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The Business Situation
BUSINESS has entered the fall season with larger-

than-seasonal gains in most lines of enterprise,
following an unusually active summer. After holding
approximately steady at the high June level during
July and August, industrial production advanced sub-
stantially in September. At the close of the month
the rate of industrial output matched that of the
best month on record, December 1939. The flow of
new business to manufacturing concerns—-stimulated
by the defense program and the heavy demand for
war materials from abroad—has continued to grow,
raising backlogs to a level which assures further expan-
sion in manufacturing industries into the winter months.
In the construction field, contract awards have been
raised to the highest point in 10 years through the
increased volume of defense and related projects.
With employment and pay rolls rising sharply, retail
sales have also been stimulated. All available evidence
emphasizes the fact that a general rise in income and
business activity is in process.

As may be seen in figure 2, a substantial increase in
general business activity has already been witnessed
over the past year. Thus the rise from this time for-
ward will be superimposed upon a relatively high busi-
ness level. It is interesting to note that the comparisons
of the past year with a year earlier are in virtually all
cases as favorable as the comparisons of August 1940
with a year ago. The one exception is construction
contracts, which show no significant gain for the full
year as a result of the decline in public construction
from the higher totals attending the 1938 public works
program.

Purchasing More Active in September.

The tempo of the recovery movement was probably
quickened in September. With the expansionary impli-
cations of the defense program more apparent, business
sentiment became more crystallized in the view that a
favorable prospect was assured. Purchasing in pri-
mary markets was activated and there was a rather
general tendency to lengthen commitments in an effort
to forestall delivery delays or to anticipate advancing
prices. Copper sales in September were the largest on
record, with a total of 255,332 tons, and zinc buying
was unusually heavy. As lumber prices jumped under
the pressure of concentrated Army buying, mills re-
ceived a much increased flow of new orders. Sales of
cotton and woolen goods have also risen, and buying in
hide markets has been more active. Reports from
wholesale markets indicate that the strong trend of
retail sales has led to reordering of fall merchandise.

Comprehensive data on new orders are available
only for August at this time. These show that after a

slight decline in July from the June peak of 133, the
index of new orders during August again approached
the latter volume. The gain occurred entirely in the
durable-goods industries. These industries have had
a monthly increase in new business since February,
the index rising an additional 6 points to 165 during
August. New business received in this month was the
largest since that of last October. The situation at
this time is, however, much more favorable than last
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fall, since the total of new orders then was considerably
inflated by the purchase of semifinished goods for stock.
In August, on the other hand, the situation was quite
different. New orders received by the machinery
industries were well ahead of other durable lines; the
index for electrical machinery rose from 190 to 214
during the month and other machinery from 154 to 173.
The August volumes w êre almost double the figures for
the corresponding month a year ago. New orders in
the non-durable-goods industries declined slightly, but
total business remained reasonably high.
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Continued heavy volume of new orders placed with
manufacturers in recent months provided the basis for
a substantial rise in shipments during August. De-
liveries were up 9 percent from July, and allowing for
the seasonal low in the automobile industry, attained
the peak volumes reached last October and November.
In spite of this rise in shipments, however, incoming
business more than kept pace with the delivery rate,
leading to a further rise in unfilled orders. August
was the fourth successive month in which the backlog
of unfilled orders in the durable-goods industries ex-
panded. Taken together with the increased rate of
purchasing of primary materials in September, it pro-
vides the basis for a general expansion of production
for some months ahead.

Defense Program and Export Demand Provide Stimulus.

Although far from representing the major share of the
increased flow of new business, the national defense
program and the heavy demand for war materials from
abroad have given impetus to the recovery movement.
The defense program is beyond the stage of stimulating
business through anticipation; contracts are being placed
in increasing volume, and considerable production is
now under way. The defense expenditures as reported

by the Treasury, totaled $596,000,000 in the first quarter
of this fiscal year, rising from $153,000,000 in June to
$219,000,000 in September. These figures, of course,
greatly understate the quantity of production now in
process for the defense effort, since the bulk of supplies
are not paid for until delivery. Contracts cleared by
the Defense Commission during the first quarter of the
fiscal year totaled $7,600,000,000; and while delivery on
these will take place over a period of several years,
production of both the actual materials and the
capacity to produce them is now increasing the flow of
income payments.

The impact of current demand from abroad on busi-
ness activity is similarly understated by the latest
export statistics. These show that the loss of Con-
tinental markets was completely offset in August by
a sharp increase in shipments to other countries,
particularly the United Kingdom. Total exports of
United States merchandise in that month were
$342,000,000, a 10 percent gain over the previous
month, with shipments valued at $190,000,000 going
to Britain. The recent volume of purchasing by the
British Purchasing Commission, however, is consider-
ably above this figure, as is the actual quantity of goods
now in production.
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There has been a large shift in the demand from
abroad away from the usual peacetime commodities to
goods directly and indirectly required for war. The
largest increases in exports, not only in August but over
the past year, have occurred in aircraft, steel, metal-
working machinery, and munitions—the very products
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Figure 3.—Value of Exports of United States Merchandise, by Selected
Countries and Regions, 1938-40 (U. S. Department of Commerce, Bureau
of Foreign and Domestic Commerce).

necessary in increased quantity for our own defense
effort. Such concentration of demand in armaments
will tend to limit the expansion of production during
the coming year, in contrast with what would be pro-
duced by a generalized demand of similar magnitude.
The reason for this is that capacity is not immediately
available to fill all the direct needs—let alone those
which will be created by increased civilian demands.
Given time, this capacity can be created, since we are
far from complete utilization of our resources.

Industrial Production Rises.

While industrial production increased a little during
the summer months, the Reserve Board's index rising
from 121 in June to 122 in August, a more substantial
gain occurred in September. The rise was paced by
the durable-goods industries, as it has been during the
entire recovery from April to date. Whereas the early
change-over to new models in the automobile industry
tended to offset gains in other industries during July
and August, the rapid advance of assemblies in Sep-

tember augmented them. By the end of the month,
output was close to 100,000 per week. Steel-ingot
production has risen more than seasonally to over
92 percent of capacity, and the heavy industries engaged
in defense work have undoubtedly continued to speed
production against their tremendous backlogs. Ma-
chinery producers have increased output at a substantial
rate from the already high level of production. The
August gain in the machinery index was 3 percent to
the highest figure on record. Shipments of ore to the
lower Lake ports are reported at capacity in an effort
to insure sufficient supplies to tide over the winter
months.

Largely as a result of the rise in durable-goods pro-
duction, freight carloadings have had a better-than-
seasonal rise as the fall peak in traffic approaches. Load-
ings during September were fractionally higher than
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Figure 4.—Index of Machinery Production, With Adjustment for Seasonal
Variations, 1936-40 (Board of Governors of the Federal Reserve System).

the corresponding period last year, when traffic was
unusually heavy. While coal shipments rose less than
seasonally in September, there has been a greater-than-
usual expansion of ore and miscellaneous freight. By
the end of September, electric power output, increasing
more than customary for the month, established a new
production mark. Higher power consumption was
indicated in all sections of the country, with largest
gains in the defense-industry areas.
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Production of nondurable goods in the aggregate
appears to have been only moderately changed in Sep-
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tember, on the basis of data now available. Activity
at woolen mills increased further as work proceeded on
Army orders. However, there was probably a slight
let-up at cotton mills, after the appreciable rise in
August, and some decline in rayon output. Paper out-
put has declined somewhat from the high volumes of
recent months, but there has been a rather marked
pick-up in the petroleum industry from the low of the
summer months.

The relatively greater gain of the durable-goods
industries should not be interpreted as an unsound
development caused by hesitancy of consumer buying.
All retail sales data show that consumers are spending
freely. In the first place, the durable-nondurable classi-
fication is not a producer-consumer separation of indus-
tries; many consumer goods are in the durable group.
Furthermore, our information shows that inventory
liquidation of nondurable goods continued much after
that movement had been reversed in durable lines.
Hence, even though a major business expansion must
be reflected in a greater gain of the heavy industries
since it must be based upon large-scale investment
(both producers' and consumers'), activity in the light
industries has been under the level required by current
consumption.
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Construction Continues at 10-Year High.

During August and September, construction con-
tracts awarded were higher than in any similar period
during the past 10 years. The awards reported for
the first half of September were a little under the August
rate, though not significantly so. For both periods,
however, all categories of construction have exceeded
the monthly average for the first 6 months, and with the
exception of utility construction have substantially
exceeded the 1939 average.

A strong trend continues to be shown by residential
building, the $153,000,000 total for the 37 Eastern
States in August exceeding that of a year ago by 23
percent. It is the highest monthly volume since July
1929. Total private construction (which includes pri-
vate residential housing) recorded an advance from
$194,000,000 in July to $220,000,000 in August. The

latter figure is found to be 43 percent greater than that
of a year ago. Slightly less than half of this increase
was the result of a larger volume of contracts for manu-
facturing buildings. For the most part, these consisted
of increased plant made necessary by defense require-
ments.

Publicly financed construction awards had abruptly
jumped 83 percent from May to July, raising the total
in the latter month to $204,000,000—slightly more than
the privately financed aggregate. During August,
public contracts declined 4 percent to $195,000,000,
becoming 47 percent of the total. However, the mag-
nitude of public appropriations assures a considerable
amount of construction work for some time to come.

Employment and Income Up.

The wide advance in industrial activity is being
reflected in an increase of employment and income.
By August, factory employment had risen 4 percent
over the April figure, representing an addition of 1.1
million men and bringing total nonagricultural employ-
ment to 36 million. The adjusted factory employment
index in August rose to 103.5 from the July figure of
101.4. This was still 1 percent below the peak reached
in 1939 and 8 percent below the 1937 peak.

The largest employment increase has occurred in the
durable-goods industries. Every major durable-goods
industry except tin manufactures reported a larger
number of workers in August than in July, with machine
tools, aircraft, shipbuilding, automobiles, and hard-
ware showing the largest increases. A more modest
gain was evident in nondurable-goods industries,
though it was well distributed. The rayon, shoe, and
food industries showed a slight decline in their labor
force, but all reported moderate pay-roll gains.

A large rise in income payments was recorded in
August, the Department of Commerce index advancing
by a full point to 90.3. This corresponds to the
January figure, thus offsetting the decline of last spring
to a low of 88.2 in April. The gain resulted from an
increase in nonagricultural income, the adjusted index
of wages and salaries rising to the highest mark since
1930. For the year to date, income payments have
totaled 47.4 billion dollars, as compared with 45 billion
for the corresponding period of 1939. With the pros-
pect of a rising volume of income payments in the
remaining months of the year, the 1940 total will
probably exceed 74 billion dollars, as compared with
70 billion in 1939 and less than 72 billion in 1937.

Agricultural income remains 10 to 15 percent under
that of late 1939 and early 1940, partly as a result of the
late harvest of several important crops (notably cotton
and tobacco), which has decreased marketings. But
the main factor continues to be a level of agricultural
prices lower than that existing at the beginning of the
year. Since agricultural prices at that time were in-
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fiuenced by an overly optimistic appraisal of the inter-
national situation in relation to agriculture, a more
interesting comparison is that between farm income in
August 1940 as against August 1939. In spite of
smaller marketings due to the aforementioned lateness
of crops, farm income this August was $696,000,000,
compared with $675,000,000 a year ago. The higher
prices responsible for the increase, 96 this August
(1909-14=100) as compared with 88 a year ago, reflect
almost exclusively the continuance of a higher level of
domestic demand, for the value of exports of agricul-
tural commodities was $18,000,000 less this August
than last. While evidence as to present and prospec-
tive supply conditions is not entirely clear at the
moment, it is apparent that little, if any, of the in-
creased income can be attributed to changes in supply,
increases in some crops offsetting declines in others.

The gains in employment and income have been re-
flected in all retail trade indexes. Department-store
sales, which expanded 8 points over July to 99 during
August, in terms of the adjusted index, scored weekly
gains averaging 10 percent over September 1939.
Retail sales of passenger automobiles were favorable
for August, and the new models have been met by an
active demand. Chain-store sales were up 9 percent
above August 1939, while the August year-to-year gain
for mail-order companies was about 16 percent.

Commodity Prices Rise.

During July and August, commodity prices continued
to weaken as they have almost continuously since
the abortive rise occasioned by the outbreak of war
a year ago. September witnessed the first persistent
reversal of this tendency as purchasing in primary
markets became more active. Though the Bureau of
Labor Statistics weekly wholesale price index of 813

commodities showed an average gain for September
over August of only a fraction of a point, the index
representing the prices of 28 basic commodities rose
from 108.1 at the end of August to 110.8 at the beginning
of this month.

A break-down of the index into its various com-
ponents gives an indication of the nature of the price
rise. The main element of strength was contributed
by a group of domestic industrial commodities. Copper,
lead, zinc, and steel-scrap prices were especially promi-
nent in the movement, a reflection of the strong de-
mand for durable goods. Cotton-print cloth and wool
tops also showed strength as a result of increased
textile output. Wheat was the only agricultural com-
modity showing a significant rise, continuing the
advance started about the middle of August. Declines
during the month were limited largely to agricultural
commodities affected by international demand or an
increased supply of the specific crops and to certain
import materials. In the former group, cotton, corn,
hogs, and steers were prominent, while cocoa and sugar
featured the price declines among imports.

The rise in prices shown in September is not signifi-
cant as yet, apart from a few commodities. Never-
theless, it suggests that a vulnerable spot in the present
business situation is the possibility of a resumption of
inventory accumulation. It should be recognized that
inventories are already high enough to support a much
larger volume of production, and that the essential
thing at this time is to expand output by keeping goods
moving through the channels of distribution into final
use. Bidding up prices through speculative inventory
buying to levels that cannot be supported by world
conditions would not only hamper sound business
expansion but would create serious difficulties in rapidly
achieving adequate national defense.
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The Business Situation
BUSINESS activity continued to move forward in

July with little evidence of the usual summer dull-
ness. Aggregate production advanced at a pace slightly
i educed from that of previous months, but rising
demand for material by the armament industries forced
curtailment of activity in some civilian lines. Save
for isolated instances—notably petroleum, the supply
of which to the Atlantic Coast States was reduced by
tanker transfers to the United Kingdom—transpoit
facilities remained adequate as weekly freight loadings
again approached 9(30,000.

Construction work was unimpeded, with defense
building reaching a peak and housing construction
being further expanded. Retail trade made a new
peak, with the indexes rising sharply as the usual mid-
summer slump was not in evidence. Dealers were
finding it increasingly difficult to assure prompt de-
livery of important consumer durables whose output
now is about to be generally curtailed.

The multitudinous forces bearing on both supply
and demand were perhaps best summarized on the price
front, where a general lise was experienced.
The Emergency Price Control Bill of 1941

Introduced into Congress.
That stronger efforts wrould be necessary to limit

effectively the price advance was formally recognized
at month's end w îth the introduction of an emergency
price control bill into Congress. The bill as it was
originally introduced would make legally enforceable
any price or rent ceilings established by those to whom
the President delegated his authority. The lack of such
definite power has been a source of considerable tiouhle
to the Price Administrator in past weeks.

In addition, the bill provides for a number of other
methods of implementing price control. These include,
among others, the regulation or prohibition of specula-
tive practices and objectionable marketing methods
and the control of inventories. Moreover, the bill
would provide authority for the Government to enter
the market directly, buying from high-cost producers
at prices necessary to encourage maximum output and
selling at its own price. Finally, where it might sim-
plify matters administratively, the bill would provide
that licenses be required as a condition for conduct ing-
transactions.

It is apparent that no over-all price ceiling is antici-
pated. The bill suggests that in determining the price
ceiling for any commodity, consideration be given to
the price which prevailed on or about July 29, 1941.
However, adjustments can be made for all relevant
factors, including speculative price changes, production
or transport cost alterations, and the profit situation of
the sellers in the year ending July 29, 1941, and sub-
sequently. The President is empowered to obtain all

required information from producers and other sources
to make necessary decisions.

A definite lower limit would be established for ceilings
imposed on agricultural commodities. The bill set this
minimum at either 110 percent of the parity price or
the market price prevailing for the commodity on July
29 last, whichever is higher. With the exception of meat
animals, cottonseed oil, and wool, prices of leading agri-
cultural commodities were below 110 percent of parity
on July 15.

Rents would be brought within the scope of price
control only to a limited degree, with the President
given the right to designate defense areas within which
the rent of lower-cost housing units may be stabilized.
The control applies only to units (including newly
constructed units which are comparable) that rented
for $15 a room per month or less when the region was
designated a defense area. Rents must have risen 10
percent or more above the base before rent stabilization
can be effected.

As may be seen even from the above short summary,
the powers set forth in the bill are very broad. How-
ever, the individuals affected are of course granted
the constitutional protection of the courts in respect
to their property. To facilitate judicial procedure, a
new court—the emergency court of appeals—would be
set up. Subsequent to the denial by the Government
of a protest regarding any of its orders, the protestant
might appeal to this court. The court's decision in turn
could be appealed to the Supreme Court.

In turn, violation of the act (including the falsifying
of documents or reports) could be punished after guilt
were established in Federal court. Moreover, the
buyer of a commodity sold in violation of a price ceiling
might either recover the sale price or receive triple the
amount by which the sale price exceeded the ceiling, in
addition to court costs.

The pace of the price* advance in July was somewhat
modified from that of the preceding 2 months. The
weekly index of 887 commodities was up from 87.7 to
89.2—now above the peak of 1937. However, the fast-
moving index of 28 basic commodity prices jumped
from 14(3 to 15\.

Farm and food prices showed signs of leveling off
during the month as the forces initiating the recent
move1' spent part of their influence. In most instances
the equivalent of the new loan rate on the commodities
subject to loan has either been achieved or closely
approximated. Where the Government has purchased
in the open market to raise prices, it is believed that a
good measure of the original objective has been realized.

Import prices increased further during July as Japan
and China were added to the areas from which payment
for exports to the United States can only be obtained
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by license. Under widespread speculative activity,
silk quickly moved from $3.03 to $3.59 a pound, before
a price ceiling of $3.08 was established. A wide range
of other import commodities including tin, rubber,
copra, and sugar also advanced somewhat in price.

As the President suggested in his message to Congress
asking for price legislation, the rise during recent months
in food, household furnishing, and clothing prices lias
now reached the consumer. These items were prin-
cipally responsible for the accelerated advance in the
cost of living as the Bureau of Labor Statistics' index
rose from 102.9 to 104.6 in June.
Creation of the Economic Defense Board.

Events in the international field of great significance
to domestic producers assumed a clearer shape in July.
Following close upon the freezing of Japanese4 assets in
this country, with a counter action in Japan, was the
establishment of a new economic defense board. To
this board was delegated the authority to develop our
economic policy with foreign countries.

In the recent past such policy has been implemented
along four main lines: the control of exports through
licensing by the export control board, the foreign funds
control dealing with international monetary and
property transactions, the control over shipping facili-
ties exercised by the Maritime Commission, and the
preclusive buying performed by the Metals Reserve
Corporation. Coordination of these activities, as well
as the development of others, will be the responsibility
of the new board, the members of which include the
Vice President, as Chairman, and seven Cabinet
Members.
Freezing of the Japanese Assets.

The freezing of the Japanese assets on July 25 added
only about 130 million dollars to the more than 7 billion
of assets already under foreign funds control.

However, the economic significance of the action lay
in its possible effect on trade. Of course, the placing of
funds under control need not in itself arrest trade.
Other countries whose assets had previously been taken
under control (chiefly the continental European coun-
tries) had already been blocked from trading with the
United States to a large extent and the freezing of assets
had little or nothing to do with the cessation of trade.

If it be decided by the President that certain trade
should continue with Japan, the necessary licenses could
be issued for funds paid to Japanese nationals for cur-
rent imports. Following upon the freezing order, the
Export Control Administrator was directed to "prohibit
the exportation of motor fuels and oil suitable for use in
aircraft and of certain raw stocks from which such prod-
ucts are derived77 and "limit the exportation of other
petroleum products . . . to usual or pre-war quantities."
Meanwhile, the at least temporary curtailment of the
import trade led to the issuance of an order by the Office
of Production Management stopping the processing of
raw silk. This fiber has in recent years accounted for

about 60 per cent of the import trade with Japan, and
the annual inflow has normally been valued at approxi-
mately 100 million dollars. Development of synthetic
substitutes would undoubtedly ease the dislocation if
imports of the material should stop altogether, but pend-
ing clarification of the situation, shutdowns were wide-
spread through the industry.

Other*! imports from Japan—cotton manufactures,
fish, tea being fairly large—-are not sufficiently impor-
tant to cause much dislocation if they should be cut off.
Nor has Japan recently been an important market for
American merchandise. Within the past year our ex-
ports to Japan have been more than halved, and in May
were only 6.6 million dollars. Information is not pub-
licly available as to the character of the trade in the
most recent months, but through April, shipments of
petroleum and steel and their products were the most
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Figure 2.—Imports of Merchandise for Consumpt ion, 1939-41 (U. S.
Depar tment of Commerce) .

important in dollar terms. Cotton shipments had fallen
off very seriously from the previous year, as Japan was
drawing her supplies from India, China, and Latin
America.
Imports in Heavier Volume.

Despite the spread of foreign funds control, the ex-
pansion of export licensing (roughly 43 percent of our
exports in May required licenses from the export con-
trol board), and the growing difficulties with shipping,
both exports and imports were higher in the second
quarter than in any other period since 1930.

June exports were reported as 332 million dollars,
while imports were placed at 261 million. The total
in each case was under that of May, when exports were
376 million dollars and imports 28 ̂ million.

May imports—the latest for which any details are
available—revealed a continuation of a number of
important tendencies. The total value of imports in
May exceeded those of a year previous by 38 percent
and were 45 percent above the value in May 1939.
Only a minor part of the increase since 1939 is the
result of price advances.

The changes in the composition of imports usually
associated with a rise in the national income had been
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further accentuated by the peculiar demands of the
defense program and the shortage of shipping facilities.
Imports of crude materials and semi-manufactures have
advanced steadily in relative importance and in May
were 62 percent of the total. Foodstuffs imports con-
tinued heavy, while import of finished manufactures
had experienced no important decline despite the closing
of Continental Europe.

Of the crude materials, the most important, of course,
are those classified as strategic and critical. Over the
year, the inflow of such materials has risen more
steadily and to a larger extent than other imports (see
fig. 2). In May, strategic and critical materials valued
at 105 million dollars comprised 37 percent of the total;
whereas, in July of last year the 65-million-dollar inflow
was only 30 percent of the aggregate. The largest of
such items has been rubber. This reached United
States ports in the record value of 40 million dollars
during May, which may be contrasted with a 30 million
average in the preceding 4 months and a 20-million-
dollar inflow in May 1940.

Other materials important to the defense effort im-
ported in large volume in May were copper (9.9 million
dollars); tin (13.7 million); and wool (18.7 million). As
the stockpiling program is now conceived, only a portion
of the total materials the United States hopes to acquire
have been delivered thus far. The proportions vaiy
for different commodities, the stocking of tin, manga-
nese, and chrome, for example, lagging behind that of
rubber and tungsten. In many cases, only a part of the
imports for the Government actually reach the stock-
pile, for industrial consumption is of a size as to require
use of a portion of these imports each month.

Table 1.—Imports of Merchandise for Consumption, by
Countries

[Thousands of dollars]

May 1939 I May 1940 May 1941

Total imports . . .

Canada-
North America, excluding Canada
South America_.
Uni ted Kingdom
Europe, excluding United Kingdom
.1 apan
Asia and Oceania, excluding Japan
Africa

203. Wr-i

....... A^l\
L'3. % 1 I 2«>. >s7t ,
11.317 i 9, ! M ,
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J7.fi 17
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1<; 3 17

:•><;. 17!
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13. 033

•19. 553 00. 507 1 (,)f). 771
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With the shift in the composition of imports and the
closing of Europe, has come a steady change in the
relative importance of various areas as a source of
import supply. Imports from Latin America, Africa,
and Asia other than Japan—-the raw material producing
areas—are continuing to grow, both in the aggregate
and as a proportion of the total. Receipts in May
from each of these areas were approximately double the
1939 rate. Together they formed about 70 percent of
total imports, while in 1939 they were only 50 percent
of the smaller total. Imports from Canada also have
risen sharply, with a value of 48 million dollars in May
of this year as against 36 million in May 1940. Ship-

ments from the United Kingdom have been maintained
surprisingly well, being about 10 per cent lower in the
first 5 months than a year previous.
Shipping of Increasing Importance.

In coming months the volume of imports will be
mainly governed by political developments in the
Pacific and by the availability of shipping. The situa-
tion in regard to shipping is of course steadily worsening
and is expected to continue to do so at least until 1942.
New construction in the United States during the first
6 months amounted to 327,000 gross tons. But this,
plus British construction and the acquisition of 480,000
gross tons of immobilized foreign vessels, have ad-
mittedly fallen short of the 2,540,000 gross tons an-
nounced as sunk in the same period.

Table 2.—Employment of American Steam and Motor Mer-
chant Vessels of 1,000 Gross Tons and Over During Selected
3-Month Periods of 1939, 1940, and 1941 i

[In gross tons]

Service

Merchant fleet, total

Laid-up vessels, total- _ _
Government ownership
Private o w n e r s h i p . . . . . . . . . . _.

\ c t ive in trade, total
Foreign trade, total .

Europe . .
Orient, Far East, and India
Australasia . .
Africa-
South America
Nearby foreign 3 . . -
Foreign trading foreign 4 ...-
Around the world

Coastwise trade, total
Intercoastal _ _
Other than intercoastal

Three-month period ended—

June 30,

8

1

0
2

4
1,
3,

1939

127, 773

735, 5G1
770,188
965, 373

392, 212
094, 212
704,649
213,181
64, 554
81. 747

319, 515
532, 562

75, 880
102, 124
298,000
022,152
275, 848

Dec. 31,
1940

7, 226, 993

721
371

June 30,

185
523!

349, 062

6, 505
2, 434

808:6
408i 2

* 00,135
732, 027
93

247,
484,
631,

12,
172,

4 071,
745,

3, 326,

564
461
624
916
148
533
400 i 3,
266
134 3,

1941

808

138
87
51

670
816
2 74
767
102
290,
463,
873,

81,
163,
853
573,
280,

425

392
199
193

033
141
627
140
253
824
246
560
183
308
892
674
218

Increase or decrease
June 30,1941 from—

June 30,
1939

-1,319,348

-1,597,169
-682, 989
-914,180

+277, 821
+721,929
—630, 022
+553, 959

+37, 699
+209, 077
+143, 731
+340, 998

+ 5 , 303
+61,184

—444 108
-448 , 478

+4 , 370

Dec. 31,
1940

-418,568

— 582,793
-284,324
-298,469

+ 164,225
+381,733

+ 14,492
+35, 113

+ 8 , 689
+43, 363
-21,378

+241,644
+69, 035

- 9 , 225
— 217 508
-171,592

-45,916

1 Does not include Lake or River tonnage.
2 Portugal and Spain only.
3 Includes Canada, Mexico, Central America, West Indies, and North Coast of

South America to and including the Guianas.
i Ships engaged in operations in foreign ports.

Source: United States Maritime Commission.

Insofar as American-flag shipping itself is concerned,
the over-all depletion has created the necessity for an
emergency pool of American vessels which is to total
2 million gross tons. A proportion of this tonnage al-
ready has been made available to the British, especially
for hauling* material and supplies to the Red Sea and
Far East, from the United States. Of course, these
vessels are in many instances bringing back necessary
materials to the United States.

Transfers to the British and other foreign flags, as
wrell as further requisitioning of vessels by the Army
and Navy, more than offset new construction and
reduced the merchant fleet of the United States 419,000
tons between December and June, leaving a total of
6,808,000 tons. Since the outbreak of war, the Army
and Navy have acquired 1 million tons, or about ono-
eightli of our prewar merchant fleet.

But as table 2 indicates, American vessels active in
trade increased more than 150,000 tons from the last
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quarter of 1940 to the second quarter of 1941 despite
the reduction in the size of the total ileet. This
increase was accomplished by returning to service
583,000 tons of vessels previously in lay up, only 138.000
tons now remaining in that category.

The heavier tonnage operating to nearby foreign
routes has constituted the major shift in the employ-
ment of American vessels since the end of 1940. For
the most part, this gain was achieved at the expense of
the intercoastal ship lanes.

Reports of ship clearances from American ports show
that the expansion of United States tonnage active in
our trade has been offset by an almost equal decline in
foreign shipping. Though the volume of goods flow-
ing from and to the United States has to this time risen
in the face of reduced shipping space, it is apparent that
a severe shortage of shipping space now is general inso-
far as commercial cargo is concerned. Latin American
trade has been less seriously affected than that from
other areas, while Far Eastern trade has suffered the
most. Despite the growing difficulties, however, ship-
ping should continue to be sufficient to haul essential
materials.

For 1942 the shipping outlook has been considerably
brightened by the Maritime Commission's request to
Congress for authority to expand the present ship-
building program. Under the proposed revision. 6,642,-
000 deadweight tons would be delivered in 1942, more
than double the amount previously expected and well
exceeding the current rate of sinkings. A similar ton-
nage would be delivered in 1943.

Output Expands at Slower Pace.

Industrial production advanced somewhat more
slowly in July than in the preceding 2 months as some
industries cut output because of seasonal and other
considerations.

In every industry, however, demand has remained
extremely heavy. New business flowing to manu-
facturing industries in June had shown no signs of
slowing its record-breaking pace. The Department
of Commerce index of new orders for that month rose
to a new high of 228, up 10 percent even from the
unusual volume of the previous month. Though
almost all industries reported heavier shipments (the
index advanced from 180 in May to 190 in June), order
backlogs in industries producing durable goods again
expanded and at the beginning of July were almost 3
times those of a year earlier.

Where July output fell, as in the automobile, steel
and anthracite coal industries, the reduction was less
than that which usually has occurred in past years.
Moreover, in those industries producing directly for
defense needs, such as the machinery, shipbuilding, air-
craft, and railway equipment lines, output gains con-
tinued unabated. The net result was another substan-
tial advance in the Federal Reserve's adjusted index of

industrial production, which appeared on the basis of
preliminary returns to have reached 162, a rise of 5
points over the June level. At this rate, the advance
in the unadjusted index would have been limited to a
single point, leaving it at 158.

Production Rate Now Double That in Last War.

Whereas a year ago, military output in this country
was only a small fraction of total production, it now is
beginning to assume, after months of "tooling up," a
substantial proportion of a much larger production
volume. Some appreciation of the present level of
aggregate industrial output is gained from noting that
it is just double that in the middle of 1938.

Moreover, the mid-1938 production level was approx-
imately that which prevailed throughout the whole
period of the first World War, as may be seen by refer-
ence to figure 3. The present upswing is radically
different from the experience of a quarter of a century

80

140

120

i no

80

60

40

- FIRST WORLD WA

! I !

|

i ! 1 i 1 ! 1

- SECOND WORLD WAR
i i

1 1 !

1 \s

1

! | • i • ; ,

1914 1915 1916 1917 1938 1939 1940 !S4i
DO 41-32.

Figure 3.—Index of Industrial Production Adjusted for Seasonal Varia-
tions, First World War, 1914-18, and Second World War, 1938-41 (First
World War data, U. S. Department of Commerce; Second World War
data, Board of Governors of the Federal Reserve System).

ago, when after an initial advance in 1915, first the lack
of plant, then a shortage of additional labor (caused
partly by growth of the armed forces), and increasing
frictions within the economy precluded any further
advance.

The availability of unemployed labor and plant has
made it possible to bring about the great expansion of
the past year with a minimum of friction. For the
time being, labor shortages are still a problem of sec-
ond ary importance. The chief difficulty now is an inade-
quate capacity, both of finished plant and required raw
materials, for producing the type of commodities in
sufficient volume needed by the country at this time.

These capacity deficiencies are being rectified to some
extent. But the raw material problem, particularly
in the metals, has grown increasingly serious, and in
July it became more evident that consumer goods indus-
tries competing for scarce metals must face an accentu-
ated curtailment of output,

Meanwhile, automobile production continued to be
exceptionally heavy for the model year end. Produc-
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tion of 463,000 units (including a small Canadian
output) was a decrease of 15 percent from the previous
month, but in recent years the decline has averaged
more than that.

Steel production, one of the metals in short supply,
was down slightly in July, output being at about 96
percent of capacity. Producers complained of depleted
stocks of scrap and an inadequate supply of pig iron.
The two may be substituted for one another in the
production process to some extent, and the Office of
Production Management, looking to the future, recom-
mended the construction of 6,500,000 tons of pig iron
capacity. This, the largest addition in the history of
the industry, would be completed in about 18 months.
The Supply of Copper.

Copper is another metal so necessary to the arts of
war that a threatened shortage has developed very
quickly. Despite record domestic output (June min-
ing of SO million tons was 9 percent over a year earlier)
and unprecedented imports of refined copper, estimates
point to a total supply this year that will probably fall
short of civilian demands, after the satisfaction of
direct and indirect defense needs, by 200,000 or more
short tons.

The copper situation is particularly interesting as an
illustration of the rapidity with which defense develop-
ments have altered the raw material outlook of many
producers of civilian goods. As late as last fall it was
believed by most observers that the copper supply
would be adequate, though supplies of certain other
metals might become short. The United States was
typically a net exporter of copper; there had been no
difficulty aside from price in expanding supplies in
World War I; moreover, United States companies had
large mines in Chile and Mexico, whose surplus could
be made available for this country's needs.

These observers, however, underestimated the mag-
nitude of the defense program, the disproportionately
large amount of copper required by the equipment of
modern warfare, and the degree to which demand
would be expanded by the high level of income induced
by defense expenditures. Nor did most observers
foresee the rapidity or the degree in which the shipping
situation would be altered, making it difficult to enlarge
imports.

The current copper supply stems from a number of
sources, shown in figure 4. In the current year, copper
refined from domestic ores (roughly equivalent to
domestic mine output) will be 1 million tons or more,
slightly better than the previous record year of 1929.
To this may be added 100,000 tons of secondary copper
obtained from primary refiners.

Imports of refined copper, expanded enormously
from any previous volume, were expected to be 600,000
tons this year, the Metals Reserve Company having
contracted for 500,000 tons to be brought in duty free
Almost all of this import is from South America, and

the quantity is the maximum obtainable from that con-
tinent at this time. In addition, about 200,000 tons
of foreign ore are imported from Mexico, Canada, and
the Belgian Congo, refined under bond for reexport,
and sent for the most part to Great Britain.

Excluding the latter import and allowing for lagging
deliveries to the Metals Reserve Company because
of the shipping situation, the total supply available
this year for all uses probably will be in the neighbor-

MILUONS OF SHORT TONS
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IMPORTS OF REFINED COPPER

SECONDARY COPPER FROM
PRIMARY REFINERS

REFINED FROM FOREIGN
ORES, MATTE, ETC.

REFINED FROM DOMESTIC
ORES
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Figure 4.—United States Supply of Refined Copper, 1925-29 Average and
1936-41.

NOTE.—Data for 1925-29 average and 1936-40 are from the U. S. Bureau of Mines except
data for secondary copper which are from the American Bureau of Metal Statis-
tics. Estimates for 1941 by the IT. S. Department of Commerce and the Office of
Production Management.

hood of 1,650,000 tons. It should be pointed out,
however, that these calculations do not include about
300,000 tons of secondary copper recovered by other
than primary refiners, in brass, bronze, and other
scrap, and used again in alloy form.

Requirements on a basis comparable to the above
supply figures, including lease-lend deliveries, are
estimated by the Office of Production Management
at about 1.9 million tons. At least one million tons
will be required for direct defense and the maintenance
of essential services such as power transmission and
communications. Tn 1942, this figure will be even
larger.

Confronted with a shortage, the Office of Production
Management on May 31 issued a General Preference
order placing copper under mandatory control, and
refiners were ordered to set aside each month for
allocation by the Director of Priorities an amount equal
to 20 percent of April production. Metals Reserve
Company copper was also to be so allocated. On July 9
this order was amended to require both fabricators
and refiners to accept orders bearing preference ratings
and to use available copper first for such orders. Since
early August the entire supply has been allocated by
the Division of Priorities and the Office of Civilian
Supply.

Whether the supply of copper can be expanded
beyond the level now envisaged for 1942 depends upon
possible expansion of domestic mine output. Some
domestic refining capacity still remains unused. That
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it is still possible to undertake the opening up of large
new low cost ore reserves is shown by the Morenci,
Arizona, property of Phelps-Dodge which around
November will begin to add 75,000 tons annually to
domestic production. But this mine took 5 years to
develop. Even existing high-cost mines in Michigan
and Arizona which may be reopened if a subsidy is
granted, and can possibly produce up to 150,000 tons,
will take 6 months to a year to get back into produc-
tion. However, the Office of Price Administration and
Civilian Supply is at present pushing plans for payment
of a subsidy where it is required. Moreover, arrange-
ments are being made for extension of financial and
amortization provisions for new capacity similar to
those employed in the construction of defense plants.
The most favorable development of such plans would
increase total supply barely to 2 million tons in 1942.

A ceiling price for copper of 12 cents a pound was
set on August 5. The bulk of the output had been
moving at that figure; although custom smelters and
smaller producers were selling at the previous ceiling
price of 12}̂  cents. While it is interesting to compare
these prices with the bulk line price of 23V, cents fixed
in 1917 by the War Industries Board, when a large part
of the output cost only 12 cents per pound to produce,
it must be remembered that costs of mining and process-
ing have been substantially reduced since, as a result
of improved technology.

It is clear that the initial incidence of restriction on
use will fall on such articles as automobiles, radios, air
conditioning apparatus, oil burners, water heaters,
refrigerators, washing machines, and yacht fittings.
But a 50-percent cut in output of these items, which,
account for 20-25 percent of domestic consumption,
would save only 150,000 tons of copper. Hence,
other uses, including possibly building, will have to be
denied or substituted for in 1942. Plastics can be sub-
stituted in a few lines. But the substitution of other
nonferrous metals generally is not feasible as they are
as scarce or scarcer.
The Nature of the Recent Inventory Advance.

Part of the rise in output occurring during the past
year has appeared in the form of larger inventories.
Most of this accumulation has been concentrated in
the manufacturing industries, though goods in the hands
of wholesalers and retailers have also increased some-
what. Thus, in June, the Department of Commerce
index of manufacturers' inventories advanced to 128, an
accumulation during the month of 200 million dollars—
smaller than that in May but still representing a sub-
stantial rate of investment.

Total inventories at the end of June could be roughly
valued at about 21.9 billion dollars, an increase of
1.1 billion from the revised December estimate. Thus,
the rise in the first 6 months of this year was only
slightly smaller than the 1.2 billion expansion in the
previous half year.

Practically all of this increase was associated with
the manufacturing industries, as their inventory rose
in value 1.1 billion dollars to the record high of 13.7
billion.

Stocks in the hands of the trade showed divergent
movements. Wholesalers expanded their holdings
about 400 million dollars, with a total value in June in
excess of 3.2 billion. Census reports indicate that
a very considerable amount of this increase was in the
hands of food and produce dealers, and these dealers
have been faced with a more rapid price advance than
others. Hardware dealers also had expanded stocks
more than the average.

Retailers, on the other hand, had actually reduced
inventories in the aggregate as depleted automobile
stocks were only partially offset by larger store inven-
tory. Total retail holdings were valued very roughly
at 5 billion dollars as of the end of June, down about
400 million dollars from December. Automobile
dealers held under 300,000 units in stock, as contrasted
with 450,000 in December. But the Federal Reserve
adjusted index of department store stocks stood at
77 (1923-25 = 100), 8 percent above December (on a
value basis) and just one point below the recent high
in 1937.

Further evidence has been gathered to suggest that
the bulk of the inventory accumulation by manufac-
turers has been for the most part a normal accom-
paniment of a rapidly expanding level of production.
Though manufacturers' inventories are now the highest
in history, both in dollar value and physical volume, for
manufacturing as a whole, the ratio between total
physical stocks and production is lower today than
at any other time in the past several years.

Only a small part—less than 5 pel cent of the 16 per-
cent aggregate increase in value from May 1940 to
May 1941 (the latest month for which detailed data
are available) can be attributed to revaluation because
of price changes.

As shown in figure 5, over the past year the inventory
growth in its aggregate has consisted exclusively of raw
materials and goods in process, the two increasing in
value 20 and 50 percent, respectively. The value of
finished goods remaining in the hands of manufacturers
actually was 5 percent smaller in May 1941 than in
May 1940.

It is useful to compare the inventory expansion of the
past year with that of the year previous (which included
the speculative inventory upswing in the fall of 1939).
In this earlier period, both raw materials and finished
goods stocks rose to a much greater extent as compared
to the advance in output than has been the case during
the past year.

On an absolute basis, rough estimates for the May
1940-May 1941 period indicate that the increased
inventory was about equally divided between raw
materials and goods in process, while finished goods
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inventory declined some 300 million dollars or about
one-third of the expansion of the other types. The
absolute increase of goods in process is even more
striking when it is remembered that in recent years this
type of inventory has constituted only about 15 percent

DECEMBER 31, 1938 = 100
200

175

1939 1940 1941 m 4,.3I5

Figure 5.—Indexes of Value of Manufacturers' Inventories, December 31, 1938—
May 31, 1941 (U. S. Department of Commerce).

of the total, with raw materials accounting for 40 per-
cent and finished goods 45 percent.

Thus, the form which the increased inventories have
taken suggests that accumulation for speculative pur-
poses has been of secondary importance. Such a
conclusion is substantiated further by examination of
the industries most actively engaged in expanding
stocks. About two-thirds of the increase is held by
producers of durable goods. Moreover, by far the
largest accumulation has been in industries expanding
output very markedly for defense needs: iron and steel,
machinery, nonferrous metals, and railroad equipment.
As might be expected, finished goods inventory held by
these manufacturers has declined to a necessary
minimum.

The Rising Volume of Residential Construction.

Construction activity again expanded in July. As
pointed out in detail last month, defense building was
scheduled to reach a peak this summer, with very
heavy construction of plant, airports, and various
military and naval bases more than offsetting a marked
decline in cantonment building. In addition utility
construction has been the heaviest since 1930. But of
as much importance as any other single factor in lifting
construction activity to its current high level has been
a very large demand for residential building.

The magnitude of the residential building likely to
be accomplished this year is shown in figures 6 and 7.
Following a decade of rapid decline and slow recovery,
this year will probably witness the construction of close
to 650,000 nonfarm dwelling units, a number only 8
percent smaller than the average of the twenties,
though about 30 percent below the peak volume of 1925.

The present heavy demand is chiefly the result of
the high level of income, the extraordinary internal

40279S—41 2

migration now under way, and the relatively small
amount of building in the middle thirties. From 1930
to 1940, an average of only 220,000 nonfarm dwelling
units were started annually compared with an average
annual increase in the number of families of about
323,000. This left the Nation with an exceptionally
large backlog of unfilled housing needs at the beginning
of the present decade.

Moreover, the defense program has created the
necessity for an exceptionally large-scale movement
of workers into defense areas both for construction
and production jobs. For example, Detroit, typical of
various defense areas throughout the country, antici-
pates a net inflow of some 75,000 workers.

It is apparent that much of the housing need at
the moment is of an essential character and cannot be
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Figure 6.—Number of New Dwellings in Nonfarm Areas by Type of Ownership,
1920-41 (U. S. Department of Labor, except for 1941 which was estimated by
the U. S. Department of Commerce).

postponed. However, some curtailment of the non-
essential building appears inevitable before the year
is out, through operation of the priorities system. No
shortage of building labor is yet apparent as in the last
war, when competing types of construction drained
workers from residential building. Moreover, no over-
all shortage of materials is yet in evidence or is likely.
But dealers are experiencing growing difficulty in ob-
taining delivery of metal products and fixtures, par-
ticularly for plumbing, heating, and refrigeration.

Residential building uses only small fractions of
the total supply of the scarce metals—700,000 homes
of average size would take less than 4 percent of the
copper and zinc supply. Nevertheless, priorities al-
ready are exerting some retarding influence and plans
are being formulated to give necessary housing in de-
fense areas a high priority rating. Transport diffi-
culties such as those now appearing in west-coast lum-
ber centers may also have a dampening effect on build-
ing activity.

The nature of the present housing demand has made
necessary a large amount of public building. An initial
coordinated program has been undertaken by various
Federal agencies providing for about 125,000 dwelling
units at a cost of 493 million dollars. Another bill is
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now before Congress, which will appropriate a further
300 million.

As of July 26, contracts had been let for 76,000
public housing units, and 25,000 of these had been
constructed. About two-thirds of the completed units
are for use by married enlisted personnel and civilian
employees of the Army and Navy.

From now on emphasis will swing heavily to housing-
units for civilian industrial workers as newly constructed
private and Government plans are brought into pro-
duction. In addition to public housing, it is estimated
that a large proportion of the private residential build-
ing is being undertaken in defense areas. Last year
these regions contained about two-thirds of the aggre-
gate residential construction and at least this propor-
tion is expected in 1941.

A significant aspect of the present increase in resi-
dential building activity is its occurrence in the face of
rising costs. During the past year building costs have

advanced about 10 percent, with higher wage rates and
higher material prices contributing about equally to
the increase.

BILLIONS OF DOLLARS
4

1 I PUBLIC
ffli PRIVATE

Figure 7.—Expenditures for Residential Construction in Nonfarm Areas
by Type of Ownership, 1920-41 (U. S. Department of Commerce).
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The Business Situation
BUSINESS activity again rose at a slower pace in

October, as industry continued adjustments oc-
casioned by the change-over from civilian to military
output. Haw material problems became increasingly
acute for many lines, with copper added to the commodi-
ties denied to a long list of civilian consumers, and all
nonessential construction refused priority aid. Nu-
merous other actions by the defense agencies testified
to the increasing tempo in which resources are being
diverted to defense, and foreshadowed even more
sweeping actions in the future. The rate of defense
expenditure in October rose to approximately 1.7
billion, almost double the March-April rate.

Though income payments had advanced in Septem-
ber, partly as a result of heavy farm marketings at
higher prices, the basic retarding influence now exer-
cised by metal shortages on the over-all level of business
activity is apparent.

Despite steadily expanding order backlogs and a
rising tide of armament output, the advance in aggre-
gate industrial production and factory employment in
recent months has been much less rapid than that of
the first half of the year. Moreover, electric power
output it not extending its earlier sharp advance, while
freight loadings did not show the usual fall rise. Ship-
ments reached 922,884 weekly, their peak for the year
to that time, but only 1 percent above the weekly
volume attained during August. Neither coal nor
miscellaneous (industrial) freight, most important from
a volume standpoint, expanded as had been expected
earlier.

Iron ore shipments on the Great Lakes, while remain-
ing large, were down slightly in October as traffic at the
Soo was interrupted by collapse of a railway bridge.

Construction (discussed in detail on p. 5) continued
to be in good volume, notwithstanding growing diffi-
culty in obtaining prompt delivery of plumbing and
other metal-using supplies. Almost all branches of
building are active, with sizable contract backlogs at
hand for the fall and winter season, particularly in
residential and factory building.

On the retail front, trade continued strong though the
seasonally corrected aggregates have not matched
the unusual summer performance previously reviewed.

Some question had been raised as to whether a
combination of the 15-percent rise in prices, the new
7-percent Federal tax, stiffer credit terms, and some
forward buying in spring and summer was limiting
new automobile purchasing. September passenger-car
sales were 111,500 units, 29 percent under a year ago,
but the market could hardly be gauged so early in the
new selling season. Though price and credit considera-
tions will influence the movement of cars, a market will

probably exist for such output as the industry is able to
achieve.

With the exception of electrical appliances, buying of
household furnishings is continuing in good volume,
though new taxes and price advances have also been
large on these items.
Slower Price Advance.

Industrial prices have continued to move upward,
though the general wholesale price level held about
even in October.

The relative stability of the general wholesale price
index merely reflected contrasting movements on the
part of the various price groups and is not indicative
of a change in the basic trend. Price declines were, in
the main, confined to farm and food products and some
import commodities in which speculative activity has
been most active in recent months.

The price rise of industrial products recently has been
at a slower rate than in the summer. Hides, textile
products, building materials, chemicals, household fur-
nishings—all of these groups were up further in October.
In addition, the metals and metal products' price index
experienced its first substantial advance in more than a
year, in part because of the inclusion of the automobile
price increase. However, the Office of Price Adminis-
tration also raised its price ceiling on zinc in October
because of increased costs throughout the industry.

In retail markets, extensive price advances are under
way. In September—latest month for which compre-
hensive data are in—a 4-percent increase in clothing
prices, a 2-percent increase in food prices, and a 3-
percent advance in the cost of household furnishings all
were instrumental in raising the Bureau of Labor Sta-
tistics' cost-of-living index 2 percent in that single
month.

The Changing Pattern of Industrial Output

Near-term changes in the pattern of industrial output
now are to be seen in clearer outline. In October, the
Federal Reserve's adjusted index of industrial produc-
tion was 164 (preliminary), a gain of 3 points over
September but only 4 points above the July level.

On an unadjusted basis, however, the index had ad-
vanced from 159 in July to 167 in September, and
moved to 169 in October. In more normal times,
the fourth quarter would witness a seasonal decline.
Such a movement is not expected this year and some
further gain in the adjusted index is anticipated.

The pace of the current expansion of production is
not up to that experienced earlier in the year. An ex-
amination of the course of output in various lines, shown
in figures 1 and 2, yields a revealing comparison. For
the most part the recent advance has occurred in indus-
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tries directly or indirectly linked with defense, both
domestically and under the lend-lease program.

Thus, among the durables, the rapid rate of growth
has been in such industries as machinery, aircraft, and
shipbuilding. And within the nondurable group, ex-
pansion has been limited to the chemicals (including
ammunition), manufactured foods (now being exported
in large quantity), and pulp and paper, in record de-
mand for both civilian and defense purposes.

In the present period of material shortage, aggregate
expansion of the durables hinges on a further growth of

Figure 1.—Indexes of Output in Selected Durable-Goods
Manufacturing Industries, Adjusted for Seasonal Variations

QUARTER, 1939= 100

SHIPBUILDING
(PRIVATE YARDS)

1939 1940 1941

AUTOMOBILE BODIES,
PARTS, AND
ASSEMBLY

LUMBER

CEMENT

AUTOMOBILES
(FACTORY SALES)

DO. 41-559-A

Source: Board of Governors of the Federal Reserve System except data for the
fourth quarter of 1941 which are estimates of the U. S. Department of Commerce.

raw material capacity. This is being achieved but
slowly, the movement of steel output shown in figure 1
being significant. Companies are experiencing diffi-
culty in obtaining sufficient scrap, and pig-iron output
is at capacity. These supply problems, in conjunction
with major plant repairs necessitated by continuous
operation, are holding up a further increase in this
basic material. Open hearth and Bessemer output
may actually decline slightly, but continued expansion
of electric steel should maintain aggregate production.

It is clear that for the time being increased output of
durable defense commodities must in large part be
accomplished at the expense of production in other
lines. Thus far the brunt of restriction has fallen on

such important consumer durables as automobiles and
electrical appliances, though a host of producers who
use only small amounts of scarce metals have also
been forced to cut operations. Many of the restricted
appliances are included in the Federal Reserve's ma-
chinery index, which has been moving up at a retarded
rate in recent months. The addition of new machinery
facilities, however, has more than countered the decline
in appliance production and should continue to do so
to an increasing extent.

In many instances large consumer durable producers
are shifting to defense production, their demands
claiming additional metal supplies as these become
available. Thus, while fourth-quarter automobile out-
put on an adjusted basis will be down about 8 percent
from the previous quarter, in part this decline will be
offset by a heavier output of aircraft, tanks, and other
combat vehicles in plants operated under the manage-
ment of the automobile industr}^. The rest of the
decline, of course, is being more than made up by the
continuing expansion of finished arms output in other
sectors of the economy.
Slow Advance in Nondurable Output.

In the aggregate, nondurable output has risen but
very little in recent months, the gains in chemicals,
manufactured foods, and pulp and paper being coun-
tered by a sharp reduction in silk and rubber consump-
tion, now in restricted supply. Textiles and shoe pro-
duction have been stabilized at record or near-record
levels, in some instances at capacity limits.

Figure 2,—-Indexes of Output in Selected Nondurable-Goods
Manufacturing Industries, Adjusted for Seasonal Variations
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1 Does not include data for wheat flour, cane sugar meltings, manufactured dairy
products, and meat packing.

Source: Board of Governors of the Federal Reserve System except data for the fourth
quarter of 1941 which are estimates of the U. S. Department of Commerce.

The largest output gain among the nondurable^ has
been in the chemicals. These include ammunition
and its required materials. Operations in a number of
instances have been at capacity. But plant is being sub-
stantially increased and output will continue to advance.

Production of manufactured foods, stimulated by
both domestic and lend-lease demand, is being main-
tained to an unusual degree for this time of year.
Likewise, heavy purchasing power in the hands of con-
sumers, as well as sizable military demand, is forestall-
ing any letdown in shoe or textile activity. Little addi-
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tion to capacity is contemplated in the latter area, and
production can be maintained only at around current
levels.

The heaviest decline among the nondurables is in
the rubber-consuming industries, where activity must
be further curtailed this quarter in keeping with the
quota set down by the Office of Production Manage-
ment.

The Output of Coal

Coal is one of many industries not following its usual
seasonal pattern this year. Output normally rises
sharply in the autumn, as industrial, utility, and resi-
dential demand expand, and this, in turn, places a
heavier burden on transport.

Coal production was large1 preceding the work stop-
page in April. Since then it has continued at a high
rate. Third-quarter bituminous and anthracite output

Figure 3.—Production, Consumption, and Stocks of
[Bituminous Goal

MILLIONS OF NET TONS

1939 1940 1941
D.D 41-539

Source: U. S. Department of the Interior.

were both about one-fifth higher than a year earlier.
However, October production of bituminous exceeded
that of August by only 3 percent; whereas, the average
expansion in those recent years which had a normal
seasonal pattern has been nearly 30 percent.

In midyear the deficiency in production occasioned
by the April work-stoppage, in conjunction with antici-
pated record fourth-quarter industrial requirements and
peak heating needs, gave rise to some concern over the
future adequacy of supplies. Output at the mines was
sufficiently elastic, barring further work stoppage, but
the ability of the railroads to meet the usual peak coal
demand in addition to an expected increase in other
transport requirements was questioned. For this reason
a campaign was launched to persuade consumers to
stock coal supplies early.

This campaign apparently enjoyed at least a limited
success. By October 1 stocks of bituminous coal in
the hands of industrial users and retail dealers had
increased 21 million tons, or 59 percent, above the
May 1 low, bringing the bituminous inventory of these
groups to the highest point since 1927. However, at

the rate of consumption prevailing in September, coal
reserves held by industrial users on October 1 were
sufficient to last 45 days; whereas on that date in 1940
industrial users had 47 days' supply on hand. Of
course, 1940 in itself was an unusual period, as con-
sumer stocking had been heavy in anticipation of
price advances. On October 1, 1939, industrial stocks
were equal to 36 days' supply; hence current inven-
tories on an over-all basis are fairly sizable.

In general, electric power utilities and byproduct
coke ovens have smaller stocks in terms of number
of days' consumption than they possessed either last
year or in 1939. Other industrial consumers have
larger coal inventories. Steel and rolling mills, affected
by the recent work stoppage in company-owned mines,
had 31 days' supply on October 1, while byproduct
coke ovens had stocks sufficient for 32 days' operations.

Retail dealers' stocks, in terms of days' supply,
were about one-third lower on October 1 than a year
earlier. However, deliveries by retail dealers to small
businesses and households from April 1 to October 1,
1941, advanced approximately 7 million net tons over
the 1940 period, an increase of 22 percent.
Reduction in Surplus Car Supply.

As suggested above, transport presents the effective
limiting factor to an expansion of coal activity. At
the end of September the carriers owned 803,000 coal
cars, including gondolas and hoppers that can be used
for coal, coke, or ore. Of these only 10,000 were listed
as surplus cars, the smallest number since 1923. "Bad
order" coal cars were 41,000, but the reduction thought
to be possible in this category is not considerable.

Production of new coal cars does not give evidence
at the moment of adding materially to the supply over
the near term. Deliveries in the first 9 months of
this year totaled 23,000, and in October only 25,000
new cars were on order.

Of course, even without additional coal cars the
roads may possibly expand shipments of coal by di-
version of cars used to haul sand, gravel, ore, and other
material, or even by use of box cars. Moreover, the
efficiency of utilization of the cars may be increased.
Thus, any bottleneck in coal transport would be due to,
and be part of, a general shortage of freight facilities.

The carriers should be able to expand their current
weekly loading of about 170,000 cars if this be neces-
sary. For this winter, barring a WT>rk stoppage or
some instances of inability to guarantee immediate
delivery in some areas, coal supplies should be adequate.

Priorities and Construction

One measure of the degree in which raw materials
are now in short supply was afforded by the newT state-
ment of policy with respect to construction, announced
October 9. This order seeks to curb drastically all
construction not necessary for national defense or
clearly essential for the health and safety of the civilian
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population. In this manner, it is hoped to save sizable
quantities of metals for defense uses. However, an
examination of the construction situation as it has
existed this year, and as it is likely to shape up during
1942, suggests that despite the curb, building activity
will be heavy next year.
Large Advance in Construction.

For the current year, the value of new construction
(which does not include maintenance and repair) will
most likely be the highest since 1928, approximating
the 10.5-billion-dollar volume of 1929 and surpassing
that of last year by more than 50 percent. As is evi-
dent from figure 4, the principal gains are in resi-
dential building, which is up about one-third over 1940,
construction of industrial plant, which expanded three-
fold to an all-time high, and various types of military
and naval construction, including that on naval bases,
airfields, and military barracks with their related
facilities.

The extraordinary nature of the demand this year is
revealed in the fact that despite a substantial increase
in labor and material costs, the only general category
of construction to evidence some decline is that of
institutional building, including hospital, educational,
and other similar types.

Altogether, a little over half of this year's total new
construction is being financed by public funds, and
about half of this could be classified as defense or other-
wise essential according to the definition set forth in
the curtailment order. Moreover, in addition to new
construction, close to 3 billion dollars is being spent on
maintenance this year, a sizable part of which also is
essential.
Larger Volume of Defense Construction in 1942.

Defense construction in 1942 will be substantially
larger than this year. It is likely that the volume of
this category alone will exceed the total of all new con-
struction in any year from 1931 through 1940. Ex-
penditures on industrial facilities will be at least as
large as the 1,600 million dollars expected this year.
Considerably more money will be spent on the aggregate
of air fields, barracks, Navy yards, and other direct
military construction. Finally, a larger number of
low-priced new homes will be required and built to
house defense workers.

Aside from those projects which are directly neces-
sary for defense, some new construction will of course be
undertaken because it is essential to the health and
safety of the civilian population or because it does not
need critical materials. Again, maintenance of exist-
ing structures, insofar as the construction aspect is con-
cerned, will hold at around the present level. In large
part it either is essential or does not require appreciable
quantities of critical materials.

Thus, while the total volume of construction in 1942
is likely to be below 1941, it will almost certainly be

well above any other year back to and including 1931.
The Office of Production Management estimates that
new construction, including defense projects outside
continental United States, will decline about one-fifth
to approximately 8.5 billion dollars in 1942. However,
this is a minimum figure which may well be expanded
with any further increase in the defense program.
With maintenance expenditures, this means a total of
around 11 billion dollars as compared with between 13
and 14 billion dollars this year. Even this degree of
curtailment will only be achieved by strict and effective
enforcement of the announced policy.

Nevertheless, some sections of the construction in-
dustry and some areas will be forced to curb activity
very extensively. One such group are the small local
contractors who specialize in building higher-cost resi-
dences. Altogether, as a result of metal shortages and
announced priority policy, the construction of all dwell-

Figure 4.—Estimated Value of Construction Activity by Types
in Continental United States
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Source: U. S. Department of Commerce.

ings costing more than $6,000, as well as the less-ex-
pensive homes in nondefense areas, should be virtually
eliminated.

Even though the aggregate of construction be heavy
over the next year, employment afforded by such work
in some areas will not be so large. The average number
of persons directly employed on new construction in
1941 will be a little over 2 million. Including those
working on the maintenance of existing structures, and
the entrepreneurs, salesmen, and others directly de-
pendent on building activity, the total will be nearer
3 million. Next year total construction labor re-
quirements are expected to decline in about the same
proportion as expenditures; hence employment on the
basis of present plans would be in the neighborhood of
four-fifths of this year's total.

Small Saving of Critical Materials.
Curtailment of total construction expenditures in

1942 will not in itself bring a major reduction in the
use of critical materials. The Supply, Priorities, and
Allocations Board estimates that steel requirements
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next year will be 2 million tons lower than the total
of 14 million tons used in construction this year. At
least equally important are the possibilities for con-
servation through the elimination of nonessential
features of construction projects and the substitution of
such materials as cement, brick, and wood, of which
there are ample supplies, for the metals.

Important savings are also contemplated through
the extensive substitution of ferrous metals or other
materials for the even more critical nonferrous metals.
Thus, priorities are to be granted on defense housing
for only a small fraction of the better than 200 pounds
of copper which in the past have been going into the
typical FHA-insured 1-family house. The resulting
economies of copper in this, as well as in other types
of construction, should be large percentagewise. But
they will be small relative to the total supply of copper
because construction normally takes only a minor share.
Similar substitution is possible for zinc, lead, and other
nonferrous metals. But again the actual saving is
not large.

Electric Power Requirements and Supply

For the first time since the World War plans have
been formulated for curtailing substantially the con-
sumption of electric power in a particular area. Though
such a curb on power use in the Southeastern States
will in part be made necessary by drought in the region,
the tremendous growth in the defense program is
creating an expansion of power needs which threatens
to tax the capacity of the utilities in a number of
areas.

Since the start of the defense program in June 1940,
weekly power output has risen about one-fourth.
Reports to the Federal Power Commission show heavier
demand in almost all regions of the country, industrial,
agricultural, and mining. It is apparent that both
domestic household and commercial consumption have
expanded, chiefly because of increased stocks of elec-
trical appliances. However, the largest advance on
an absolute basis has been produced by the huge
expansion of industrial activity.

Not only the rise of industrial activity itself has been
important. Also of significance are the changes being
created in the structure of production by the defense
program. Durable goods output is an increasing
proportion of the whole, and its manufacture requires
exceptionally large amounts of electric power. The
electrochemical and electrometallurgical industries are
the heaviest consumers, relative to the labor and raw
materials employed, and some of these lines are being
expanded many fold. Thus, even when industrial
activity as a whole has reached a maximum, power
demand may be expected to increase as defense output
replaces civilian production.

The effect of new defense industries on the demand
for power is well illustrated by the experience in the

Pacific Northwest and Tennessee Valley regions, which
have received large new aluminum, magnesium, and
chemical plants. In the former region, energy required
in June 1941 was 57 percent higher than a year earlier,
while the peak load itself had increased 46 percent. The
Tennessee section recorded an energy expansion of 27
percent during the same period. In Alabama and
Georgia the advance was limited to 16 percent only
because further power was not available.

Power Shortage in Southeast.

Thus far the only serious power shortage has appeared
in the Southeast. This has been the joint result of the
large increase in requirements and an extended
drought which depleted hydroelectric reserves in the
region. During October, kilowatt-hour requirements
exceeded supplies (other than reserves) by more than
one-fourth in the area which embraces a good part of
Tennessee, Alabama, and Georgia. Though the deficit
was made up from storage reservoirs, these were
rapidly being depleted.

To meet this emergency the Office of Production
Management has formulated a comprehensive program
which is of interest not only in itself, but also as a
possible model in dealing with other similar situations
that may arise. Under the program, power is prohibited
for certain nonessential 'services such as sign-lighting,
show-window lighting, and the like; consumption by
large buyers other than those engaged in operations
necessary for defense or civilian health and welfare is
curtailed; and the pooling of power by interconnection
throughout the Southeast and adjacent areas is made
mandatory.

The projected energy curtailment applies to non-
exempt consumers using more than 10,000 kilowatt-
hours. Throughout most of the Southeast the curb
will be 30 percent of consumption in the base period
September 15-October 14. About 2,300 consumers
are to be affected by this order. However, in North
Carolina and most of South Carolina, the projected
cut was to be only 5 percent, and this curtailment was
subsequently postponed.

Large consumers who arc exempted from the curtail-
ment include the following groups.

1. Public services: fire, police, and essential state and highway
lighting.

2. Necessary community services: churches, hospitals, news-
papers, refrigeration and food preservation plants.

3. All public utilities, including transport (with supporting
shops), oil and gas, communications (with post offices), water
works, sewage disposal, etc.

4. Military establishments.
5. Plants exclusively engaged in the production of any of the

following munitions or materials: airplanes and airplane engines;
naval ships; merchant ships; ordnance items including guns,
ammunitions, explosives, and combat vehicles; aluminum; mag-
nesium; copper or brass; zinc; manganese; mercury; ferroalloys;
abrasives; graphite electrodes; forgings; machine tools; artificial
gas.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

November 1941



8 SURVEY OF CURRENT BUSINESS November 1941

The additional pooling arrangements, including the
utilities in 13 States from Ohio and Virginia to Florida
and Louisiana, are directed toward increasing South-
eastern power supplies. Already, surplus power is
being carried into Alabama, Tennessee, Georgia, and
Mississippi. In addition, new transmission lines are
now under construction. For example, a 96-mile
line connecting the Tennessee Valley Authority Norris
Dam with the Logan Steam Plant of American Gas and
Electric in West Virginia is the final link in a series of in-
terconnections which by displacement will enable power
to reach the Southeast from the Middle West if necessary.

Table 1.—Electric Power Requirements and Supply by
Selected Power Supply Areas 1

Region

Net as-
sured

capacity,
i end of
I 19412

Required
reserves.

end of
1941

Maine
Eastern Maryland
Eastern Virginia and southern West

Virginia.
Kentucky
Tennessee, northern Alabama, north-

eastern Mississippi.
New Mexico
Northwestern Washington
Southern Oregon
Central California and northwestern

Nevada.
Southern Oregon, northern and central

California, and northwestern Ne-
vada.

Northern Missouri

Kilowatts

201, 750
755, 000
4G0, 798

87, 900
995, 000

30, 500
511,300
63,825

1, 300,100

1, 363, 925

551,969

12, 500
99, 450
35, 000

17,500
26, 000

17, 000
81, 500

0
87, 500

87, 500

Maximum monthly
requirements, Sep-
tember 1941 to
August 1942

Month

Dec. 1941
Dec. 1941
Dec. 1941

Kilowatts

218,000
789, 000
491, 500

Dec. 1941 ! 90,000
Dec. 1941 j 1,200,000

Dec. 1941
Dec. 1941
Dec. 1941
Dec. 1941

Dec. 1941

95,000 Dec. 1941

37, 000
533,500
88, 500

1, 307, 000

1,395,500

580, 500

1 Based on reports by class 1 electric utility systems to the Federal Tower Com-
ussion in August.

Source: Federal Power Commission.

In addition, some 913,000 kilowatts of new equip-
ment, an increase of 23 percent over the dependable
capacity available at present, is scheduled for installation
in 1942. However, the completion of new defense plant
will require the bulk of these additional electrical sup-
plies, and should unfavorable water conditions be
experienced again it is likely that some curtailment of
nondefense use of powder will be necessary in 1942.
Peak Requirements Reached in December.

Most areas have their yearly peak demand for power
in December. Insofar as requirements can be antici-
pated, it appears that demand at that time will be
pressing on the limits of available capacity in a number
of regions. Some of the more critical of these are set
forth in table 1, with a review of the requirements as
estimated by the utilities (which report to the Federal
Power Commission) in August, and the assured capacity
and reserves likely to be available to meet this demand.

Peak demand tapers off after December, but energy
requirements are expected to continue growing. For
1942 as a whole, the Eastern region (including the
Southeast), the Great Lakes area, and the Pacific
Northwest look to the heaviest increase in requirements.
On the other hand, only a small expansion is anticipated
by the bulk of the Middle West and Southwest, though

local areas, such as St. Louis, must be excepted from
this generalization.
Large Expansion of Capacity This Year.

To meet the ever-growing defense needs, the electric
power industry this year is undertaking one of the
largest expansion programs in its history. In the first
6 months, a total of 763,000 kilowatts of new generating
capacity was placed in operation by class I utility
systems. Since then, and through December, 2,180,000
more kilowatts were scheduled to be added, the larger
part of this in November and December. Raw material
difficulties and work stoppages are delaying delivery
of some equipment, however.

Actually, the reported net assured capacity of these
systems has expanded more than new installations.
Existing generating facilities have been reported as
having higher capacity ratings than originally deter-
mined and the reserves set forth as necessary have
declined, partly because of the growth of interconnect-
ing transmission lines within and between systems. In
all, these factors added a further 600,000 kilowatts to
the net assured capacity reported by class I systems
during the first 6 months.

Only a portion of the heavier consumption to date
has required additional facilities. Much of the increase
has been made possible by a more intensive utilization
of existing equipment. More kilowatt-hours are being
produced by each kilowatt of capacity in operation.
From June 1940 to June this year, energy requirements
in terms of kilowatt-hours were up about 20 percent;
whereas the peak kilowatt demand had risen only 13
percent. In this respect, the record has varied widely
from area to area, and a few sections, such as Maine,
part of the Rocky Mountain region, and southern
California, reported the opposite experience.

On the other hand, the monthly peak operations
in terms of kilowatts for the country as a w ĥole were
about the same percent of capacity in July of this year
as they were a year earlier. A number of regions have
not been able to record improvement, particularly on
an annual basis. Many defense industries, like
aluminum, that require huge amounts of power,
formerly consumed much secondary power and curtailed
operations during periods of peak power demand.
Today such curtailment is not possible, and the relation
of the annual peak requirement to that of any single
month has been altered.
Federal Power Commission Plans Further Expansion.

It is becoming increasingly difficult to reduce reserves.
In fact, unless a larger quantity of materials can be
provided for maintenance, reserves should be enlarged,
for the age distribution of existing plant is such that
required maintenance is becoming heavier. Thus,
though new capacity this year is equal to 31 percent
of the total installations during the thirties, a further
substantial expansion is necessary over the next few
years.
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In 1942, installation of the new generating capacity
that is now on schedule and the completion of inter-
connecting transmission links would add 3,300,000
kilowatts to the assured capacity of class I utility
systems. Another 1,900,000 kilowatts has been sched-
uled for 1943. But in addition, the Federal Power
Commission, looking to a defense expenditure of 3
billion dollars monthly by the start of 1943, has formu-
lated plans for a further growth of plant which it
believes such an expenditure may require.

The Commission estimates that a monthly defense
outlay of 3 billion will in itself require a defense power
load of approximately 20,000,000 kilowatts.

Some 11 million kilowatts are assumed as a displace-
ment of the normal industrial load. Industry itself,
of course, will provide part of the power. These
factors, along with a much slower rate of expansion
of domestic and commercial demand created by reduced
output of new appliances, will ease the burden on
utility power facilities somewhat. However, by 1943
shortages of an extremely serious nature are foreseen
unless expansion is larger than had been originally
scheduled. The possible over-all situation as the
Federal Power Commission pictured it in July is pre-
sented in figure 5. Of course, the picture varies widely
from area to area, and long-range estimates of this
character are subject to error. Nevertheless, such
estimates must be made, for the construction of power
facilities requires 2 to 3 years or more.

The Commission's program calls for the continuous
production through 1946 of approximately 3,500,000
kilowatts of new generating capacity annually. It
is believed that the portion of the electrical equipment
manufacturing facilities reserved for commercial gen-
Figure 5.—Federal Power Commission's Plan for Adequate

Electric Power Supply for the National Defense Program
MILLIONS OF KILOWATTS
60

1945 1946

Source: Federal Power Commission.

era tor units will be adequate for such an output and it
is hoped that orderly priority arrangements can be
effected for its realization. Completion of such a pro-
gram would find dependable capacity equal to 56,500,000
kilowatts at the end of 1946, two-thirds larger than the
capacity in 1940.

422102-
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The Business Situation
BASIC economic developments in October con-

tributed to the uneven advance of the Nation's
economy toward complete mobilization for war. Al-
though progress was registered, the reports of intensified
manpower problems and more critical material short-
ages testify to the severity of the economic stresses
which are bound to grow as war output and the armed
forces continue to expand. Chief developments during
the month were related to inflation and price control,
to mobilization of manpower, and to measures designed
to increase war output through better controls over
scarce materials.
Manpower Problem Growing.

The increasingly critical character of the Nation's
manpower problem was highlighted by several impor-
tant developments during October. The Army and
Navy announcements of plans to have 9 million men in
service by the end of 1943 imply the withdrawal of
nearly 5 million adult males from the labor market
during a period in which employment must increase
almost another 5 million if the demands of the war
program, as now scheduled, are to be met.

Total manpower requirements of the war program,
as indicated in table 1, will by the end of 1943 call for
roughly 9.7 million workers in addition to those at
work or in the armed forces in July of this year. These
requirements must be met by transfer of workers now
employed in nonessential industries, by reduction in
unemployment, by the normal increase in the labor
force, and by extraordinary accessions to the labor
force in the form of increased employment of women,
under-age end over-age groups, and handicapped
persons.

The problem is more than just a gigantic personnel
problem of locating nearly 10 million people in their
appropriate niches in the armed forces and in industry.
To make it even more difficult, the 10 million persons
who must be located and the industrial jobs where
those not entering the armed forces are needed, are
scattered all over the country; hence although national
in scope, the problem is really a widespread series of
local manpower problems.

The crux of it now is the organizational problem bf
developing the best means of doing the job effectively
and promptly. By means of wage and salary ceilings
and other manpower controls, our former system of
guiding the flow of workers into alternative jobs by
open-market bidding for their services has beea so
abridged that it can no longer function effectively.
Hence a wartime substitute is urgently needed. Be
cause many people, interests and agencies are affected,
they have been prolific in bringing forth numerous and

Requirements

Increase in armed forces
Increases in civilian em-

ployment:
Manufacturing and

mining-
Transportation and

utilities
Other

Total requirements-

Number
(millions)

4.8

4.1

.2

.6

9.7

Sources

Decreases in civilian em-
ployment:

Construction
Trade and service
S elf-employed
Agriculture

Reduction in unemploy-
ment - _

Normal labor force incre-
ment- . . - _ - - .

Extraordinary accessions
to labor force required
from nonworker groups. _

Total of above man-
power sources ..'_.

Number
(millions)

1.1
1.4
.21 0.3

1.8

1.0

3.9

9.7

different suggestions as to the best means for dcing the
job. It would be difficult to conceive of a problem
bristling with more economic and social perplexities
for a democracy than this one, involving as it does
deepseated traditions of freedom of choice of an indi-
vidual to dispose of his own services or to withhold
them, as he pleases. Notwithstanding these difficul-
ties, the national welfare is so deeply involved that
this problem must inevitably be forthrightly solved by
strong, positive measures on a countrywide scale.
There is every reason to expect that such measures will
not be long delayed.

Table 1.—Approximate Increase in Manpower Requirements
by December 1943 from July 1942

i After allowance for usual seasonal decline.
Source: Bureau of Labor Statistics, except estimates for armed forces.

Economic Stabilization Moves Forward.

On the economic stabilization front the action of
Director Byrnes in limiting salaries to $25,000 per
year after payment of taxes and fixed obligations, and
in clarifying the administrative responsibilities of the
War Labor Board and the Treasury Department with
respect to salary and wage control, set in motion the
machinery which should prove a strong bar against
further inflation. With wages and salaries accounting
for two-thirds the national income, their uncontrolled
rise over the past year has been perhaps the greatest
single source of pressure against established price ceil-
ings. Removal of this source of inflationary pressure
now depends upon effective administration by the
agencies to which responsibility has been delegated.

Drastic as the salary and wage limitation order was,
it neither effectively bars all further pay increases nor
limits all large incomes. It did not bring property
incomes and earnings from professional or entrepreneu-
rial activities under control. Below the $25,000 ceiling,
individual pay raises resulting from promotions, in-
creased productivity, or length of service plans are not
restricted. However, by providing that wage and sal-
ary increases shall neither increase costs nor furnish a
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basis for revision of price ceilings, the order specifically
ties wage policy for the first time to the price control
and anti-inflation programs.

Further strength was marshalled on the side of
economic stabilization by the passage of the new tax
bill. A brief review of this Act follows.

The Revenue Act of 1942

.After being debated for seven and a half months, the
first World War II tax law was enacted on October 20.
Providing additional revenue of nearly 7 billion dollars
in the course of a full year of operation, it is the largest
tax bill ever passed by Congress. That it is not large
enough, however, to fulfill its two major purposes—to
raise a reasonable proportion of the funds needed by the
Government and to restrict consumer purchasing power
sufficiently to avoid undue pressure on price ceilings—
was clearly indicated on October 5 when Secretary
Morgenthau called for a second War tax bill to yield an
additional 6 billion dollars.

Table 2.—Estimated Change in Yields of Various Taxes Under
Revenue Act of 1942 1

[Millions of dollars]

Item

Corporation income taxes:
Income tax (normal and surtax)
Excess-profits tax (gross)
Declared value excess-profits tax

Total corporation income taxes (gross).
Less post-war credit __

Total corporation income taxes (net).

Individual income taxes:
Income tax (normal and surtax).
Victory tax (gross) _ _ .

Total individual income taxes (gross) _•
Less post-war credit

Total individual income taxes (net) -

Miscellaneous internal re venue:.
Capital stock tax.^
Estate tax
Gift tax
Manufacturers and retailers excise taxes 2-
Miscellaneous taxes

Total miscellaneous taxes 2_.

Grand total (net)2

Amount

1,901
-59

1,851
-550

1,301

3,011
3,088

6,098
-1,132

-52
5

391

615

6,882

* Treasury Department, Division of Research and Statistics. All estimates show
full year effects. Estimates of the yield of income and excess-profits taxes and the
gift tax are at levels of income estimated for calendar year 1942. All other estimates
aie at levels of income estimated for fiscal year 1943.

2 Excluding 99 million dollars nonrecurring floor-stock taxes.
NOTE.—Due to rounding, items will not necessarily add to totals.

The 1942 Eevenue Act and prior legislation will
produce an estimated 21 billion dollars in tax receipts
(excluding employment taxes) in the fiscal year ending
June 30, 1943. Since new excise tax rates will be in
effect only during the last 8 months of the year and since
only partial payment of income taxes is made before the
close of the fiscal year, the new act will add only about
4 billion dollars to the 17-billion-dollar yield of earlier
tax laws. With total budget expenditures now esti-
mated at 80 billion dollars and likely to run even higher,
eceipts for the fiscal year will probably be only about

28 percent of budget expenditures. In addition, there is
contemplated over 5 billion dollars of nonbudgetary
expenditures, making the over-all Federal deficit of this
fiscal year approximately 63 billion dollars. This is
three times greater than last year's deficit, and over
4 times greater than the deficit in 1919. It is likely,
therefore, that substantial amendments to the Revenue
Code will be forthcoming.

Chart 1.—Budget Receipts and Expenditures of the Federal
Government by Fiscal Years

BILLIONS OF DOLLARS
40 60 100

BUDGET RECEIPTS EXCESS OF EXPENDITURES OVER RECEIPTS

* BUDGET EXPENDITURES, EXCLUDING DEBT RETIREMENT-

1 Separate figures for individual and corporate income and excess-profits tax col-
lections are not available for 1918 and 1919.

2 Data include Victory Tax for 1943.
3 Data exclude employment taxes transferred directly to old-age and survivors

insurance trust fund.
Sources: Data through 1942, U. S. Treasury Department; expenditures for 1943 are

estimates of the Bureau of the Budget and receipts for 1943 are estimates of the U. S.
Treasury Department adjusted by the U. S. Department of Commerce to reflect
the effect of the Revenue Act of 1942 upon the receipts for the fiscal year 1943 only.

The sources of the new revenue, on the basis of a
full year's tax receipts, are shown in table 2. Practically
all the increase is the result of revision in the corpo-
ration excess profits tax, in the individual income tax,
and in the adoption of the new Victory tax on individual
gross incomes. Modest increases in yield will result
from an. upward revision in excise and other miscel-
laneous taxes. Corporate excess profits taxes will be
increased 1.3 billions over present tax laws, and taxes
on individual incomes will be up nearly 5 billion dollars.

Higher Income^Taxlin Lower and Middle Brackets.

The large increase in individual income taxes stems
from a lowering of exemptions, a rise in the normal
tax, an increase in surtax rates, and the adoption of
the new Victory tax. Exemptions have been lowered
from $1,500 to $1,200 for the head of a family, and
from $750 to $500 for a single person. Allowance for
each dependent has been reduced from $400 to $350.
The lowered exemptions will broaden the base of the
regular income tax from 19.9 million persons under
the 1941 law to an estimated 27.2 million persons
under the 1942 law.

The rise in normal and surtax rates will cause each
individual taxpayer to pay at least 19 percent on his
first dollar of normal tax net income.
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Table 3.— Effective Rates of the Individual Income Tax on
Net Income Under the Revenue Acts of 1941 and 1942

[Percent of net income]

Net income (all income earned,
before exemptions and credits)

$1,000
$1,500
$2,000
$3,000 ._
$5,000
$10,000
$20,000,
$50,000—
$100,000_
$1,000,000.

Single person

1941

2.1
4.6
5.9
7.4
9.7

14.9
24.6
41.8
53.2
73.3

1942

8.9
12.1
13.7
15.7
18.4
23.9
34.1
51.6
64.6
85.5

Married person, no
dependents

1941

2.1
4.6
7.5

13.1
23.1
40.9
52.7
73.3

1942

3.2
7.0

10.8
14.9
21.5
32.3
50.7
64.1
85.4

Source: XL S. Treasury Department.

The New Victory Tax.

Despite these considerable alterations in the personal

payment over the allowed credit of 624 dollars a year.
Year-end returns will adjust any excess or deficiency of
tax paid.

Table 4.— Amount of Gross Victory Tax, Post- War Credit, and
Net Victory Tax

[Dollars]

Gross income

$750
$1 000
$1,500
$2,000
$3.000
$5,000
$10,000
$20,000
$50,000
$100,000
$1,000,000

Gross vic-
tory tax

6.30
18.80
43.80
68.80

118. 80
218.80
468. 80
968. 80

2, 468. 80
4, 968. 80

'49,968.80

Post-war credit

Single
person,

1.58
4.70

10.95
17.20
29.70
54.70

117. 20
242. 20
500. 00
500. 00
500.00

Married
person, no
dependents

2.52
7.52

17.52
27.52
47.52
87.52

187. 52
387. 52
987. 52

1, 000. 00
1, 000. 00

Net victory tax

Single
person

4.72
14.10
32.85
51.60
89. 10

164. 10
351. 60
726. 60

1,968.80
4,468.80

149,468.80

Married
person, no
dependents

3.78
11.28
26.28
41.28
71.28

131.28
281.28
581. 28

1, 481. 28
3,968.80

i 48, 968. 80

income tax, most interest has centered around the
Victory tax which was added to the Revenue Bill in
the Senate. The Victory tax is a 5 percent tax on all
the income of an individual in excess of $624 a year.

The post-war refund aspect of the Victory tax is
significant since it introduces for the first time the
principle of compulsory saving into our fiscal policy.
A married person will be refunded 40 percent of his
Victory tax payments, up to a maximum of $1,000, "as
soon as practicable after date of cessation of hostilities
in the present war." In addition, he can claim a refund
of 2 percent for each dependent, up to a maxiirmm of
$100. A single person will be refunded 25 percent of
his Victory tax, up to a maximum of $500.

The refund portion of the tax can, and probably will,
be taken at the end of each year instead of at the end
of hostilities. If the taxpayer has made payments on
life insurance, reduced his outstanding debt, or made net
purchases of Government securities to the amount of
his refund credit, he is entitled to take his refund when
he files his Victory tax return at the end of the year.
The yield from the Victory tax can therefore be ex-
pressed as a gross figure (3.1 billion dollars for calendar
year 1943) or as a net figure (2 billion dollars). On the
assumption that the refundable portion will be taken
currently instead of in the post-war period and that in
any case it represents a loan rather than a tax, the net
figure is used in chart 1.

Since the Victory tax will be paid by about 43 million
persons—16 million of whom will not have sufficiently
large incomes to be liable for the regular income tax—it
becomes necessary, in order to avoid extensive default-
ing, for the tax to be collected currently at the source of
income. This withholding feature of the Victory tax
has the additional advantage of reducing consumer
purchasing power currently, starting January 1, 1943
instead of at the somewhat later dates when individuals
might start saving to meet their March 1944 tax liabili-
ties. To this end, each employer is required to with-
hold from each wage or salary check 5 percent of all

1 Not taking into account the maximum effective rate limitation of 90 percent,
rhich would reduce the Victory tax payme.nt somewhat.
Source: Report of the Committee on Finance, United States Senate, to accompany,

H. R.7378.

Corporation Excess Profits Tax at 90 Percent.

Corporate normal income tax rates have been left
unchanged by the new Revenue Act (with 24 percent the
general rule) but surtax rates have been raised from 6 to
10 percent on the first $25,000 of net income, and from
7 percent on the remaining income to 16 percent on all
income if net income is over $25,000. For corporations
with net income over $25,000 the effective normal plus
surtax rate is therefore increased from between 30 and
31 percent to 40 percent.

New permitted deductions, however, will leave the
yield from corporation normal and surtaxes practically
unchanged under the new act. In the first place, ex-
cess profits left after payment of the excess profits
tax will not be taxed again as normal income. Second,
long-term (over 6 months, rather than over 18 months)
gains are subject to a tax of not over 25 percent. In
the third place balancing of capital gains against losses,
both short, and long term, is permitted over a period of
5 years.

The main increase in corporate taxes results from
raising the excess profits tax from a graduated 35-60
percent rate to a flat 90 percent rate. The former
$5,000 exemption remains unchanged, and there are
only minor alterations in the two alternative methods
of determining normal profits. On the invested capital
method, the percentage allowance is raised slightly,
and on the earnings method the 4-year average earnings
(1936-39) may be altered to allow for one bad year; the
bad year may be left out and in its place 75 percent
of the average earnings of the other 3 years may be
substituted.

Following the same principle as in the Victory tax,
either a post-war refund or a refund for debt retirement
is permitted on 10 percent of the excess profits tax
paid. If such refund is not taken currently, nontrans-
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ferable, noninterest-bearing United States bonds will
be issued, with maturities staggered through the
second to fifth calendar years following cessation of
hostilities.

With a smaller return from the declared value excess
profits tax (arising from an annual rather than triennial
declaration of capital stock value) the gross yield of
corporate income taxes arising from the changes in the
revenue laws is estimated at an additional 1.9 billion
dollars, but the net figure will be only 1.3 billions—the
difference being the post-war credit on excess profits
taxes. The effective rate of tax is limited to 80 percent
of corporate net income.

Additional Tax Legislation Probable.

Despite its over-all magnitude, the 1942 Revenue
Act is unlikely to be considered the final answer to
the question of war taxation. In the first place,
its total yield in the current fiscal year will amount
to only one-fourth of total Federal expenditures. The
other three-fourths (some 63 billion dollars) will have
to be borrowed.

An additional reason for expecting the raising of
larger sums by taxation than will be possible under the
1942 Revenue Act is the protection that vigorous fiscal
policy can give to price ceilings and the entire program
of economic stabilization. If 63 billion dollars are
borrowed during the current fiscal year by the Treasury,
it seems likely that a sizeable fraction will be borrowed
from the commercial banks of the country and from the
Federal Reserve banks. Such borrowing from banks
would tend to expand Government purchasing power
without reducing private purchasing power and there-
by to add to the inflationary pressure against price
ceilings.

More -Effective Control Over Materials Instituted

Another highlight of the month was the initiation of
the Controlled Materials Plan to systematize the pro-
duction of goods made from scarce materials. If this
plan proves to be effective in forcing wartime produc-
tion scheduling to proceed in close unison with actually
available supplies of materials, almost incalculable
benefits may be expected to accrue to the entire war
effort.

The Nation can command, in most cases, impres-
sively large supplies. The essence of the problem is to
prevent waste and to utilize immediately and effec-
tively—down to the last ounce—all current new sup-
plies other than those deliberately set aside in Govern-
ment stockpiles as safety reserves. Hitherto there has
been too much waste of materials by methods such as
these: (1) Attempting to produce more units of a given
product than can be completed with the supplies on
hand and hence tieing ,up materials in unfinished and
unusable form; (2) accumulating materials inventories
too far ahead of actual utilization in the manufacturing

process; (3) unbalanced production of complementary
items, such as more ammunition than guns of the re-
quired type could possibly shoot; and (4) maldistribu-
tion of materials so that one producer has more than
he currently needs while another has so much less that
he is forced to curtail or slow bis output. The question
has also been raised whether other wastes were not
threatened by such fundamental instances of unbalance
as building more new arms plants than can be effec-
tively operated by available labor, materials, and power,
or the production of far more tanks than can be shipped
overseas to the fighting fronts.

The Controlled Materials Plan is expected to obviate
such waste by ensuring that no output is scheduled
unless the necessary alloy steel, carbon steel, copper,
or aluminum are available (later other scarce materials
may be included in the control). Hence even though
less output may be scheduled than formerly, the produc-
tion actually resulting should be greater because of
reduction in waste and improved coordination of
efforts. A key feature of the plan is that part of the
allocation of materials will be done by the producers
themselves.

Advance in Industrial Production Continues.

Industrial production (as represented by the Federal
Reserve adjusted index) advanced a moderate 3 points
during October. The rise conformed to the familiar
pattern of recent months in which durable goods in-
dustries have consistently registered the largest gains.
The durable goods industries scored a ten point advance
during the month, but other seasonally Adjusted com-
ponents of the production index fell slightly.

Chart 2.—-Production for Civilian and War Use in Selected
Nondurable-Goods Industries1

1935-39 '
2001

100

150

unit
WAR

PORTION

CIVILIAN
PORTION

D D. 42 - 454

1 Civilian and war portions are estimated points in the index; data for 1942 are
partially estimated.

Sources: U. S. Department of Commerce and Board of Governors of the Federal
Reserve System.

The failure of nondurable goods production to in-
crease during recent months may be merely a prelude
to actual decreases in months to come. During
October, for example, production of paper and products
was frozen by joint action 6f the American and Cana-
dian Governments at levels approximating the average
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of the past 6 months but somewhat below the level of
most recent operations. Further reductions in output
accompanied by concentration of the industry are
definitely in prospect in order to release more labor,
materials, and transportation for war purposes. Sim-
ilar curtailment and concentration orders may be
expected to cover other industries in the nondurable
field as war requirements grow.

Output of durable manufactures has increased
rapidly in 1942 and the Federal Reserve index for this
group, which averaged 193 for the year 1941 (average
1935-39 = 100) is expected to average 253 for the year
1942, an increase of over 30 percent. This rise is by no
means evenly distributed throughout the durable goods
industries. Some industries such as shipbuilding and
aircraft have expanded their output tremendously, far
more than the group average, while other durable
goods industries such as cement, nonferrous metals
and iron and steel have raised production somewhat but
by less than the group average.

Table^5.—Production in Selected Nondurable Goods
Industries for Civilian and War Use

[1935-39=100]

Industry

Textiles and tbeir products
. Cotton consumption
Kayon deliveries.
Silk
Woolen and worsted cloth

Leather and products
Shoes production

Manufactured food products
Manufactured dairy products-1.
Meatpacking. i _ _
Other manufactured foods

Alcoholic beverages
Tobacco products
Paper and paper products

Paper and pulp r
Printing and publishing

Newsprint consumption
Printing paper production

Petroleum and coal products
Gasoline production
Coke production

Chemicals ^
Rubber products

Rubber consumption

1941

Average
produc-
tion

151
158
166
51
162
121
123
128
132
129
129
116
120
144
145
124
107
140
128
125
151
139
148
151

Civilian
portion

128
134
158
46
122
109
117
122
125
123
123
116
116
130
130
124
107
140
115
113
98
118
133
136

War
por-
tion

1942

Esti-
mated
produc-

tion

155
170
168
15

178
116
112
141
147
147
143
100
127
134
134
112
100
124
122
109
164
170
81
87

Civilian
portion

85
119
146

0
45
87

103
127
132
125
129
100
112
107
107
106
95

118
73
71
16

War
por-
tion

70
51
22
15

133
29
9

14
15
22
14
0

15
27
27

49
38

148
85
52
56

Source: Board of Governors of Federal Reserve System and U. S. Department of
Commerce.

Just as significant as the output expansion in the
durable goods industries is the large portion of their
production required for war purposes. For example,
only an estimated 10 percent of iron and steel output
this year will be available for nonwar uses whereas
last year roughly two-thirds of a slightly smaller output
was available to civilians. Machinery production is up
37 percent this 3^ear but war requirements are absorbing
70 percent of the output as against only 43 percent last
year. The aircraft and shipbuilding industries are, as
in 1941, virtually 100 percent on a war footing. Con-
version of the automobile industry is very nearly
complete with only a small volume of replacement parts
currently being produced.

War Production Less Concentrated in Nondurable Goods
Industries.

Among the nondurable goods manufacturing indus-
tries the war program has produced less drastic con-
version of output although products have been modified
to fill war orders. Even without conversion, however,
war requirements have expanded sufficiently to more
than absorb 1942 increases in output and reduce this
year's civilian supplies below average levels of last-
year. Only in the manufactured foods group, as table
5 shows, will nonwar production this year be above 1941
volume.

Transportation System Shows Increased Efficiency.

The transportation system has shown extraordinary
elasticity in meeting the needs of the war. This has

Chart 3.—Indexes of Freight-Car Utilization

JANUARY 1940 * 100
200

175

150

SERVICEABLE FREIGHT CARS
ON LINE, END OF MONTH

125

100 -w*

1940 1941 1942
0.D. #8 -446

Sources: Indexes computed by U. S. Department of Commerce from data published
by the Interstate Commerce Commission.

been especially true of the railroads. The carriers
from time to time have taken the position that they
could not handle the prospective traffic load without
being allowed certain increases in equipment. Although
their equipment construction proposals have consist-
ently been reduced, the railroads have carried the traffic
anyway.

Thus a reserve of transportation capacity was made
available through an increase in efficiency. The
amount of such reserve still remaining is only a matter
of conjecture, but indications are that the railways can
attain still greater efficiency as the war program ap-
proaches its peak.

A search for additional capacity is also being made
among other types of carriers. It was found in the case
of river transportation in the form of idle equipment as
well as equipment traveling light or actually empty.
In view of the wide publicity which has been given
to the great size of the transportation load a casual
observer might logically assume that all our facilities
have been used to capacity. This is not yet the case.
A part of the solution of the transportation problem,
therefore, is the discovery of an efficient method of
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shifting traffic from the most heavily burdened agencies
to those which can stand an added load.

In the motor carrier field special emphasis has
been given to the matter of conservation. Because
of the unsatisfactory results obtained in this direction
under earlier plans the Office of Defense Transportation
has established a system under which commercial
motor carriers are required, since November 15, to be
covered by a Certificate of War Necessity before they
can be supplied with gasoline, tires or repair parts.
These certificates will limit the mileage that each vehicle
may travel, govern the minimum load to be carried,
and require periodic inspections of equipment.

Further additions to war transportation capacity
are being sought through eliminating unnecessary
passenger travel. In intercity passenger transporta-
tion the amount of pleasure travel was estimated last
May to be as much as 40 percent of the total. Another
survey conducted in late October by the Office * of
Defense Transportation is expected to provide evidence
of the amount of curtailment which can be made in
passenger travel. Thus far no rationing has taken
place. It is likely, however, that the year-end holidays
will bring problems which may justify rationing.

In commodity transportation serious study is under
way of the waste involved in nonessential movements,
that is, in cross-hauling and unnecessarily lengthy hauls.
Restriction of uneconomic shipping appears to the
Office of Defense Transportation and the War Pro-
duction Board to offer many possibilities for adding
to our transportation capacity. A step in the control
of transportation waste has been made by the Office of
Price Administration which has established delivery
zones for sugar distributors.

From January through August, the railroads pro-
duced one-third more freight ton-miles than, in 1941
with only a small increase in freight cars, but the freight
cars have, on the average, traveled greater distances
with the heavier loads. The combined effect of these
two efficiency improvements has been to increase the
net ton mileage per freight car-day from 780 in July
1941 to 968 in July of this year. (See chart 3.)

The same problem of handling more business with
only a small increase in equipment has been faced by

Table 6.— Selected Transportation Statistics of Traffic,
Equipment, and Employees

Item

Ton-miles revenue and nonrevenue freight, 8
months (millions) . -

Serviceable freight cars, average of 8 monthly
counts. _ - _ _ _ _ _

Freight-car-miles, 8 months (thousands)
Serviceable road freight locomotives (not

stored) , average of 8 monthly counts. ._
Road freight-locomotive-miles, 8 months

(thousands) _ _ _ _
Revenue passenger-miles, 7 months ((thou-

sands)
Serviceable passenger-train cars, average of 8

monthly counts
Passenger train car-miles, 8 months (thou-

sands)
Serviceable passenger locomotives (not

stored) , average of 8 monthly counts
Motive power miles, passenger, 8 months

(thousands)
Railway maintenance and transportation em-

ployees, Sept. 15
Passengers carried", class I motorbus, 7

months (thousands)
Local transit lines, passengers, 8 months

(thousands)

1942

. 435, 148

1,943,382
22, 265, 153

18, 223

500, 968

25, 295, 473

33, 158

2,305,035

5,533

336, 092

1, 103, 431

181, 386

7,951,371

1941

325, 178

1, 788, 941
18, 150, 747

16,050

413, 748

16, 108, 795

32, 156

2, 071, 579

5,308

316, 368

1, 016, 869

110, 088

6, 563, 605

Percent
change

+33, 8

+8.6
+22.7

+13.5

+21.1

+37.0

+3.1

+11.3

+4.2

+6.2

+8.5

+64. 8

+21.1

Source: American Transit Association and Interstate Commerce Commission.

all transportation agencies. Equal gains in efficiency,
however, have not been achieved by the several trans-
portation agencies nor by sections of the country. On
the Great Lakes pressure was applied to move a mini-
mum of 90,000,000 tons of ore before cold weather.
By October 12, the carriers were over 9,000,000 tons
ahead of the same date last year. On the Mississippi
and its tributaries, on the other hand, utilization of
equipment has been poor, especially on the down-
stream haul. Unsuccessful efforts have been made to
divert rail traffic to this haul, to send, for example,
steel from Pittsburgh to the Gulf.

The problems of our transportation agencies are not
likely to be fewer in the coming months than they have
been in the past. While the rate of increase in the load
will diminish, nevertheless it is estimated that rail ton-
mileage in 1943 will run around 15 percent over 1942.
Increases in efficiency of operation are becoming more
and more difficult to obtain although the search will
be continued for means of reducing unserviceable
equipment. Because such equipment is already at a
low level, there will probably be no alternative other
than to examine the traffic to determine the necessity
of its movement, and to direct whether and how it
shall be moved.
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The Business Situation
THE flow of funds through tlie economy main-

tained a lively pace in May and also, according to
preliminary estimates, in June. Federal war expendi-
tures, including those of the Reconstruction Finance
Corporation, totaled somewhat more than 22 billion
dollars in the second quarter, an increase of 2.5 billions
compared to the first quarter of the year. This was a
larger gain in war expenditures than occurred during the
first quarter. Stimulated by these war outlays, national
income payments (seasonally adjusted) rose to an
annual rate of about 140 billion dollars in May from
the April rate of 139 billions. In June, they were running
at an annual rate several billions higher. Farm cash
income continues to rise faster than the national total,
the May amount surpassing May 1942 farm cash
income by 39 percent. This compares with the gain
made in May 1943 over last May of total (national)
income payments to individuals of 27 percent. If the
total for the first 5 months of this year is compared to
that for the corresponding period of 1942, farm cash
income is up 33 percent while total income payments
are up 27 percent.

Table 1.—Income Payments, Farm Cash Income and Retail
Sales

Item

Income payments (millions
of dollars), seasonally ad-
justed, total

Salaries and wages _ _ _
Farm cash income, including

Government payments (mil-
lions of dollars) _ _

Cash farm income from mar-
ketings, seasonally adjusted
indexes (1935-39=100), totaL

Crops
Livestock and products.-.

Total retail sales, seasonally
adjusted (millions of dol-
lars) -_ .

Retail sales as percent of
salaries and wages

1942

May

9,257
6,376

1,030

188.5
193.0
185.0

4,568

71.6

Jan.-
May

(monthly
average)

8,966
6,107

1,021

182.9
182.4
183.2

4,637

75.9

1943

May

pll, 754
* 8, 214

1,433

257.0
264.5
252.5

' 5, 099

62.2

Jan.-
May

(monthly
average)

11, 426
7,992

1,358

248.4
258.4
241.9

5,176

64.8

Perc
creas
ove

May

27
29

39

36
37
36

12

ent in-
e 1943 .

f 1942

Jan.-
May
aver-
age

27
31

33

36
42
32

12

p Preliminary.
Sources: U. S. Department of Commerce and U. S. Department of Agriculture.

Retail ^ales have not for some months fully reflected
the rise in consumer purchasing power. Thus May total
retail sales (seasonally adjusted) of 5.1 billion dollars
were only 62 percent of total salaries and wages of 8.2
billions whereas in May 1942, the comparable fraction
was 72 percent. Furthermore, most of the 12 percent
rise in retail sales this May over last, was accounted
for by a rise of about 9 percent in retail store prices.
The fact that retail purchases of goods are becoming
smaller relative to salaries and wages confirms other

evidence of growing accumulations of idle purchasing
power in consumer hands.

Evidence is accumulating that the war effort on the
home front has reached its most critical stage. Total
industrial production, for instance, spurted up in high
gear to the plateau it attained last February and there
it has been virtually stalled for 5 months. As measured
by the Federal Reserve seasonally adjusted index, it
was stationary in May. Evidence available in early
July indicates that it barely held its own in June. The

Chart 1.—Production of Manufactures, Adjusted for Seasonal
Variation

INDEX, 1935- 39= 100
350
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Source: Board of Governors of the Federal Reserve System.

1943
D.D. 43-249

plateau on which industrial production has moved
virtually sidewise for 5 months beginning with February
is well below the peak level representing the full capacity
output of our wartime economy and below the level
required for the peak of the war effor.t. The supreme
test of the domestic economy in the months immediately
ahead will be to achieve the wartime-peak-output
objective with resources progressively more scarce
relative to needs. This signifies that the rise of in-
dustrial production from here on up to the wartime
peak will very likely be a gruelling low-gear grind.

The growing disparity between the flow of goods and
services on the one hand and the flow of income on the
other, is the outstanding feature of the current economic
situation. This is, of course, typical of all great wars.
The disparity is destined to grow still greater until the
peak of the war effort is reached. It is therefore the
key to economic trends to come.

Production and Manpower

For the first time since Pearl Harbor, the output of
durable manufactures has stalled. For 3 months^
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March through May, it remained at the 298-300 level.
Early indications are that it gained little if any in June.
This is in striking contrast with its swift rise, averaging
6 points a month, over the year ending in March. It

Chart 2.—Production of Munitions 1

INDEX, NOVEMBER 1941 = 100
600
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100

1940 1941.. 1942 1943
DO 43-247

i Includes ships, planes, tanks, guns, ammunition, and all field equipment.

Source: War Production Board,

is worth while pausing to note the unprecedented indus-
trial achievements which, as can be seen in chart 1,
have lifted the output of durable manufactures to a
level three times as high as that prevailing in May
1939 shortly before Hitler invaded Poland.

Output of some durable goods, of course, has con-
tinued to gain. Thus transportation equipment, which
includes aircraft and shipbuilding, has scored very ap-
preciable gains right up through May. But steel,
machinery, and other durable goods composing the
durable manufactures index pictured in the chart have
either remained virtually stationary or declined in
recent months. Even total munitions production, as
shown by the index in chart 2, flattened out decidedly
in May. However, the slight gains made recently by
the durable-goods index were offset by declines in the
nondurable-manufactures index (see chart 1) with the
result that total industrial production has been almost
on a dead level since February.

This lag in industrial output is largely due to the
growing scarcity of manpower and raw materials.
Other factors affecting output in recent months were
the series of coal strikes, the race riots in Detroit and
the Mississippi Valley floods. Manpower and materials
shortages are, however, the chief cause. This will be
evident from the detailed examination of the situation
in the steel and paper industries on the following pages.

The manpower problem has now reached a critical
phase. This will be evident to anyone who ponders
the data presented hi table 2 and chart 3. The out-
standing feature of the current situation is that during
May and June the total number of employees in non-
agricultural industries, excluding the armed forces, was
smaller than in the same months of last year. This
resulted from the fact that the recruitment of 2,600,000
women could not offset the loss of 2,900,000 men to the

armed forces over that period. Further, nonagricul-
tural employment has followed, contrary to the usual
rise, a downward trend since January of this year.
Again this was because the recruitment of 500,000 new
women workers could not offset the loss of 1,300,000
men.

The usual seasonal expansion during the summer
months by the entry of students into the labor force
has already begun. This summer, however, the ex-
pansion cannot be as large as usual because there were
about 2 million fewer students in school from whom new
recruits can be drawn—7,400,000 in April 1943 as
against 9,300,000 in April 1942. The number of
women engaged in own home housework, 29,400,000 in
April—only 200,000 fewer than a year ago, remains the
Nation's chief reserve of potential industrial workers.
When the point is reached where no additional workers
can be recruited, the only remaining recourse will be to
adopt methods of obtaining, where possible, greater
output per worker, longer hours, and the transfer of
workers from less to more essential jobs.

Table 2.—Estimated Labor Force, Employment, and Un-
employment in Continental United States

[Millions of persons 14 years of age and over]

Month

1940 — June_
1941 — June
1942:

January
February
March
April _-.
May
June .__
July
August
September
October-
November
December

1943:
January
February
March, _ _
April __
May
June

1943:
January
February
March
April -.
May
June

Civil-
ian

labor
force i

56.2
56.2

53.2
53.4
54.5
53.7
54.2
56.1
56.8
56.2
54.1
54.0
54.5
53.4

52.4
52.3
52.0
52.1
53.0
54.6

Employment 1

Total

47.6
50.2

48.9
49.4
50.9
50.7
51.6
53.3
54.0
54.0
52.4
52.4
52.8
51.9

51.0
50.9
51.0
51.2
52.1
53.4

Nonagricultural

Total

36.6
39.3

40.7
41.0
42.0
41.4
41.4
41.8
42.3
42.8
42.2
41.9,
43.0
43.0

42.3
42.1
42.0
41.6
41.3
41.5

Male

26.9
28.9

29.3
29.3
29.5
29.4
29.6
30.0
30.2
30.2
29.6
29.2
29.1
29.0

28.4
28.0
27.7
27.5
27.2
27.1

Fe-
male

9.7
10.4

11.4
11.7
12.5
12.0
11.8
11.8
12.1
12.6
12.6
12.7
13.9
14.0

13.9
14.1
14.3
14.1
14.1
14.4

Agricultural

Total

11.0
10.9

8.2
8.4
8.9
9.3

10.2
11.5
11.7
11.2
10.2
10.5
9.8
8.9

8.7
8.8
9.0
9.6

10.8
11.9

Male

9.5
9.4

7.7
7.9
8.1
8.4
8.8
9.4
9.7
9.5
8.6
8.9
8.4
8.0

7.9
7.9
8.1
8.5
9.0
,6

Fe-
male

1.5
1.5

0.5
0.5
0.8
0.9
1.4
2.1
2.0
1.7
1.6
1.6
1.4
0.9

0.8
0.9
0.9
-1.1
1.8
2.3

Unem-
ploy-
ment

Total

8.6
6.0

4.3
'4.0
3.6
3.0
2.6
2.8
2.8
2.2
1.7
1.6
1.7
1.5

1.4
1.4
1.0
0.9
0.9
1.2

Change from corresponding month of 1942

-0.8
-1.1
-2.5
-1.6
-1.2
-1.5

+2.1
+tf
tl
+.1

+1.6
+1.1

0
+.2
-.1
-.3

-0.9
-1.3
-1.8
-1.9
-2.4
-2.9

+2.5
+2.4
+1.8
+2.1
+2.3
+2.6

+0.5
+.4
+.1
+.3
+.6
+.4

+0.2
0
0

+.1
+.2
+.2

+0.3
+.4
+.1
+.2
+.4
+.2

-2.9
-2.6
-2.6
-2.1
-1.7
-1.6

i Excludes institutional population and estimated number of persons in armed
forces.

Source: U. S. Department of Commerce.

A general idea of the close relation between produc-
tion and employment can be had by inspecting table 3.
Exact comparison is not possible between the output
and employment of many of the industries shown there
because some establishments included in the production
data are not included in the employment data and vice
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versa. It is clear, however, that the industries which
expanded output the most were, as a rule, those which
also expanded employment the most, and that the
industries contracting production the most, generally
Chart 3.—Estimated Civilian Labor Force, 14 Years of Age and

Over1

MILLIONS OF PERSONS

40

30

20
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1 Data do not include institutional population and persons in the armed forces.
Source: U. S. Department of Commerce.

also curtailed employment the most. The fact that
output changes were quite uniformly larger than the
employment changes is largely attributable to the
longer workweek. From April 1942 to April 1943,
estimated average hours of work in nonagricultural
pursuits lengthened about 5.5 percent from 43.5 to
45.9 hours.

Table 3.—Changes in Production and Employment in
Selected Industries, May 1942 to May 1943

Industry

All manufacturing
Durable goods
Nondurable goods

Transportation equipment
Chemicals. _. _ _
Machinery
Manufactured foods
.Nonferrous metals and products.
Anthracite mining
Petroleum and coal products
Iron and steel _
Textiles and products
Printing and publishing
Furniture
Bituminous mining
Paper and products
Leather and products. _ _ . __
Lumber
Stone, clay and glass products. _

Production x

May
1943

May
1942

1935-39=100

216
302
147

598
219
363
143
194
124

3123
208
157
114
141
143

3134
3115

120
3141

183
^ 240

137

372
166
279
130
180
115
117
200
156
115
143
147
144
124
131
163

Percent
change

+18
+26
+7

+61
+32
+30
+10
+8
+8
+5
+4
+1
-1
-1
-3
-7
-7
-8

-13

Employment 2

May
1943

May
1942

Thousands

13, 687
8,150
5,537

2,906
740

1,938
914
410

72
124
522

1,239
329
167
388
312
337
262
357

12, 127
6,649
5,478

1,805
588

1,581
906
373
79

126
548

1,298
328
177
438
320
381
309
376

Percent
change

+13
+23
+1

+61
+26
+23
+1

+10
-9
-2
-5
-4

0
-5

-11
-2

-11
-15
-5

1 Federal Reserve unadjusted indexes of industrial production.
2 Bureau of Labor Statistics estimates of wage-earner employment.
3 Estimated by U. S. Department of Commerce.

It is clear that if industrial production is to resume
its upward path to the peak required by the war
program, the curve of employment in nonagricultural
pursuits cannot be permitted to drop much further.

Moreover, any further employment declines under the
pressure of inductions into the armed forces will
obviously have to fall^ directly or indirectly, chiefly
upon workers in less essential lines. The War Man-
power Commission estimates that 2,600,000 persons
will have to be transferred from nonwar to war activities
in the next 12 months, and in addition, 1,300>000 new
workers recruited for the labor force. The outlook as
described by the War Manpower Commission is as
follows:
Additional War Manpower Requirements, July 1943 to July 1944

Sources of additional manpower:
Transfers out of the following industries:

Construction and building materials 600
Trade and service 700
Other activities 1, 300

Thousands
of persons

Total transfers 2, 600
New recruits 1, 300

Total additional war manpower 3, 900

Uses of additional manpower:
Increase of armed forces 2, 000
Munitions industries 1, 600
Government war agencies 200
Food-processing industry :_ 100

Total additional war manpower 3, 900

In the months ahead, effective measures will un-
doubtedly be taken to bring about the necessary trans-
fers of workers from less essential to more essential
lines and to recruit the additional new persons for the
labor force. The civilian economy can hardly help
being deeply affected by these impending changes.

There is no doubt that the current leveling off of
industrial production is only temporary. It is known
that the lag has been due in part to changes in the types
of war materials needed by the armed forces which
have necessitated shifts in manufacturing processes and
schedules. Once these shifts have been completed and
the necessary manpower measures effectuated, indus-
trial production will resume its rise even though at a
slower pace until the wartime peak is reached.

Steel

As the armed forces of the United Nations increase
the scope and intensity of their operations, the need
for additional steel to meet the increased demands of
the war economy becomes more urgent. This has
prompted the Government to push for, additional steel
in the third quarter of this year and for a further
increase in the fourth quarter. Although no specific
goal has been set, the drive is aimed at getting an
extra million tons in each quarter.

Three sources are being relied upon to get the
additional sted in the second half of this year: (1)
putting excess inventories to work, (2) increasing pro-
duction from present facilities, and (3) speeding up the
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completion of new facilities. At the outset of the
drive, however, fear was expressed that not only would
this expanded program fail, but that even the expected
steel output might fall short as a result of the coal
strikes. Lack of coal for coking resulted in a sub-
stantial loss of steel production, and more setbacks in
the future from any cause would deal a serious blow
to our war effort.

Chart 4.—Production of Steel and Pig Iron
MILLIONS OF NET TONS
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Sources: American Iron and Steel Institute, Iron Age, and estimates by U. S.
Department of Commerce.

Part of the explanation for the current drive lies
in the fact that steel-plant construction has not moved
along according to plan. Ever since the 10,800,000
ton expansion (including necessary blast furnaces and
coke ovens) was authorized in September 1941, many
difficulties have hindered the program. Low priority
ratings for most steel projects made it impossible to
compete for materials, components, and equipment
against higher-rated construction projects such as
direct munitions and aluminum plants. Now that the
War Production Board has advanced priority ratings,
the steel facilities program may well proceed at an
accelerated pace.

Steel output in 1943 is expected to total 91 million
short tons of ingots and castings.1 This figure takes
into account further increases in production which
may be obtained as a result of the drive for additional
supplies of steel in each of the third and fourth quarters.
Preliminary data for the first half ol the year indicate
that 43.9 million tons were produced. Hence 47.1
million tons must be produced in the second half to
achieve the estimated 91 millions.

At the beginning of 1943 furnace capacity amounted
to 90.3 million tons. By June 30 it was increased by
slightly over 2 million tons. By the end of the year,
when present expansion plans are expected to be vir-
tually completed, capacity will be at 97.3 million tons,"
thus resulting in an expansion of 7 million tons during
the year. Spurred by the drive to attain additional

i Includes only that portion of castings produced in foundries operated by companies
producing steel ingots.

Table 4. —Steel and Pig Iron Production and Capacity, 1942
and 1943, by Half- Year Totals at Annual Rates1

Period

1942— Total.
1st half
2d half

1943— Total _
1st half p_
2d half •

Steel ingots and steel
for castings 2

Produc-
t/ion

Capac-
ity

Millions of short
tons

86.0
85.8
86.3
91.0
88.5
93.5

89.5
89.6
89.1
93.2
91.5
94.8

Percent
of ca-

pacity3

96.1
95.7
96.9
97.6
96.7
98.6

Pig iron

Produc-
tion

Capac-
ity

Millions of short
tons

60.0
59.5
60.5
63.0
61.3
64.7

61.3
60.9
61.7
66.7
64.9
68.5

Percent
of ca-

pacity3

97.9
97.6
98.1
94.4
94.4
94.4

v Preliminary. «Estimated.
1 The half-year totals at annual rates are based on daily average figures which

take into account the difference in the number of days in each half-year (the number
of days in the first half of each year was 181 and in the second half 184); therefore,
total production or capacity for the year does not equal the sum of the half-year annual
rate totals divided by 2. .

2 Includes only steel for castings produced by steel companies reporting to the
American Iron and Steel Institute; it is estimated that production of other castings
will amount to over 2.5 million tons in 1943.

3 This represents the ratio of the annual rate of production during the period to
the average capacity in the same period. This dift'ers from the method used by the
American Iron and Steel Institute which relates production to the capacity at the
beginning or middle of the year.

Sources: American Iron and Steel Institute, and War Production Board, except
data for the second half of 1943, which are estimates by the Department of Commerce.

output in the next six months, the War Production
Board has given the steel industry the green light on
priorities and it is expected that many partly com-
pleted open-hearth furnaces will soon come into pro-
duction. Thus, based largely on this new plant expan-
sion, present expectations are that the industry will
turn out about 3 million additional tons of steel in the
second half of this year compared to the first half.
Since the industry operated at an average rate of 96.7
percent of capacity in the first half, however, it will
also be necessary to raise the level of average opera-
tions to 98.6 percent throughout the last 6 months to
produce the estimated 91 million tons for the year.2

The outlook for the raw materials required to produce
the 91 million tons of steel is still considered favorable.
This is notwithstanding the fact that setbacks have
already occurred in the late opening of the Great Lakes
iron ore shipping season and temporary banking of
furnaces for lack of coal due to strikes.

Pig iron production in 1943 is now estimated at 63.0
million net tons, although earlier in the year this figure
was expected to be exceeded by a substantial amount.
Delays in the scheduled completion of new furnaces
account for the downward revision. Blast furnace
capacity on January 1, 1943, was 63.3 million tons.
Approximately 2.9 million tons of new capacity have
been added during the first 6 months of 1943, with 4.7
million tons of additional capacity scheduled to be
completed by the end of December making total
capacity at the year end 70.9 million tons. During the

2 Capacity measured as the ratio of production to average capacity during the
period. This differs from the method used by the Iron and Steel Institute which
relates production to capacity at the beginning or middle of the year.
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first 6 months of this year, approximately 30.4 million
tons of pig iron were produced which would represent
an operating rate of 94.4 percent of the average furnace
capacity in this period. As production was somewhat
curtailed by the necessity for relining furnaces in certain
areas, a continuation of this procedure in the second
half would seem to indicate that the operating rate is
not likely to differ much from the first half. However,
due to the new capacity coming in, production is
expected to total 32.6 million tons, making a total for
the year of 63.0 million tons. While ample furnace
capacity will be available to meet the demands of the
steel furnaces, final output of pig iron will ultimately
be determined by the availability of the raw material
supplies.

Chart 5.—Consumption and Stocks of Iron and Steel Scrap1

MILLIONS OF SHORT TONS

1943
0 O 43 -362

1 Data for stocks through June 1941 and for consumption through December 1940

are for the last month of each quarter; data for consumption, January through June

1941, are monthly averages for the quarter. Data beginning July 1941 are monthly.

Source: U. S. Bureau of Mines.

The total new supply of iron ore is expected to approxi-
mate 111.6 million long tons, an increase of 3.2 million
long tons over 1942. Of the new supply, 91.0 million
long tons will be shipped from the Lake Superior Region
and the balance of 20.6 from all other sources.. The
movement of iron ore from the Lake Superior Region,
which normally supplies about 85 percent of the total,
did not begin until the latter part of April, a full month
later than last year. The effect of this late start, as
shown in chart 6, has resulted through May of this year
in a decline of 8.4 million long tons of ore shipments
from the corresponding period of last year. This defi-
ciency .can be made up, it is believed, if no delay is
encountered in the scheduled completion of the new
vessels now under construction for the Maritime Com-
mission. Moreover, the Office of Defense Transporta-
tion, recognizing the importance of building up sup-
plies, issued an order under which it can conscript into
service any vessel, with certain limited exceptions, not
now engaged in the transportation of iron ore.

It is estimated that it will require about 113.4 million
long tons of iron ore to produce 63 million tons of pig
iron this year. This is based on the iron ore—pig iron

ratio of 1.8 tons. This amount of iron ore, however,
will be more than the anticipated new supply of 111.6
million long tons by 1.8 million long tons. Moreover,
consumption of Lake Superior iron ore for the first 5
months of 1943 totalled 37.2 million long tons, an
increase of 2.2 million long tons over the same period ol
1942.3 Furthermore, total stocks of Lake Superior iron
ore on June 1 were 21.3 million long tons a reduction of
3.9 million long.tons from the same date last year, and
lower than on any June 1 since 1940.4 It seems fairly
certain that total supplies of iron ore will be adequate to
keep the blast furnaces fully charged this year. The
stock position in the spring of next year, however, will
be less favorable than in the spring of this year par-
ticularly if there should be an early closing this year and
a late opening next year in the shipping season.

Table 5. — Coal, Coke, and Pig Iron Requirements, by Half
Years at Annual Rates 1

Period

1942— Total
1st half
2nd half

1943— Total
1st half v
2nd half •

Coal con-
sumed in
beehive
and by-
product
ovens

Coke production

Total Beehive
By-

prod-
uct

Pig
iron
pro-

duction

Millions of short tons

100.8
99.8

101.7
105.8
103.7
108.0

70.4
70.0
71.0
73.7
72.0
75.4

8.2
8.2
8.3
8.3
8.3
8.3

62.2
61.8
62.7
65.4
63.7
67.1

60.0
59.5
60.5
63.0
61.3
64.7

Coal-
coke
ratio

1.43
1.43
1.43
1.44

21.44
1.44

Coke-
pig
iron
ratio

1.17
1.18
1.17
1.17

21.17
1.17

• Estimated. » Preliminary.
1 See note 1 to table 4.
2 Based on 4 months' actual data. Estimates for second half of 1943 derived by

applying ratios prevailing in first half.

Source: Bureau of Mines and American Iron and Steel Institute except figures
for the second half of 1943 which are estimates by the Department of Commerce.

The supply of coke is dependent upon an adequate
and even flow of coal to coke ovens. The intermittent
coal strikes since May 1 have already resulted in the
loss of many thousand tons of pig iron output. Coal
stocks at by-product coke oven plants on May 1
totalled 9.7 million short tons but have declined sharply
since then as many coke ovens, particularly those in
certain areas which were unable to rebuild their stocks
of coal, have been forced to shut down. This situation
was intensified by the renewed coal strike of June.
Stocks of coke at by-product plants as of the end of
May totalled 949 thousand short tons, an extremely
low level, and the indications are that stocks on June 30
showed a further decline.

Although part of the deficiency in pig iron can be
made up in certain plants by the increased use of scrap,
continued interruptions of coal deliveries will undoubt-
edly cause a further decline in the supply of coke for
the production of pig iron which in turn will be reflected
in a reduced output of steel.

3 Reflecting additions to new blast furnace capacity.
4 With only a moderate increase in new supply and a substantial increase in con-

sumption over last year, stocks at the year end are likely to fall considerably below the
level of 47.4 reported at the beginning of the year.
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In order to meet the indicated steel production of
91 million short tons for 1943, the steel industry will
require over 2.0 million tons more scrap than in 1942.
The scrap supply at the present time appears to be

Chart 6.—Cumulative Shipments of Lake Superior Iron Ore
from Upper Lake Ports

MILLIONS OF LONG TONS
100
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Source: Lake Superior Iron Ore Association and estimates by the U. S. Depart-
ment of Commerce.

adequate to support the high level of steel operations.
This is supported by the stock positions of home and
purchase scrap which are now higher than in any
month of last year.

Paper Situation

A decline in the aggregate output of paper and paper-
board is expected during the latter part of this year.
Unless some positive and immediate action is taken
with respect to procurement of fibrous materials,
especially pulpwood, the 1944 outlook is for a sub-
stantially smaller production than that of 1942 or 1941.

Domestic production of paper and paperboard in the
first 6 months of 1943, according to the American Paper
and Pulp Association indexes, was at an annual rate
of about 16% million tons, which was approximately
the output in 1942. (In 1941 the Bureau of the
Census reported total production at 17.3 million tons,
the largest domestic output ever recorded.) Notwith-
standing this comparatively high level of current pro-
duction, demand for most classes of paper has exceeded
output with the result that unfilled order files at mills
have increased substantially. Inventories of most
important grades of paper in the hands of consumers
are reported to have declined.

This situation, in itself, would not appear to be too seri-
ous, were it not known that the production rate of the
past several months has been maintained at the expense
of dwindling inventories of pulpwood and wood pulp,
the basic raw materials for paper-making. Receipts
of pulpwood at United States mills during the first 4
months of 1943 were 22 percent less than in the same
period of 1942 and inventories have been reduced
accordingly. Wood pulp production in the first 4

months of this year was 19 percent under the similar
period of a year ago. Stocks of wood pulp at pulp
and paper mills have dropped one-sixth under the
January 1 position. Stocks of pulp at most paper
mills are down to a bare working minimum—in the
case of certain grades of pulp down to a 20-days'
supply.

For about 2 years the major problem confronting
pulp and paper producers has been in procuring ade-
quate pulpwood supplies for the manufacture of pulp.
Many lumberjacks have been drafted to the armed
services or have left the woods for work in shipyards,
airports or other high paying war industries. Normally
up to 40 percent of United States pulpwood is produced
from farm woodlands. This year finds many farmers
hard pressed by loss of farm hands and heavier demands
for agricultural foodstuffs.

The woods labor situation, coupled with difficulties
in maintaining logging trucks, has caused a serious
drop in the cutting and delivery of wood to pulp mills.
In the northern areas pulpwood cutting is largely sea-
sonal and sufficient supplies must be cut in the winter

Chart 7.—Newsprint: New Supply and Publishers' Estimated
Consumption and Stocks

THOUSANDS OF SHORT TONS
800
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PUBLISHERS' STOCKS ON HAND
AND IN TRANSIT

(END OF MONTH)

Sources: Newsprint Service Bureau, American Newspaper Publishers Associa-
tion, and U. S. Department of Commerce.

months for the next year's operations. The industry
reports that contracts for next season's pulpwood are
falling below the 1941-42 season by as much as 40
percent.

The industry has now reached a hand-to-mouth
stage of pulp and paper production. Generally speak-
ing, paper output can be no higher than the current
level of wood pulp production (plus imports from Can-
ada). Pulp mills can operate to the extent that
pulpwood supplies are available. Since labor and
other conditions in Canada are similar to those in the
United States, it is not expected that any larger supplies
of wood or pulp will be available from that source.
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Besides pulpwood and wood pulp, mills utilizing
certain grades of waste paper are having difficulties
getting adequate supplies. Labor even in the mills is
becoming a more serious obstacle. Topping all these,
however, is the matter of pulpwood.

Lack of space prevents a discussion of the situation
with respect to all different classes of paper and paper-
board. Newsprint probably offers a good example of
how the various operating problems have affected the
production and consumption of paper in general.
Chart 7 shows that the supply of newsprint has dropped
considerably in the past several months. About 72
percent of the newsprint currently consumed in the
United States is produced in Canada and about 4
percent is from Newfoundland. Production in Canada
and United States in the first 5 months of this year
has declined 16 percent under the same period of 1942
and 14 percent under the identical period of 1941.
Various operating difficulties have confronted Canadian
mills as well as mills in the United States. The result
has been that consumption of newsprint in the United
States has been maintained at a comparatively high
level in the first 5 months of 1943 at the expense of
sharply falling inventories of newsprint in the hands of
publishers and at newsprint mills and also of pulpwood
at the mills. United States publishers' stocks have
dropped about 150,000 tons from January 1 to June 1.
Mill stocks in Canada and the United States on June 1,
totaling 103,000 tons, were down about 50 percent
below what they were a year ago.

Newspaper publishers, realizing the acuteness of the
general paper situation, have recommended to the War
Production Board a further curtailment in consumption
of approximately 5 percent effective July 1. During
the first 5 months consumption by publishers was
down 1.4 percent under the same period of 1942 and
5.0 under the 1941 period. The proposal is for a
sliding scale in cuts so that the smaller papers would
not be forced to make as large a curtailment as the
bigger publishers. It is also recommended to estab-
lish an inventory limitation of a 50-day supply except
west of the Rocky Mountains and south of the northern
border of North Carolina.

Many other classes of paper consumers are now
feeling the first pinches of a tighter paper supply
similar to that plaguing the newspaper publishers.
The future will depend largely upon .the atitude of the
War Production Board and other war agency officials
as to the relative essentiality of pulp and various
classes of paper for the war program and the essential
civilian economy. For the calendar year 1943, the
War Production Board has estimated essential require-
ments of paper and paperboard at slightly over 15
million tons. It now appears that approximately this
quantity will be produced in this calendar year. Since
production and consumption in the first 6 months
exceeded the average monthly essential requirements

533856—43- 2

fdr the year as a whole, supplies for the last 6 months
may be short.

If it is assumed that essential requirements for 1944
would also be about 15 million tons, the outlook, based
on present supplies of labor, pulpwood, and other
resources, is that this quantity of paper can not be
produced next y£ar unless there is immediate and positive
action to put a large number of additional loggers into
the woods. The industry estimates that 20,000 addi-
tional men would solve the problem. Unless these men
are at work by autumn, the prospects are for a scarcity
of paper in 1944. If this develops there will very
probably be much more rigid restrictions on the less
essential uses of paper next year.

The effects of a paper scarcity would be keenly felt
by the civilian economy. During peacetime there is a
very close correlation between paper consumption and
the index of industrial production, the national income
and the gross national product. Under wartime con-
ditions, this relationship is partially disrupted because
proportionately not as much paper nrgeneral is required
in the manufacture of a value unit of battleships, tanks,
and airplanes as in the production and packaging of a
similar value unit of civilian commodities. Neverthe-
less, the maintenance of even a minimum civilian econ-
omy during the war, together with the war industries,
requires a tremendous quantity of paper for wrapping,
packaging, office work, and other utility or personal
uses.

If paper supplies become short it can safely be as-
sumed the war industries will be given priorities. If
the remainder were insufficient for civilian industry,
business, and personal needs, the ensuing paper short-
age would be felt in many ways. For example, we need
a minimum of glassware for homes, hotels, and res-
taurants to balance the loss through constant breakage.
Glassware plants cannot operate without suitable con-
tainers for shipping. Hotels and restaurants cannot
operate fully with shortages in glassware. Whole-
salers and retailers in glassware would find their business
sharply curtailed. Many other products necessary to
the civilian economy would likewise be similarly
affected and the direct and indirect influences would be
felt all the way from manufacture through distribution
to consumption. A careful analysis of paper uses dis-
closes only a relatively few which can be substantially
curtailed without seriously disrupting the civilian
economy. There are very few uses so unessential that
they could be eliminated entirely.

Federal Finance

The close of the third fiscal year since the start of the
defense program is an opportune time to review briefly
the fiscal and financial developments during the 18-
month defense period and the subsequent 18-month war
period.
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The basic development during these 3 years has, of
course, been the large and growing volume of Govern-
ment expenditures, and particularly the large and grow-
ing excess of Treasury expenditures over receipts. War
expenditures increased elevenfold from fiscal year 1941
to fiscal year 1943, so that despite the decrease in

Chart 8.—Budget Expenditures of the Federal Government
BILLIONS OF DOLLARS

TOTAL EXPENDITURES^
(INCLUDING DEBT RETIREMENT) ^

1940 1941 1942

Source: U. S. Treasury Department (Daily Statement).

1943
D.D. 43-355

nonwar expenditures, total budget expenditures have
risen tremendously—being over 2% times as great in
fiscal year 1942 as in the prior year, and rising nearly
another 2K times in the next year. These developments
are shown both in chart 8 and in table 6.

Table 6.—Budget Expenditures, Fiscal Years
[Millions of dollars]

Item

War
Nonwar

Interest on the public debt-

Total

1940

1,657
7,470
1,041

9,127

1941

6,301
6,474
1, 111

12, 775

1942

26, Oil
6,480
1,260

32, 491

1943

72, 109
6,073
1,808

78, 182

19441

97, 000
7,129
3,000

104, 129

i Estimated, Bureau of the Budget.
Sources: U. S. Treasury Department and the Bureau of the Budget.

Table 7.—Budget Receipts, Fiscal Years
[Millions of dollars]

Item

Individual income tax 2 w
Corporate income and excess profits taxes.
Other receipts -

Total .

1940

982
1,148
3,258

5,387

1941

1,418
2,053
4,136

7,607

1942

3,263
4,744
4,792

12, 799

1943

6,048
9,546
6,208

21, 782

1944 i

16, 093
14, 915
5,079

36, 087

1 Estimated, Bureau of the Budget. Includes effect of Current Tax Payment Act
of 1943, but anticipates no future tax legislation.

2 Including net victory tax for 1943 and 1944.
Sources: U. S. Treasury Department and the Bureau of the Budget.

Budget receipts, while falling far short of expendi-
tures, have risen steadily. This has been due in part
to new and higher taxes, and in part to larger incomes
of taxpayers and to greater expenditures of consumers

for taxed commodities. During these years the major
burden of increased tax payments has fallen upon
individual and corporate incomes, although there has
been a slight increase in miscellaneous internal revenue
and in other receipts. Both corporate and individual

Chart 9.—Budget Receipts and Expenditures of the Federal
Government by Fiscal Years

20
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\ OTHER RECEIPTS, NET ll
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EXCESS OF EXPENDITURES OVER RECEIPTS -

BUDGET EXPENDITURES INCLUDING DEBT RETIREMENT

1 Data include Victory tax for 1943 less post-war credits.
2 Post-war credits for excess profits tax for 1943 have been deducted.

3 Data exclude net transfers to Federal old-age and survivors' insurance trust fund.
4 Data include Series A through G.

5 See note 3, table 8, p. 11.

Sources: U. S. Treasury Department except the division of income taxes into
individual and corporate for June of the fiscal year 1943 which was estimated by the
U. S. Department of Commerce.

income tax revenue doubled in fiscal year 1942 and
the corporate doubled again in fiscal year 1943, while
that of individuals increased 85 percent.

Growing Budget Deficits Necessitate Larger Borrowing.

Growing budget deficits have made necessary a
spectacular increase in Federal borrowing during each of
the last 3 years. In fiscal year 1941 tax and other
nonloan receipts covered 60 percent of budget expendi-
tures, but in the next year the coverage fell to 39 percent
and in fiscal year 1943 to only 28 percent. Borrow-
ing was nearly 11 times greater in fiscal year 1943 than
in 1941.

Borrowing of this magnitude has extensive inflation-
ary effects unless the funds so raised come ultimately
from individuals and reduce their spending to the extent
of the borrowing.5 The Treasury has, therefore, pushed
the sale of War Savings bonds to individuals during the
last 3 years, at first suggesting that each person sub-
scribe 10 percent of his gross income to war bond
purchases, and now proposing 25 percent. In con-
sequence of this campaign, the sale of War Savings
bonds has risen, during the past fiscal year, to over 11
billion dollars. Other borrowing, however, has in-
creased even more rapidly, to a total of 45.3 billion
dollars in fiscal year 1943.

s Even then the inflationary effect is only postponed until such time as the bonds
are redeemed. See article on page 13 of this issue.
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Table 8.— Federal Borrowing Necessitated by Budget Deficits,
Fiscal Years

[Millions of dollars]

Item

Budget expenditures . . .
Budget receipts, net
Excess of expenses over receipts

Net borrowing through savings
bonds2 _

Other borrowing 3

1940

9,127
5,387
3,740

994
2,746

1941

12, 775
7,607
5,168

1,344
3,824

1942

32, 491
12, 799
19,692

5,787
13, 905

1943

78, 182
21, 782
56, 400

11, 068
45,332

19441

104, 129
36, 087
68, 042

1 Estimated, Bureau of the Budget.
2 Includes series A, B, C, D, E, F, and G bonds.
3 This is a residual figure rather than the precise amount of other borrowing which

took place during the year.

The impact of this other borrowing on various
financial series has been most striking. Insofar as the
funds come from credit-creating institutions—instead of
from such organizations as insurance companies, savings
banks, and business concerns—the effect is to increase
the stock of money in the country. Whether this stock
of money is held in the form of currency or in the form
of bank deposits is immaterial, since each is an alternative
to the other. But by reference to both series, as shown in
table 10, it can be seen that currency and bank deposits
together have increased 64 percent in the last 3 years.
Currency, which is needed in increasing amounts for pay
rolls, pocket money of individuals, and till money of
businesses, has more than doubled since 1940 to reach
the unprecedented total of over 17 billion dollars. Bank
deposits have increased some 57 percent over the same
period. Hence the total supply of the two forms of
money is now more than 112 billion dollars—an impres-
sive sum when it is realized that most of it is available
as liquid purchasing power. With an additional 21
billion dollars of redeemable War Savings bonds out-
standing, the difficulties of price control in the face of
this potential demand are obvious.

Table 9.—Currency in Circulation, Bank Deposits, and U. S.
Savings Bonds Outstanding, End of Fiscal Years

[Millions of dollars]

Item

Currency in circulation
Bank deposits, total _

Total
U. S. Savings bonds outstanding _

1940

7,848
60, 582

68 430
2,905

1941

9 612
67, 172

76 784
4,314

1942

12, 383
72, 382

84 765
10, 188

1943

17, 420
i 95, 000

i 112 420
i 21, 300

i Estimated by U. S. Department of Commerce.
Sources: Board of Governors of the Federal Reserve System and the U. S.

Treasury Department.

Two Innovations in Federal Tax Structure.

The Federal tax structure has been modified during
the past year by the introduction of two innovations,
each applying to the taxation of individual incomes.
The first, the practice of collecting income taxes cur-
rently, was foreshadowed by the Victory Tax provision
of the 1942 Kevenue Act—this tax being collected cur-
rently by withholding, although it was entirely separate
from the regular income tax. This collection procedure
has now been extended to the regular income tax by the
Current Tax Payment Act of 1943, which combines the

Victory Tax and the first bracket of the regular income
tax into a withholding rate of 20 percent after personal
exemptions. Persons falling into higher income brack-
ets must pay currently by means of quarterly returns.

The effect of the new collection procedure on Treas-
ury revenues is to increase tax revenues by an estimated
3 billion dollars in fiscal year 1944. Eoughly 2 billion
dollars of these increased payments arise from the fact
that current 1943 incomes are averaging higher than
those of 1942. Hence payments in settlement of 1943
tax liabilities will be greater than payments made on
1942 tax liabilities. The other billion dollars of addi-
tional revenue comes from the fact that only 75 percent
of 1942 tax liabilities were canceled, the remaining 25
percent being paid in two installments, one falling due
in March 1944 and the other in March 1945. Each
installment is estimated to amount to 1.1 billion dollars.

The second innovation—the introduction of an ele-
ment of compulsory saving by refunding a portion of
tax payments at a later date—was also introduced by
the Victory Tax of 1942. This technique of reducing
current purchasing power is not now an important part
of the total fiscal picture, partly because the amount
involved is not much over 1 billion dollars a year, and
partly because refunds can—-if certain other savings are
made—be taken the following year instead of after the
war.

With the budget for fiscal year 1944 set at 104 billion
dollars and with net receipts estimated at only 36 billions,
further tax legislation appears imminent. This is indi-
cated partly by the growing realization that effective
price controls must be adequately supported by fiscal
policy if they are to be successful, and partly by the
recent announcement by Secretary Morgenthau that
his goal in fiscal year 1944 is to meet half the budget
expenditures by taxation. It is not anticipated, how-
ever, that new income tax legislation will become effec-
tive before January 1, 1944.

Wholesale Prices and the Cost of Living

Prices, as measured by the wholesale price index and
the cost-of-living index of the Bureau of Labor Statis-
tics, have continued in recent months to rise at about
the same rate they have maintained during the last 12
months.

In the case of wholesale prices, the main components
contributing to the rise of approximately one-half of
1 percent a month have been farm prices and foods.
As shown in chart 10, industrial products (labeled "all
other commodities other than farm products") have
not risen significantly since 1941. On the other hand,
foods, and more particularly farm products, have con-
tinued to exert strong upward pressure on the entire
index. Of the foods, fruits and vegetables have been
most active, and of the farm products, grains have reg-
istered the greatest increases. The index of dairy
product and meat prices has not changed during 1943.
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From May 1941 to May 1942 all wholesale prices
rose 16 percent, while from May 1942 to May 1943
they rose 5 percent. Hence it is obvious that price
controls have been rather effective as a brake on the
rising price level although they have not stopped it
dead.

The cost of living from May 1942 to May 1943, rose
8 percent compared to 13 percent over the year ending
May 1942. In early 1943 the rate of advance was
greater than in the latter half of 1942, but part of this
difference is due to revisions recently made in the index.
Chart 11 shows the combined index, and also three of
its main components. As is evident from the chart,
food prices have been the main contributing factor in
the increased cost of living not only in the last several
months, but in most of the period since the issuance of
the General Maximum Price Regulation. Food prices
have been rising at approximately 2 percent per month
since February, and the relative stability of the other

Chart 10.—Wholesale Prices
INDEX, 1926 = 100
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Source: U. S. Department of Labor.
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items that enter the cost of living has not been able to
counterbalance this heavily weighted factor. While far
outdistanced by the rise in food prices, the indexes for
clothing, housefurnishings, and miscellaneous items
have gone up slightly. Eents, fuel, electricity, and ice
have not changed during 1943.

It is true, of course, that inflationary pressure has
been much greater since than before the inauguration
of price controls. Therefore, the fact that the cost of
living has continued to rise notwithstanding controls
does not mean that controls have been ineffectual.

Chart 11.—Cost of Living of Wage Earners and Lower-Salaried
Workers in Large Cities
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Source: U. S. Department of Labor.

There is, however, an important gap in our knowledge
of actual living costs in that we do not know how many
transactions occur at other than the prices that enter
into the index numbers. Nor do we have good informa-
tion as the changes in the character, quality, and im-
portance of the goods and services actually bought by
consumers relative to those whose prices are used in con-
structing the indexes. It is probable, however, that the
cost of living index still provides a fair approximation
to changes in the actual cost of living of most wage
earners.
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The present sample is based on reports
from about 275 chain firms operating
over 33,000 stores in trades representing
approximately 70 percent of the dollar
volume of total chain inventories as re-
ported in the 1939 Census of Business.
The cooperating firms in these 10 major
retail businesses report monthly data
regularly for the current month, for the
previous month, and for the correspond-
ing month of the previous year.

Data on furniture store inventory
changes are obtained monthly from re-
ports to the Board of Governors of the
Federal Reserve System. Additional data
received from the Board which are in-
cluded in this study are the index of in-
dependent department store stocks and
the monthly report on department store
stocks showing a breakdown by individ-
ual departments. This latter report cov-
ers more than 120 separate items and is
especially helpful in giving some indi-
cation of the trend in inventory position
of a number of items on which other data
are very meager.

The Office of Price Administration fur-
nishes data on the number of certificates
of necessity issued each month. These
certificates are issued to prospective
buyers by automobile ration boards and
sanction the purchase of new cars from
the total stockpile 'which was frozen
in February 1942.

For a few trades indirect estimates are
necessitated and in most of these in-
stances the inventory movement has
been based on the usual relationship to
sales in that field. Retail inventories at
the end of a given month are very
closely associated with retail sales
(lagged by an appropriate moving aver-
age based on average inventory turn-
over in each respective kind of busi-
ness) .

Thus, using the relevant monthly sales
data published by the Bureau of Foreign
and Domestic Commerce, it was pos-
sible to estimate the level of inventories
for the retail establishments on which
direct measurements were unavailable.
This method was used for filling sta-
tions, eating and drinking places, and
independent food stores.

The results were checked with changes
obtained for the Bureau of Census
sample for independent stores in 34
States at year-end periods and adjust-
ments were then made in the monthly
data for the year in Question.

The few series on which no direct
measurements were available to indicate
monthly movements present a difficult
problem in interpolation. Normally, the
relationship between sales and stocks in
these fields—eating and drinking places,
filling stations, and independent food
stores—conforms to a simple straight-
line trend.

With the complications of the war-
time emergency this complementary
movement of sales and stocks has been
sharply disrupted. Correction is made
by adjusting the monthly data by means
of a smooth curve to arrive at the final
result reported in the independent re-
tailers' inventory sample taken by the
Bureau of the Census each year.

Mail-order house inventories likewise
were difficult to estimate. The only
published data on stocks held by the
catalog divisions of these concerns,
which is the portion reported under the
C e n s u s classification "mail - order
houses," were for the end of 1939. The
remaining data have been interpolated
by using a stock-sales relationship for
the catalog division as a proportion of
total mail-order sales and inventories.

Total sales and inventories for these
concerns in turn was derived by moving
the grand total with a representative
sample as reported on annual earnings
statements published by Moody's In-
dustrials.

It is also perhaps in order to point out
that the year-end figures should be given
more stress than the individual inter-
vening monthly data since it has been
possible to adjust these figures to the
results obtained in the much broader
sample prepared by the Bureau of the
Census. An additional word of caution
can be given against attempting to use
this series as an exact measurement of
stocks on hand. The prime purpose of
these, as well as other Commerce De-
partment estimates, is to indicate direc-
tion and approximate amplitude of
movements within the business economy
for aid in trend analysis.

Despite the shortcomings described
above, it is believed that fundamentally
the estimates of inventories presented
in this article give a reasonably accurate
representation of the movement of re-
tailers' stocks over the period covered-
It is planned, however, to further de-
velop the sample coverage in those lines
of trade which were not sampled in the
latest chain survey, and to supplement
this series with additional material as
it becomes available.

The 6 independent nondurable goods
groups that are measured individually
represent more than 86 percent of the
total nondurable stocks held by retailers
as shown in the 1939 Census of Business.
Likewise, the 6 independent durable
goods groups cover approximately 88
percent of the total durable stocks re-
ported by the 1939 Census.

Therefore, additional research on
retailers' inventories will be largely di-
rected toward improving the present in-
dependent groups rather than adding
further segments which could contribute
little toward providing a more represen-
tative indicator of trends in inventory
holdings for the total retail field.

Business Situation
(Continued from p. 7)

agricultural situation since 1210-14 that
such a period provides at best question-
able foundation for appraising current
values and estimating future trends.

On the whole, in spite of the factor
of Government support in the 1935-39
interval, the general stability of values
evidenced in that period would seem to
make it a preferable reference point in
evaluating the soundness of current
levels and trends of farm land values.

(2> In view of the tremendous expan-

sion of farm incomes since 1935-39. the
rise which has already occurred in farm
real estate values over the country gen-
erally does not seem excessive. Never-
theless, the sharp increases which have
occurred in the last 2 years and in par-
ticular in 1943 should instill a healthy
fear of the inflationary potentialities of
the current situation. This fear is sup-
ported by the evidence of inflationary
developments in particular localities.

Indeed, these instances serve to high-
light the volatile nature of the present
farm land situation, a situation which
would seem to require little more than
a spark of additional inflationary de-
velopments to give rise to a speculative
boom comparable with that of the year
1919-20.

<3> Attention may well be called to
a few of the circumstances which could
contribute to an unhealthy farm land
boom.

In the first place, the "overhang" of
institutionally held real estate has in
large part disappeared, and with it has
gone a damper which served to keep
farm land prices from expanding too
rapidly.

Secondly, while the relative slowness
of the response of land values to land
income points to a conservative element
pervading the existing situation, the
very slowness of response might well be
a consideration which would lead the
unwary investor of surplus savings into
the false conclusion that current land
values are too low.

In this connection, it should be pointed
out that even if one could predict normal
farm incomes in the post-war period, the
estimation of a warranted price for farm
land at the present time rests heavily on
the calculation of the length of time over
which currently high wartime levels of
land incomes may be expected to con-
tinue.

Thirdly, it seems probable that there
are a large number of investors who re-
gard investment in land as a suitable
hedge against inflation. Any intimation
of impending general inflation would
probably cause these individuals to enter
the land market in large numbers with
resultant bidding up of land prices—in
all probability with little regard to the
long-term considerations. Indeed, it is
conceivable that this group would be
willing to accept a very low rate of return
if the capital gain from inflation-en-
gendered increase in the value of land
appeared sufficiently large.

A fourth consideration is that there is a
large volume of cash currently being held
by all groups in the nation. The presence
of these funds would serve to make diffi-
cult any attempts at credit control of the
increase in farm land values, since stiff
down-payment requirements can be met
by the prospective buyer.

Invest in a
FREE FUTURE
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The Business Situation
RAPIDLY marching events on the

world battlefronts, with steady
progress in all theaters of war, have
focused increasing attention on the
economic problems which will arise with
continued success of Allied arms. The
speed with which the European situation
is developing is evident from the fact
that on the same day that the Russian
armies reached Warsaw and the Baltic,
Turkey broke off relations with Ger-
many, the Finnish president resigned,
and Allied forces in France pushed
rapidly across the Brittany peninsula.

The agreement reached last month at
the Bretton Woods conference on inter-
national financial problems represents
an important step toward the task of re-
building world-wide commercial and fi-
nancial relationships in the post-war
era. On the national scene, Congress
was urged by War Mobilization Director
Byrnes to give immediate consideration
to providing for -the disposition of sur-
plus property, and to the establishment
of a demobilization agency to formulate
reconversion policies. Legislation to
meet the demobilization problems was
the first order of business as Congress
reassembled on August 1 after its mid-
summer recess.

Reconversion Steps
The initial steps contemplated in the

4-point reconversion program of the War
Production Board were delayed, but by
the end of July several of the orders
involved had been issued, and the fourth
was scheduled to be put into effect in
August. These are far from sweeping in
scope, but they do encourage industry to
prepare for major reconversion, as well
as permit, with safeguards to military
production, a slight immediate increase
in civilian goods production. In the
former category are the two orders per-
mitting industry to utilize necessary
materials in the construction of ex-
perimental post-war products, and per-
mitting the placement of orders for in-
dustrial equipment which will be re-
quired for a large scale resumption of
civilian goods manufacture. The third
order, freeing aluminum and magnesium
from existing restrictions, is perhaps
more important in relation to substitu-
tion of these materials for others than
in respect to increased output of metal
products.

The order yet to be promulgated pro-
vides for the resumption of approved
civilian goods manufactures upon au-
thorization by Regional War Produc-
tion Board Directors. Such authoriza-
tion will be based upon the availability
of manpower and facilities, with prefer-
ence given to the manufacture of the
more essential civilian goods. Produc-
tion will generally be restricted to firms
located in labor market areas classified
by the War Manpower Commission as
possessing labor surpluses.

The earlier order releasing the nation's

alcohol distilling facilities during the
month of August for the production of
beverage alcohol products will, of course,
mean a large increase in the supply of
such products because of the greatly en-
larged productive facilities now operat-
ing in this field.

These steps are symptomatic of a
trend, rather than indicative of a gen-
erally increased flow of civilian goods
in the near future. Excepting the alco-
hol action, they will have relatively slight
effect over the next few months on the
volume of available civilian goods be-
cause of existing restrictions upon the
authorized volume of output. Moreover,
the bulk of the necessary manufacturing
facilities are located in areas of tight
labor supply. More than three-fourths of
all shipments of metal-fabricated goods
in the first quarter of 1944 were made by
plants located in areas presently defined
by the War Manpower Commission as
tight.

The significance of these actions of
the past month is that they represent
recognition that materials and men are
being released from war production; of
the importance and imminence of the
reconversion problem; and of the neces-
sity of an orderly transition to increased
civilian goods producton. Thus, while
military production continues to have
the high priority which it must be ac-
corded until a military decision is
reached, the actions take cognizance of
the fact that production of war materiel
has been on an even keel now for

months—at an annual rate exceeding
$65 billion—-and that not all of the re-
sources released from declining war pro-
duction programs are usable in those
other segments where it is desired to
meet increased military demands.

Changing Patterns of Production
For many military items peak produc-

tion has already been passed. For
others, increasing production is still de-
sired to meet requirements. The results
are widespread shifts in contracts and
schedules. To date, it is apparent from
the chart on page 1 (top center) that
the ups and downs in munitions output
roughly cancel out with the aggregate
flow of war materiel from factories and
shipyards continuing at a high and
steady rate.

Shipments of metal manufactures il-
lustrate the pattern. The divergent
changes, masked by the overall stability
but apparent in the operations of fac-
tories throughout the country, are illus-
trated by broad categories in chart 1.

In total, shipments of metal products
have shown the same stability as pro-
duction of war materiel, as they must in
a period when they are to such a large
degree identical. Airplanes are the big
segment of the military production pro-
gram where a substantial rise was re-
quired over the rate of production
achieved toward the end of 1943. Com-
munication and electronic equipment
have also moved ahead, but it should be
noted that substantial declines have re-

Chart 1.—Percentage Change in Value of Combat Materiel Shipments
From Metal-Producing Manufacturing Plants
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suited from declining requirements in
other segments of the program.

A considerable decline occurred in the
combat vehicle group, which includes in
addition to tanks, armored, scout and
half-track vehicles. The two other
groups of combat materiel shown on the
chart—ammunition, guns and fire-con-
trol equipment—also show substanti-
ally reduced shipments.

This same pattern of declines offset
by advances in some categories is
also apparent in the shipments of
metal products other than combat
materiel, although here the divergence
as revealed in chart 2 is not so large.
Even though the dollar value of all ship-
ments in this noncombat category has
remained stable, there was a noteworthy
increase in deliveries of transportation
equipment. Included in the groups of
products with reduced shipments were
industrial machinery, general purpose
industrial equipment, engines and tur-
bines, electrical generating and distrib-
uting apparatus, plumbing and heating
equipment, and other miscellaneous
metal products.

The pattern traced would have a much
greater divergence if major items rather
than groups were plotted. Deviations
within such a category as ammunition,
for example, range from extremely
large increases to substantial cuts in very
sizable categories. This is true likewise
of all other groups—from ships to the
new and highly developed electronics
field.

While the data available for plotting
on these two charts are for the first
quarter, the picture is typical of develop-
ments so far this year. It is one of
shifting composition of manufacturers'
output, with the more pronounced
changes in the military segment as would

SURVEY OF CURRENT BUSINESS

be expected now that pipelines have been
generally filled, and that some items
are in adequate supply while others must
be secured in increasing quantities. In
this latter class the production difficul-
ties to be overcome are specific, rather
than the result of any general shortages
of either labor or facilities.

War Mobilization Director Byrnes, in
his statement of August 4, detailed the
"few programs in which production is
now critically short and urgently needed"
as heavy guns and ammunition, bombs,
radar equipment, trucks, tanks, con-
struction equipment, tires, and tentage
fabric. Indicating that the labor force
necessary to meet requirements was not
large in relation to the available sup-
ply, he announced that additional steps
were being taken, through the opera-
tion of manpower priorities and employ-
ment ceilings, to further increase labor
utilization and to aid recruitment in
the particular war plants requiring an
expanded labor force.

Efficiency in Labor Utilization
Under conditions of general stability

of output after the tremendous rise of
the past two years, it is of interest to see
what has happened to output per worker
this year. In general, there has been
a substantial increase and this may be
expected to continue until such time as
large cutbacks in military production
alter the fundamental factors.

Chart 3 presents the trend of the dol-
lar value of output per wage-earner in
war industries since Pearl Harbor. The
rapid rise subsequent to the middle of
1943 stands out. While the data are in
dollars, the rise in terms of "real" out-
put during the past year would be at
least as large since the tendency of costs

Chart 2.—Percent Change in Value of Noncombat Materiel Shipments From
Metal-Producing Manufacturing Plants
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of war goods has been toward lower
rather than higher prices.

As production schedules have reached
their peaks, the effect of the increased
production per worker has been to reduce
employment since the required quantities
of products can be turned out by fewer
workers. Thus, the fairly sharp decline
in manufacturing employment, whicjh
has occurred since November 1943, is
entirely consistent with a continued high
volume of war output. Such deficiencies
in production as exist are not the result
of this trend. Rather this has made
available workers that could be fun-
neled into the limited segments of the
military production program where
shortages exist.

The quit rates in war industries under
existing conditions are likewise of major
interest. There has been little change
in the quit rate in recent months. This
is the case not only for the average of
all manufacturing but for the six major
munitions industries shown in chart 4.
Quit rates of this size—even though not
increasing—do create problems in some
cases where difficulties are being experi-
enced in maintaining adequate working
forces. Generally, the real problem areas
from the standpoint of war production
are not defined by the quit rates.

Release of Materials
Facilities, materials, and manpower

represented the successive stages of
stringency in the war mobilization pro-
gram. The earliest bottleneck to be
eliminated was in facilities, and the pass-
ing of the materials shortages gradually
became apparent. Today, the materials
situation is characterized by increasing
ease, with some in more abundant sup-
ply and presenting real problems of bal-
ancing availability and use.

The improvement of the supply-de-
mand situation, though general, is more
apparent in some commodities than in
others. Examination of rubber, alumi-
num, and industrial alcohol—all of wide-
spread concern at an earlier and in some
cases recent date—reveals the changed
situation.
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Chart 4.—Labor Quit Rates in Selected Manufacturing Industries
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Aluminum.

Aluminum, one of the first of the stra-
tegic raw materials to become scarce and
subject to control, was among the first
to be in surplus supply. The realization
of the need for phenomenal increases in
aircraft production focused attention on
the requirement for expanding alumi-
num production at an early stage in the
war effort. As a result, domestic ca-
pacity was expanded so that in 1943 out-
put of aluminum ingots was six times
that of 1939.

Domestic production of aluminum, as
shown in chart 5, exceeded shipments
throughout most of 1943 but has since
turned downward in the face of a rising
stockpile. Total new supply (produc-
tion plus imports) has been above ship-
ments since the beginning of 1943.
Stocks of ingot aluminum rose corre-

Chart 5.—Domestic Production and
Shipments of Aluminum

MILLIONS OF POUNDS
1000

8 0 0

6 0 0

4 0 0

2 0 0

PRODUCTION OF INGOTS

iPMENTS OF
FABRICATED SHAPES

1943 1944
0 0. 44-519

Source: War Production Board (Facts for
Industry).

spondingly, increasing almost 70 percent
between January 1 and June 30, 1944.

Shipments of fabricated products
tended to level off in the second quarter
of this year. The chart, which shows
use in relation to domestic production
only, is illustrative of the current easy
situation as it illustrates the fact that
domestic output is running almost par-
allel with shipments so that the large
imports are in effect going into the rising
inventories.

Alcohol.

Since October 1942 the entire facilities
of the beverage alcohol industry have
been directed to meeting the wartime
demands for industrial alcohol. The
tremendously enlarged war demands for
this product arise not only from require-
ments for explosives, chemical warfare
products, and medical supplies, but also
from the new use of alcohol in the manu-
facture of butadiene for synthetic rubber-

It will be noted from chart 6 how
rapid was this increased use for syn-
thetic rubber. The new industry ac-
counted for about 30 percent of alcohol
distribution in 1943 and it is estimated
that this figure will be stepped up to 58
percent in 1944.

The supply of alcohol, as a result of
ths establishment of new and the en-
largement of existing facilities, in-
creased from 218 million gallons in 1941
to 450 million gallons in 1943. Of the
total domestic output, the distilling in-
dustry produced about 40 percent in 1942
and approximately 52 percent in 1943.
In 1944, this proportion is expected to be
somewhat under 40 percent.

Total 1944 requirements of industrial
alcohol for all war purposes are estimated
to total about 614 million gallons as
against an estimated new supply of 592

million gallons, the August holiday ex-
cluded. The deficiency of 22 million gal-
lons, if the requirements estimates prove
accurate, can be made up by drawing
further on inventories, which on June 30
amounted to 84 million gallons. From
chart 7, it is apparent that the new sup-
ply of alcohol has more than kept pace
with consumption, with the result that
stocks were built up from a negligible
amount in the first quarter of 1942 to the
current total mentioned above.

Rubber.
Within a three-year period, American

industry in cooperation with the Gov-
ernment, has placed in operation more
than 50 plants for the manufacture of
synthetic rubber which have a capacity
far in excess of our prewar imports of
crude rubber. Additional plants now
under construction are scheduled for
completion in the relatively near future.
Output of synthetic rubber in the second
quarter of this year totaled 209,000 long
tons. Expansion of operation is esti-
mated to increase the annual rate of
production to 895,000 long tons by the
end of this year. This compares with
the average of 494,000 long tons of crude
rubber imported in the 1935-39 period
and exceeds the very high imports of
1939-41 when Government stockpiling
brought imports to peak volume.

For the year as a whole, total supply
of rubber is expected to equal 929,000
long tons, comprised of 811,000 long tons
of synthetic and 118,000 long tons of
crude rubber. Total requirements of
synthetic and crude are estimated at
883,000 long tons, or slightly below sup-
ply. Furthermore, stocks of synthetic
and crude at the end of June totaled
208,000 long tons, equivalent to almost
a full quarter's consumption at the cur-
rent rate.

The emphasis of the rubber program
is currently shifted to the manufacture

Chart 6.—Distribution of Ethyl
Alcohol
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Chart 7.—Supply of Ethyl Alcohol
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of the desired end products where prob-
lems of providing an adequate supply
have not yet been entirely met. The
major product—tires—will continue to be
very short and the existing stringency
is such that the Office of Defense Trans-
portation set up a new priority system of
distribution in July.

International Monetary Conference

In the international sphere, many
months of technical preparation and
bilateral discussions have now culmi-
nated in the Agreements reached at the
United Nations Monetary and Financial
Conference for the establishment of an
International Monetary Fund and an
International Bank for Reconstruction
and Development. These agreements
now go to the participating governments
for final action.

The proposed Monetary Fund would
be in essence an international pool of
gold and national currencies which may
be drawn upon by members to meet tern-
Table 1.—Rubber Supply, Requirements

and Stocks l
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* Second half of 1944 estimated.
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porary shortages of exchange for trade
and other current transactions. In this
way, the Fund is designed to avoid the
necessity of resorting to measures which
disrupt and destroy trade by countries
experiencing short-run balance-of-pay-
ments difficulties. It is designed also to
promote exchange stability, while pro-
viding for orderly adjustment of ex-
change rates by international consulta-
tion and agreement; to work towards the
reestablishment of a multilateral system
of international payments free of
blocked currencies and multiple currency
practices; and to eliminate restrictive
exchange controls after a period of tran-
sition to allow for their gradual relax-
ation.

The proposed Bank for Reconstruc-
tion and Development is designed, on the
other hand, to stimulate a renewed flow
of international long-term capital, to
some extent through direct loans out
of its own resources of paid-in capital,
but largely through facilitating by its
guarantee the flotation of foreign loans
in private capital markets. Since the
loans made or guaranteed by the Bank
would be almost entirely dollar loans at

Chart 8.—Total United Stales
Exports
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the outset, its operations would provide
a postwar outlet for a large volume of
investment funds and capital goods
from the United States. The amount of
the projected resources of the Bank is
more than $9,000,000,000.

In a general sense, both the proposed
Fund and Bank are expected to ease the
transition from a wartime to a peacetime
economy by stimulating the interna-
tional exchange of goods and services
and to enhance thereby the possibilities
of establishing and maintaining high
levels of employment and real income
throughout the world. For several rea-
sons, however, the operations of these
institutions would be of particular im-
portance to the United States.

As a creditor country, the United
States has a heavy stake in a stable and

high volume of international transac-
tions. As a country committed to a
free-enterprise economy, it is vitally con-
cerned with the abolition of burdensome
exchange controls and with the restora-
tion of a multilateral system of interna-
tional payments. As a country in which
many industries have been expanded be-
yond post-war domestic requireqments, it
has a special interest in additional

Chart 9.—United States General
Imports
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foreign outlets for its products as a
means of easing the problems of recon-
version as well as meeting the longer-
run problem of the use of these domestic
resources.

These were among the fundamental
considerations involved in the attempt
at Bretton Woods to lay the basis for
the reconstruction of international trade
and finance.

A brief summary of our present foreign
trade will suffice to indicate the extent
to which current output is moving
abroad, exclusive, of course, of the goods
being transported for use of our own
armed establishments.

Foreign Trade

Our export trade is currently equal to
about 10 percent of the value of the
greatly expanded output of goods as
compared with 6 percent in 1939. Ex-
ports, including lend-lease, were the
highest on record in May, amounting to
1.421 million dollars. Total exports in
the second quarter of 3,884 million dol-
lars exceeded the first quarter exports by
550 million dollars.

Imports though comparatively high on
an historical basis are running less than
one-third of the exports. The total for
the second quarter was 1,076 million dol-
lars as compared with 971 million dollars
in the first quarter. Though the huge
volume of lend-lease goods shipped
abroad dominate the export picture, cash
exports also increased in the first six
months of the year, reversing the down-
ward trend of this business in the pre-
ceding two years. Cash exports for the
first half of 1944 reached 1,422 million
dollars, more than 10 percent above
the same period in 1943. These 1944

{Continued on p. 20)
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from depression and drought and in
1939 was, on the average, less than half
of 1929 levels.

However, farm income doubled in the
Northwest from 1939 to 1941—in rela-
tion to the 51 percent rise in the country
as a whole—and was responsible for the
region's slightly more-than-average ad-
vance in total income payments. Wages
and salaries in manufacturing, govern-
ment, and contract construction, on the
other hand, increased at substantially
lower rates in the region than on a Na-
tion-wide basis.

In the 1941-43 period, when the vol-
ume of agricultural income again doubled
in the Northwest, as compared with the
86 percent rise in the Nation, pay rolls
in manufacturing, government, and con-
struction all advanced at sharper rates
than in the country as a whole. The
differential movements of pay rolls in
these industries—their lag from 1939 to
1941 and their quick upturn after 1941—
reflect the direct impact of Government
war spending in 1942 and 1943 upon in-
dividual incomes in the Northwest.

In the nine States of the Northwest,
accounting for less than 2 percent of the
Nation's factory pay rolls, manufactur-
ing traditionally is unimportant as a
source of income. But in Kansas, where
most of the region's manufactures are
located, pay rolls of war industries
(mostly in aircraft production) jumped
from $39 millions in 1941 to $241 millions
in 1943 and supplied one-fourth of the
total increase in income payments. In
Utah, Nebraska, and Colorado—areas
that had little heavy industry—war pro-
duction accounted for 10 to 15 percent of
the expansion in income.

Government payments (comprising
pay rolls and military allowances) were
nearly three times as large in 1943 as in
1941 and contributed one-fourth of the
rise in all income payments in the North-
west. This was similar to the national
pattern. In Colorado and Utah, where
there was a considerable influx of mili-
tary personnel, more than one-third of
the total rise in income was derived from
Government payments.

Contract construction pay rolls jumped
from $91 millions to $362 millions in the
Northwest from. 1941 to 1942. Gains
were pronounced in all States of the
region except North Dakota, with the
bulk of the expansion occurring in Kan-
sas, Colorado, Nebraska, and Idaho. Fol-
lowing the completion of military and
industrial projects, construction pay rolls
dropped sharply in 1943 in most States
of this region. These movements explain
in large measure why the rise of total
income payments in Colorado and Idaho
was relatively sharp in 1942 but of less-
than-average proportions in 1943.

War industry, Government, and con-
struction contributed significantly to the
sharp income expansion of the North-
west in the war years, but the main im-
petus to the region's income grov/th be-
tween 1939 and 1943 was derived from
agriculture, its principal source of in-
come. Net income of farm operators
rose from 13 to 25 percent of all income
in this region over the five-year period,
and in every State except Utah the rela-
tive advance was strikingly large.

The increased importance of agricul-

ture as a source of income in the North-
west is the product of a phenomenal
quadrupling of farmers' net income from
1939 to 1943. In Nebraska, Kansas, and
North Dakota, net returns to farmers
last year were from 359 to 472 percent
above 1939 levels. The region's record
gain in farm income after 1939 reflects
the combined effects of the largest per-
centage gain in gross income of any
region and the sharpest rise in the ratio
of net income to gross income.
Far West.

An outstanding development of the
war period is the income expansion of
the Par Western States. Income pay-
ments in this region rose 75 percent from
1941 to 1943, with all 4 of its States rank-
ing among the 10 States in the Nation
registering the largest percentage gains.
Increases in California, Oregon, and
Washington were impressive in both 1942
and 1943; but Nevada, paradoxically,
scored the largest gain in the Nation (81
percent) in 1942 and the smallest (4 per-
cent) in 1943. A spurt in contract con-
struction pay rolls from $6 millions in
1941 to $53 millions in 1942 and a con-
traction to $25 millions in 1943 explain
the unusual movement in the State's
total income.

The Far West's top-ranking advance
in total income payments from 1939 to
1943—-147 percent as compared with 90
percent in the remainder of the Nation—
was a continuation and acceleration of
the region's impressive relative gains
over the 1929-39 decade. Its sharply
rising income trend in the recent period
was accounted for mainly by a more
than fourfold increase in factory pay
rolls, a 273 percent advance in Govern-
ment pay rolls, a threefold rise in farm-
ers' net income, and a doubling of the
net incomes of nonfarm proprietors.
The region's gains in nearly every com-
ponent of total income from 1939 to
1943 were markedly larger than in the
rest of the country.

Relative to national trends the prin-
cipal difference between 1939-41 and
1941-43 patterns of income growth in the
Far West was the tremendous expan-
sion of factory pay rolls in the later
period. With the establishment of
great new centers of aircraft production
and shipbuilding in California, Washing-
ton, and Oregon, pay rolls of war indus-
tries in the Far West went up from
$788 millions in 1941 to $3,469 millions in
1943. This record rise contributed
nearly two-fifths of the region's 1941-43
increase in total income payments.

Some of the oustanding features of the
recent growth of war production in the
Far West are that (1) more than four-
fifths of the expansion occurred in the
transportation equipment industry (air-
craft production and privately owned
shipbuilding), in which pay rolls ad-
vanced from $459 millions to $2,694 mil-
lions from 1941 to 1943; (2) three-fourths
of total factory pay rolls in the Far West
in 1943 were paid out by war indus-
tries; (3) in 1943 more than, one-fifth
of the Nation's total pay rolls in the
transportation equipment industry was
paid out in California; and (4) only
Michigan and Ohio had larger volumes
of war industry employment in 1943 than

California's monthly average of 875,000.
The three-fold expansion of Govern-

ment pay rolls and net income of farm
operators in the Far West from 1939 to
1943 exceeded Nation-wide gains by ap-
preciable margins. Nearly half of the
region's 1939-43 increase in Government
pay rolls is attributable to expansion of
military personnel in California. Par-
ticularly noteworthy, too, is the 1942-43
increase of 59 percent in farmers' net
income in California, in contrast to the
22 percent advance in the country as a
whole. Government and agriculture,
then, contributed importantly to the Far
West's income growth in the recent pe-
riod; but, as shown in table 3, the great-
est change in the region's income struc-
ture between 1939 and 1943 is measured
by the advance from 4 to 21 percent in
the proportion of income paid out by
manufacturing war industries.

It may be noted again that, because
of large population gains, the Far West's
increases in per capital income in recent
years were, relative to national trends,
considerably less than its expansion in
total income. In 1941, however, the Far
West displaced the Middle East at the top
of the Nation's per capita income scale.
In 1943 California ranked second, and
Nevada and Washington third and
fourth, among the States in respect to
size of per capita income, while an array
of States on the basis of average income
per person of the civilian population
places California first, Nevada third, and
Washington fourth.

Business Situation
(Continued from p. 5)

shipments represent a monthly rate of
cash exports only about 12 percent less
than monthly value of total exports to
all areas in the three years before the
war (1937-1939). Prices, of course, are
currently higher than in the pre-war
period. Nevertheless, since a large part
of our exports in those years went to
areas which are either closed to us by
the enemy or which now receive lend-
lease supplies, it is evident that we are
still carrying on a large volume of ex-
port trade aside from lend-lease.

Lend-lease exports from December
1943 through May 1944, the latest date
for which published data are now avail-
able, amounted to 4.8 billion dollars,
about 80 percent of total exports in the
period. Though the shipments of lend-
lease continue at about the same rate as
in the latter half of 1943, shipments in
the pre-invasion month of May reached
the record value of 1,159 million dollars,
with about one half, or 560 million dol-
lars, going to the United Kingdom—100
million dollars more than shipments to
that country in any prior month. Of
the total shipments of lend-lease exports
in May, about 60 percent was military
equipment.

Since March 1941, the United States
has exported 20y2 billion dollars on
lend-lease account. This total does not
include nearly three quarters of a billion
dollars worth of shipments consigned
to United States Commanding Gener-
als in the field for subsequent lend-lease
transfer for the use of French, Chinese,
and other United Nations forces.
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The Business Situation

IN THE ABSENCE of developments
during the past month which would

alter the general trend, it is apparent that
the year will end with economic activity
at just about the same level at which
it started. Retail trade will establish a
record dollar total during the period of
Christmas trade—larger than a year
ago—but the rise in comparison with
sales in the third quarter is expected to
approximate seasonal proportions.

The volume of goods available has not
been larger than in the latter part of
1943, when the drawing down of inven-
tories still permitted some augmentation
of the goods flowing to consumers from
current production, but with the in-
comes of individuals higher than a year
ago—and still very large in relation to
the supply of goods available—there is
everywhere bDth the appearance of, and
actuality of, good business and good
profits.

Production has continued to reflect the
urgent demands for some types of muni-
tions and the generally insistent demand
for goods on the part of the military,
and of consumers in general. There are
no signs in such basic indicators as man-
ufacturers' shipments and steel opera-
tions to indicate any general slackening
in the volume of industrial output.
Rather the available information indi-
cates further shifts which in the aggre-
gate tend to cancel out in terms of over-
all volume.

In munitions, the trend of production
in those segments where increased output
is sought continues upward at a substan-
tial—though not up-to-schedule—rate.
To facilitate faster acceleration in these
programs which have been subject to
special expediting action, it was an-
nounced that the granting of new au-
thorizations to produce enlarged quanti-
ties of civilian goods under the WPB
"spot" program would be restricted over
the near-term.

This announcement will not have
much effect upon the actual volume of
output of consumers' goods over the
next few months, since that will be in-
fluenced mainly by actions already taken
with respect to existing programs, and to
only a moderate degree by the "spot"
authorizations already made.

The shifts in output will continue to
be influenced more importantly by the
program determinations as reflected, for
example, in the allocations of steel for
the first quarter of 1945. These deter-
minations not only make available more
steel for such output as may be ap-
proved under the "spot" program, but
also set aside for use, under direct pro-
grams already established, a substan-
tially larger amount of steel which will
flow primarily to the domestic trans-
portation program (for the railroads and
for light trucks); the food program
(equipment and containers); and to a
lesser extent to a variety of other pro-
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grams, including additional amounts for
the petroleum industry.

The enlarged takings of steel for these
programs are to come—not from larger
production, as the output of steel is not
expected to increase—but from smaller
requirements of the military as a result
of the projected decline in the munitions
program.

Notwithstanding that the over-all
volume of business activity during the
final quarter of 1944 maintained its
steady pace, it is significant that during
this period there was an increasing
tendency for the slight changes to point
downward. These, however, presage the
shift to come in the early part of 1945,
rather than any enlarged fluctuation in
volume during the current quarter. But
it is evident that the past year has been
the high water mark of economic ac-
tivity during the war.

This is so because, as pointed out later-
in the review of the trend of munitions
production, the period of general need
for munitions which characterized the
program up to the beginning of 1944 has
been replaced by a requirement of urgent
need over a limited segment, while the
larger part of the program goes along
at a pace which, though below earlier
peak schedules, meets requirements
without special efforts on the part of
procurement agencies.

Under a war program, it is necessary
to push individual items to a peak be-
yond the rate that is to be maintained.
This results from the requirement of
securing the original equipment of the

armed forces as rapidly as possible, and
of assuring against contingent short-
ages in expendables once these forces are
employed in large-scale military opera-
tions.

The military programs have comprised
a long succession of items pushed to peak
rates to meet current or anticipated ur-
gent needs. This has ranged initially
from military housing and industrial
production facilities, through training
aircraft, emergency aircraft carriers,
antiaircraft weapons, antisubmarine
vessels, Liberty ships, small arms, com-
bat and motor vehicles, landing craft,
various types of fighter and bombing
planes, and, of course, a long series of
others.

In the early stages and continuing
through 1943 the pressure for expanded
output was general, and speed in some
segments had to be subordinated to more
urgent requirements in others. Now,
the urgent needs are much more selec-
tive, and the programs for which peaks
are still to be met in the future repre-
sent just over a fifth of the total muni-
tions program. However, certain other
items, such as tanks, are now rising but
from production levels considerably be-
low previously attained peak rates.
Some of the peak rates ahead are sched-
uled for the near future; others come
under present planning well along in
1945. Schedules for these items yet to
make their peak have called for expan-
sion beyond that achieved in recent
months, and the drive to move these pro-
grams ahead at even more rapid rates

Chart 1.—Percentage Increase. 1944 from 1943, for Selected Business
Indicators 1

PERCENT
8 12

MUNITIONS PRODUCTON

EXPORTS, INCLUDING REEXPORT!

NATIONAL INCOME

MANUFACTURERS1 SHIPMENTS

CONSUMER EXPENDITURES

GFfOSS NATIONAL PRODUCT

SALES, ALL RETAIL STORES

1 Data for 1944 are preliminary estimates.

Sources : U. S. Department of Commerce, except munitions production which is from Facts for
Industry^ War Production Board.
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will continue to have a high priority in
resource allocation.

The Year 1944

The variations in the basic economic
indicators which will be recorded for the
final weeks of 1944 will be too minor to
affect the currently estimated totals for
that year. Consequently, the calendar
period may be analyzed in summary form
on the basis of these preliminary totals
which will not differ significantly from
those established when the final data
become available.

The general trend is apparent from the
set of charts on page 3. It is clear that,
in general, the strong upsurge dating
from the outbreak of the war in Europe
in 1939 culminated at the turn of the
year 1943-44. Subsequently there have
been further advances in particular seg-
ments of the economy, taut these have in
the main been offset elsewhere so as to
establish an output plateau. This per-
mitted more effective organization of pro-
ductive resources, including some saving
of manpower.

The increases in 1944 over the preced-
ing calendar period were on the whole,
therefore, the result of the mainte-
nance of year-end levels, rather than
further advances. Thus, munitions out-
put shows the most substantial advance
among the selected general indicators in
chart 1. This reflects the rapid upsweep
of 1943.

Total exports, including Lend-Lease,
which are indicative of the support af-
forded to Allied countries, also show
a better-than-average increase. The
trend of the movement abroad of combat
materiel and all other commodities is
more clearly depicted on chart 11 which
mirrors the upsurge of the past two years
in support of overseas military opera-
tions. The increase in cars unloaded for
export—including the goods moving to

'our own military establishment abroad,
as well as shipments for the military and
civilian economies of other countries—
has been one-third this year in compari-
son with 1943.

This chart reveals that shipments from
West Coast ports, mainly to Pacific thea-
ters of military operations, have been
stepped up at a relatively faster rate since
the end of 1943 than have shipments
from East Coast ports. The latter are,
of course, the main source of supply of
the European offensive which is now be-
ing pushed into Germany along a line
stretching from the Netherlands to the
Swiss border.

Gross National Product.

Reaping the benefits of the preceding
year's gains, 1944 marks the high point
not only in dollar value of product, but
also in physical product flow and in
utilization of productive resources. The
gross national product is expected to
reach 197 billion dollars in 1944, com-
pared with 186 billion in 1943 and 152
in 1942. The increase during the cur-
rent year, while large in absolute terms,
was less than in the rapid expansion of
1942 and 1943. There was some slight
additional gain in the national product
in the first half of this year.

The changes in the gross national
product and its composition follow; 1944
figures are preliminary estimates.

Gross national product
I Government expenditures-.

Output available for private
use. _ _ -. _-

Private gross capital for-
mation

1̂  Consumer's ^goods and
services. _ _

1942 1943 1944

Billions of dollars

152. 1
62.6

89.4

7.5

82.0

186.5
93.3

93.2

2.2

91.0

197.0
98.0

99.0

2.5

96.5

Of the 10.5 billion dollar estimated in-
crease in gross national product, about
half was accounted for directly by Gov-
ernment expenditures, and the remain-
der by business and consumer expendi-
tures. Thus, the Government continued
to take directly for war purpose the same
proportion of the gross national product
as in 1943—approximately 43 percent.
The increase in the expenditures for
munitions and for the pay and sub-

% sistence of the armed forces more than
* offset the decline of two-thirds in war
construction.

Private capital formation, other than
inventories and the foreign balance,
while still only about two-fifths of the
1941 total, increased by about one-and-
a-third billion dollars. As the war de-
mand for certain types of facilities and
equipment diminished in 1944, an added
flow of producers' durable goods for pri-
vate use was permitted. The increase
went p r i m a r i l y for war-supporting
activities.

The factors underlying the increase in
gross national product were the further
expansion in industrial capacity, and the
more effective utilization of the supply of
materials and labor. A somewhat larger
percentage of the population was in the
total labor force, inclusive of the armed
services, in 1944 than in the preceding
year, and the volume of unemployment
was reduced to a minimum. Of the total
population—14 years and older—62
percent were workers or in the armed
services in October of this year as com-
pared with 61 percent in October 1943.
This increase was the result of the more
intensive use of the available supply to
permit the growth of the armed forces to
their approximate planned top strength.

The most striking development in the
utilization of the working population has
been the declining labor requirements
relative to production in some parts of
the economy. With the attainment of
the peak rate of munitions output, the
effects of the increasing efficiencies were
seen in the almost steady decline of
manufacturing employment that has oc-
curred since November 1943.

The domestic new supply of metals,
excepting aluminum, did not vary much
in 1944 from that of 1943. More efficient
usej of materials was possible during the
year, just as it was possible, and nec-
essary, to utilize the labor more effec-
tively.

Consumer Expenditures.
Despite the unparalleled output of war

goods, the economy was also able to pro-

vide sufficient civilian goods to allow
consumer expenditures for goods and
services to reach a record 97 billion dol-
lars in 1944. This is 6 percent above the
preceding year, and more than half again
as much as the 1939 dollar volume.

However, during 1944 the rate of in-
crease in consumer expenditures leveled
off sharply. Two factors largely ac-
counted for this. First, stabilization of
the total war program was accompanied
by the stabilization of civilian output.
During the year there was little shift of
resources from nonwar to war use. Con-
sequently, the flow of goods for civilian
consumption was maintained. Second,
over-all price changes were confined
within narrow limits during 1944. The
cost of living in 1944, as measured by the
Bureau of Labor Statistics index, in-
creased by slightly more than 1 per-
cent from 1943 as compared with a 6 per-
cent rise from 1942 to 1943.

After adjustment for price changes the
quantity of goods and services purchased
in 1944 is estimated to be larger—but not
much larger—than in 194 .̂ This state-
ment must be qualified by the difficulty
of making adequate adjustments for price
fluctuations under conditions such as
have existed in the past two or three
years. It is not possible to take fully
into account in these price measurements
such things as quality changes and
forced-up trading due to disappearance
of low-priced items.

Table 1.—Consumer Expenditures for
Goods and Services, 1939-44

[Billions of dollars]

Total (current dollars) .

D urable goods
Nondurable goods _ _
Services

Total (1939 dollars) _ _ _

1939

61.7

6.4
32.6
22.7

61.7

1940

65.7

7.4
34.4
23.9

64.9

1941

74.6

9.1
40.1
25.4

69.7

1942

82.0

6.4
48.0
27.6

68.8

1943

91.0

6.5
55.2
29.2

70.8

19441

96.5

6.3
59.6
30.6

73.6

i Preliminary estimates.

Source: U. S. Department of Commerce.

The high volume of consumer pur-
chases in 1944 has meant record business
and profits for retailers. Sales of all re-
tail stores are estimated to exceed 67
billion dollars in 1944, an increase of 5
percent from 1943. Since prices at retail
stores, as measured by the Department
of Commerce index, rose by less than 3
percent from 1943, the volume of goods
sold appears to have been slightly higher.

Retail stores dealing primarily in non-
durable goods in general recorded larger
dollar sales in 1944 from 1943. Partly
because of the introduction of new lines
of goods more readily available and
partly because much of the merchandise
still available was in higher-priced lines,
most types of durable goods stores main-
tained or even increased their business
during the year.

It is clear that even at the peak of
our war effort consumers were able to
satisfy most of their wants. Indeed, ex-
cept for the few rationed items, consum-
ers steadily increased their purchases of
goods and services. Shortages appeared
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Chart 2.—Selected Business Indicators
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during the year which resulted in some
inconveniences, but no hardships. It was
increasingly difficult to purchase some
items, such as radios and low-priced chil-
dren's clothing, because they were not
being produced or produced only in in-
adequate volume.

Temporary shortages occurred in a
number of other items, as for example
high-grade meats and more recently
cigarettes. These were due in the main
to the unusually large demand relative
to supplies, to larger takings by the
armed services, to cost-price relation-
ships which fostered shifts in marketing,
or to a temporary maldistribution of
supplies.

Continued restrictions on the produc-
tion of most consumer durable goods re-
sulted in practically no change in the
expenditures for these items. Despite
severe shortages in many lines, the dollar
volume exceeded 6 billion dollars in 1944,
about equal to the 1939 dollar total.
However, as a result of higher prices, the
quantity of durables going to consumers
in 1944 was almost 10 percent below 1943
and more than one-third under the 1939
quantities.

Particularly noticeable was the sub-
stantial rise in prices of furniture and
home furnishings during the year. Even
with this price rise, total dollar sales of
furniture declined as a result of con-
tinued shortages of quality merchandise
and of the increasing inability to get con-
sumer acceptance of victory or ersatz
goods.

Consumer expenditures for nondurable
goods accounted for practically the en-
tire increase in total expenditures from
1943—an increase of 8 percent. Most of
this rise was the result of increased quan-
tities since prices of nondurable goods
rose by only about 1 percent. Indeed,
in the large segment of consumer pur-
chases, foods, the average retail price in
1944 was slightly lower than in 1943 be-
cause of the roll-back which started dur-
ing the latter part of that year. As a
result the quantity of food purchased
in food stores, eating and drinking places
and other food outlets was somewhat
more in 1944 than in the preceding year.

The quantity of clothing purchased by
consumers during 1944 was approxi-
mately the same as in the preceding year
since the increase of about 9 percent in
dollar sales was accompanied by a 7 per-
cent rise in prices. Manufacturers' ship-
ments of clothing for civilian use were
somewhat curtailed this year but retail
sales were maintained by drawing down
stocks. There were also evidences dur-
ing the year of further disappearance of
low-priced lines in clothing and of higher
prices due to stores adding to their stock-
in-trade merchandise not previously
handled.

Toward the end of November the Gov-
ernment announced certain measures to
tighten controls in those areas which are
endangering the wartime stabilization
program. Following the WPB allocation
of 40 million yards of material for man-
ufacturing inexpensive infants' and chil-
dren's clothing, the OPA placed dollars-
and-cents ceilings on the prices of these
items. A second move aimed at reduc-
ing "over-finishing" and "fancying-up"
of fabrics, practices which have boosted

the cost of finished fabrics and have re-
sulted in higher prices for both cotton
and rayon clothing. The revised regula-
tion will be effective on all shipments of
goods from finishing plants after Janu-
ary 3, 1945. Finally, broad revisions
were made in converters' price ceilings
for cotton and rayon finished piece goods.

Purchases of other nondurable goods
showed moderate increases in both dol-
lar volume and physical quantity in 1944.
Consumer expenditures for services con-
tinued to increase during the year at a
somewhat lower rate than in the previous
war years. Most of the increase was the
result of higher prices, notably for do-
mestic help. While the quantity of serv-
ices increased slightly over the war pe-
riod, the quality deteriorated steadily and
substantially.

Income Payments.

The expansion of consumer expendi-
tures coincides with the further rise in
income payments to individuals, which
will amount to approximately 155 bil-
lion dollars in 1944 as compared with 142
billion in 1943.

Personal taxes took a somewhat larger
percentage of income payments in 1944
than in the preceding year. Though
these taxes have risen substantially in
past years they still did not represent—
even at the peak of the war effort in
1944—more than 15 percent of total in-
come payments.

Consumer expenditures and taxes
(when adjusted for tax reserves in view
of the change in final payment date for
Federal income taxes from December 15
to January 15) absorbed the bulk of the
increase in total income payments. In-
dividual savings will be the highest on
record this year, though the increase
over 1943 is moderate.

The bulk of the total increase in in-
come payments occurred in salaries and

'wages, which includes the pay of the
armed forces. Interest payments rose
sharply, reflecting the service charges on
the growing national debt. Entrepre-
neurial incomes also increased, but more
moderately. Dividend payments re-
mained virtually stationary, as corpora-
tions continued to retain an unusually
large proportion of the high corporate
profits.

Trend of Munitions Production
Unlike 1943, when pressure was still

being exerted generally to expand the
production of war materiel, the year 1944
has been one of selective pressure over a
diminishing segment of the program.
The net result of the shifting of some
schedules up, and more down, has been
the relatively even trend of total muni-
tions production depicted in the chart on
page 3. This comparatively steady flow
has continued through the current quar-
ter, and the total output of munitions for
1944 will be one-eighth higher than the
tremendous volume turned out in 1943.

At the present time, the munitions pro-
duction program consists in the main of
declining segments—those in which the
peak rate of production is past and where
scheduled output is below this level. In
some instances, as for example tanks,
the schedules over the next few months

are rising because of the increases set
for new models, but the output of all
tanks—both current and scheduled—is
still low compared with the previous
peak.

It may be seen from the bar in the top
center of chart 3 that these programs
which are down from their peak rates
make up over seven-tenths of the total,
while the programs scheduled for stable
production—those which have reached
their peak and whose future schedules
require maintaining production at a
volume approximating the peak—com-
prise less than one-tenth. This leaves
just over one-fifth of the total program
where it is desired to push production
ahead to a level not previously reached
in order to meet the stated requirements.
Included in this last classification are all
those programs which, as of October 1,
still had a scheduled rate of production
ahead in excess of the highest rate of
output thus far attained.

Chart 3 means that the expansion se-
cured in the portion of the total program
currently expanding has been sufficiently
large so as to practically offset the de-
cline in the much larger segment in
which output has been scheduled down.
It is obvious from this that the expansion
achieved where desired has been large,
though it has not matched the scheduled
output, and extensive expediting activity
has been carried on to move the critical
programs ahead at an even faster rate so
as to preclude the development of future
shortages.

This rise in the expanding programs
is given quantitative expression in the
p'anel at the top left of page 5. The dash
line shows the steady rise in the ag-
gregate output of the expanding pro-
grams. During the first three quarters
of the year this rise amounted to 50 per-
cent, and there was a further advance in
October which will be extended when the
returns are available for November and
December. Thus, it is apparent from
this chart that where expansion is re-
quired production has moved ahead on
a gradually rising curve throughout the
year.

The downward trend of most of the
programs—those in which the desired
peak rate of production is past—is shown
by the solid curve on this same panel
at the top left. It will be noted that
aggregate production of these items, in
terms of the standard August 1943 unit
prices used by the War Production Board
for measuring the quantity flow of out-
put, has dropped from just over 4 billion
dollars last December to under 3.5 billion
dollars. In this same period, the ex-
panding programs are up from 0.9 billion
dollars to 1.4 billion dollars. The 10-
month output of total munitions, on this
same basis of standard prices, was 53.6
bililon dollars, and the output in the final
two months will add more than 10 bil-
lion dollars to this total. This compares
with 56.9 billion dollars of output in the
twelve months of 1943.

Pattern Similar for Major Programs.

The remaining seven panels of the
chart on page 5 reveal that the pattern
of rising, falling and steady segments is
present in all major parts of the program.
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Chart 3.—Munitions Production Distributed by Direction of Schedules, October 1943-September 1944
(In Terms of the Standard August 1943 Unit Prices)
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The position of the lines on each of these
grids reveals the relative importance of
the three segments in each case.

It will be noted that only in the am-
munition program does the rising portion
make up a substantially larger part than
the programs whose peaks are past. Here
the rising segment currently comprises
half of the total, the result of the very
marked advance this year in the output
of some types—particularly heavy artil-
lery shells for the Army and for naval
surface fire, and aerial bombs. These are
on the critical list with substantial in-
crease in output desired over the next few
months, some to be secured from new
facilities under development this year.

Ammunition comprises 11 percent of
the total of all munitions, based upon
1944 output, and as indicated above half
of this ammunition is represented by ex-
panding programs. The percentage fig-
ures shown at the top of each of the
panels on this chart represent the portion
of the 1944 output which each part con-
tributes to the total munitions program.

Only a small portion of the gun and fire
control program (5 percent of total muni-
tions program) is rising—the dash line.
Aside from the similarly small portion
that is being held steady, the program is
a declining one with output in the below
peak portion off a third over the past
year. The communications and elec-
tronics program (7 percent of total) re-
flects, among other things, the rapid
technological changes in this field, with
the output of rising programs recently
passing the rapidly shrinking output of
the programs with peaks behind.

The trend of production of combat and
motor vehicles has been downward dur-
ing 1944, notwithstanding the urgent need
for some particular vehicles—notably the
heavy trucks—which has resulted in
marked (though not up-to-schedule) ex-
pansion in such items. The peaks for
most of the combat equipment had been
reached either in 1942, as in the instance
of tanks, or in 1943, as in the instances
of the scout cars, armored cars and per-
sonnel carriers, and in the motor carriers
for the self-propelled guns. In each case,

Chart 4.—Production of Combat
and Motor Vehicles
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Source: Facts for Industry} War Production
Board.

Chart 5.—Merchant Ship Deliveries: Total Tonnage and Principal Types
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the decline from peak rates was very
large.

The fluctuations in output of these
three groups of combat vehicles over the
past three years are set forth in chart 4.
Prom a quarterly high of about 10,000
tanks in 1942, the output dropped to less
than 4,000. Now the trend is again up-
ward as improved types are flowing from
production lines in enlarged quantities.
From more than 16,000 a year ago, the
quarterly production of the various types
of armored and scout cars and personnel
carriers dropped sharply to about a third
of that rate. The motorized gun car-
riers have traced a pattern not unlike
that of the personnel vehicles.

By far the larger part of the aircraft
program is now declining, after reaching
a peak last spring. The newer and im-
proved models—including the long-range
bombers—are making an increasing con-
tribution to the total and may be expected
to extend the rising dash line on this

' chart into 1945. The shifts within the
aircraft program have resulted from the
air supremacy attained in the combat
areas, and the changed requirements as
fighting moves into new theaters of op-
erations.

One of the features of the current
heavy fighting around the western bor-
ders of Germany is the limited amount
of aerial opposition encountered from
enemy air forces. Only when the stra-
tegic bombing is aimed at vital war pro-
duction centers have the German fighters
been in evidence in force, and Allied op-
erations have been hampered to only a
limited degree by enemy bombers. These
conditions attendant upon the success of

previous Joint Air Force operations have
naturally found reflection in the revised
calculations of the need for new planes.

The ship program shows the same gen-
eral picture as the total, although here
the aggregate for the stable programs"
slightly exceeds that of the rising pro-
grams. But nearly two-thirds is now
declining. This reflects in part the at-
tainment of the peak rate of landing
craft output coincident with the final
preparations for the invasion of Nor-
mandy. The maximum pressure for
naval vessels, however, is past, and the
peak deliveries of military vessels of the
cargo type—a high priority program—
will be set during the current quarter.

The merchant-ship program illustrates
the shifting pattern of output which re-
sults irom military success in securing
control over larger areas of the world,
and also the shifting requirements as the
military forces engage in combat on a
much enlarged scale. In 1942 and early
1943, it was a race between the merchant
shipyards and war losses—mostly from
submarine warfare—with the emphasis
on the mass-produced Liberty ship.
However, with the ascendancy secured
by military forces over the submarine—
sealed in the Atlantic by the elimination
of French bases—and the more effective
protection afforded by enlarged Navy
and Air Forces equipped with improved
detecting and destruction devices for
all of the merchant fleet, the building
program was shifted to provide more of
the large tankers and the faster Victory
cargo ship. In addition, the Maritime
yards were assigned the task of provid-
ing a large number of military-type ves-
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sels redesigned from cargo hulls for the
use of the Navy.

Chart 5 shows in the middle right
panel the rapid rate at which these mili-
tary vessels for the Navy have been
turned out of Maritime yards in recent
months. The fourth quarter figure here,
as in the case of the other grids on this
chart, is the sum of the output through
November and estimates for December.
The drop in the number of Victory ships
completed after the first quarter of 1944
reflects the use of Victory hulls for the
military-type program.

Liberty ships are down from a high of
345 in the second quarter of 1943 to the
current total of about 130. The Victory
yards which were shifted to the military
types are already being shifted back to
the 1945 Victory ship program. The
merchant shipbuilding program for next
year is considerably below the 1944 pro-
gram, with emphasis on types which will
serve not only war purposes but which
will also be most valuable in carrying our
post-war trade.
Programs Ahead.

The rising segments of the munitions
program will not continue to support the
volume of output around current levels.
As pointed out above, the programs ris-
ing toward a peak are only about a fifth
of the total, and the scheduled top rate
for some of these come in the months
immediately ahead, a few as early as
December. .

Shifting requirements in the field will
cause added demands in the future—as
they have in the past—for some particu-
lar items, and we may expect schedules
for these to be stepped up and pressure
to be applied to secure increased quanti-
ties in a hurry. More and more, how-
ever, such calls are likely to be limited
because of the tremendous month-in and
month-out outpouring from the factories
and shipyards.

Likewise, technological and design
changes and wider combat experience
will require enlarged output of new and
improved types of equipment. Consid-
eration of the chart on page 5 will, how-
ever, suggest that such developments
also must be limited in scope. The naval
battles, for example, will be fought and
won with the naval ships built and
building.

In sum, we may expect from this point
on more and more pressure on a few
things and less and less on the many.
Required expediting action will continue
to be most effective when selective and
designed to secure by direct methods re-
sults in specific plants. The net effect of
shifting programs ahead, and selective
action, will be—insofar as the general
economy is concerned—to release re-
sources which will either be diverted to
the production of nonmunitions, or will
be unused.

In the allocation of steel for the first
quarter of 1945, the decline in the total
requirements for the military programs
permitted the allocation of a larger
amount of steel to other purposes. The
bulk of the steel so released went to the
domestic programs—food and transpor-
tation mainly—but the reduction in mili-
tary requirements was such that more
steel will be available to expand the new

supply of consumer products. How
much of this actually will find its way into
consumers' products will depend upon
the effectiveness of the administrative
action in controlling the expansion
of the output of required products.
This—and not the availability of, or allo-
cation of, steel or other materials—is the
key to production. Failure to allocate
can preclude production, taut of itself
allocation cannot result in production of
unscheduled products.

Some further increases in output of
civilian goods have been permitted un-
der the "spot" authorization program, but
the aggregate increase in output under
these approvals will remain compara-
tively small in the immediate future. As
of December 1, it was announced that the
WPB would tighten its scrutiny of new
proposals as part of the current emphasis
on the military production schedules
which are being expedited.

The enlarged allotment of steel to the
food program was to take care of the
added production of containers which
will result from the relaxation of the
WPB conservation order which has here-
tofore restricted such use. The enlarged
transport allocations will permit in-
creased output of rails and accessories,
and of materials for additional railway
maintenance purposes. The petroleum
industry will also have a larger allotment
for drilling equipment, and for mainte-
nance and repairs.

While the amount set aside for export
was the same in both quarters, the eas-
ing of military requirements in the United
Kingdom coincident with same trend in
this country, and the stability of Soviet
requirements, permitted somewhat more
favorable treatment of the Latin Ameri-
can countries and the liberated areas
than would otherwise be the case.

Regardless of the trend of military
events, the coming year will witness a
drop in munitions output—not by rea-
sons of shortages of materials, labor and

facilities, but by reason of the adequacy
of many types of equipment which is re-
flected in the planned schedules ahead.
The major concern will be then—as it is
now—to bring into use at the end of
supply lines stretching 3 to 7 thousand
miles or more from the United States the
vast flow of materiel. Even though mu-
nitions output is reduced from the cur-
rent levels in excess of 5 billion dollars
per month, logistics and the securing of
adequate bases of operations in the Pa-
cific, such as the Allies now possess in
Europe, will remain the central problems
with respect to the materiel supply.

The Steel Industry
The allocations of steel will mean con-

siderable change in the finished steel
products turned out in early 1945. The
principal shift will be away from plates
which throughout the war period has
represented an abnormally large part of
the total. Since this shift is the fore-
runner of many that will come as war
production tapers off, it is of interest at
this time to review what has happened in
the steel industry subsequent to 1939, not
only with respect to product characteris-
tics, but with respect to capacity. Both
of these bear directly upon the post-war
situation of the industry, and of the
whole economy.

The output of steel ingots and steel for
castings in 1944 on the basis of the record
of the first 11 months will slightly ex-
ceed 89 million net tons. Chart 6 re-
veals the rapid rise in the immediate
pre-war years and the moderate expan-
sion of the war years. Output in 1941
approached 83 million tons, an increase
of 16 million tons over 1940, and 30 mil-
lion tons above 1939. In contrast, out-
put in 1942 rose 3.2 million; in 1943,
2.8 million; and in 1944, the increase will
be about 500 thousand tons.

One of the most striking aspects of this
wartime expansion of production has

Chart 6.—Steel Capacity and Production (Ingots and Steel for Castings)1
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1Data include only that portion of the capacity and production of steel for castings used by

foundries operated by companies producing steel ingots. Capacity for 1944 is as of June 30 ; produc-
tion for 1944 is an estimate by U. S. Department of Commerce based upon data for eleven months.

Source: American Iron and Steel Institute.
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been the greatly increased output of al-
loy steel. In the pre-war year 1939, al-
loy-type steel comprised 3.2 million net
tons, or only about 6 percent of total
production; in 1943 the output was 13.1
million tons, or more than 15 percent of
all steel turned out. Alloy steel output
in 1944 is expected to be slightly below
the 1943 level.

Capacity.

It will also be seen from chart 6 that
the 36 million ton wartime increase has
resulted primarily from more intensive
utilization of existing capacity. Accord-
ing to American Iron and Steel Institute
data, production in 1939 represented but
65 percent of the industry's capacity of
81.6 million tons. Thus, theoretically
pre-war capacity could have taken care
of four-fifths of the wartime ingot pro-
duction increase. The figure, however,
exaggerated the adequacy of facilities
to meet the wartime needs, since pre-war
capacity was not capable of supplying
the particular types required by modern
warfare.

Between 1939 and the end of 1941 there
was an increase in steel capacity of 7
million net tons, achieved primarily by
bringing back into production facilities
which had not been considered suf-
ficiently efficient for use under normal
conditions. However, in 1942 and sub-
sequent years, additions to capacity un-
der the wartime steel expansion program
took the form mainly of new facilities.

Since Pearl Harbor, there has been a
net increase in steel capacity of ap-
proximately 5.5 million tons. This net
increase is composed of gross additions
of 8.7 million tons and a writedown in
rated capacity of over 3 million tons.
The writedowns take into account the
shift in the use of facilities, and the fact
that actual production rates prove to be
lower than theoretical ratings.

Of the 8.7 million tons gross additions
to capacity since the end of 1941, an
estimated 7 million were in open-hearth
facilities. While enlargements of exist-
ing furnaces and improved operating
techniques account for a significant part,
new furnaces constructed constitute
over 50 percent of the program. The
remaining 1.7 tons of new additions to
capacity were in electric furnace facili-
ties required to produce alloy steels for
use in combat materiel. The emphasis
given this type facility is apparent from
the fact that in the middle of 1944 such
capacity was 45 percent more than at the
end of 1941 and almost three times that
of 1939.

As in the case of most of the expansion
programs for strategic war metals public
financing played a vital role in the steel
facilities program. It was indicated in
the October issue1 that the wartime addi-
tions to steel ingot capacity were financed
in about equal proportions by private and
public agencies, with most of the more
recent projects being undertaken with
the aid of public funds.

In considering the postwar disposition
of the publicly financed additions, it is
important to consider that there are two

Chart 7.—Steel Ingot Capacity, End of Year, by States
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Plant Expansion, Survey of Current Business,
October, 1944.

Source : American Iron and Steel Institute.

types of expansions: (1) that part which
was in the form of additions and enlarge-
ments intermingled with privately-owned
plant, and (2) the huge integrated proj-
ects, of which the Geneva, Utah, plant
is perhaps the most important example.
While the wartime output of some of
these larger plants is in types of steel
in special demand for combat materiel
(for example, plates and special struc-
tural shapes for the naval program) the
greater part of the capacity involved can
without much difficulty be converted to
peacetime needs.

Although all the steel-producing re-
gions have expanded their capacity, the
largest proportional increases have oc-
curred in the South and far West, where
steel-making capacity was relatively
small in prewar years. (Chart 7.) Close
to 2 million tons of steel ingot capacity
was created at Geneva, Utah, and Pon-
tana, California. These plants have
doubled the 1939 capacity of 2 million
tons in the far West. These new facil-
ities and the expansion in such areas as
Texas were undertaken to construct
plants near points of consumption, or to
utilize nearby ores suitable for steel mak-
ing in wartime.

Use of Steel.

The wartime pattern of the vastly in-
creased demand for steel has shifted with
the stages of the war. For the period as
a whole the most significant changes have
been the great expansion of alloy steel
which as already mentioned increased
from 6 percent of total ingots produced
in 1939 to about one-seventh of the much
larger output of this last year. Equally
striking has been the tremendously ex-
panded output of steel plate which in the
recent period has amounted to about one-
fifth of product steel made compared with
a proportion of about one-tenth in the
pre-war years. There has also been a

D. D. 44-693

rapid relative, as well as an absolute,
rise in the production of such items as
billets and blooms.

Analysis of the use made of these prod-
ucts also reveals the changing require-
ments dictated by the war. Export re-
quirements have remained very high in
the war period. Less than 3 million prod-
uct tons of steel were shipped out of the
country in 1939. (Product tons designate
the finished forms of steel as they are
sold by steel mills. Since steel is lost in
the fabrication of these forms, total prod-
uct tons are generally 60 to 70 percent of
steel ingot output.) This was 7 percent
of total product tons made in that year.

In the following year exports advanced
sharply in response to the needs of coun-
tries fighting Germany, particularly
Great Britain and France. The rise of 6
million tons in exports in that year was
equivalent to almost one-eighth of total
steel products made. Although steel ex-
ports have been slightly below the 1940

Table 2.—Use of Steel, First Quarter 1944

[Net product tons]

Total shipments. .. . . . _ _ _

Use:
All metal manufacturing

Direct combat goods produc-
tion L.

Other
Export and other uses 2 . _ - _

Amount
(millions
of short
tons)

17

12

5
7
5

Percent
of total

100

70

30
40
30

1 Includes only the consumption of steel in- the direct
production of combat items. The use of steel in making
many components of the finished combat goods, such as
motors and Diesel engines, appears in the "Other" classi-
fication.2 Includes consumption in nonmanufacturing Govern-
ment units, the transportation industry, public utilities
and repair and maintenance.

Source: Facts for Industry, War Production Board.
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total, export claims have remained heavy
and far above pre-war levels.

During the early stages of the muni-
tions program the demand for steel for
war construction featured the steel pic-
ture. At the height of the war construc-
tion program in the third quarter of 1942,
carbon and alloy steel requirements for
construction amounted to almost 3.4 mil-
lion product tons, a rate of steel use more
than double the construction demand for
steel in 1939, and accounting for almost
one-fifth of total steel shipped in that
quarter of 1942.

In contrast to the peacetime construc-
tion use of steel, going mainly to private
projects, during the peak of construction
activity in 1942, practically all of the steel
used was for direct military use or for
publicly financed war plant expansion.
Since 1942, construction demand for steel
has fallen off steadily as the facilities
expansion program moved towards com-
pletion. In 1944, it is estimated that
construction requirements will amount
to less than 5 percent of steel output.

While the construction demand for
steel eased subsequent to 1942, direct war
requirements continued to rise. In the
first part of this year, this direct war
consumption of steel constituted over
half of total shipments. The distribu-
tion of this use of steel is available only
for the metal products industries, which
required 70 percent of total steel ship-
ments in the first quarter of the year.

As may be seen from table 2 the pro-
duction of combat goods involved the
direct use of 5 million tons in that quar-
ter. This period is the latest for which
information has been made public, but
more recent data would not alter the gen-
eral picture. By far the largest require-
ments for steel in the direct manufacture
of munitions items have been in ship
construction and in ammunition produc-
tion (tables).

These programs, which accounted for
only 30 percent of the value of metal-
using combat products delivered in the
first quarter of 1944, consumed almost
three-quarters of steel going directly
into the production of combat goods.
In contrast, relatively little steel is
needed in aircraft production.

The above data include only steel used
in the final fabrication of combat items.
Other significant uses of steel in the first
quarter of the year were general and
special type industrial machinery and
equipment, transportation equipment,
containers, and b u i l d i n g materials.
Needless to say, a substantial part of

Table 3.—Use of Steel Directly in Pro-
duction of Combat Materiel, First
Quarter 1944 l

Total ...
Ammunition _ _
Guns and fire control
Combat and motor vehicles - _ _ _
Aircraft, parts and accessories
Ships and equipment - -
Communication and electronic equipment-

Percent
of total

100
20
4

10
10
55
1

these products were also used either di-
rectly or indirectly for war purposes.

As a result of the heavy war demands
for steel, the amount available for ci-
vilian use has been restricted to most
essential needs. Now, however, more
steel is becoming available for non-
munitions use. The scheduled declines in
military output discussed in the muni-
tions section is already showing its ef-
fect onj the demand for steel in the first
quarter of 1945. With demand for steel
for munitions declining, more is being
allocated for other use in early 1945.

Employment and Productivity.

The war period increase in steel pro-
duction was not accompanied by a cor-
responding increase in number of work-
ers (Chart 8). The peak of employment
in blast furnaces, steel works and rolling
mills was reached in 1942. The average
of 538 thousand wage earners then em-
ployed, has declined to approximately
485 thousand this year, a drop of 10 per-
cent.

Meanwhile, however, hours worked
have risen almost-11 hours per week, or
30 percent from 1939 to 1944. The in-
crease in hours worked through 1943 was
more than sufficient to offset the decline
in employment in 1943 with the result
that total man-hours reached a high in
1943. A slight decline in man-hours
worked is expected in 1944.

There has been a substantial increase
in productivity in the steel industry over
the war period, the exact amount of
which is difficult to measure because of
the change in the composition of prod-
ucts made. Beginning early in the de-
fense program, very substantial expan-
sion took place in the production of such
items as alloy and quality carbon steel
products which require relatively more
man-hours per unit of output than the
lower carbon steels. Hence a weighted
production index, taking into account
the changing composition of production

in recent years, would show a much
larger increase in production than is
indicated if this changed composition is
ignored. An OPA study indicates, for
example, that allowing for the changed
makeup of the product pattern, pro-
duction of 19 finished steel products and
castings increased 130 percent from 1939
to 1943, whereas the increase in steel
ingots was less than half as much.

Many factors have contributed to this
substantial advance of productivity in
steel making. One of the most signifi-
cant of these has been the introduction
of new and more efficient equipment
made imperative by the war-engendered
scarcity of manpower and materials.
Also important were the improvements
in operating techniques made possible by
the tremendous expansion of demand in-
volving larger orders for standardized
products. This situation permitted, for
example, greater specialization and made
for fewer roll changes and greater use
of mechanized processes.

In general, the case of increased pro-
ductivity in steel corresponds to that of
most types of basic material production.
The more intensive utilization of capa-
city at high-level demand results in sav-
ings in manpower requirements, not
simply because of the intensity of utili-
zation of facilities, but also from the fact
that technologically improved equipment
is introduced as demand rapidly expands.

How much of the wartime increase in
productivity will be carried over to peace-
time production of steel is difficult to
determine. To the extent that the new
equipment and improved operating tech-
niques are used in peacetime, and par-
ticularly insofar as the modern equip-
ment displaces the older facilities, pro-
ductivity will remain higher than in pre-
war regardless of the level of post-war
steel demand.

On the other hand, any substantial
reduction in the rate of operations will
entail some loss in productivity, particu-
larly insofar as the degree of stand-

Chart 8.—Employment and Hours in Blast Furnaces, Steel Works and
Rolling Mills
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ardization tends to fall as a consequence
of the nature of peacetime demand.

On the whole, it appears probable that
a substantial degree of the wartime in-
crease in productivity in steel manufac-
ture will be carried over into the post-war
economy. In other words, for any given
level of operations steel output will be
produced with fewer man-hours.

New Construction in 1944
New construction in the United States

will approximate 3.9 billion dollars in
1944. This represents a decline of 50
percent from 1943 and one of more than
70 from the all-time peak in 1942.

The sharpness of the decline is attrib-
utable of course to the near completion
of the vast construction program that
was needed to implement the war effort.
For the construction industry the job in
1944 has been essentially one of putting
on the finishing touches. The graph of
the two most important war components
show this clearly. (Chart 9.)

Military and naval construction, which
was more than 5 billion dollars in
1942, will hardly exceed 700 million in
1944. Back of this 86 percent drop is the
completion of the vast network of in-
stallations that were needed for the
training and organization of our
12,000,000-man army and navy. Now
that the armed force total is stabilized
and millions are already overseas, large-
scale construction of additional canton-
ments and training centers is no longer
necessary.

Industrial construction also declined
sharply in 1944. From a peak of 3.9
billion dollars in 1942 it fell to 2.1 billion
in 1943 and will be only 800 million in
the current year. Here the severity of
the decline reflects the near completion
of the huge expansion of industrial facili-
ties. But it is of interest to note that
the 1944 dollar volume is still substan-
tially above that of 1940. As the war
continues, requirements develop for new

Chart 9.—New Construction Activ-
ity, by Selected Classes *
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Chart 10.—New Construction Activity, by Type of Ownership
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special-purpose plants or additions to
existing plants and result in a sizable
amount of industrial construction judged
by pre-war standards. Some of this may
be expected to continue in 1945.

The pattern of nonfarm residential
construction likewise reflects the prog-
ress of the war effort. Private building
in this category fell sharply in 1942, as
it became difficult to construct nones-
sential housing. It fell sharply again in
1943 with the tightening of restrictions,
but apparently will, in 1944, be little
below 1943. Public residential building,
on the other hand, rose from 1941 to
1942, and again from 1942 to 1943, to
reach almost 700 million dollars at the
peak of the war housing program, but
will be less than 200 million in 1944.
In recent months, public residential has
been running at an annual rate of less
than 100 million. This construction is
being used to meet the most essential re-
quirements for war housing.

The over-all rise and fall of the war
construction program is also evidenced
by the changing shares of publicly and
privately financed construction. (Chart
10.) Prom slightly under 40 percent in
1940, the publicly financed increased to
about 80 in 1942 and 1943. In 1944 it
will amount to less than 60 percent, and
in the months to come it can be ex-
pected to taper off even further.

This, then, is the picture of construc-
tion during the war. The extraordinary
high in 1942 and subsequent declines in
1943 and 1944 indicate an unprecedented
task accomplished in a very short span of
time.
Construction Prospects.

Other than the variations imposed by
seasonal influences, the present level of
new construction is unlikely to change
much before V-E day. Until then a
monthly average of close to 300 million
dollars can be expected.

After V-E day, however, the set-up
will probably change markedly. Most of
the limitation and production controls
will be lifted. Adequate supplies of the

more important construction materials,
with the possible exception of lumber,
will become available. The manpower
shortage will diminish greatly, if not
disappear.

Since there is little doubt that a large
deferred demand—made effective by
plentiful funds—exists, the volume of
new construction can expand as rapidly
as the supply situation permits. During
the first few months after V-E day bot-
tlenecks and unbalances will have to be
eliminated so that materials and equip-
ment will flow through to contractors in
adequate amounts. But as soon as this
flow passes the trickle stage, the rate of
expansion can and will be rapid. The
first full year after V-E day should see a
volume of new construction about 25-30
percent above the present level, i. e., be-
tween 5 and 5.5 billion dollars in 1944
prices.

Among the categories of construction
that may pace the first flush of expan-
sion are nonfarm residential, highway,
commercial and institutional. Of these
categories, nonfarm residential offers the
best possibility for relatively large ex-
pansion. There exists here a backlog of
demand imposed hot only by the war but
by under-building in the thirties. As
indicated by various private surveys, this
demand is first likely to center on me-
dium- and higher-priced homes for
owner occupancy. Investment housing
will probably proceed slowly until there
is a more favorable price-cost relation-
ship.

The amount of new nonfarm housing
will depend largely upon the speed with
which builders can get home equip-
ment—plumbing, heating, and electrical.
Although bottlenecks are almost certain
to develop, it is probable that at least
300,000 nonfarm units can be erected in
the first 12 months following V-E day.
This is less than half the number com-
pleted in 1941, but well exceeds the aver-
age for the thirties.

Provided sufficient funds are available,
highway construction could rebound
quickly from the wartime trough, since
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the types of materials and labor that are
needed will be relatively easy.

The advance in private commercial
construction will come chiefly from the
demand for new stores and moderniza-
tion of existing ones. Individually these
projects are relatively small and thus do
not require heavy accumulations of ma-
terials. Large commercial units will
probably lag until the supply situation is
easy.

Increases in institutional construction
will stem from the need for more hos-
pitals and the backlog of effective demand
for churches, recreation centers, etc.
Although there may be some tendency to
wait until high quality materials are
available, these types are not likely to be
postponed because of uncertainty about
economic developments.

Commodity Transportation
The volume of domestic commodity

transportation during 1944 will probably
prove to be the largest of the war period.
The easing of the traffic stress, however,
is likely to be overshadowed in the com-
ing year by the important regional prob-
lems that will be encountered when war
operations are concentrated to an in-
creasing degree in the Pacific area.

Recent trends in commodity traffic are
shown in the chart on page 3. During
the first half of 1944 the index of com-
modity transportation, which is based on
seasonally adjusted figures of ton-miles
hauled, ran consistently ahead of the cor-
responding period of the previous year.
The index climbed to its highest point in
May, immediately preceding the invasion
of the European continent, and then de-
clined to approximately the same level
that was maintained during July-Decem-
ber 1943. Preliminary estimates for 1944
indicate an annual volume of commodity
movement 4 percent above the 1943 total.

Evidence that the turning point in
commodity transportation has been
passed is clearest for rail freight traffic,
which accounted for 72 percent of total
intercity ton-miles in 1943. Commodity
ton-miles in July, August, September, and
October were slightly below the totals of
the corresponding months of last year.
As a result, railroads were able to handle
the heavy fall traffic without serious
congestions.

Seasonally adjusted indices computed
by the Federal Reserve Board show car-
loadings noticeably higher than a year
ago in only two freight categories—less-
than-earload merchandise and manu-
factured goods. Declines in other
classes, notably in grain and ore loadings,
offset these increases, so that the com-
bined index of carloadings for Septem-
ber and October was practically the same
as last year.

Despite the over-all trend, the growth
in commodity traffic has not been ar-
rested for all transportation agencies.
Air traffic has increased sharply during
1944 and the upward trend is expected to
continue. Movement on oil and gas pipe
lines also continues upward after sea-
sonal adjustment. Intercity for-hire
truck service, on the other hand, has
been running at a rate somewhat below
the peak reached in the last quarter of
1943 and the first quarter of 1944.

The East-West Shift.

The major problem looming ahead for
the transportation industry is the pro-
spective shift in the scene of war opera-
tions. For when the principal military
effort is concentrated in the Pacific area,
the industry will face in the Western
region of the country many problems
that have been solved with respect to the
present distribution of traffic.

Portents of the new test to which the
nation's transportation facilities will be
put are evident in chart 11 which
presents the daily average number of
freight cars unloaded for export at East
Coast, West Coast, and Gulf ports, and
the total unloaded at all U. S. ports. Un-
loads for export at the East Coast have
tended upward this year with two sharp
peaks reached in the pre-invasion month
of May and in September during the
build-up for the battle of Germany.
West Coast unloads have increased
steadily during 1944.

Indicative of the larger relative gain
experienced by West Coast ports and of
the strain that has been placed upon
them and the railroads serving the Coast
is the fact that they accounted for 35
percent of total unloads for export in
October 1944. At the time of our entry
into the war, West Coast unloads were
only 8 percent of the total.

Although the defeat of Germany will
result in large cutbacks in munitions
production and a lowered volume of com-
modity movement, should the Pacific war
continue there will be rising tempo of
military activities in that area. This will
be accompanied by an over-all increase
in transcontinental traffic, with consid-
erably heavier burdens on western roads
and on West Coast port facilities. Care-
ful handling will be required if these
facilities are to prove adequate when
operations in the Pacific theater reach
a climax.

The railroad system of the country
differs greatly from East to West. The
eastern portion was developed under
strongly competitive conditions with
much duplication of line. The nature of
traffic in this area is such that through
and local freight are of about equal im-
portance. The western portion of the
system, on the other hand, was developed
in a less competitive environment. Thus,
there is less route duplication and con-
sequently fewer alternate routes.

Furthermore, the transcontinental
lines serve principally to connect two
areas of industrial activity separated by
a large, industrially inactive territory.
The result is a preponderance of through
traffic with only small amounts of local
traffic. The rail system in the West may
be said to be characterized by potential
bottlenecks or points having a substan-
tially lower capacity than the system as
a whole, while the East is singularly free
from such points.

The consequences of these differences
already are apparent. A year ago trans-
continental traffic, particularly in the
Southwest, was so heavy that developing
bottlenecks threatened to disrupt the
entire system. This year the facilities at
bottleneck points have been sufficiently
expanded so that danger points have not
appeared. Western roads are currently
handling more traffic than a year ago,
with congestion only in isolated spots.

One of the major elements in this
over- all improvement of the western
roads has been the substantial addition
of motive power during the past year.
Most of this has been in the form of new
and powerful Diesel locomotives. In the
year ended October 1, 1944, the aggregate
tractive effort of locomotives on lines
owned and leased increased as much as
14 percent on individual roads in the
West. The average increase in tractive
effort for the Central Western district
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Chart 11.—Daily Average Freight Cars Unloaded for Export, All Railways
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