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Uncertainties 
Cloud 1980 Outlook 

Important uncertainties con-
tinue to cloud the outlook for 
1980. One of the most critical 
questions is whether consumers, 
faced with lower real incomes 
and expecting higher prices, will 
continue to spend an extraordi-
narily high proportion of their 
income despite heavy debt 
burdens and reduced liquidity. 
Purchasing power is again being 
absorbed by sharply higher oil 
prices, and there is no assurance 
that that process will quickly 
come to an end. The President 
has, of course, submitted his 
budget for fiscal 1981. But 

international political develop-
ments have raised some new 
questions about prospects for 
defense spending in the years 
ahead, and there are uncertain-
ties about other elements in the 
budget as it makes its way 
through Congress. . . . 

Amid the present uncertain-
ties, stimulative policies could 
well be misdirected in the short 
run; more importantly, far from 
assuring more growth over time, 
by aggravating the inflationary 
process and psychology they 
would threaten more instability 
and unemployment. 

Long-Term Restraint 
Needed on Money 

Growth 

The implications for monetary 
policy are clear. While there may 
be legitimate debate about the 
impacts of monetary policy in 
the short run, there is little 
doubt that inflation cannot per-
sist in the long run unless it is 
accommodated by excessive 

expansion of money and credit. 
Put more affirmatively, restraint 
on growth in money and credit, 
maintained over a considerable 
period of time, must be an es-
sential part of any program to 
deal with entrenched inflation 
and inflationary expectations. . . 

1980 Targets Mean 
Financial Restraint 

The 1980 growth ranges estab-
lished by the Federal Open 
Market Committee for the key 
monetary aggregates are in line 
with that basic, continuing objec-
tive. In the short run, we believe 
those targets are fully consistent 
with an orderly process of eco-
nomic adjustment and modest 
growth, provided the inflation 
rate subsides as the year wears 

on. We also believe that, should 
inflationary pressures begin to 
build more strongly in the con-
text of strengthening demand, 
those same targets would imply 
strong financial restraint. In fact, 
the restraint implied by the new 
targets would be inconsistent 
with higher rates of inflation 
over a significant period of time. 
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Short-Term Rates • . . Movements of short-term change in the stance of monetary 
Will Vary Widely market interest rates—such as policy; that policy will in any 

the Federal funds rate—should event continue to be directed 
not necessarily be taken as toward reining in excessive 
harbingers of a fundamental monetary growth. 

Fed Committed to Let there be no doubt; the growth from the levels of recent 
Reducing Money Federal Reserve is determined to years, not just in 1980, but in the 

Growth make every reasonable effort to years ahead, 
work toward reducing monetary 

New Procedures 
Offer Better Control 

The policy actions taken on 
Oct. 6 of last year, which en-
tailed changes in our operating 
techniques to provide better 
assurance of containing the 
growth in the money supply, 
were one demonstration of that 
commitment. And I can report 
that developments since that 
time with respect to monetary 

and credit growth have been re-
markably consistent with our 
immediate objectives. 

We cannot conclude from 
those results that our procedures 
ensure that money growth will 
always remain tightly on a nar-
row path over short periods of 
time, or that that is necessarily 
wholly desirable. 

Inflationary Stimulated in large part by 
Psychology international developments, indi-

Fuels Money cations are that inflationary 
Demand anticipations have tended to rise 

once again, and in combination, 
these developments appear to be 
generating somewhat greater 

demands for money and credit. 
In the judgment of the Board, 
these developments underscore 
the need to take such measures 
as may be required to maintain 
firm control over the growth of 
money and credit. 

Restraint is Sustained monetary restraint is 
Essential n o t a n easy, automatic, and pain-

less solvent for our economic 
difficulties—the only claim I will 
make is that it is essential. It 
works, in part, by limiting the 
potential growth in nominal eco-
nomic activity—that is, growth 
measured in current, inflated 

dollars. If other policies are 
working at cross purposes, the 
restraint can be blunt, uneven, 
and decidedly uncomfortable, 
with too much of the impact in 
the short term falling on employ-
ment and income rather than on 
prices. 

Discipline Required 
in Public Policy 

To achieve [our] essential ob-
jective [turning around the 
expectations of inflation] will 
require sustained discipline, not 
just in monetary policy, but in 

other areas of public policy. That 
discipline will certainly need to 
be reflected in the budgetary 
decisions of this Congress. 
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