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DOMESTIC CREDIT MARKETS 

Credit squeeze plus 

inventory pileu p 

equals disaster 

Treasury Secretary Michael Blumen
thal told the sixth annual Interna
tional Trade Conference in Dallas 
April II that the United States can
not delay implementing "anti-infla
tionary measures" which will shut 
off U.S. economic activity. "We 
must take the risks entailed by aus
tere policies which run the risk of 
recession," stated Blumenthal. Blu
menthal's speech was anticipated by 
a number of bank economic newslet
ters which predict Federal Reserve 
tightening of the federal funds rate 
by a quarter percent at the April 17 
Federal Open Market Committee 
meeting. 

While spokesmen led by Blumen
thal are willing to openly call for a 
recession, few have thought through 
the effect such tightening will have in 
combination with Energy Secretary 
Schlesinger's low-energy policies 
and Alfred Kahn's attempt to hold 
down wages and prices. 

The U.S. economy is currently 
characterized by the problem of a 
huge inventory build-up, especially 
at the goods-in-process level of pro
duction. The amount offinal sales or 
consumer spending-when correct
ed for inflation-is not enough to 
take finished goods off the hands of 
industry. 

In January, total business stocks 
(inventory) rose by the extraordinar
ily large amount of $5.4 billion. In 
February, the amount of stocks rose 

$2.6 billion, bringing the two-month 
increase, after adjusting for infla
tion, to 7 percent. What is of great 
importance is that inventories of 
goods-in-process account for 33.8 
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percent of producers' stocks-the 
highest level in four years. Stocks of 
materials and supplies account for 
only 34.2 percent of manufacturer's 
inventories. 

At the same time, final sales, 
while rising a moderate I percent in 
M a r c h ,  fe l l  in Ja n u a r y  a n d  
February, making the first quarter 
level of sales completely flat. Real 
consumer spending for the first 
quarter is also flat. This means 
corporations are being forced to 
swallow each other's goods without 
sufficient final sales outlets. 

In this context, the increase of 
energy costs through U.S. oil price 
decontrol, the rise in oil import 
costs, and the constriction of the 
U.S. nuclear industry, means that 
industry and labor will be hit with 
huge surtaxes. Alfred Kahn's clamp 
on wages and prices will prevent 
industry from passing on or labor 
from recouping this drain through 
higher incomes. 

. 

With a rising CPI of 14.4 percent 
since November, this already spells 
production cuts and vast inventory 
liquidation. But higher interest 
rates, as prescribed by Blumenthal, 
will turn "recession" into an utter 
rout. 

How can corporations accept 
this situation? Moreover, with the 
pile-up of inventories, how could 
corporations be led to place new 
manufacturers orders at such a hefty 
pace? New orders have jumped by 

$15 billion in the first two months 
this year to the level of$256 billion. 

The answer is not simply a rush 
to beat inflation. A series of short-
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term bribes is being offered to the 
business community, prompting the 
build-up of goods. This-alternative, 
under the code term of the "Haig 
alternative," includes the promise of 
a u s t e r i t y ,  i n c r e a s e d  m i li t a r y  
contracts as part of a turn toward a 
war economy, and the promise of 
various energy boondoggles. The 
b r i b e s  a r e  t y p i f i e d  b y  t h e  
inducements made to U.S. Steel to 
a c c ept S c h l e s i n g e r ' s  e n e r g y  
program. The emphasis on coal and 
solar appears as a promise of more 
orders. for structural steel to build 
coal gassification plants and steel 
rails for greater rail capacity to 
transport coal. 

Both history-notably the 
history of  Schacht's broken-down 
Nazi war economy-and economics 
d e m o n s t r a t e  t h a t  t h e  H a i g  
alternative doesn't have a ghost qf a 
chance of working. Energy cuts, 
combined with high interest rates, 
mean lowering the energy-intensity 
and general productivity of U.S. 
industry. This in turn wipes out the 
level of energy needed, for example, 
to produce more steel; by rachets, 
the entire economy breaks down. 

-Richard Freeman 
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