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RESEARCH REPORTS
COMING EFFECTS OF CURRENT EVENTS

The Federal Reserve Intervenes?

Financial headlines in last Wednesday's papers were
quick to attribute an increase in Government bond prices
to purchases by the Federal Reserve banks. The Journal
of Commerce reported, "Federal Reserve Move Rallies
IL S. Securities"; The Wall Street Journal stated, "U. S.
Bonds Gain, Rumors of Buying By Reserve Cited."

In discussing the "supply" side of the credit situation
in last week's Research Reports, we indicated that "the
action of the Federal Reserve System has been important
during recent months. The System has maintained the
policy of not supporting Government securities at par
during the last several months. Thus additional reserves
of the member banks have not been created by this
means. Such purchases of Government securities by
the Federal Reserve banks were the major source of ad-
ditional member-bank reserves during the past decade,
but the recent actions of the Federal Reserve System have
ended this encouragement to increasing inflation." Two
questions that arise are what has the Federal Reserve
done and for what purpose.

The information available at the time was some-
what vague. The Journal of Commerce did report, "The
Federal Reserve system came to the rescue of the flounder-
ing Government bond market yesterday," but also said,
"How much the Federal Reserve system bought during
the day was a closely guarded secret but guesses ranged
well under $100 million. * * * It is possible that some
securities were bought for Treasury trust accounts rather
than for the Reserve system's own account." The Wall
Street Journal reported that "Federal Reserve officials
here [New York] and in Washington, in accordance with
usual policy, refused to confirm or deny the rumors * *
that the Federal Reserve System was in the market as a
purchaser." The New York Times reported, "There were
indications that some of the buying orders originated from
official sources, that is, from the Federal Reserve System,
either from the central bank's own account, or in behalf
of the trust fund investments managed by the Treasury.
Market men scouted the idea, however, that the Federal
Reserve had bought for its own account any of the issues
that figured most in the recovery, that is, the longest-term
bonds. On the other hand, the Reserve institution ac-
count may have acquired some blocks of Treasury bills,
a kind of open market purchase which the system resumed
recently to ease chronic stringency in the money market
* * * While most of the price recovery smacked of tech-
nical considerations stemming from the technical func-

tioning of the market's professional core, the price ad-
vances were substantial enough to reflect a strong re-
surgence of confidence."

The Federal Reserve Bank Statement for June 5 re-
veals that the following changes occurred during the pre-
ceding week: Treasury bills increased $33,000,000;
Government bonds were unchanged. Thus, in the past
5 weeks the Federal Reserve has purchased $315,000,000
of bills ($50,000,000 under repurchase agreements).

The purpose of these purchases has not been an-
nounced. Mr. Martin, chairman of the Federal Reserve
Board, in an important policy speech made in mid-April
expressed himself as follows: "I tried before committees
of the Congress to define 'orderly market.' I was not
very successful, but I do think that gradually our empha-
sis has been shifting toward a realization that we should
not be the judges of what an orderly market is; that our
efforts should be directed more toward correcting dis-
orderly conditions—you can see the difference in em-
phasis—and that even there, we ought to be extremely
careful about intervening unduly.

"In a propei'ly functioning market, and particularly in
a well organized money and credit market, fluctuations
resulting from temporary or technical developments are
self-correcting without any official intervention. Of the
movements that are not self-correcting, most reflect basic
changes in the credit outlook which should be permitted
to occur. Only very rarely is there likely to be a disor-
derly situation that would require Federal Reserve inter-
vention for reasons other than credit policy. * * *

"Open market operations can be employed when need-
ed to condition the current tone in credit markets and the
general availability of credit. By these operations the
Federal Reserve can tighten or ease the pressure on mem-
ber bank reserve positions and thus cause banks to bor-
row or enable them to reduce borrowings at the Reserve
Banks. Subsequently, this tightness or ease is transmitted
and magnified in money and credit markets. * * *

"This is in sharp contrast to the era of pegged markets
from which we have emerged. There are still some who
would have us return to a pegged market. If we did, we
would have no reliable safeguard against the erosion of
our savings, our pensions, our life insurance policies—
the capital upon which the institutions of private enter-
prise rest. There are no reliable substitutes for free
markets which have been reinstated during the past two
years."

Conclusions
In the light of Mr. Martin s statements, the recent "in-

tervention" of the Federal Reserve in the market for Gov-
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ernment securities could hardly be construed as a reversed
of the Board's policy of not supporting Government
bonds. Moreover, there is little reason to believe as yet
that the Federal Reserve has embarked on a program of
deliberately encourging further credit expansion com-
parable to those in 1924 and 1927. However, a major
test of Federal Reserve policy apparently has begun and
presumably will continue as Government deficits force the
Treasury to seek new money during the remainder of this
year.

SUPPLY
Industrial Production

Steel-ingot production, scheduled at 100.3 percent of
capacity for the week ended June 6, 1953, was equal to
that in the preceding week but was substantially more
than production in the corresponding week last year,
when a major strike occurred.

1929 1932 1937 1938 1952 1953
Percent of Capacityt 95 21* 75* 26* 39 lOOp
Weekly Cap. (Million Tons) 1.38 1.52 1.51 1.54 2.08 2.25
Production (Million Tons) 1.31 .32 1.13 .40 .81 2.25

Automobile and truck production in the United States
and Canada during the week ended May 30, 1953, was
estimated at 128,100 vehicles, compared with a revised
total of 162,447 vehicles during the previous week.

1929 1932 1937 1938 1952 1953
Vehicles (000 omitted)t 111* 47 131 45 105* 128p

Electric-power production in the week ended May 30,
1953, decreased to 7,960,693,000 kilowatt-hours from
8,012,902,000 kilowatt-hours in the previous week.

1929 1932 1937 1938 1952 1953

Billion Kilowatt-Hourst 1.62* 1.43 2.25 2.03 6.81* 7.96*
Lumber production in the week ended May 23, 1953,

increased. The New York Times seasonally adjusted
index was 2 points above that for the preceding week and
was 13 points above that for the corresponding week last
year.

1929 1932 1937 1938 1952 1953
The New York Times Indext 130 42 94 79 99 112

tLatest weekly data; corresponding weeks of earlier years
p=preliminary; *holiday

DEMAND
Department-Store Sales

Our preliminary estimate of the seasonally adjusted
May index of department-store sales (based on dollar
value) increased 7 percent from the revised April figure
(the April figure was 5 percent below that for March and
4 percent below that for January and February). Esti-
mated May sales were 6 percent more than those during
May last year and, after seasonal adjustment, were
equal to those during last December, when the 1952 high
was reached. Thus, the downward trend during the first
4 months of this year has been reversed, temporarily at
least.

The index of prices of goods sold in department stores

decreased slightly during April and was 1 percent less
than that during April 1952. (May data are not yet avail-
able.) Since April 1952 these prices have been nearly
unchanged.

The index of the physical volume of department-store
sales (which is calculated by dividing the dollar-value
index of sales by the index of prices) decreased 5 per-
cent during April to a level 5 percent above that for April
last year. Because of the leveling-off of prices during
the past year, the trend of our physical-volume index has
approximately paralleled that of the dollar-sales index
since April 1952.

The index of the potential volume of department-store
sales (which is based on the production of goods sold in
department stores and reflects the estimated volume of
goods available for sale in department stores) increased
1 percent during March and an additional 1 percent dur-
ing April. The April index, which was 1 percent below
the 1952 peak reached in November, was at approximate-
ly the level that prevailed just prior to the Korean War.

The trend of department-store sales in the past has
roughly paralleled the trend in total retail sales. (Thus,
department-store sales data, which are usually available a
month or more before retail sales data, have been a fairly
reliable indication of recent changes in total retail sales.)
However, during the last few years, which have been char-
acterized by rapid and sometimes violent changes in many
segments of business activity, the trends have been some-
what different. The department-store share of total
retail sales (including department-store sales) de-
creased from 8 percent during 1947-49 to about 6 per-
cent during 1952. Moreover, fluctuations of department-
store sales during the last 2 years have been substantially
greater than those of total retail sales. Furthermore, the
rate of increase of total retail sales during the last year
or more has been greater than that of department stores
(during the first 4 months of 1953 total retail sales were
9 percent greater than those during the corresponding
period last year; the corresponding increase for depart-
ment-store sales was 6 percent). The fact that automo-
bile sales, practically none of which are made by depart-
ment stores, increased during recent months probably
has been responsible for the recent varying trends. Until
there is evidence that the earlier relationship between the
two series has been resumed, changes in department-store
sales should not be regarded as representative of the
trend of total retail sales.

According to a Journal of Commerce survey, "Depart-
ment store executives anticipate that sales volume during



the next few months will continue to show a modest im-
provement over those in the comparable period last year."
If a "modest improvement" may be interpreted as an in-
crease of from 2 to 4 percent, then the level of sales dur-
ing the next few months (June to September) would be
equal to or somewhat above the average level during the
first 5 months of 1.Q53. According to the survey, high
consumer income and lower food prices have contributed
to increased sales of general merchandise.

In order to help readers interpret more accurately the
week-to-week reports that appear in various newspapers
and in these bulletins, we have calculated that during
June an average increase of 5 percent in the comparisons
of weekly totals with sales during the corresponding
weeks of June 1952 will maintain the seasonally adjusted
index at the May level.

A month ago we indicated that the downward trend of
seasonally adjusted department-store sales during 1953
may have been attributable in part to inadequate seasonal
adjustments. The increase in sales during May to the
December level further strengthens our belief that the
seasonal adjustments may have been inaccurate. At
least until there is some indication of an early and ex-
tensive decrease in industrial production and of per-
sonal incomes, we should expect department-store sales
to continue near present levels.

Latest Weekly Data

Department-store sales for the week ended May 30,
1953, were 13 percent less than sales in the preceding
week, but were unchanged from sales in the correspond-
ing week last year.

PRICES
Consumers' Prices

The Bureau of Labor Statistics' index of prices of
goods bought by moderate-income city families increased
slightly during the month ended April 15. The April
index was nearly 1 percent higher than that of a year ago
but was nearly 1 percent below the alltime high reached
in August and November 1952. Consumers' prices at
mid-April were nearly 12 percent above those that pre-
vailed in June 1950 prior to the Korean War.

The April increase was attributable to higher costs of
housing, transportation, medical and personal care, read-
ing and recreation, and other goods and services, which
slightly more than counterbalanced the price decrease of
foods and apparel during the month.

April food prices, which were 2 percent below those at
mid-December 1952 and 2 percent below those of a year
ago, were 4 percent lower than the peak of food prices
reached in August 1952. Although food prices increased
slightly during March, the increase was entirely offset by
the April decrease.

Apparel prices were virtually unchanged during the
first 4 months of 1953 but were 1 and 4 percent lower,
respectively, than those of a year ago and the peak
reached in September 1951. According to the more de-
tailed data reported by Fairchild Publications, retail
prices for piece goods (rayon, silk, woolens, and cotton
wash goods) and for women's aprons, housedresses, and
furs decreased somewhat during April; prices for men's
and infants' wear were unchanged during the month.

"Housing" prices increased slightly during April to
a level nearly 3 percent above that of a year ago and
nearly 1 percent more than that for December 1952.
Prices for solid fuels and fuel oil decreased nearly 1 per-
cent, but the decrease was more than counterbalanced by
higher prices for cleaning, laundry, and domestic services
and increased residential rents. From mid-1947 through
April 1953 residential rents had increased at a relatively
greater rate than they had during the several years prior
to World War II. Further decontrol of rents in some
States (in New York, for example, rent increases of from
1 to 15 percent were permitted after April 30) probably
will be reflected in increased housing costs during May.

Although the upward trend of transportation prices
since June 1951 was interrupted by a slight decrease
during February, by April these prices were at an alltime
high. The April increase was attributable primarily to
higher prices for gasoline and automobile repairs.

The price indices for medical and personal care and
for other goods and services both reached alltime highs
in April. Group hospitalization-insurance rates in-
creased as did costs of beauty-shop services in several
cities. Higher prices for movie admissions and television
repairs were reflected in a slight increase in the index of
reading and recreation prices during April. This index
was slightly below the alltime peak reached in December
1952.

The resumption of a downward trend in the daily spot-
market price index of 22 raw materials and in the Dow-
Jones daily price index of commodity futures during
May and the beginning of June suggests that the earlier
dowmvard trend of the consumers' price index may be re-
sumed in the next few months.

Commodities at Wholesale

(August 1939 = 100)
Spot-Market Prices

(22 basic raw materials)
Commodity Futures Prices

(Dow-Jones Daily Index)

1952
June 4
294

370

1953
May 28
271

335

June 4
271

333
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LIABILITIES OF COMMERCIAL FAILURES

4-4--4-X4-+-

a '49 '50' 'SI '52 '53

BUSINESS
The Trend of Commercial Failures

Liabilities of commercial and industrial failures de-
creased from $31,100,000 during March to $27,500,000
during April. The April figure was somewhat less than
that for April 1952.

The number of failures in April was 693, compared
with 739 in March and 780 in April 1952. Eighty-six
percent of the April failures involved liabilities in excess
of $5,000.

The series shown on the accompanying chart is a 3-
month moving average (plotted at the midmonth) of the
liabilities of commercial and industrial failures. The
March average increased 5 percent to a level 10 percent
above that attained in March 1952. The March average
was 11 percent below the post-World War II high reached
in March 1949 and 64 percent below the alltime high of
March 1932 but, with the exception of March and April
1949, was the highest since April 1935. The behavior
of the series during the past several months suggests that
a cyclical turning point may have occurred in August or
December 1952.

We have mentioned on previous occasions that the
inverted seasonally adjusted series of liabilities of com-
mercial and industrial failures is one of the earliest indi-
cators of cyclical changes of business activity; the series
has led cyclical peaks of general business activity by an
average of nearly 11 months and has led cyclical troughs
by an average of nearly 8 months. With the exception
of a slight increase in March, the seasonally adjusted in-
verted series of liabilities has decreased each month since
December. The increase in the inverted series during
March was attributable to the unusually large decrease
in this series during February. (Instead of following the
usual seasonal pattern and decreasing 7 percent during
February, actual (not inverted) liabilities increased 17
percent.)1

The number of failures during the first 4 weeks of May
totaled 687, compared with 693 in April. The total dur-
ing February was 691. Because the first 4 weeks of
May exclude the last working day of the month, the total
number of liabilities during May probably will exceed
the totals for both February and April. Although the
number of failures does not reflect the liabilities of those
failures precisely, major changes in the number provide
clues to changes in the liabilities. Thus, liabilities dur-

^Seasonal adjustment of this series has been difficult to make be-
cause of the erratic month-to-month fluctuations. However, the
trend since the end of 1952 in the inverted series appears to have
been downward.

ing May probably were about as large as those during
February and April.

Conclusions
The preliminary estimate of the liabilities of failures

in May suggests that in the computation of the April 3-
month moving average the February figure for liabilities
will be replaced by a May figure of approximately the
same magnitude. Therefore, the 3-month moving aver-
age for April should not be changed appreciably. The
recent trend of this series has continued long enough to
suggest that a cyclical turning point was passed in the
latter part of 1952. Thus, a downturn in general busi-
ness activity beginning later in the year or early in 1954
seems more probable than it did a month ago.

COMMERCIAL FAILURES, NUMBER AND LIABILITIES

January
February
March
April
May
June
July
August
September
October
November
December

Number of Failures
1951
775
599
732
693
755
699
665
678
620
644
587
612

8,059

1952
671
619
715
780
638
671
580
594
539
621
590
583

7,601

1953
647
691
739
693

Liabilities of Failures

1951
$21,685

16,009
17,652
17,064
23,504
22,733
21,088
26,417
26,643
30,417
17,567
19,403

$240,779

(000 omitted)
1952

$26,208
19,474
29,232
29,500
21,193
21,222
22,789
16,322
20,138
35,049
18,757
23,400

$283,284

1953
$23,309

27,273
31,082
27,500

BOOK REVIEWS
The Manual of Corporate Giving edited by Beardsley

Ruml
National Planning Association, Washington, D. C.

($6.75)
This volume may be most helpful to those of our read-

ers who are executives and directors of corporate busi-
nesses. Particularly useful are the discussion of "Legal
Aspects" by Harry J. Rudick and the general discus-
sions by Theodore Geiger and Beardsley Ruml.

Where to Find Opportunity Today by Norman D. Ford
Harian Publications, Greenlawn, New York ($1)

As suggested by the author, this book can help those
who are about to leave school, college, or the Armed
Forces as well as anyone else who wants to start a small
business, farm, or motel. Mr. Ford selects the fastest
growing areas in the United States where opportunities
for starting one-man businesses exist. Housing, climate,
and the types of business most needed are discussed in
some detail. The book should help readers select areas
of interest that merit further study.
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