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At this time of the year, a lot of us like to look 
back and measure what we have accomplished. 
I could spend my allotted time, therefore, in 
pointing out to you what you already know. This 
nation achieved a great deal during 1968, and in 
some respects the future looks very bright. The 
nation’s banks shared in this growth, with de
posits and earnings up sharply. You recognize 
these gains. Instead of enlarging on our gains, 
I am going to spend my time telling you what we 
have lost. I am going to point out some of the 
losses we have suffered because the American 
people failed to halt the acceleration of inflation 
during 1968.

What have we lost because of inflation? I shall 
point out three types of losses although, of 
course, they do not cover everything.

1. We ended 1968 with our dollars—as meas
ured by consumer prices—worth almost 5 
percent less than they were a year earlier.

2. Partly because of inflationary develop
ments, the United States has lost the major 
part of its favorable position in world trade.

3. Our greatest loss, I believe, is a change in 
emphasis in making judgments on spending 
and investing. Some of us have substituted 
planning for inflation for planning for pro
duction. The general public loses out in the 
process.

Let me touch briefly on each of these in turn.
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Rising Prices

Not all of you may agree we have lost because 
of rising prices. I am sure that some businessmen 
are rather happy about their ability to charge 
their customers higher prices. This makes their 
financial statements look better, and corporations 
point to increased earnings per share. They may 
be especially happy if the prices of the goods 
they sell rise more than the prices of the goods 
and services they buy.

The point is, however, such persons will con
tinue to be happy only if the prices of the things 
they sell or the prices of their services continue 
to go up more than the prices of the things they 
buy. Not all have been in that fortunate position; 
and as costs catch up, it is likely that fewer and 
fewer can retain this particular type of lead. It 
is more and more likely that the fruits of infla
tion will be concentrated into fewer and fewer 
hands.

We do not have to look very far to find many 
persons who lost through inflation in 1968. Con
sumers as a group found that during 1968 the 
major part of the growth in income was a phan
tom gain. In 1967, per capita disposable income 
—that is, the average income per person after 
Federal taxes—was $2,744. During 1968, the av
erage increased by $184 to reach a total of $2,928 
per capita. The increase, measured in current 
dollars—that is, without any allowance for de
terioration in purchasing power—was thus about
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7 percent. But as the year went on, consumers 
found that these dollars were buying less and 
less. They may not have been acquainted with 
the statistics, but they knew by hard experience 
that this was so. Now the statisticians tell us 
that, when this $184 gain is deflated for the in
crease in prices, the per capita gain in personal 
disposable income in 1968 was only 3 percent.

I suggest that those who believe everyone gains 
from inflation ought to read an article that ap
peared in the Wall Street Journal on February 
17 reviewing various case studies gathered from 
throughout the nation. The article concludes that 
“inflation is shattering many Americans’ compla
cent belief that every year they are living a little 
better than before.” Instead, many will find ex
periences such as: less bowling, more overtime; 
no cookies for the kids; eating less than three 
meals a day; and cutting out pork and veal and 
substituting salads.

The uneven impact of inflation extends beyond 
those with relatively low incomes. For example, 
I talked with a businessman the other day who 
was on the board of trustees of a preparatory 
school. He was complaining that the funds that 
had been painfully accumulated over the years to 
build a badly needed building this year fell far 
short of the present cost because of rising prices. 
A city official who was attending the same meet
ing did not listen very carefully since he was so 
upset about the rising costs of government and 
capital improvements because of inflationary con
ditions. As bankers, you have heard many such 
complaints. Under inflation, the economy gets 
out of joint.

Bankers well know that the price of money, 
like the prices of goods and services, has gone up 
sharply. Yields on long-term Government securi
ties are the highest since the Civil War. You are 
getting higher rates on your loans and invest
ments, and these higher rates are showing up in 
higher earnings on your statements. Inflated ex
penses cut net profits, however. Moreover, the 
dollars banks have earned from higher interest 
rates have bought less. What is more, every fixed 
income asset on the bankers’ books has decreased 
in market value as interest rates have risen— 
something that always happens during inflation.

It isn’t too long before members of the general 
public who find their money buying less and less 
begin to wonder if it is worthwhile to save. When 
too many people do this, we shall find ourselves 
losing one of the chief forces responsible for this 
nation’s economic growth and high productivity. 
This is so because the savings of the American 
people, the savings of consumers as well as busi

nessmen, provide the capital investment funds 
required for economic growth.

U.S. Foreign Trade

Our second loss during 1968 because of infla
tion was a deterioration of our competitive posi
tion in world trade.

Our total balance of payments for 1968 looks 
very good on the surface. During 1968, this na
tion achieved a balance of payments surplus for 
the first time since 1957. Our balance of pay
ments, of course, includes financial transactions 
and other nontrade factors. I shall not go into the 
details of how this surplus was achieved, except 
to suggest that many of the forces that created 
last year’s surplus may not be as strong this year. 
It was achieved by a substantial increase of finan
cial flows into this country—partly as the result 
of the stock market boom, partly because of re
patriation of corporate funds, and partly because 
of the success in curtailing lending abroad by 
U.S. banks.

The total conceals the serious deterioration in 
the trade surplus of the United States. In prior 
years, we were able to count on selling substan
tially more goods and services abroad than we 
imported. This favorable balance of trade helped 
carry the load of government expenditures abroad 
and drains through financial transactions. The 
United States was competitive in world markets 
during the early sixties largely because it was 
able to keep the prices of the things it sold rela
tively stable, whereas many of our foreign friends 
suffered internal inflation. We have lost this 
advantage.

The export surplus on a balance of payments 
basis in 1968—that is, the excess of the value of 
our goods and services exported over those im
ported—was more than $3 billion less than in 
either 1966 or 1967. Rising prices here have made 
our exports less attractive to foreigners and have 
attracted more imports. Most experts see little 
hope for improving this situation very much 
until we bring our rising prices under control.

Emphasis on Inflation 

The shifting of emphasis toward inflationary 
considerations when making decisions to spend 
or invest, it seems to me, may turn out to be the 
greatest loss we have experienced because of in
flation during 1968.

Traditionally, the American businessman ana
lyzed economic opportunities on the basis of how 
well the enterprise would provide the services or 
produce the goods that would meet the demands 
of the public. Success or failure have typically
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depended upon the astuteness of the business
man in discovering these opportunities and his 
efficiency in producing the goods or providing the 
services the public wants. His profits reflect how 
efficiently he has produced and how well he has 
met the demands of the public.

In contrast, in many countries of the world we 
have witnessed the process whereby decisions to 
invest or to launch enterprises have been based 
almost entirely upon inflationary considerations. 
Under those conditions, you don’t choose your 
investments because they are most productive in 
meeting the demands of the public. You decide 
on the basis of what will benefit most or suffer 
least from inflation. Your profits, instead of meas
uring your efficiency, may reflect only inflation. 
In the short run, rising prices may cover up your 
mistakes. In the long run, the result is misdi
rected resources. Giving rewards to the inflation- 
minded destroys the very basis for the operations 
of a free enterprise system.

In reviewing some economic history recently, 
one of the things suggested was that economists 
in 1834 said that the man on the street—the con
sumer, the investor—was motivated by a feeling 
of fear when things were going down or at the 
bottom. But when they were going up—as prices 
are now—people were motivated by a feeling of 
greed. This feeling of greed can become a substi
tute for rational judgment. I am afraid that you 
and I simply have to say that a part of the 
American public today is being motivated by 
exactly that feeling. For example, in the stock 
market it is not looking at the current price-earn- 
ings ratio; it is not looking at the intrinsic value 
of some of the investments it has been making.

Moreover, I must say some of our friends in 
the banking business have also been motivated 
by the same feeling. Some of us in the Federal 
Reserve would like to see some bankers begin to 
say “No” to some of their loan applicants. We 
should like to see a little more of the consuming 
public have less of this psychological fear of in
flation and make fewer decisions on what they 
think prices are going to be tomorrow or next 
month or in two months. I think the banking 
community is very much guilty today of contin
uing to act as though the feeling of greed of 
others, if not their own, is going to bail them out.

We are calling what is developing now “infla
tionary psychology.” Maybe we ought to call it 
“inflationary greed,” because it can destroy us.

Who Is to Blame?

It is generally popular to blame rising prices 
on someone else. Four good targets are: labor,

which is accused of pushing up wages faster than 
productivity; business, which is often charged 
with being over-eager to raise prices in order to 
maintain profits; Government spending, which we 
all think should be reduced—except for the 
things we are interested in; and the Federal Re
serve, whose monetary policies—some claim— 
have not been tight enough.

A case has been made to support each one of 
these charges. Labor costs have risen. Employers 
complain of low productivity. Average hourly 
earnings of manufacturing workers rose over 6 
percent between the end of 1967 and the end of 
1968. Some workers experienced greater gains, 
and some less. We shall have to admit, however, 
that inflation itself was a major spur to the push 
toward high wages, and we can hardly blame the 
average worker for trying to maintain his in
come in the face of rising prices.

On the other hand, the workers can point to 
higher corporate profits in 1968 than in 1967. 
Even after substantially higher taxes, corporate 
profits rose from $48.1 billion in 1967 to $51 bil
lion in 1968. But would not some businessmen 
respond that this was only the normal growth 
required to maintain incentives?

It is, of course, true that Government spending 
has been high. The Federal deficit for fiscal 1968 
reached $25.2 billion and in the last half of cal
endar 1968 was $10.3 billion. To finance this, the 
U. S. Treasury had to borrow $21.4 billion from 
the public in fiscal 1968 and $10.4 billion in the 
last half of 1968. This borrowing, on top of heavy 
demands for funds by the private sector, had 
a great deal to do with the high interest rates. 
Since a large part of the deficit was financed by 
additional bank credit, inflationary pressures 
were increased.

In early 1967, economic and financial experts 
pointed out that the nation was going to get 
into trouble if it did not increase taxes or reduce 
expenditures. We can’t complain of a lack of 
warning. Congress was slow in enacting legisla
tion. Finally, with pressures having been built 
up for so long, the surtax program that was 
finally put into effect in mid-1968 has been slow 
to take effect. Ultimately, it may help.

Before we condemn our senators and repre
sentatives in Congress for dilatory actions, let’s 
ask ourselves if it might not be true that they 
were reflecting pretty well the sentiments of 
their constituents. Was it not possible that we, 
the people, hoped that by some magic we could 
get the Federal Government to cut expenditures 
for everything but those things we were inter
ested in so that we would not have to pay more
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taxes? How many of us wrote letters to our 
congressmen approving the closing down of a 
Federal facility or establishment in our area? 
On the other hand, many of us applauded our 
congressmen during 1967 and early 1968 if they 
announced that they would have nothing to do 
with a tax increase.

Another popular whipping boy is the Federal 
Reserve System. Critics can point out that in 
the first half of 1968 bank credit rose at what 
they considered an excessively high seasonally 
adjusted annual rate of 6.5 percent. After mid
year, the annual rate of growth was even higher 
—about 19 percent in July and August and 14 
percent in September. By the end of the year, 
the rate had slowed down a bit. With prices ris
ing so rapidly, critics ask, “Why did the Federal 
Reserve supply the reserves to the banking sys
tem that made this growth in bank credit pos
sible?”

You will find that I am on record as having 
suggested during 1968 that I believed the bank 
credit growth was excessive. At the same time, 
I must point out that the Federal Reserve was 
caught in a trap that prevented it from exerting 
the pressures required to completely offset the 
effects of deficit Treasury financing. By itself, 
the Federal Reserve could not have held back 
the inflationary pressures completely without 
creating serious side effects.

You will recall that, because of the failure to 
take timely action in respect to fiscal policy, the 
Treasury was forced to borrow heavily during 
1968, especially during the second half. Corpora
tions and state and local governments were 
strongly competing for funds. Interest rates were 
high. How much higher they would have gone 
had not the Federal Reserve supplied some ad
ditional credit to the banking system, I do not 
know. An even greater and sudden increase in 
rates, however, might have been well-nigh disas
trous, possibly including a failure in Treasury 
financing. Perhaps the Federal Reserve can be 
criticized for its policy judgments, but those 
who do so should remember the problem that 
was faced, who and what created the problem, 
and what might have been the consequences of 
a more restrictive policy posture.

In a democracy such as ours, responsibility for 
keeping our economic and financial affairs in 
order cannot be shifted to the shoulders of any 
one group. Neither can a democracy expect any 
agency it may set up, including a central bank

such as the Federal Reserve System, to success
fully do the job unless there is widespread public 
support.

Can We Control Inflation?

Professor Jacques Rueff, the French financial 
expert, has stated, according to Sidney Homer, 
that no democratic society can be expected to 
run its financial affairs successfully. “Is he 
right?” Homer asks. I should think that Amer
ican economic and financial history has shown 
that a society such as ours can manage its fi
nancial affairs when it wants to. We have made 
mistakes; sometimes we have refused to face 
reality, we have refused to accept discipline, and 
some special interests have at times forgotten 
the public interest. But the record of our Amer
ican society is far better than that of most of 
the nations of the world. When we have lapsed, 
we have eventually realized the disastrous con
sequences that could result unless we changed 
direction. We have then accepted collective re
sponsibility and stopped trying to shift responsi
bility to others. Our political leaders, business
men, and labor have responded by taking or 
supporting the needed steps to restore financial 
order.

Who was responsible? Was it labor? Was it 
business? Was it the Government? Was it the 
Federal Reserve? A little of each perhaps. But
I am inclined to think we can place the blame 
on our own collective complacency—the failure 
of you and me and other Americans to accept 
the responsibility and to act.

Therefore, I am confident we can bring infla
tion under control. For one thing, more and 
more persons realize that, if the same inflationary 
conditions prevail in 1969 as in 1968, our losses 
from inflation can be compounded. They realize 
that they do not need to be, however. This reali
zation, tardily perhaps, is getting our fiscal af
fairs in a more manageable state. With our fiscal 
affairs under better control, monetary policy 
may have more room to maneuver. There are 
signs here and there that the frantic pace of the 
economy is abating. If we have patience and 
determination, you and I can win the battle.

We cannot win it, though, if we are tempted by 
inflationary greed. We cannot win it unless we 
recognize the need for discipline. We can win 
the battle if you and I and other Americans sup
port those whose job it is to administer the dis
cipline.
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