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The State of the Union
The President's state of the Union message to the Con-

gress is an excellent example of a distinguished concilia-
tor's best work. Neither the President's Party nor the
opposition Party, however much each may be inclined
to seek partisan advantages in an election year, will find
in the message political ammunition for the election bat-
tle ahead. Even the President's comments concerning
Russia seem to reflect the message's dominant spirit of
conciliation in offering the ". . . brighter hope of dimin-
ishing the intensity of past rivalry and eventually sub-
stituting persuasion for coercion."

We do not see any reason to hope for a permanent
agreement with Russia that will "substitute persuasion for
coercion." The organization of society in Russia is such
that great power is concentrated in the central govern-
ment. Under such circumstances, the road to the top
is open only to the shrewdest and most ruthless individ-
uals. Only those who will "liquidate" their opponents
can expect to reach the top of the ladder. Tolstoy wise-
ly said long ago of power, "Thus the effort to get it is
•not likely to be coupled with goodness, but with the
opposite qualities of pride, craft, and cruelty. Without
hypocrisy, lying, punishments, prison, fortresses, and
murders, no new power can arise and no existing one
hold its own." Surely, Russia's history of the past half
century as well as the rest of recorded history testifies
to the soundness of Tolstoy's observations.

We believe that the form of society now established
in Russia is the antithesis of the form of society intended
by the Constitution of the United States. Moreover, we
believe, as all of Russia's leaders have asserted since
the Communists gained control, that communism must
and will continue to regard our form of society as a
mortal enemy to be vanquished by subversion or other-
wise at all costs. Our form of society can be tolerant
of others, but the communist form of society dares not
tolerate another society that demonstrates men can be
free or nearly so. Berlin is a "thorn in the flesh" to
East Germany because it presents a continuing practical
demonstration of what life can be. Hence the fanatical
determination of Russia to absorb all of Berlin into the
Communist fold.

We are convinced that to hope for a lasting accommo-
dation with communism is to hope for an end that can
come only at the cost of our Nation's survival. ' More-

To Annual Sustaining Members:
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by Melchior Palyi. This booklet describes what has happened in
France during prolonged inflation. Now that the United States
is more than half way along the same road, we believe that you
will find this publication most helpful in your attempt to see
where we are going.

over we believe that the only safety for our form of so-
ciety in the longer run will rest on the gradual conver-
sion of the rest of the world, including Russia, to the
form of society envisioned by those who drafted the
Constitution of the United States. On another occasion
we shall enlarge on this subject, but for the purposes of
the present article we simply register our dissent from
the President's optimism and pass on.

We now turn to what the President referred to as
"nagging disorders." He listed the first three as: 1, the
need to protect the public interest in situations of pro-
longed labor-management stalemate; 2, the persistent re-
fusal to come to grips with critical problems in one sec-
tor of American agriculture; and 3, the continuing threat
of inflation, together with the persisting tendency toward
fiscal irresponsibility.

How does it happen that prolonged labor-management
stalemates periodically threaten to disrupt the entire
economy, to hamstring the Nation's defense effort, and
to retard if not stop altogether the continued industrial
growth on which survival in a hostile world apparently
will depend? Is it not obvious that the great power to
disrupt the Nation's economic activity now held by or-
ganized labor is a power that we, the citizens, through
our legislature, the Congress, have created? Laws pro-
viding special privileges for labor unions and exemp-
tions of unions from the statutes applicable to combina-
tions of businesses have created the power that the Presi-
dent deplores but would cope with by an appeal to "good
common sense" and by encouraging "discussions between
management and labor outside the bargaining table."
Until the power of labor unions to disrupt the Nation's
economy is eliminated, we predict that conciliation by
whatever means can have but one result, namely, sur-
render of the public interest to the ruthless power of a
minority group.

With reference to the farm problem, the President
said, "Once again I urge Congress to enact legislation
that will gear production more closely to markets, make
costly surpluses more manageable, provide greater free-
dom in farm operations, and steadily achieve increased
net farm incomes." Is there any instance in all of re-
corded history when a government, however absolute its
power, has succeeded by legislation in gearing "pro-
duction more closely to markets" better than have free
production and free markets? If there is such an in-
stance, we have not learned of it. What reason is there
to hope that the end visualized by the President can be
achieved by means of legislation? We know of none.
We believe that there is an obvious and certain solution
for the farm problem. It is to repeal all legislation



concerned with that problem forthwith and to use the
existing surpluses as one last payment, in kind, to far-
mers for not producing whatever they get from the
surplus hoards. On this subject also, we shall comment
at greater length in a subsequent article.

With reference to inflation, the President said,
"Whether domestic prices, so high as to be noncompeti-
tive, result from high profit margins or from increased
labor costs that outrun growth in productivity, the final
result is seriously damaging to the Nation." Does not
the President know that no business firm, unless it has
a monopoly, is free to determine its own net profit mar-
gin? Does he not know that labor costs cannot increase
beyond the gains in productivity unless producers can
pass along such costs to buyers and that this cannot be
done in the absence of money-credit inflation as we des-
cribe and measure it in these bulletins? If he does
not know this, he is not adequately informed in spite
of the availability of his Council of Economic Advisors.
The President says, "We must prevent inflation." If he
were-tO'say, "We-must not only prevent more inflation,
we must deflate in order to correct already existing mal-
adjustments," he would be urging a course of action
that might, if soon begun and energetically pursued,
prevent a serious economic disaster.

We also question the use of such a designation as
"nagging disorders" for economic illnesses that we con-
sider serious. The steadily immobilizing onslaught of
arthritis might be called a "nagging disorder"; the grad-
ual cancerous growth of surplus tissue might be called
a "nagging disorder"; and the dilution of the blood
stream accompanying pernicious anemia might be called
a "nagging disorder"—but we wonder whether such a
disarming and conciliatory name for dangerous diseases
would arouse the victims to the sense of urgency that
would incline them to accept the major operation or
other drastic treatment that might be necessary in order
to effect a cure.

The "Threat" of Russian Gold

From time to time we receive inquiries about the
"threat" that Russian gold holdings constitute for the
free world economies. Sometimes these inquiries re-
fer to articles in newspapers or elsewhere that have dis-
cussed "dumping" of Russian gold, or the great "gains"
that Russia could obtain from a devaluation of the dol-
lar (reduction in the weight of the gold dollar). We
cannot too strongly emphasize that all such assertions
are nonsensical, for reasons that will be explained. We
cannot prove that the many statements of this kind that
have been published are deliberately intended to mis-
lead, but we caution all readers to inquire carefully into
the sources of any such assertions.

In the first place, readers should understand that gold,
in the world as it is today and probably will be for the
indefinite future, is the primary war reserve of last
resort. With gold, any nation can buy somewhere in
the world whatever it needs, including materials essential
to war industry and even including traitors or fifth-
columnists within an enemy nation. Without gold, a
nation may be unable to buy abroad in time of war when
no foreigner will trust its paper currency; with gold, a
nation can buy, through intermediaries if necessary,
whatever it needs.

For many years Russia has maintained one of the

most elaborate networks of spies and subversive agents
in the world. No nation knows better than Russia how
essential gold is for the financial support of such an or-
ganization. Only gold is the one sure means of obtain-
ing the currency of every country in the world for the
pay and operating expenses of spies and the Communist
network within each country.

During the past several years Russia has been using
gold to buy various essential materials. No one knows
how much Russian gold has been spent in this way, but
the estimates are about $250,000,000 annually. Obvious-
ly, the Russian Government is well aware of the import-
ant part that gold may play in any general war.

Neither the amount of gold held by Russia nor its
annual production are known. Strict secrecy concerning
such information is rigidly maintained. Rumors place
Russia's total holdings at perhaps $8,000,000,000, and
Russia's annual production has been guessed at $600,-
000,000. Either of these figures may be far from cor-
rect.

That Russia is striving to increase her gold holdings
is indicated by reports of recent mining operations. At
the official exchange rate for the ruble (4 for $1) Russia
is said to be mining gold at a cost of $160 per ounce. The
black-market rate for the ruble has been only one-fifth
or one-sixth of the official rate; and this would imply
a cost of about $30 per ounce, more or less. However,
in the absence of free markets for the ruble no one knows
what the underlying relationships actually are. The
official rate certainly is higher, and the black-market
rate is below the rate based on real values, but where
the rate should be is otherwise indeterminate.

In any event, the notion that Russia might "dump" her
gold in exchange for dollar currency or dollar credits
is fantastically ridiculous for two reasons: 1, this would
constitute an interest-free loan by Russia to the United
States; 2, it would remove from Russian hands the "gold
bullets" that, as in the past, almost certainly will be a de-
cisive influence in a major war of the future. We do not
doubt that any member of Russian upper levels of gov-
ernment who seriously urged exchanging of Russian
gold for American dollars would be summarily shot.
In Russia, treason seems to be more quickly recognized
and more sternly dealt with than it has been here in the
United States.

Of one thing we feel sure: Russia well knows that the
United States, if stripped of gold, would be a weak en-
emy. The leaders of Russia long have maintained that
inflation is their most potent weapon against other
nations, and certainly the United States will become in-
creasingly vulnerable to inflation as its gold reserve
diminishes. Without gold the United States would lack
effective means of aiding some of its allies, and without
gold the United States would find that its credit abroad
would be inadequate for wartime needs. We assume
that Russian agents are doing all in their power not only
to get gold out of the United States but also to lull the
citizens into a sense of false security while the extrac-
tion proceeds. For that reason we recommend not
that readers ignore assertions of the type we have re-
ferred to but that they do what they can to trace such
assertions to their source. We should not be surprised
to find that much of the talk about the "threat" of Rus-
sia's gold is a "smoke screen" intended to cloud the view
of those who would otherwise be more concerned about
the loss of United States gold.
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What the Indicators Say
Note: The indicators reported on below are seasonally adjusted.

No new data for the leading or coincident indicators
were reported during the week.

Among the lagging indicators, bank rates on business
loans increased in December, but retail sales, affected by
interrupted automobile production, decreased slightly.

Until marked and clear-cut improvement among, the
leading indicators occurs, extended gains in business
activity will not appear probable.

* * * * *

The Iron Age composite price of No. 1 heavy melting
steel scrap, not one of the indicators, was $41.50 on Jan-
uary 12, unchanged from that on January 5.

PRICES
Commodities at Wholesale

Index
Spot-market, 22 commodities
Commodity futures
Note: The indexes are respectively those of the United States
Bureau of Labor Statistics and Dow Jones. Both indexes are
converted so that their August 1939 daily averages equal 100.

1959

Jan. 13

262

305

1960

Jan. 6 Jan. 13

258 260

312 3.11

SUPPLY
Residential Construction

Our seasonally adjusted index of residential construc-
tion decreased 9 percent in November, after having in-
creased one-half of 1 percent in October, and was 9 per-
cent less than the index for November 1958.f

The Engineering News-Record index of construction
costs decreased slightly in November for the third suc-
cessive month since its alltime record was reached in
August. The November index was less than one-half of
1 percent lower than that of August, but was 41/2 percent
higher than that for November 1958.

Our index of the physical volume of residential con-
struction, derived by dividing the seasonally adjusted
dollar value of contracts by the index of construction
costs, decreased 9 percent in November, after having in-
creased slightly in October; it was 13 percent less than
the index in November 1958, and 22 percent less than
the record reached in June 1959.

The dollar total of residential construction contracts
in the 48 States, as reported by the F. W. Dodge Cor-
poration, was 5 percent less for October than that for

tThis index is a 3-month moving average of the seasonally adjust-
ed monthly totals of contract awards in the 37 States east of the
Rockies. Because these totals have not been published since 1956,
they have been estimated subsequently from data reported for
48 States. Accordingly, the index for all months since 1956 is
subject to revision.

October 1958, and was 91/2 percent less for November
than that for November 1958, thus continuing the down-
ward trend from the alltime record in April.

New privately-owned nonfarm dwelling units were
started in November at the seasonally adjusted annual
rate of 1,210,000, about 21/2 percent more than the an-
nual rate in October but 15 percent less than that in
November 1958.

New homes financed under Government-sponsored
programs totaled 28,300 in November, about 21 percent
less than the October total and 23 percent less than the
total in November 1958. New homes privately financed
by conventional loans totaled 62,400 in November, about
6 percent less than the number in October and 11 per-
cent less than those so financed in November 1958.

Applications for FHA commitments decreased from
25,500 in September to 24,100 in October, and to only
16,100 in November. Requests for VA appraisals de-
creased from 17,900 in September to 16,700 in October,
and to 12,200 in November. The combined number of
applications and requests under these' programs was'20"
percent less in October than that in October 1958, and
25 percent less in November than that in November
1958.

The retarding effect on residential construction of
higher interest rates, and increases in construction costs,
land values, and property taxes continued through No-
vember and probably thereafter.

Proposals are pending before Congress to increase
governmental aid for residential construction. One such
proposal would authorize the Federal National Mortgage
Association to purchase an additional $1,000,000,000 of
Government-insured mortgages in the open market. Simi-
lar action in early 1958 apparently stimulated home con-
struction by making additional funds available to mort-
gage lenders thus making additional loans to builders
possible.

It seems questionable, however, whether such a meas-
ure, if adopted, would have a similar effect today. In
1958 the mortgage market was subject to far less compe-
tition by other forms of borrowing, and interest rates
were generally lower. At present the demand for bor-
rowed money is increasing, resulting in higher interest
rates. Savings institutions, paying at most 41/2 percent
on funds deposited with them, are in competition with
effective rates of 5 percent or more on short-term Gov-
ernment obligations and even higher rates on other
securities. It seems probable therefore that a consider-
able amount of the funds theoretically freed by FNMA
purchases for additional mortgage lending might instead
be absorbed by withdrawals from the savings institutions,
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or placed by the institutions themselves in other invest-
ment media.

Further gains in business activity would almost cer-

tainly result in tightening money conditions, which, in

the absence of congressional action effectively stimulat-

ing home building, if historical precedent is followed,

would progressively retard residential building activity.

On the other hand, a downturn in the trend of business

activity would hardly be accompanied by a revival of

home building. We therefore anticipate a continuation

of the declining trend in residential construction during

the next several months.

New Consumer Goods Per Capita
Our index of new consumer goods per capita for De-

cember decreased 2 percent from November, but was
2 percent more than the index for December 1958* The
further decrease from the recent October peak of the
index was attributable chiefly to the decrease in residen-
ital construction, while smaller relative decreases oc-
curred in the production of shoes, textiles, and apparel.

Production of consumer goods in December, unad-
justed for population increases, was 2 percent less than
that in November, but was 4 percent more than such pro-
duction in December 1958. Although automobile pro-
duction increased during December, it was still less than
the September rate and considerably less than that for
October.

The Federal Reserve Board's seasonally adjusted in-
dex of consumer durable goods production is estimated
to have decreased further in December, chiefly be'eause
of the continuing shortages of steel, which affected par-
ticularly automobile production. As steel production
increases, strong consumer demand will probably result
in increased consumer durable goods production.

Greater availability of steel, a controlling material in

the manufacture of most consumer durable goods, is per-

mitting increased production, needed to make up the

fourth-quarter output lost as a result of the steel strike.

Industrial Production
Production of steel, automobiles, lumber, and electric

power (1) in the 1- and 4-week periods ended on the
indicated dates in the current year and (2) in the cor-
responding periods of earlier years was as follows:

1929 1932 1957 1958 1959 1960
Steel

Ingots—million tons
Week: January 16 1.15 0.40 2.47 1.54 2.12 2.72p
Four weeks: January 16 3.92 1.24 9.90 6.09 8.30 10.87p

Automobiles
Vehicles—thousands*

Week: January 9 96 31 188 146 165 200p
Four weeks: January 9 278 124 605 508 578 642p

Lumber
New York Times Index

Week: January 2 132 42 95 74 96 123
Four weeks: January 2 138 44 107 96 122 136

Electric Power
Kilowatt-hours—billions

Week: January 9 1.7 1.6 12.3 12.5 13.6 14.3
Four weeks: January 9 7.7 7.5 47.4 48.8 51.8 55.4

p Preliminary.
* Cars and trucks in the United States and Canada.

*The index reflects the production of goods that account for
about two-thirds of all consumer purchases, and is preliminary
for the latest month; it is a 3-month moving average plotted at the
third month in recognition of the lag in the arrival of goods at
retail markets.

DEMAND
Department-Store Sales

Sales of department stores reporting to the Federal
Reserve banks compare with those of corresponding pe-
riods a year earlier as follows:

Period Percent Change

Week ended January 9 +9
Four weeks ended January 9 +11

BUSINESS
Manufacturers

9
 Orders, Sales, and

Inventories
Note: Data for new orders, sales, and inventories are seasonally
adjusted; data for unfilled orders are not so adjusted.

New orders received by manufacturers during Novem-
ber were about 3 percent less than those received during
October but about 6 percent more than those received
during November last year. New orders for durable
goods, a leading indicator of business-cycle changes,
were nearly 8 percent less than those received in Octo-
ber but about 2 percent more than those received in
November last year. New orders for nondurable goods
were about 1 percent more than those in October and
nearly 10 percent more than those received in November
last year.

Sales (shipments) of manufacturers in November were
seven-tenths of 1 percent less than those in October but
6 percent more than those in November 1958. Sales of
durable goods were about 31/^ percent less than those in
October but I1/? percent more than those in November
1958. Sales of nondurable goods were nearly 2 per-
cent more than those in October and about 10 percent
more than those in November 1958.

Inventories of manufacturers on November 30 were
unchanged from those at the end of October but nearly
41/£> percent more than those of a year earlier. Inven-
tories of durable goods were slightly more than those in
October and 5 percent more than those in November
1958. Inventories of nondurable goods were slightly
less than those at the end of October but nearly 4 percent
more than those at the end of November last year.

The ratios of manufacturers' inventories to sales for
all goods, durable goods, and nondurable goods for
November compare with those for November 1958 and
October 1959 as follows:

7958 7959
Nov. Oct. r Nov. p

All goods 1.79 1.75 1.76
Durable goods 2.10 2.08 2.17
Nondurable goods 1.51 1.45 1.41

r Revised, p Preliminary.
Unfilled orders of manufacturers at the end of Novem-

ber were unchanged from those at the end of October
but were about 10 percent more than those at the end of
November last year. Unfilled orders for durable goods
were unchanged from those at the end of October but
were about 10 percent more than those at the end of
November 1958. Unfilled orders for nondurable goods
were unchanged from those at the end of October but
were nearly iy2 percent more than those at the end of
November 1958!

The second consecutive monthly decrease in manufac-

turers' new orders for durable goods casts doubt on the

business outlook. However, because of interrupted pro-

duction in the automobile and other industries, caused

by the steel strike, 1 or 2 more months will be needed to

confirm a downward trend for such orders.

12


