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The Bank of England Tightens Money
Until early in the present century such a drastic tight-

ening of money rates as that recently undertaken by the
Bank of England would have had repercussions through-
out the world. The extent of the increase in the Bank
of England's rediscount rate, from 3 to 3 ^ percent in
January and from S

1
^ to 4 ^ percent announced Febru-

ary 24, was not unusual in comparison with numerous
such changes during the past 100 years. However, in the
decades when London was the undisputed financial cen-
ter of the world, easier or tighter money there was felt
throughout the globe.

Although there have been numerous similar and some
even more drastic changes of the rediscount rate con-
centrated within the space of a few weeks, the extent of
the recent change was unexpectedly large. Not since
the 6- and 5-percent rates of early 1932 has the Bank of
England's rediscount rate been raised above the 4-per-
cent level reached in 1939 and again in 1952. For many
years before, during, and after World War II the redis-
count rate was held at 2 percent except for brief de-
partures from that level.

When the Bank's rate was lowered from 3 ^ to 3 per-
cent on May 13, 1954, we were somewhat surprised, be-
cause there was ample evidence even then that inflation
was having its usual effects in fostering a major boom.
Presumably, the continuing upward trend of prices as
well as other evidence of marked inflation became too
obvious to be ignored. The table below presents some
of the pertinent data.

Evidence of Inflation in England
(1948-1954)

1948
1950
1951
1952
1953
1954

Wholesale
Prices

100
124
146
150
150
153 (Dec.)

Consumer
Prices
100
105
116
126
129
134 (Dec.)

Industrial
Production

100
114
117
114
121
137 (Nov.)

The rise of 53 percent in wholesale prices was 10
times the percentage rise in the United States; the 34-
percent rise in consumer prices was nearly 3 times that
in the United States; and the 37-percent increase in in-
dustrial production exceeded the corresponding percent-
age gain in the United States by 50 percent. In view of
the fact that the Institute's index of inflation increased

from about 155 to 190 during the period, it seems safe
to assume that the magnitude of the inflation in England
greatly exceeded that in our country.

Now that London no longer is the dominating financial
center that it once was, and especially in view of the
fact that the American economy now represents about
half the industrial productive capacity of the world
rather than a small fraction of that capacity, we assume
that the immediate and direct effects of the Bank of
England's action will be less important than such actions
usually were several decades ago. Nevertheless, the
higher money rates in London may have important ef-
fects on our own economy in the longer run.

More than two decades have elapsed since the Bank of
England apparently has been permitted to operate in
the orthodox manner that served so well for a century
prior to World War I. Since 1932, the leading indus-
trial nations of the world have experimented extensively
and in general accord with the easy-money theories of
the late Lord Keynes. Perhaps the recent action of the
Bank of England reflects a determination to abandon
such experiments, to return to hard money and, at the
earliest practical date, to accept the discipline of the
gold standard; if such is the case, we may be witnessing
a significant turning point in the economic history of
Western Civilization. To the extent that such views
prevail in Western Europe, and there has been some evi-
dence of their increasing popularity, there may be a re-
treat from the primrose path toward more and more in-
flation.

The effects of such a turn in the course of events
could, over a period of a few years, alter the relative
status of the dollar among the leading currencies of the
world. Until now, our own experiment with a vast in-
flation has had the advantage, if it can be called that,
of comparison with even greater inflations. To some ex-
tent, the dollar has depreciated less rapidly because it
has served as a haven of refuge from currencies that
were depreciating more rapidly. A marked change in
that situation will put pressure on us to curtail our own
inflationary follies.

We assume that the lowering of the rediscount rate by
the Bank of Canada a few weeks ago and the recent
marked increases by the Bank of England are parts of a
plan that was prepared in consultation with, or at least
with the knowledge of, United States monetary authori-
ties. In view of the fact that an increase in the redis-
count rate of the Federal Reserve banks would tend to
offset the action of the Bank of England and perhaps
force that institution to adopt an even higher rate, the
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Federal Reserve Board presumably will prefer to post-
pone tightening money rates further here in the near
future. In that event, we may see a continuation of the
too-little-and-too-late procedures that characterized the
Federal Reserve Board's actions in 1928-29. However,
it would perhaps not be wise to count on such temporiz-
ing. If the foreign claims on United States gold are
used in volume with resulting large visible reductions
in the Nation's gold reserve, the pressure on the Federal
Reserve Board to act could be much greater than that of
1928-29.

P E R C E N T A G E O F I N D I C A T O R S E X P A N D I N G
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What the Indicators Say
The percentages of statistical indicators expanding, as

measured by the method developed by the National Bu-
reau of Economic Research,* are 8 7 ^ for the leading
group, 100 for the roughly coincident group, and 60 for
the lagging group.

Average hours worked in January, seasonally adjust-
ed, were unchanged from those in December.

The Iron Age weekly composite price of No. 1 heavy
melting steel scrap for the week ended February 22 was
$37.00, compared with $36.33 for the preceding week.
The average of these composite prices for February was
$36.16, compared with $34.62 for January.

The advance in the curve of the roughly coincident in-
dicators to the 100-percent line reflects the present
strength of the recovery. No indicatons of the probable
duration of the recovery have become available.

*This method of summarizing the cyclical status of each of the
three groups of indicators was outlined in Research Reports, March
1, 1954. The curves are based on preliminary or estimated data
for the latest 2 to 4 months and reflect revisions in the data for
earlier months.

SUPPLY

Industrial Production
Steel-ingot production of 2,172,000 tons during the

week ended March 5, as indicated by operations sched-
uled at 90.0 percent of capacity, compares with 2,191,000
tons during the preceding week and 1,680,000 tons dur-
ing the corresponding week last year.

The New York Times seasonally adjusted index of
lumber production was 137.3 for the week ended Febru-
ary 19, compared with 141.2 (revised) a week earlier
and 125.0 for the corresponding week last year.

Electric-power production of 9,725,000,000 kilowatt-
hours during the week ended February 26 compares with
9,912,000,000 kilowatt-hours for the previous week and
8,400,000,000 kilowatt-hours for the corresponding week
last year.

Automobile and truck production in the United States
and Canada, estimated at 191,800 vehicles for the week
ended February 26, compares with a total of 196,600
for the previous week and 146,000 for the corresponding
week last year.

These data compare with those for corresponding
weeks of earlier years as follows:

Steel
Operating rate—percent

1929 1932

cap. 90 27
Ingot prodn.—million tons 1.24 .41

Lumber
New York Times Index

Electric Power
Kilowatt-hours—Millions

Automobiles
Vehicles—thousands
p Preliminary

117 40

1.70 1.51

123 33

DEMAND

Department-Store

1948

95
1.71

108

5.25

120

1949

100
1.84

85

5.56

119

Sales

1954

71
1.68

125

8.40

146

7955

90p
2.17

137

9.72

192p

We estimate that department-store sales seasonally
adjusted decreased 5 percent during February, from the
record levels of December and January. Estimated Feb-
ruary figures were 2 percent larger than those of Febru-
ary 1954, but 1 percent less than those of February
1953, the record February for the 325 reporting stores.

Preliminary data suggest that Washington's Birthday
promotions in many centers this year have contributed
importantly to sales gains during the last half of the
month.

Sales of the first 2 months this year, which exceed
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those of the corresponding months of last year by more
than 4 percent, support the estimates of retail sales ex-
ecutives and others that department-store sales during
the first half of 1955 would exceed those during the first
half of 1954 by 3 percent.

A 3-percent gain compared with last year's sales will
not, however, yield sales in the first 6 months of 1955
greater than those of the first 6 months of 1953. How-
ever, if the gain of a little more than 4 percent recorded
in the first 2 months of 1955 can be maintained, sales in
the first 6 months of 1955 will exceed those of the cor-
responding months of 1953.

The index of prices of goods sold in department stores
remains unchanged from that for January and is slightly
less than that for February 1954. Department-store
prices have remained relatively stable since early 1952.

The estimated February index of the physical volume
of department-store sales (which is calculated by divid-
ing the value of the index of sales by the index of prices)
decreased 5 percent during February, after remaining
unchanged during January.

The index of the potential physical volume of depart-
ment-store sales, which reflects the production of goods
ordinarily sold in department stores, remained unchang-
ed in January at the highest level since October 1953.
During the active sales months in the spring of 1953,
when retail inventories were being accumulated, the
index averaged 6 percent larger than at present. Dur-
ing the spring of 1954, the index of potential volume
was 5 percent lower, and the sales inventory ratio be-
came out of line when sales were not up to expectations.
All the principal components of the potential-sales index
are being produced at rates near or greater than their
1954 averages, but present rates have not yet reached
those of 1953.

We believe that, even if the rate of industrial, produc-
tion continues at present levels throughout the first half
of 1955, department-store sales will exceed those of the
corresponding period of last year by at least 3 percent.

Latest Weekly Data
Sales of the 325 reporting department stores compare

with those of corresponding periods a year ago as fol-
lows:

IDLE PURCHASING MEDIA

Period
Week ended February 26
Four weeks ended February 26
Year to date

Percent Change
+ 2
+ 2
+ 6

Idle Purchasing Media
Idle or hoarded purchasing media comprise demand

deposits and currency held by individuals and businesses
in excess of amounts ordinarily used by them for busi-
ness transactions. The amount of idle purchasing me-
dia is taken into account in computing the Harwood In-
dex of Inflation by deducting it from the total of pur-
chasing media.f Changes in the amount of idle pur-
chasing media throw some light on economic and mone-
tary developments and aid in interpreting the outlook
for general business and prices.

The amount of idle purchasing media at any given
time is influenced by a number of factors. Some of the
more important of these are:

1. Confidence in the banking system.
2. Confidence in the future value of the monetary

tOur method for computing the amount of idle purchasing media
is explained in our technical bulletin of August 23, 1954.

unit, i.e., the prospective purchasing power of the
dollar.

3. Availability of goods on the market.

4. The relative availability of credit and the oppor-
tunities for its profitable employment (measured
in terms of interest rates).

The accompanying chart shows our estimates of the
amount of idle purchasing media, divided between idle
currency and idle demand deposits, from 1939 through
1954. The chart shows that the amount of idle purchas-
ing media increased greatly during the war years.

Between 1939 and the end of 1945 idle purchasing
media increased from 30 to 50 percent of total purchas-
ing media. Since the war the total of idle purchasing
media has returned to its prewar relationship to total
purchasing media.

During the period of rapidly mounting totals of idle
purchasing media, it appears that hoarding of funds
was widespread. This conclusion is suggested by the
increase in the amount of currency (a means of hoard-
ing available to individuals who do not choose to use
bank accounts) hoarded from about 10 percent of the
total in 1939 to more than 25 percent in 1945. Hoard-
ing of currency increased from about $1,000,000,000 in
1939 to nearly $16,000,000,000 in 1945.

The wartime increase in the amount of idle purchas-
ing media reflected scarcities of such articles as new
automobiles, machinery, etc., and the resulting inability
of individuals and businesses to obtain many things for
which they would otherwise have spent the funds. Dur-
ing the postwar years 1946-51 these accumulated funds
comprised a reservoir from which purchasing media
were drawn to supplement current incomes. Between
late 1945 and early 1951, in the neighborhood of $20,-
000,000,000 of inflationary purchasing media created
through war financing was brought into circulation.
These purchasing media, which are equal to between
one-sixth and one-seventh of the total purchasing media
in active use today, have been a powerful stimulus to
postwar business and prices. In the early postwar years
this added supply of circulating purchasing media partly
offset the deflation attributable to other factors; more
recently the return of hoarded funds to the Nation's
markets has added to the inflation attributable to other
factors.

During 1954 nearly $3,000,000,000 of purchasing me-
dia apparently were released from idle demand deposits
and currency hoards. This decrease in the total of hoarded
purchasing media contrasts with an increase in 1953 es-
timated at $700,000,000. Nearly two-thirds of the pur-
chasing media released from hoarding last year was cur-
rency, but in 1953 hoarded currency appears to have
increased by an amount nearly twice the decrease in idle
demand deposits.

Total idle purchasing media at the end of 1954 is es-
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timated to have been between $37,000,000,000 and
000,000,000, equal to about 27 percent of the purchasing
media in use (total purchasing media, less idle purchas-
ing media). This percentage compares with about 30
percent in 1939. The amount of currency hoarded at
the close of 1954 is placed between $8,500,000,000 and
$9,000,000,000—the smallest amount since mid-1943 and
but little more than half the maximum reached in late
1945.

Although idle demand deposits are estimated to have
decreased between $500,000,000 and $1,000,000,000 last
year, they still exceed the lowest level reached in 1950,
when the scare buying during the early months of the
Korean War reflected rapid dishoarding.

Conclusions
The amount of purchasing media held idle is about

the same percentage of total purchasing media as the
corresponding percentages in the years 1939 to 1941,
inclusive. Presumably, some of the idle purchasing
media are minimum checking-account balances habitu-
ally maintained by individuals and businesses. How-
ever, the amount of currency hoarded is about eight
times the prewar figure. Moreover, there were many in-
dications that the idle checking-account balances in 1939
and immediately thereafter were substantially greater
in relation to total demand deposits than had been cus-
tomary in periods of peacetime prosperity.

We guess that a substantial part, perhaps $5,000,-
000,000 to $6,000,000,000, of the hoarded currency and
perhaps an equal amount of the idle checking accounts
would be used to buy goods and services in the Nations
markets during a prolonged period of peacetime pros-
perity. In the event of scare buying like that early in
the Korean War or in the event of a flight from the dol-
lar possibly induced by gold exports and fears of another
devaluation, much more of the idle purchasing media
could be used in a scramble for tangible goods and com-
mon stocks or other equities.

PRICES

Consumers
9
 Prices

Prices of goods and services bought by moderate-in-
come city families, as measured by the United States
Bureau of Labor Statistics index of consumer prices,
were virtually unchanged during the month ended Janu-
ary 15. The January index was nearly 1 percent less
than that of January 1954 and 1 percent less than the
alltime record reached in October 19534

Small increases in rents and in the average prices of

JThe Consumer Price Index of the Bureau of Labor Statistics is
designed to measure changes in prices of the goods and services
bought by families of city wage earners and clerical workers. It

food, fuel, transportation, medical and personal care,
and reading and recreation were offset by lower prices
for apparel and housefurnishings.

The food-price advance was attributable primarily to
higher prices for fresh vegetables and poultry, although
these advances were nearly counterbalanced by lower
prices for eggs, pork, oranges, and milk. Since January
15, however, egg prices have advanced and coffee prices
have decreased. The January increase in food prices
was not general throughout the country.

The apparel-price decrease was attributable primarily
to the continued efforts of merchants to clear their stocks
of winter merchandise by offering for sale at reduced
prices such items as men's and boys' coats and jackets
and women's and girls' coats.

The small decrease in average prices for housefurnish-
ings was attributable primarily to the usual January
"white sales" and furniture sales. Competition from
discount houses was reported as prompting other types
of retailers to reduce the prices of such items as refrig-
erators, vacuum cleaners, and electric toasters.

Mrs. Aryness Joy Wickens, Acting Commissioner of
Labor Statistics, foresees no great change in retail prices
in the near future and notes that there have been no
marked changes recently in wholesale markets. She
commented to the effect that consumers may see the
most notable changes in the improved quality of some
goods offered on the market.

The leveling-off of the index of consumer prices sug-
gests that the index is now more fully reflecting the actual
prices of consumer goods. We believe that it will con-
tinue to be more or less level with a slight downward
trend during the next several months. To the extent
that goods of improved quality are offered at present
prices, and competitive conditions tend to favor such
practice, the consumer will benefit by price reductions
not reflected in the price tag.

Commodities at Wholesale

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

measures only changes in prices; it tells nothing about changes in
the kinds and amounts of goods and services families buy, or the
total amount families spent for living, or the differences in living
costs in different places. The index comprises eight major com-
ponents, weighted as follows: housing, 32; food, 30; transportation,
11; apparel, 10: reading and recreation, 5; other goods and ser-
vices, 5; medical care, 5; and personal care, 2.

1954
Mar. 2
270
373

Feb.
279
342

1955
23 Mar. 2

275
336
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