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Recession or Disinflation? 
AM O N G the recent events o f 

impor tance the t w o most 
s ignif icant are: 
( i ) The Federa l Reserve Boa rd 

r e l axed con t ro l over ins ta l ­
men t b u y i n g c red i t ear ly i n 
M a r c h , 

( i i ) W i t h effect f r o m M a r c h 30, 
1949 the Federa l Reserve 
B o a r d cu t the m a r g i n re­
q u i r e d for stock purchases 
f r o m 75 per cent to 50 per 
cent. T h i s f o l l o w e d the re-

- duc t ion f r o m 100 to 75 per 
cent effected f rom F e b r u a r y 
1, 1947. 

B o t h these steps taken by the 
B o a r d , " i n the l i g h t o f the c redi t 
s i t ua t ion" , are considered by 
A m e r i c a n businessmen to be an 
admission tha t ' ' i n f l a t ion is a 
dead duck ' ' and tha t the t ide has 
t u r n e d o r was about to t u r n . 
The businessmen are perhaps 
r i g h t i n d r a w i n g this conclusion 
f r o m the Board ' s act ion because, 
as they state, w h i l e the G o v e r n ­
ment is t a l k i n g of an t i - in f l a t ion 
d r i v e o r w h a t they ca l l "s tabi l iza­
t i o n " p rog ramme , the most com­
petent mone t a ry a u t h o r i t y in the 
c o u n t r y has deemed it f i t to re lax 
controls on c red i t expansion. 
Cons ide r ing the h i g h in f la t ionary 
po ten t ia l of ins ta lment se l l ing on 
the A m e r i c a n economy, w h i c h 
led to severe res t r ic t ions be ing 
imposed upon i t d u r i n g the w a r 
and in the post -war years by the 
Federa l Reserve System, the 
r e l a x a t i o n of these res t r ic t ions 
has n a t u r a l l y been in te rp re ted in 
business circles to mean tha t the 
mone ta ry au thor i t i e s , u n l i k e the 
A d m i n i s t r a t i o n , have real ized the 
uangers of c o n t i n u i n g res t r i c t ive 
measures. T h e r e d u c t i o n of 
m a r g i n on stock purchases is 
considered to be an even clearer 
admission tha t w h a t i s r e q u i r e d 

to-day is not a s tabi l iza t ion p ro­
gramme to ha l t the u p w a r d pr ice 
spiral bu t devices to ease the 
c redi t s i tua t ion , in t ime , to pre­
vent the l i k e l y emergency of a 
depression. 

I n fact M r . E m i l Schram, 
President o f the N e w Y o r k Stock 
Exchange, had repeatedly asked 
l o r l o w e r i n g the stock marg in 
requi rements , a demand w h i c h 
has n o w been met. I t has not . 
however , satisfied business in te­
rests. 

Las t week end the leading 
business economists,—they are 
qu i t e a prosperous c o m m u n i t y in 
the States, vocal and by no means 
outcas ts ,—including the economic 
advisers to the U.S. Steel Corpo­
r a t i on , S tandard O i l Co., General 
Motors , M u t u a l L i f e Insurance 
Co. of N e w Y o r k , economists 
employed by the Chicago Meat 

Packers a n d by the Wes te rn 
Elec t r ic Co., etc. and others, l i k e 
the chief economist of the 
Nat iona l Associa t ion of M a n u ­
facturers and the D i r e c t o r of the 
U.S. Chamber of Commerce Re­
search Depar tmen t , met in a con­
ference in Washington . "We 
wan t to le t d o w n our hair , ' ' they 
said, and " t a l k over our aches 
and pains,—economic-—that is ." 
The conference d i d not come to 
any decision, nor was i t conven­
ed for that purpose. 

I bel ieve tha t the general sense 
of the conference was best con­
veyed by the spokesman who 
said tha t "most of us n o w expect 
more of a s lump than w h e n we 
came to this meet ing ." Just be­
fore the meet ing , the Federa l 
Reserve Board 's index of indus­
t r i a l p roduc t ion had d ipped in 
Feb rua ry to 189 per cent of the 
1935-1939 average. This was a 
decline for the t h i r d consecutive 
month , f rom 195 in October— 
November . D e p a r t m e n t store 
dol la r sales had also registered a 
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d r o p of 4 per cent for the week 
end ing M a r c h 19 compared w i t h 
the corresponding week in 1948. 
To these indicators , the confer­
ence added the f o l l o w i n g : 

(1) Prices were f a l l i n g and more 
pr ice cuts were on the w a y . 
"Fresh s t r a w b e r r y prices 
dip as 1949's first b ig auct ion 
gets unde rway" . 

" F o r d M o t o r Co. m a y reduce 
prices in 1949", H e n r y F o r d 
I I , President , stated. Subse­
quen t ly Fords d i d announce 
a cu t in prices. 

"Pr ice cuts have been an­
nounced in serval o ther l ines, 
e.g. West inghouse Elec t r ic 
Co., A m e r i c a n Smelters, t w o 
storage ba t t e ry companies, 
Ph i l ade lph ia D a i r y C o m ­
panies (on the i r ice cream 
products , ) a l l these have 
reduced the i r prices." 

The w e l l k n o w n f i r m o f 
Ka i sa r and Fraset has re­
duced the pr ice of cars. 

The re is a rate w a r bet­
ween t w o leading gramo­
phone record producers , v iz . 
C o l u m b i a and R C A V i c t o r . 
Pennsylvania producers have 
cut d o w n coal prices. F o u r 
w e l l k n o w n steel f i rms , v i z . 

the Repub l i can Steel Corpo­
r a t i o n , Carneg ie—Il l ino i s 
Steel Corpo ra t i on , The N a ­
t i ona l T u b e Co. and E . I . 
D u p o n t de N e m o u r s & Co. 
have announced pr ice re­
duct ions on t h e i r products . 

These instances can be m u l t i ­
p l i ed . I t should , however , b e 
c lea r ly unders tood that there 
has been no prec ip i ta te f a l l in 
liny l i ne as yet , w h i c h should 
cause real anx ie ty . 

(2) Costs are yet compara t ive ly 
r i g i d . " H o w to pare costs to 
meet increasing p r ice com­
pe t i t i on is a p r o b l e m upper­
most i n many m i n d s . " 

(3) " C u r t a i l m e n t i n inves tment 
plans i s increasing' ' . . . . 

(4) "Expec ta t ion of l o w e r bus i ­
ness profi ts was widespread ." 

In v i e w of these var ious i n d i ­
cations, the captains of i n d u s t r y , 
f inanciers, the stock exchange, 
wholesalers and var ious o ther 
business leaders are insistent t ha t 
the A d m i n i s t r a t i o n should realise 
the u t t e r f u t i l i t y of going ahead 
w i t h its s tabi l iza t ion p r o g r a m m e 
and, instead, t ake p roper mea­
sures, in time, to check a possible 
r epe t i t i on of the great depression. 
A l l these interests are sharp ly 

c r i t i c a l o f D r . E . G ; Nourse— 
C h a i r m a n of the President ' s Eco­
nomic A d v i s o r y C o u n c i l w h o , as I 
w r o t e last t ime , says tha t w h a t i s 
happen ing at present is desirable 
as it is jus t a process of "d is inf la ­
t i o n " . D r . Nourse s t i l l ma in ta ins 
tha t the " c o u n t r y is n o w in a mild 
adjus tment per iod . O u r under­
p i n n i n g i s sound". He even h in t s 
a t "poss ib i l i t ies" of f u r t h e r in f la ­
t i o n ; another r o u n d of wage i n ­
creases, short crops or increase in 
Congressional appropr ia t ions be­
y o n d the amoun t the Pres ident 
has asked for cou ld g ive a " re ­
newed push" , in tha t d i r ec t ion . 

Wha t the A d m i n i s t r a t i o n is 
w o r r i e d about is t ha t the present 
uncer ta in ty should no t g ive rise to 
panic. " W e are s t i l l t r y i n g to 
s tabi l ize ou r economy," the Sec­
r e t a r y o f the U . S . Treasury , M r . 
Snyder to ld U. S . newsmen, " w e 
are reaching the ou te r fr inges of 
o u r goal ." There is go ing to be 
"cont inued p r o s p e r i t y " and recent 
developments were a " h e a l t h y " 
adjustment . Several o ther G o v ­
e rnment economists also take the 
Nourse -Snyder l ine . 

A r g u m e n t s advanced in favour 
of the theory tha t U. S. economy 
is w e l l insula ted against the sort 
o f recession tha t f o l l o w e d W o r l d 
W a r I is, by now, f a m i l i a r and 
need no repe t i t ion . 

Nevertheless, i t i s v e r y d i f f i ­
c u l t to p red ic t the course of events 
i n the coming months . The u n ­
emp loymen t f i g u r e s i n the n e x t 
f ew months w i l l g ive some defi­
n i t e ind ica t ion . I n conclusion I " 
m a y a d d tha t i f the Federa l Re­
serve B o a r d takes one more step 
to ease the c redi t s i t ua t ion , a step 
w h i c h i s demanded of i t by bus i ­
ness, viz . , l o w e r i n g of reserve re­
qu i rements—the p r o p o r t i o n of 
deposits w h i c h member banks 
mus t keep w i t h the Reserve 
Banks—then , i n a l l p r o b a b i l i t y , 
the present g loom m a y be dis­
pel led . 
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