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How Close Are We to Devaluation?
The question whether the United States will (or

should) devalue the dollar received renewed attention
early in March during a meeting in Washington of
bankers, businessmen, and economists that was spon-
sored by the American Bankers Association. Four prom-
inent economists suggested various measures that they
believed would solve the problem of slow economic
growth. According to Newsweek, the disagreement
among them "would have been almost comic," if the
problem had been less important.

It was Professor Samuelson, of Massachusetts Insti-
tute of Technology, who brought devaluation into the
discussion. After statiing that "mil;itaniJy cheap and
easy money" would solve the problem but that this could
accelerate the flow of funds to foreign countries, he sug-
gested that devaluation of the dollar be considered.
"If the dollar is overvalued," he said, "running a slug-
gish, slow-growth economy is a remedy worse than the
disease."

The significance of this revelation of Professor Sam-
uelson's opinion hardly can be overestimated. During
the past two years the Administration's fiscal policies
have 'reflected Ms ideas. From time to time news reports
reveal, that he has been consulted by the President.
Moreover, the Chairman of the President's Council of
Economic Advisers, Dr. Walter Heller, was recom-
mended for that ipost by Professor Samuelson, we under-
stand. Dr. Heller as well as his associates among the
President's Council of Economic Advisers apparently
are in full accord and have long been in accord with
Professor Samuelson.

Although President Kennedy has followed Dr. Heller's
recommendations for increased spending, tax cuts, and
large deficits, he has repeatedly opposed devaluation.
In his first State of the Union Message he flatly promised
that the United States would not "distort the value of
the dollar in any fashion." And to emphasize this he
added, "That is a commitment." (In the prepared text
of his speech the word "pledge" had been used.)

We do not doubt the President's word, but we doubt
that he realized the magnitude of the Nation's balance
of payments problem and the consequent threat to its
gold stock or the nature of the task ahead. Now, two
years later, with the dollar in even greater jeopardy,
neither the President nor his economic advisers have
shown any interest in measures that would permanently
strengthen the dollar. On the contrary, they urge that
the Government spend more and tax less, and reveal un-
concern for huge and continuous deficits.

What the President may not have realized is that de-
valuation need not be a direct action on the part of the
Executive or of Congress. As extravagant fiscal policies

increase doubts abroad that the value of the dollar will
be maintained, all that stands between us and devalua-
tion is our gold stock, three-fourths of which is required
as the basis of our domestic money-credit system. Any
impediment placed in the way of a free outflow of gold
to foreign governments and central banks, no matter how
much or how little of our gold they might ibe demanding,
would immediately cause claims on dollars to depreciate
in foreign exchange markets throughout the world. The
"price" of gold in terms of U.S. currency would rise,
probably markedly, from its present parity of $35 an
ounce; and thus the dollar would be devalued de facto.

We should like to hope that the history of devaluations
had placed the President on guard against advice that if
taken could lead (to another one. (The United States
devalued the dollar by about 40 percent in 1933-34.)
Apparently it has not. That history is a sorry story of
broken promises. Inevitably, it seems, Finance Minis-
ters and Chiefs of State feel obliged to deny the possi-
bility of devaluation until almost the moment that it
occurs. Two instances, from the many that could ibe
cited, will illustrate this.

In September 1931, just before England went off the
gold standard and the pound sterling lost about a fouifh
of its value overnight, the Governor of the Bank of Eng-
land denied the possibility of such action. According
to Benjamin M. Anderson: "On Friday, September 18,
Doctor Vissering, head of the Netherlands Bank, phoned
Montagu Norman of the Bank of England to inquire if
it were safe for him to continue to hold sterling, and
received unqualified assurance that England would re-
main on the gold standard. He held his sterling * * *.
On Sunday, September 20, the announcement was made
that Engl.and would1 abandon the gold standard * * *."*
How many other such assurances were given at that time
by Bank and Government officials no one can know.

This technique of denial was used pu'bljcly on a grand
scale by Sir Stafford Cripps, Chancellor of the British
Exchequer, prior to a further devaluation of the pound,
by 30 percent, on September 18, 1949. On at least 12
occasions prior to the time of the devaluation he made
statements such as the following: "There will be no de-
valuation of the pound sterling." "Devaluation is
neither advisable nor even possible in present conditions."
"No one need fear devaluation of our currency in any
circumstances." "The government has not the slightest
intention of devaluing the pound."f

How near or far off devaluation of the U.S. dollar

*Economics and the Public Welfare, D. Van Nostrand Company,
Inc., New York, 1949, pp. 24647.
t Henry Hazlitt, What You Should Know About Inflation, D. Van
Nostrand Company, Inc., New York, 1960, pp. 22-23.
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may be, or whether it ever will occur, can only be con-
jectured. Short-run palliatives and expedients can de-
lay it, and a return to sound fiscal and monetary policies
could prevent it. That Professor Samuelson, whose views
on Government finance have directly or indirectly in-
fluenced the President's thinking, should suggest deval-
uation as a measure deliberately to be considered, is
cause for serious concern.

Business Expenditures
For New Plant and Equipment

Some observers find a clue to favorable business de-
velopments in the $2.7 billion increase (the highest since
the first quarter of 1957) in capital appropriations for
new plant and equipment, made in the fourth quarter of
1962 by manufacturers, as reported by the National, In-
dustriall Conference Board to Newsweek (March 18,
1963). The total of these appropriations was 13 per-
cent more than that in the corresponding quarter of 1961.
The chief economist of the Conference Board has used
this information as a basis for forecasting an expanding
rate of capital spending by business Well into 1964.

We find no scientific basis for accepting or rejecting
this optimistic forecast. However, we must remind read-
ers that (1) capital appropriations are not commit-
ments to spend but are subject to cancellations as we1! as
to an extension of time over which the expenditures may
be made; and (2) even expenditures ait a level 13 per-
cent more than those of a year earlier when the rate of
capital expenditures was at a record level, would be the
equivalent of an increase from the previous record rate
reached in 1956 corresponding to a rate about half that
of the country's long-term rate of industrial growth.

Because of the tenuous nature of appropriations for
new capital expenditures and the fact that they are a
togging indicator of business-cycle changes, we find
little basis for business optimism in the gain estimated
for the fourth quarter of 1962.

Two Major National Problems
In Perspective

Perhaps the most important problem confronting the
Natiofl over the longer run ds that resulting from in-
equality of opportunity attributable to special privileges
for some and the effective disinheritance of others. For-
tunately, teohno'logiical advances are providing new
frontiers for industry similar in their leavening effects
to the easy availability of free land during the first cen-
tury of the Nation's existence.

We lin the United States never experienced to a marked
degree the degrading and deteriorating influences that
'were the lot of the underprivileged in Europe, for ex-
ample, in the England of Dickens' time. Our free land
in the West was a far more effective ameliorating influ-
ence than were the more distant areas of Canada and
Australia for the English masses. Effectively disin-

herited from the land by the successive Enclosure Acts
and forced into the cities as a resourceless proletariat,
England's sons of sturdy yeomen became willing converts
to socialism. That we shall be faced with pressing prob-
lems of this nature in the not too distant future seems
probaible; but, for the time being, the frontiers opened
by scientific advances are postponing for us the need to
grapple with that problem.

The most pressing problem confronting the United
States today, as many of our readers are well aware,
is thiat of getting its moneyjcred'it affairs in order. The
Nation lis well along on the path that France followed for
five decades. The subtle deteriorating effects of pro-
longed inflation and gradual depreciation of a nation's
monetary unit become striking when viewed in the
perspective of decades rather than years. When the
Federal Reserve System was formed in 1914, there was
clear evidence in the congressional debates and elsewhere
that the basic principles of sound commercial banking
were recognized. A century of experience in England
with the gold standard and sound banking had revealed
lessons that were heeded 'when our central banking sys-
tem was established. However, the deficit financing 6f
two world wars, a New Deal,, and of Administrations
since World War II have disregarded those principles
and created a vast inflation, the effects of which already
have been far reaching.

The (problem of restoring a sound currency and shift-
ing the economy from its present condition of marked
inflation to a situation where sound commercial banking
were the rule instead of the exception is one of great
complexity and magnitude. If a beginning were made
by a return to sound fiscal policies and by measures
that would restore the complete gold standard, with ful-
fillment of the Government's promise to pay on demand
as printed on each piece of currency, we should at last
be moving in the right direction.

What the Indicators Say
Among the leading indicators, the accessions rate and

the inverted layoffs rate both increased in January.
Among the coincident indicators, the inverted unem-

ployment rate decreased in February but retail sales
increased.

Among the lagging indicators, consumer installment
debt increased in January. According to anticipations
surveys, expenditures for plant and equipment probably
will increase during the second quarter.

The leading indicators continue to signal recession
ahead.

SUPPLY
Residential Construction

Our seasonally adjusted index of the dollar amount of
residential construction increased 8 percent in Decem-

INDEX
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ber and 1 percent in January. The indexes for these
months were 4 and 5 percent greater, respectively, than
those for the corresponding months a year earlier.

The Engineering News-Record index of construction
costs reached new alltime highs in December and Janu-
ary. For January the index was 3 percent higher than
that for January 1962.

Our indexes of the physical volume of residential con-
struction (derived by dividing the seasonally adjusted
amount of contract awards by the index of construction
costs) for December and January were 1 and 2 percent
greater, respectively, than the indexes for the corres-
ponding months a year earlier. The index for Decem-
ber was 8 percent greater than that for November; for
January the index was 1/2 of 1 percent more than that
for December.

Private nonfarm dwelling units started1 in December
and January were estimated at seasonally adjusted annual
rates of 1.44 million and 1.22 million, respectively. This
rate for December was 8 percent less than that of No-
vember and 15 percent more (than that of December
1961. The rate in January was 15 percent less than that
in December and 2 percent less than that in January
1962.

New nonfarm dwelling units privately financed with-
out governmental aid were at the seasonally adjusted an-
nual rate of 1,191,000 in December, Which rate was 26
percent greater than that in December 1961, and at the
seasonally adjusted annual rate of 973,000 in January,
which was 1 percent more than the rate in January
1962. New nonfarm units privately financed under
Government-insured loans were at the seasonally adjusted
annual rates of 251,000 in December and 246,000 in Jan-
uary, 19 and 13 percent less, respectively, than the rates
for the same months a year earlier.

Applications for FHA commitments for new home con-
struction decreased from a seasonally adjusted annual
rate of 207,000 in November to 199,000 in December and
increased to a rate of 203,000 in January. Requests for
VA appraisals increased from a rate of 162,000 in Novem-
ber to a rate of 172,000 in December but decreased to
161,000 in January. Total applications and requests
under the Government-insured programs in December
and January were 25 and 15 percent less, respectively,
than those for the corresponding months a year earlier.

The December increase in the seasonally adjusted in-
dexes of dollar amount and physical volume of residen-
tial construction to new highs for the year failed to con-
tinue ait a comparable rate in January, when the indexes
were only sl,ightly higher than those for December.
Seasonally adjusted rates of private nonfarm dwelling
units started, however, decreased substantially in both
months.

INDEX

Although FHA and VA officials profess to believe that
the President's anti-bias order of November 21, 1962 had
little or no effect on applications for new Government-
insured loans in December and January, the fact remains
that substantial decreases in total applications of 25 per-
cent in December and 15 percent in January from those
of a year earlier occurred, whatever the basic cause or
causes may have been.

High construction costs, large numbers of residential
housing vacancies, considerable evidence of overbuilding,
lack of substantial demand, and other unfavorable fac-
tors continue to militate against any sustained upturn
in residential construction in the immediate future. There
appear to be no important factors favorable to such an
upturn.

We believe that decreases in residential construction
are much more probable than increases during the next
several months.

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

lumber (1) in the 1- and 4-week periods ended1 on the
indicated dates iin the current year and (2) in the cor-
responding periods of earlier years was as fallows:

Steel 1929 1932 1956 1960 1962 1963
Ingots—million tons

1 week: Mardh 9 1.28 0.40 2.46 2.66 2.37 2.18
4 weeks: March 9 4.95 1.56 9.75 10.69 9.58 8.45

Automobiles
Vehicles—thousands*

1 week: March 9 135 35 165 185 167 193p
4 weeks: March 9 498 137 648 755 679 764p

Electric Power
Kilowatt-hours—'billions

1 week: March 9 1.7 1.5 11.1 14.3 16.4 17.1
4 weeks: March 9 6.8 6.1 44.9 56.8 65.3 69.7

Lumber
New York Times Index

1 week: March 2 130 37 121 113 102 n.a.
4 weeks: March 2 124 38 124 126 115 n.a.

* Cars and trucks in the United States and Canada.
p Preliminary,
n.a. Nat available.

DEMAND
Department-Store Sales

The seasonally adjusted index of sales of department
stores reporting to the Federal Reserve banks was 157
in February, compared with 158 in January and with 154
in February 1962. The March record began still less
favorably, as the first 2 weeks' sales decreased 4 and 6
percent from sales in the comparable periods last yeaT.

Prices of goods sold in department stores decreased
about 1 percent from December to January, when their
average was 0.9 percent more than that in January 1962.
Except for temporary seasonal advances in November
and December, average department-store prices have re-

DEPARTMENT - STORE SALES
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mained almost stable during the past year.
OUT index of the physical, quantity of goods sold in

department stores (derived by dividing the dollar sales
index by the index of prices) was 2 percent less in Jan-
uary than it was in December but 2 percent more than
it was in January 1962. The February index is es-
timated to have increased about 1.4 percent from that for
February 1962. The latter rate of increase is smaller
than the rate of increase of population served by de-
partment stores, and it also lags behind the long-term
rate of increase of sales of such stores.

The potential quantity of department-store sales, as
measured by the production of goods commonly sold in
these stores, increased 1 percent from Decemiber to Jan-
uary and was 6 percent more than it was a year ago.
Currently, more goods are being produced in the con-
sumer •categories stocked 'by department stores than are
being absorbed by customers, even with the stimulus af-
forded by easier credit terms.

Department-store sales throughout the country, as
recently reported for January, indicated widely varying
results among the different Federal Reserve districts.
The national average gain of 3 percent more than sales
in January 1962 was matched in the Chicago area and
was exceeded by gains ranging from 4 to 10 percent in
the midwestern and southern districts. In the north and
east, subnormal gains of 1 and 2 percent were obtained
in New York and Boston, while relative losses of 1 and
7 percent were recorded in the Cleveland and Philadel-
phia areas.

Only moderate increases in department-store sales from
those of a year ago are expected during early 1963.

Latest Weekly Data

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

Period Percent Change
Week ended March 9 + 7
Four weeks ended March 9 + 2
Sixth week before Easter +7
Year to date + 3
Note: In order to compare weeks of corresponding relation-
ship to Easter, we compare sales of the week ended March 9
with sales of the week ended March 17 last year under the
"Sixth week before Easter."

BUSINESS
Ratio of Retail Inventories to Sales

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

The ratio of inventories to sales in January for the

department stores reporting to the Federal Reserve banks
was 3 ipercent less than the ratio in December and nearly
7 percent less than that of a year earlier.

Inventories of reporting stores at the end of January
were 2.6 percent less than those of a month earlier but
unchanged from inventories of a year earlier.

Sales in January were nearly 1 percent more than those
of a month earlier and 7 percent more than those of a
year earlier. Indexes of inventories and sales of depart-
ment stores for January and the ratio of these inventories
to sales compare with those of the preceding month and
a year earlier as follows:

1962
Jan.
182
163

2.99

Dec.
187
173
2.88

1963
Jan.
182
174p
2.79

Inventories (1947-49 = 100)
Sales (1947-49 = 100)
Ratio: inventories to sales
p Preliminary.

New orders placed by the stores during January were
3.6 percent less than those iplaced during January 1962.
Orders placed by the stores and unfilled at the end of
January were 4.6 percent more than those at the end of
January 1962.

Although store inventories are relatively small in re-
lation to sales, unfilled orders at the end of January are
nearly 5 percent more than those of a year earlier. Thus,
it seems probable that new orders placed by the stores
will not increase more than seasonally this spring.

PRICES
Commodity Prices

1962 1963
Index Mar. 11 Mar. 4 Mar. 11

Spot-market, 22 commodities 259 247 n.a.
Commodity-futures 308 304 320
Steel-scrap $31.83 $27.50 $27.50
n.a. Not available.

INDUSTRIAL PRODUCTION
FEDERAL RESERVE BOARD INDEXES

(Seasonally adjusted: 1957-59 = 100)
7962 1963

Industry
INDUSTRIAL PRODUCTION—Total

Manufactures—Total
Durable
Nondurable

Mining
Utilities

p Preliminary.

Jan.
114
114
113
116

104
129

Dec.
119
120
119
121
103
136

Jan. p
119
119
119
120
103
138
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