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RESEARCH REPORTS
COMING EFFECTS OF CURRENT EVENTS

The Treasury's Dilemma
1

Never before in the history of the United States has
the Treasury been faced with a financing problem quite
as great as that confronting it during the next 6 months.
The following summary of obligations to be met partially
explains the nature of the problem.

1. Issues maturing June 15 to December 1 inclusive:
Bonds, excluding savings
bonds
U. S. Savings bonds
Certificates
Notes (excluding tax-sav-

ings notes)
Bills (excluding tax-an-

ticipation bills)

$ 8,264,000,000
5,631,000,000
2,883,000,000

10,542,000,000

Total

18,307,000,000

$45,627,000,000

iOne of the most interesting aspects of the present situation is
the wide range of views regarding the seriousness of the Treasury's
problem. Even within our own small organization, we have
some individuals who believe that the Treasury will meet the
problems of the next several months with no major difficulties,
that is, with little, if anything, more than a slight acceleration of
recent trends away from a sound money-credit situation. These
individuals believe that the percentage of holders of maturing
obligations who demand cash will be substantially less than the
recent 18 percent but appreciably more than the 1*4 percent in
February. One individual believes that the Treasury will be able
to sell as many new savings bonds as it is forced to redeem during
the last 6 months of this year. They do not believe that Treasury
difficulties in the next 6 months will be so great as to warrant
consideration of serious financial stringency. However, all of the
editorial board believe that the economy is well along in a business-
cycle boom and that the possibility of trouble in the near future
should not be overlooked.

At the other extreme, one member of our staff believes that the
situation may be substantially worse. In fact, this individual
thinks that there is a by no means negligible possibility that the
Treasury temporarily may be unable to meet all its commitments
and guarantees and that it may be forced to declare some kind
of a moratorium for a few weeks while arrangements are made to
bring about more orderly monetary conditions. The last-men-
tioned individual regards the existing situation as the culmination
of greater and more prolonged financial follies than those that
preceded the 1929 crash. However, he does not expect conse-
quences as serious as those of the 1929-32 period, partly because a
speculative mania has not as yet been widespread. This individ-
ual assumes that the more probable development of the next
several months is more inflation and extension of the present boom,
but he considers the situation so vulnerable that the possibility of
the adverse developments described in the article should not be
disregarded.

In view of the wide variations in the views of our own staff, the
principal author of this article has assumed individual responsibil-
ity for it. It is his belief that the Treasury's problem, as it de-
velops, will fall within the range indicated. However, others
in our own group believe that the low estimate should be about
$3,500,000,000.

2. Cash deficit (i.e., excess of
expenditures over all $ 8,000,000,000
receipts including those to
for trust funds, Treas- $ 9,000,000,000
ury estimate)

Of the tax receipts expected in September, about $800,-
000,000 already has been obtained by the Treasury
through the sale of tax-anticipation bills; and of the
taxes now being paid to the Treasury, presumably $2,002,-
000,000 will be in the form of maturing tax-anticipation
bills. In addition, unknown amounts of the $4,500,000,-
000 tax-savings notes outstanding may be used in lieu of
cash in payment of taxes in June, September, and Decem-
ber, In the period June through December of last year.
$1,700,000,000 worth (net) of these notes were turned
in. In view of the magnitude of the corporate expansion
programs already under way and for which funds will be
required to pay contractors during the next several
months, redemption of an even larger total of the tax-
savings notes by the end of December would not be sur-
prising.

We assume that the Treasury will be able to refinance
its bill maturities by new issues of similar bills, perhaps
at some increase in the effective interest rate. Of the
remaining maturity issues (notes, certificates, and bonds) >
an unknown amount probably will be turned in for cash
instead of for new securities. Of the last such issues, 18
percent had to be redeemed in cash. The increasing
yields available from other high-grade bonds, especially
tax-exempt securities, make it probable that even larger
percentages of the holders of maturing issues will demand
cash.

For the purpose of the further discussion, we present
below a range of estimates intended to indicate the order
of magnitude of the Treasury's problem.

Range of Estimates
Low High

Bonds, certificates, and
notes to be redeemed $ 4.000,000,000 $ 6.000,000,000

Cash deficit 8,000,000,000 9,000,000,000
Tax-savings notes to be

redeemed 1,700,000,000 3,000,000,000

$13,700,000,000 $18,000,000,000
Less tax - anticipation

bills 5,000,000,000 6,000,000,000
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$ 8,700,000,000 $12,000,000,000
The tax-anticipation bills listed above as deductive items
are the new tax-anticipation bills that the Treasury has
already indicated will be used in order to borrow cor-
porate tax payments due in March and June of 1954.

In view of the foregoing, it appears that the Treasury



will have to borrow by December 1 a total of from $8,-
700,000,000 to $12,000,000,000 of new money in addi-
tion to "rolling over" (refinancing) all maturing bills.
This will have to be done at a time when the flow of
new savings apparently will hardly equal the expansion
of consumer and real-estate loans plus the new corporate
issues required to finance new plant already under con-
struction plus the huge volume of municipal and turnpike
construction now under way or scheduled.

The Treasury's dilemma can be summarized as a choice
of the following:

a, Financing the $8,700,000,000 to $12,000,000,000
by the familiar inflationary procedures, thereby injecting
a large amount of inflationary purchasing media into
the channels of business within a short period; or

b. By higher and higher interest rates on new issues,
effectively to compete in the market for the funds avail-
able. Presumably, this could result in substantially
higher rates than those now prevailing, even for short-term
funds. However, this possible solution is complicated
by the fact that commitments already have been made by
corporations and municipalities for much of the new in-
vestment to be financed. Postponement of enough new
investment to release the huge totals the Treasury will
need probably is impossible. Even if all new investment
by corporations and municipalities were stopped forth-
with, we doubt that current savings would be adequate
to cover the Treasury's needs.

Evidently the Treasury will be virtually forced to re-
sort to inflationary financing of a major part of its needs.
We assume that the Federal Reserve authorities are
aware of the critical nature of the situation and will aid
the Treasury in every possible way. However, that will
not necessarily solve the problem. The following ques-
tions arise: What will be the reaction of foreign banks
and others who have large deposits in this country? and
what will be the reaction of American businessmen and
investors if the Federal Reserve banks resume buying of
Government issues on a large scale, perhaps $2,000,000,-
000 to $3,000,000,000 worth in the next 5 months?

The net dollar deposits of foreigners in this country
are nearly $8,000,000,000. Will such an obvious step
toward more inflation be viewed with equanimity by
them? or will they withdraw a few billions in gold when
they see the course of events here?

As for American businessmen and investors, will they
conclude that the Administration's sound-money pledge
has been abandoned and that a repetition of the past dec-
ade lies ahead? Will they be even more seriously dis-
turbed if large-scale exports of gold begin? Will the
situation they may see developing induce a flight from
dollars and bonds (including savings bonds) into stocks
and commodities, an even larger scare buying stampede
than the scare buying of July 1950 and January 1951?

The only honest answers to these questions are that
no one knows what the answers will be. "Credit is sus-
picion asleep," and what action suspicion will induce
when and if it awakes cannot be predicted by any means
that we know about. Never before has the Nation been
faced with a similar problem of such magnitude. Even
during World War II, the Treasury was able to maintain
a large cash balance that would have carried over any
period of a few months when confidence in the Treasury's
ability to pay might have been questioned. But only a
few days ago the Treasury was forced to obtain a special
loan of some $450,000,000 from the Federal Reserve
banks in order to meet current payments.

Never before has there been a concentrated burden

of maturities within 6 months quite as large as those listed
at the beginning of this article; and never before has the
Treasury been confronted with obligations to pay within
such a short period for goods previously ordered with-
out cash on hand or assured prospects of receipts suf-
ficient to provide the funds needed.

We do not doubt that great wisdom will be applied in
handling this difficult situation. Presumably, further
tightening of money rates will be one result. To place
the entire burden on the Federal Reserve banks by in-
ducing them to adopt an "easy money" policy again
would be to encourage expansion of the already huge
volume of consumer lending and of municipal and cor-
porate investment with even more inflation resulting; but
to go to the other extreme probably would force an in-
crease in money rates to panic levels.

The final outcome may range from the possibility of
further marked inflation with resulting extension of the
present boom to a severe crisis in the money market.
Although we hope that the probability of the latter is
very small, we believe that it should not be wholly dis-
regarded.

We realize that many observers have long since been
convinced that, to the Federal Government, nearly any-
thing is possible. The Treasury's purse is quite gener-
ally visualized, even by shrewd men of experience in
business and finance, as an inexhaustible source of funds.
Apparently the gigantic spending, borrowing, and buying
of the past two decades not only has resulted in the sit-
uation now at hand but also accounts for the widespread
belief in the Treasury's financial omnipotence. This is
not the first time that a spendthrift has stimulated de-
lusions of his financial grandeur while his capital and
credit lasted, but it apparently is the first time that the
job has been done on such a colossal scale.

Under such unprecedented circumstances, to predict
the outcome would be to claim virtual omniscience. We
shall observe developments of the next few months with
unusual interest. E. C. Harwood

SUPPLY

Industrial Production
Steel-ingot production, scheduled at 98.7 percent of

capacity for the week ended June 20, 1953, was nearly 1
percent more than 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 Capacity! 96 17 76 26 12 99p
Weekly Cap. (Million Tons) 1.38 1.52 1.51 1.54 2.08 2.25
Production (Million Tons) 1.32 .26 1.15 .40 .25 2.22

Automobile and truck production in the United States
and Canada during the week ended June 13, 1953, was
estimated at 167,049 vehicles, compared with a revised
total of 134,671 vehicles during the previous week.

1929 1932 1937 1938 1952 1953

Vehicles (000 omitted )t 126 53 119 40 130 167p
Electric-power production in the week ended June 13,

1953, increased to 8,244,852,000 kilowatt-hours from
8,096,330,000 kilowatt-hours in the previous week.

1929 1932 1937 1938 1952 1953

Billion Kilowatt-Hourst 1.70 1.44 2.27 2.06 7.13 8.24
Lumber production in the week ended June 6, 1953,

increased. The New York Times seasonally adjusted
index was 3 points above that for the preceding week and
was 5 points above that for the corresponding week last
year.
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PRIVATE CONTRACTS FOR ENGINEER CONSTRUCTION

1925 ^6 •27 " 2 8 ' 2 9 30 V3I ' 3 2 \ / '33

i929 1932 1937 1938 1952 1953

The New York Times Indext 123 39* 96* 81* 104 109
tLatest weekly data; corresponding weeks of earlier years
p=preliminary; * holiday

DEMAND
Department-Store Sales

Department-store sales for the week ended June 13, 1953,
were 6 percent less than sales in the preceding week and
were 4 percent less than sales in the corresponding
week last year.

PRICES

Commodities at Wholesale

'51 '52 '53

1952
Jime 18

292

795.3

June 11 June 18

269 265

334 330

(August 1939 = 100)
Spot-Market Prices

(22 basic raw materials)
Commodity Futures Prices 368

(Dow-Jones Daily Index)

BUSINESS

Private Contracts for Engineering
Construction

The 3-month moving average of the dollar value of
contract awards for private engineering construction de-
creased 16 percent during April and an additional 1 per-
cent during May. Although the April figure of $762,-
700,000 was a record for that month, it was below the all-
time monthly high of $1,177,500,000 reached in January
of this year. In the moving average for April, the high
January figure was replaced by the smaller April figure.

The dollar value of contract awards for private en-
gineering construction totaled $3,922,000,000 during the
first 5 months of 1953, an alltime record. This total
was 4 percent greater than the previous record reached
in 1951 and 30 percent greater than that during the cor-
responding period last year. Thirty-three percent of
1953 contract awards were made during January. Private
mass housing has accounted for a large portion of recent
awards. Average weekly contract awards per month have
been greater than those in the corresponding month a
year ago for each month in 1953. However, the rate of
increase has decreased each month.

The Engineering News-Record index of construction
costs decreased slightly during April but remained rela-
tively unchanged during May. The April figure was 6
percent above that during April 1952, and the May index
was 5 percent higher than that of a year ago. The 3-
month moving average of the physical volume of private
engineering construction (which is calculated by dividing
the dollar value of contract awards by the construction
cost index) decreased 12 percent during April and 1

percent during May. (As in the average of the dollar
value of awards, the replacement of an extremely large
January figure by a smaller April figure was responsible
for the large decrease for April.)

According to a joint survey by the Securities and Ex-
change Commission and the Department of Commerce,
expenditures for new plant and equipment during 1953
may exceed the $27,000,000,000 planned in January.
Latest estimates show planned capital outlays of $7,200,-
000.000 during the second quarter and $7,100,000,000
during the third quarter. The survey indicated that the
largest outlays are expected in public utilities in which
expenditures of $3,300,000,000 have been scheduled for
the first 9 months of the year, an increase of approxi-
mately 20 percent compared with those during the cor-
responding 1952 period. On a seasonally adjusted basis,
total scheduled outlays have been $6,800,000,000, $7,100,-
000,000, and $7,175,000,000 during the first, second,
and third quarters respectively. At this rate, annual
expenditures would total $28,100,000,000.

A possible "stumbling block" in the attainment of
planned outlays was discussed recently in The Journal
of Commerce. Difficulties in financing new capital out-
lays have developed because of tightening of the money
supply. A further tightening might persuade some
would-be corporate borrowers or sellers of equities to
abandon expansion, modernization, or other improve-
ment plans now contemplated.

Conclusions

Present indications are that private engineering con-
struction will remain at a high level during the next few
months. However, difficulties in financing new outlays
could result in lowering expenditures by the end of the
year.

Employment aud Unemployment
2

The Nation's labor force was employed at near capacity

2The accompanying chart of employment and unemployment shows
three of the National Bureau's statistical indicators. The series
of seasonally adjusted average hours worked per week is one of
the early indicators of cyclical changes of business activity; the
series has led cyclical peaks by 3.8 months and has led cyclical
troughs by 2.6 months. (Data shown on the chart are yearly
averages from 1929 through 1931; thereafter, data are plotted
monthly. Seasonal changes are relatively minor, and no adjust-
ment has been made on the accompanying chart.) The series
of seasonally adjusted employment in nonagricultural establish-
ments is one of the roughly coincident indicators of cyclical
changes of business activity; the series usually has coincided with
cyclical peaks but has led cyclical troughs by an average of 3.3
months. (Only yearly averages are available from 1929 through
1938. Thereafter, monthly data are shown.) The inverted sea-
sonally adjusted series of unemployment is also one of the rough-
ly coincident indicators of cyclical changes of business activity,
although no specific average lead or lag has been calculated as yet.
(This series is not inverted on the chart.)
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EMPLOYMENT AND UNEMPLOYMENT MANUFACTURERS" ORDERS, SALES, AND INVENTORIES

during the second quarter of 1953. All three employ-
ment series, average hours worked per week, employment
in non-agricultural establishments, and unemployment,
were at or near record levels.

Average hours worked per week in manufacturing in-
dustries decreased nearly 1 percent during April but
were nearly 3 percent more than those during April last
year. Average hours worked in nondurable industries
during the first 4 months of 1953 compared with those
during the last 4 months of 1952 increased somewhat
more than did average hours worked in durable-goods in-
dustries. The trend of average hours worked since De-
cember 1952 has been downward.

The Federal Reserve Board's seasonally adjusted
series of employment in nonagricultural establishments
was virtually unchanged (luring February, March, and
April. Since the upward trend in nonagricultural em-
ployment from mid-1952 through December, the series
has leveled off. The index during February, March, and
April this year was 3 percent more than that during the
corresponding period a year ago. Manufacturing indus-
tries were responsible for approximately two-thirds of
the year-to-year increase; retail and wholesale trade ac-
counted for about 20 percent of the increase.

The seasonally adjusted series of unemployment de-
creased 10 percent during May to the lowest level since
August 1945, when unemployment was unusually low as
a result of the war. The May figure for unemployment
was 19 percent below that during May last year. The
present level of unemployment apparently is at or near
a minimum compatible with peacetime employment
conditions.

The inverted series of unemployment, a coincident in-
dicator, was expanding through May; however, the series
of employment in nonagricultural establishments has
leveled off during recent months, and the series of average
hours worked per week has turned downward. These
developments are additional evidence suggesting that
a peak of business activity may be reached within the
next several months.

Manufacturers' Orders, Sales, and
Inventories

The seasonally adjusted dollar value of manufacturers'
new orders increased 5 percent during April to $25,900,-
000,000 from the revised March figure of $24,591,000,-
000. The April figure was nearly 7 percent higher than
that of a year ago and was about 6 percent above the
level at the beginning of 1953. The April figure of new
orders was the largest since March 1951 but was 8 per-
cent below the alltime record established in January
1951.

The seasonally adjusted dollar value of new orders
for durable goods (one of the eight "leading" statistical
indicators of business-cycle changes chosen by the Na-

1939 '40 "41 '42 '43 '44 '45V '46 '47 '48 '49 '50 '51 '52 '53

tional Bureau of Economic Research) increased 6 per-
cent during April to a level 2 percent higher than that
of a year ago but 17 percent lower than the peak reached
in January 1951.

The seasonally adjusted dollar value of manufactur-
ers' sales increased nearly 5 percent during April to an
all-time record of $26,709,000,000, nearly 10 percent
greater than that at the beginning of 1953. The April
figure was 14 percent above that in April 1952 and was
37 percent above the pre-Korean level of June 1950.
Sales of both durable and nondurable goods increased
nearly 5 percent during April to alltime highs.

Unfilled orders, which decreased slightly during
March, decreased 1 percent further during April to $72.-
590,000,000, the level that prevailed at the end of De-
cember 1952. The April figure, which was nearly 4 per-
cent above that of a year ago, was 4 percent below the
postwar high reached in September 1952.

The seasonally adjusted dollar value of manufacturers'
inventories increased nearly 1 percent during March
and April to an alltime peak of $44,256,000,000, 2 per-
cent above that of a year ago. The April increase in in-
ventories was attributable entirely to an increase in
stocks of durable goods, especially fabricated metals and
motor vehicles; inventories of nondurable goods were
unchanged during the month. During the first 4 months
of 1953, inventories of durable goods increased more
than 2 percent; inventories of nondurable goods de-
creased 1 percent during the same period.

A breakdown of inventories (seasonally unadjusted
dollar value) according to stage of fabrication reveals
that inventories of purchased materials decreased 4 per-
cent during the first 4 months of 1953; inventories of
goods-in-process and inventories of finished goods in-
creased 7 and nearly 3 percent, respectively. April in-
ventories of purchased materials were at the 1952 low
reached in July and August. The recent downward trend
of inventories of purchased materials suggests that man-
ufacturers either are skeptical of any further expansion
of activity in the near future or anticipate lower prices
and have curtailed buying temporarily.

The ratio of manufacturers' inventories to sales de-
creased 4 percent during April. The April ratio, which
was the lowest since May 1951, was 10 percent below that
of a year ago and 16 percent below the 1952 high reached
in August. Unusually large sales have been primarily
responsible for recent decreases in the ratio.

The post-World War II recession in manufacturers'
sales during 1948-49 followed the downturn in unfilled
orders by more than a year. If a similar downturn be-
gan in unfilled orders last September, we should expect
sales to continue at high levels for a few more months at
least. Presumably, new orders for durable goods will
precede any downturn in sales by a few months.
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