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D ear M r. P re s id e n t:

I am  en closin g  a  copy of a  paper on "T h e  P ro b le m  of Inflation” 
w hich I w ill p re se n t a t  a  m eeting of the A m e rica n  E co n om ic  
A s so cia tio n  in T o ron to  th is  F r id a y .

T h is p ap er e x p r e s s e s  m y deep co n ce rn  th at in flatio n ary  p re s s u re s  
m ay sp re a d  and in ten sify  in the com ing y e a r . If th at happens, as  
it  e a s ily  m a y , w e could have a  v e ry  difficult situ ation  in 1974 - -  
p e rh ap s, rap id  inflation e a r ly  in th e y e a r ,  follow ed by r e c e s s iv e  
ten d en cies tow ard  the end of th a t y e a r .

I fe e l, m o re o v e r , th at d ire c t  co n tro ls  on p ric e s  and w ages cannot 
p ra c tic a lly  be extended fo r m o re  than one y e a r .  If we su cceed  in 
bringing down the r a te  of inflation next y e a r  below  2 per cen t, we 
could  gladly announce s u c c e s s  and drop th e  w hole a p p a ra tu s . If 
w e don't do th a t w ell, we probably w ill s till  have to  give up the  
co n tro ls  (ex ce p t fo r  standby au th o rity ), b ecau se  of the d is to rtio n s , 
in eq u ities, and g rie v a n ce s  th at w ill have accu m u lated  by then .
In sh o rt, a s  I se e  i t , we w ill e ith e r  le a v e  the co n tro ls  in an oth er  
y e a r , o r they  w ill leav e  u s .

Inflation is  th e m o st c r i t i c a l  econ om ic p rob lem  th at we now fa c e .  
And the p rob lem  is  of such g ra v ity  th at a  b road  g o vern m en tal  
e ffo rt is  req u ire d  to  cop e with the th re a t  of a  new in flation ary  
s p ir a l . The attach ed  p ap er s ta te s  th e  is s u e  sq u are ly  and su p p orts  
your b a s ic  p olicy  co m p lete ly . It say s a  few things w hich th is o r  
that sp e c ia l in te re s t  group m ay  not like - -  but they s till  need  
say in g . In view  of its  fa ir ly  co m p reh en siv e  sco p e , you m ay  
find it helpful to  re a d  this p ap er.

As fa r  as m y shop is co n cern ed , I can a s s u r e  you th at m o n etary  
policy w ill be a  cautious - -  but a lso  a w illing - -  p a rtn e r in any  
p ro g ra m  designed to  b reak  the inflation s p ira l . A s you w ell
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know, m o n e ta ry  p olicy  cannot do the job alon e, s in ce  any such  
attem p t would th re a te n  another c re d it  cru n ch  with d isa s tro u s  
im p licatio n s for th e  housing in du stry  and o th er im p o rtan t  
elem en ts of our econ om y. But, as  p a r t  of a  stro n g  o v e ra ll  
p ro g ra m  of com batting inflation, I b elieve that the F e d e ra l  
R e s e rv e  S y stem  can  and w ill m ake an im p o rtan t con tribution . 
A t th e sa m e  tim e , 1 w ill be p rep ared  to  en gin eer su b stan tial  
sh ifts  in th e r a te  of m o n etary  expan sion , depending on the  
needs of th e econom y and th e re s u lts  obtained fro m  the e n tire  
a n ti-in fla tio n a ry  p ro g ra m . This v e r y  flexib ility  of m o n etary  
p olicy  p rovid es som e a s s u ra n c e  th at su ch  a  p ro g ra m  need  
not slow  eco n o m ic expansion unduly o r  r is k  an oth er p erio d  
of r e c e s s io n . *

W ith kind re g a rd s  and e v e ry  good w ish fo r th e y e a r  ah ead .

S in ce re ly  y o u rs .

A rth u r F .  B u rn s

T he H onorable R ich a rd  Nixon  
T he P re s id e n t of the United S tates  
The W hite H ouse 
W ashin gton , D. C.

E n clo s u re
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