

Stalin s Point of View
1

Our first assumption is that if Stalin wants a settle-
ment in the near future, he will try to arrange it when
he believes he can obtain the highest possible price.
Moreover, there are several reasons why he may believe
that he can obtain the maximum price prior to the elec-
tions. His thinking may be somewhat along the fol-
lowing lines.

xThe dangers inherent in attempting to adopt the point of view
of some other person probably are apparent to our readers. The
danger is even greater when the person involved has been brought
up in a completely different environment and undoubtedly looks
upon even the simplest of human actions in a far different light
from that to which we are accustomed. However, readers should
keep in mind that our purpose is no more or no less than to pre-
sent what we believe is a possibility worth considering.

If the Democrats win the election in spite of a continu-
ation of the war, the political importance of the Korean
issue would be diminished greatly. There is little ques-
tion that much of the pressure on the administration to
bring an early end to the fighting would be eliminated.
Having won the election, the Democrats would be in a
position where the political dangers of a continued war
would be of relatively minor importance; moreover, a
Democratic victory would to some extent reflect public
endorsement of the stalling tactics of the last several
months. The absence of any need for a quick settle-
ment by the administration would lessen the price ob-
tainable.

If the Republicans win without promising a prompt
settlement (and they have not yet indicated that such a
promise will be made), the Republicans also will not be
under pressure to seek a quick settlement.

Although there is no clear indication of what a Re-
publican administration would do in Korea, over-all
personnel changes in Washington might interfere with
or destroy many of the Communists' present contacts
and channels of information and influence. We assume
that, for this reason at least, Mr. Stalin would prefer a
Democratic victory in November.

If a settlement is sought by Stalin prior to the elec-
tions, there is little question that the present Democratic
administration would exert every effort to find some pos-
sible way of coming to an agreement. An end to the
Korean War before November undoubtedly would be po-
litically advantageous for the Democratic Party. Under
the circumstances, Stalin might well believe that the
highest price for a truce in Korea would be obtainable
within the next few weeks and that by arranging a set-
tlement then he could achieve the double objective of the
best price and the best assurance of preserving what-
ever channels of information and influence the Commun-
ists may have in Washington.2

Conclusions
Our conclusions concerning the possibility of an end

to the Korean War are as follows. Either a truce will be
declared prior to the November elections or, regardless

of who is elected, the war probably will continue for
many more months thereafter.
2There is here no intent to imply that the Democratic administra-
tion would be willing to make major concessions or in some way
deliberately would seek political gain in making a Korean settle-
ment, but that Stalin may consider his bargaining position to be
strongest prior to the elections and that, as a blackmail artist, he
would try to "turn the screws" at the most opportune time.
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SUPPLY

Industrial Production
Steel-ingot production, scheduled at 101.5 percent of

capacity for the week ended September 13, 1952, was 3
percent more than that in the preceding week and was 6
percent more than production in the corresponding week
last year.

1929 1932 1937 1938 1951 1952

Percent of Capacityt 86 16* 72 40 100 102p
Weekly Cap. (Million Tons) 1.38 1.52 1.51 1.54 2.00 2.08
Production (Million Tons) 1.19 .24 1.09 .62 2.00 2.12

Automobile and truck production in the United States
and Canada during the holiday week ended September
6, 1952, was estimated at 110,005 vehicles, compared
with a revised total of 122,632 vehicles during the previ-
ous week.

1929 1932 1937 1938 1951 1952

Vehicles (000 omitted )t 109* 23 64 22 106* 110*p
Electric-power production in the week ended Septem-

ber 6, 1952, decreased to 7,324,127,000 kilowatt-hours
from 7,646,253,000 kilowatt-hours in the previous week.

1929 1932 1937 1938 1951 1952

Billion Kilowatt-Hourst 1.68* 1.47 2.38* 2.22* 6.80* 7.32*
Lumber production in the week ended August 30,

1952, decreased. The New York Times seasonally ad-
justed index was 13 points below that for the preceding
week but was 12 points above that for the corresponding
week last year.

1929 1932 1937 1938 1951 1952
The New York Times Indext 130 35 83 100 94 106
fLatest weekly data; corresponding weeks of earlier years
p^preliminary; ""holiday

DEMAND

Purchasing Media
The total purchasing media available decreased $50,-

000,000 during August to $107,762,000,000. During
the last 4 years the total has increased during August,
and the average gain has been $700,000,000. Since
March 1952, when the year's low was reached, the total
purchasing media available has increased $2,000,000,-
000.

Purchasing media derived from the first source, mone-
tary gold, remained virtually unchanged during August.
No change in the Nation's gold stock has occurred since
March 1952.

Commercial, industrial, and agricultural loans, the sec-
ond source of purchasing media, increased $460,000,000
during August to $28,659,000,000. The increase was
slightly less than that seasonally expected. As is usual
in the latter part of the year, the greatest increases in
commercial, industrial, and agricultural loans were re-
ported by manufacturers of food, liquor, and tobacco
and by commodity dealers. The third largest increase
in loans was to manufacturers of petroleum, coal, and
chemicals. Loans by the reporting member banks to

30

manufacturers of metals and metal products increased
at an average monthly rate of $185,000,000 during the
first half of 1952 but decreased in July and decreased an
additional $116,000,000 in August. A further seasonal
increase in commercial, industrial, and agricultural
loans is expected during the next few months. Present
indications are that by the end of 1952 last year's peak
of $29,314,000,000 will be exceeded.

Purchasing media derived from the third and fourth
sources, both of which are inflationary, decreased $520,-
000,000 during August, compared with an increase of
$1,300,000,000 during July. Nevertheless, inflationary
purchasing media at the end of August exceeded the
total at the end of August 1951 by $2,000,000,000.

Loans on real estate increased $120,000,000 during
August, slightly more than the increase during July.
Since June 11, when mortgage credit regulations were
relaxed, loans on real estate have increased $300,000,-
000. During the entire 6 months prior to June, real-
estate loans increased only $100,000,000.

Loans on securities decreased $500,000,000 during
August to the amount outstanding in April 1952. Thus
the May, June, and July increases in these loans,
which were caused by large Government financing oper-
ations, were counterbalanced during August.

Other loans, which include installment credit, in-
creased $100,000,000 during August, substantially less
than the $272,000,000 increase during July. Since the
first week of May, when installment credit regulations
were suspended, other loans have increased $850,000,-
000. During the entire 6 months prior to May other
loans had increased only $276,000,000.

The commercial banks decreased their holdings of
Government securities by $1,080,000,000 during August.

too
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The major decreases were in holdings of short-term
Treasury bills and certificates of indebtedness. A rel-
atively small decrease was reported in holdings of long-
term Government securities. The commercial banks
presumably decreased their August holdings of Govern-
ment securities primarily by failing to replace maturing
short-term securities. Nonbank investors, especially
large corporations which have accumulated idle funds
for September and December tax payments, apparently
invested these funds in the short-term securities recently
issued by the Treasury.

The commercial banks were forced to dispose of a
substantial amount of Government securities for several
reasons. The discounts and advances of member banks
with Federal Reserve banks decreased $500,000,000 dur-
ing August, thus lowering the reserve accounts of the
member banks by that amount. On the other hand, the
commercial banks extended an additional $680,000,000
of credit in the form of real-estate loans, consumei
loans, and commercial, industrial, and agricultural
loans. Moreover, Federal Reserve note circulation and
the Treasury balance with the Federal Reserve banks in-
creased by $250,000,000 during August, thus decreasing
member-bank reserves even further. Consequently, the
commercial banks were forced either to decrease demand
deposits or obtain additional funds in order to maintain
sufficient reserves with the Federal Reserve banks. By
disposing of a large quantity of short-term securities,
demand deposits actually were reduced in spite of the
increased loans made by the banks.

Federal Reserve bank holdings of Government securi-
ties increased $250,000,000 during August. The major
increase was in holdings of short-term Treasury bills.

The Treasury's net cash deficit during August was
$1,000,000,000, somewhat less than we had estimated.
The major reason for the relatively low August deficit
was the fact that expenditures for national defense de-
creased to $2,900,000,000, compared with nearly 83,-
900,000,000 during July. Primarily as a result of this
curtailment of Treasury spending during August, pur-
chasing media in circulation failed to increase during
the month.

During September and October the demand for com-
mercial, industrial, and agricultural loans probably will
increase seasonally. In order to meet this demand,
those commercial banks that lack excess reserves will
either have to increase their reserves (by borrowing
from the Federal Reserve banks or by selling securities
to the Federal Reserve banks) or decrease their demand
deposits by selling Government securities to nonbank in-
vestors or calling loans. Moreover, the seasonal ex-
pansion of Federal Reserve note circulation will cause
a further drain on member-bank reserves. In view of
the apparent unwillingness of the Federal Reserve banks
to provide virtually unlimited reserves by purchasing
Government securities, the commercial banks may be
forced to borrow more from the Federal Reserve banks.
The discount rate at those institutions is still relatively
low at 1% percent.

Because of September income-tax payments, any in-
crease in purchasing media during September probably
will be moderate. Afterwards, a continuation of the up-
ward trend is probable. If Government expenditures
for national defense continue near recent levels, the
Treasury probably will have to draw on its balance in
the General Fund, thus injecting additional purchasing

media into circulation. Moreover, if commercial, in-
dustrial, and agricultural loans expand at the usual sea-
sonal rate, an additional $1,000,000,000 or more of pur-
chasing media may be placed in circulation. Of course,
if the Treasury chooses to borrow from the commercial
banks instead of issuing tax-anticipation notes in order
to cover the expected budget deficit, the amount of pur-
chasing media in circulation would increase somewhat
more. In view of these possibilities, we continue to be-
lieve that the peak reached in December 1951 will be
equaled or exceeded by the end of December 1952.

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

6, 1952, were unchanged from sales in the preceding
week but were 1 percent less than sales in the corres-
ponding week last year.

PRICES

Commodities at Wholesale

(August 1939 = 100)
Spot-Market Prices

(28 basic raw materials)
Commodity Futures Prices

(Dow-Jones Daily Index)

1951 1952
Sept. 11 Sept. 4 Sept. 10

324 292 290

381 366 366

BUSINESS

Ratio of Retail Inventories to Sales
The ratio of retail inventories to sales increased nearly

8 percent during July to 1 percent above the previous
1952 high reached in April. The July ratio was 14 per-
cent below the postwar high reached in April 1951 and
13 percent below that during July last year.

The seasonally adjusted index of department-store
inventories increased 2 percent during July to a 1952
high; the seasonally adjusted index of department-store
sales decreased 5 percent. (The ratio is derived by di-
viding the inventory index by the sales index.) The
substantial increase in the ratio during July thus was
primarily attributable to the decrease in sales during the
month. However, because the decrease in sales appar-
ently was largely a result of the steel strike and sales
improved in August, we believe that the increase of the
ratio during July was temporary and is not of great
future significance.

Federal Reserve data for the ratios of inventories to
sales for various goods and for major departments of
357 reporting department stores reveal many significant
differences. During May (the latest month for which
data are available) the highest ratios were as follows:
furs, 13.4; woolen yard goods, 13.4; fine jewelry and
watches, 7.7; china and glassware, 7.6; silverware and
clocks, 6.7; records and sheet music, 6.4.3 The ratios
in the major departments were as follows: men's and
boys' wear, 4.7; homefurnishings, 4.0; piece goods and
household textiles, 3.7; small wares, 3.7; all depart-
ments, 3.1; miscellaneous merchandise, 3.0; women's
and misses' apparel and accessories, 2.4.

The greatest inventory liquidations by department
stores during the past year have been of homefurnish-
ings and piece goods. During the period from May

3The high ratios for these goods for the most part are character-
istic of the merchandising methods and do not necessarily reflect
excessive inventories.
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RATIO* OF RETAIL INVENTORIES TO SALES
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1951 through May 1952 total inventories decreased 16
percent, but inventories of radio, phonograph, and tel-
evision sets decreased 62 percent; those of major house-
hold appliances decreased 49 percent; and inventories
of piece goods and household textiles decreased 23 per-
cent. On the other hand, inventories of women's ap-
parel decreased only 7 percent; and those of small-ware
departments decreased 8 percent.

The dollar value of new orders placed by department
stores decreased 16 percent during July. Although the
month-to- month changes in this series are somewhat ir-
regular, we believe that the July decrease was largely
seasonal. We assume thaf: a seasonal increase in new
orders occurred during August and is continuing during
September.

The dollar value of outstanding orders at the end of
July was 24 percent more than that at the end of June
and 9 percent more than that in July last year. The
July increase was slightly more than seasonal.

Receipts of goods decreased 10 percent during July
but were 10 percent more than those during July last
year. Usually receipts of goods reach a yearly low
during July. A seasonal increase is expected during the
next 3 months until a peak is reached in October.

On the basis of preliminary data, we have estimated
that the seasonally adjusted index of department-store
inventories probably decreased somewhat during Au-
gust. The August seasonally adjusted index of depart-
ment-store sales apparently increased 8 percent. Con-
sequently, the ratio of inventories to sales may have de-
creased during August to a level below that prevailing
during the first half of the year.

According to many newspaper reports, retailers gen-
erally are optimistic concerning probable business dur-
ing the remainder of the year. Thus far this optimism
has not been reflected in any unusually large placing of
orders by department-store buyers. If retailers refrain
from excessive ordering of goods, we believe that the ex-
pected high level of sales during the next several
months will prevent inventories from becoming burden-
some.

BOOK REVIEWS

Incentive Management by James F. Lincoln
The Lincoln Electric Company, Cleveland, Ohio ($1)

This volume should be of especial interest to our

many readers who are executives in large or small busi-
nesses. Many theories of profit sharing, incentive com-
pensation, piece-work pay, etc., have been developed,
but this book describes in adequate detail how a highly
successful incentive system has been developed in prac-
tice.

From one point of view, the Lincoln Electric Com-
pany has conducted a social experiment that provides a
valuable test of certain economic theories. The com-
pany has found that encouragement of individual de-
velopment has paid big dividends in the form of greatly
increased efficiency, satisfied employees, and satisfied
stockholders.

No doubt, much of the over-all result is attributable to
the managerial genius of Mr. James F. Lincoln. How-
ever, the United States has plenty of capable men who
can be expected to develop if the opportunities that rel-
atively free enterprise has provided in this country in
the past are restored.

The results described in this book are an eloquent
practical argument for economic freedom. We hope
that other business leaders will be encouraged to try the
principles discussed.

The Economies of Illusion by L. Albert Hahn
Squire Publishing Co., Inc., New York ($4)

As long as the United States continues along the prim-
rose path of monetary depreciation, Dr. Hahn's volume
of essays will continue to be timely. After nearly four
decades of "pioneering" the path that the United States
is following, France has reached the verge of bank-
ruptcy and economic impotence. Much more wealth,
proportionately, awaits the activities of the depreciation
embezzlers in this country; consequently, the game may
last even longer here, thus insuring Dr. Hahn's volume
a long life.

The enticing theories advocated by John Law that
were resurrected by Dr. Keynes are analyzed with dev-
astating clarity by Dr. Hahn. He has the advantage, if
it can be called that, of having espoused those theories
for a brief time during his younger days. Consequently,
he is able to dissect clearly the fallacies of the Keynes-
ians.

Professional economists cannot afford to overlook this
volume, and it is not too technical for others who have
read widely in economic literature.
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