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At this t im e  of  y e a r ,  many o f  us l ike to look  back  and 

m e a s u r e  our a c c o m p l i s h m e n t s .  I could,  t h e r e fo r e ,  take the 

e a s y  way and spend m y  allotted t ime rem inding  you of  the good 

things we have gained.

You r e c o g n iz e ,  I am  sure,  that we as a nation a ch ieved  

m u c h  in 1968, and the future looks  v e r y  br ight.  You a lso  no doubt 

r e c o g n i z e  that the nation 's  banks shared in this growth,  with d e ­

p o s i t s  and earnings  up sharply.

I w i l l  not,  h o w e ve r ,  enlarge  on these points  o f  -which you 

are  aware ,  but should like to d i s c u s s  the l o s s e s  we su f fered  

b e c a u s e  of  the fa i lure  to s tem  the a c c e l e r a t i o n  of inf lation during 

1968.

Let  us c o n s id e r  three  deve lopm ents  that, although they
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c o v e r  only  a part  of  the l o s s  in c u r r e d  by inflation, do m e r i t  our 

se r io u s  re f l e c t i o n .

1. At  the end of  1968, the do l lar  - -  as m e a s u r e d  by c o n ­

s u m e r  p r i c e s  - -  was worth a lm o s t  5 p e r ce n t  l e s s  than 

it was a y e a r  e a r l i e r .

2. The United States,  part ly  b e ca u s e  o f  the in f lat ionary  

trend, los t  the m a jo r  part  o f  its fa v o ra b le  p os i t ion  in 

w o r ld  trade.

3. In s o m e  ins tances ,  planning f o r  inf lat ion was substituted 

fo r  planning fo r  produ ct ion  by  a change of  em p has is  in 

making judgments  on spending and invest ing .  (In m y  

op inion this is  the g re a te s t  l o s s .  )

No doubt, s o m e  b u s in e s s m e n  are  happy about their  abi l i ty  to 

charge  h ig h e r  p r i c e s ;  their  f inancial  statements  look  bet ter  as a 

resu lt .  A l s o ,  c o r p o r a t i o n s  m ay  point to i n c r e a s e d  earnings  p er  

share  o f  s tock .

B u s i n e s s m e n  m a y  be e s p e c ia l l y  happy i f  the in c r e a s e  in the 

p r i c e s  o f  goods  they sel l  is  m o r e  than the i n c r e a s e  in the p r i c e s  of  

goods  and s e r v i c e s  they buy. This happiness ,  h o w e v e r ,  wi l l  sour  if  

the p r i c e s  o f  the m e r c h a n d is e  o r  s e r v i c e s  they o f f e r  do not continue 

to r i s e  o v e r  the p r i c e s  of  the ir  p u rch a s e s .
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Not e v e r y o n e  has been so fortunate;  and as c o s t s  catch up, it 

is  l ike ly  that the num ber  retaining this p a r t i cu la r  type o f  lead wil l  

be great ly  d„ unished. In the long run, the benef i ts  of  inf lat ion will  

inevitably  a c c r u e  to only a few  p ersons .

One does  not have to go far  to find m any p e r s o n s  who in 1968 

l o s t  through inf lat ion.  C o n s u m e r s ,  as a group,  found that, in the. end, 

the m a jo r  part  of  1 9 6 8 's growth in incom e was an i l lus ion .  In 1967, 

the per  capita d isp o sa b le  in c o m e ,  or  av era ge  in c o m e  p er  p e r s o n  after  

F e d e r a l  taxes ,  was $2, 744; during the yea r ,  the a v e ra g e  in c o m e  i n ­

c r e a s e d  by $182 to reach  a total of  $2 ,926  per  capita.  M e a s u r e d  in 

cu rre n t  d o l la r s  (that is ,  without al lowance  fo r  d e te r io r a t io n  in 

purch as in g  p o w e r ) ,  the i n c r e a s e  was about 7 p ercen t .

The c o n s u m e r s  m ay  not have been  acquainted with the s ta t is t ics ,  

but they l earned  through hard  exp e r ie n ce  o f  the attr i t ion in their  

p urchas ing  p o w e r  as the y e a r  p r o g r e s s e d .

Stat ist ic ians  tell  us that, when this $182 gain is  deflated f o r  the 

i n c r e a s e  in p r i c e s ,  the per  capita gain in p e r s o n a l  d i sp o s a b le  in c o m e  

during 1968 was only 3 p ercen t .

To  refute  the b e l i e f  that the e c o n o m y  gains f r o m  inf lat ion,  I 

ca l l  your  attention to an a r t i c le  in the F e b r u a r y  17 i s su e  o f  the Wall 

Street  Journal  rev iew ing  var iou s  case  studies  gathered f r o m  through­

out the nation. The ar t i c le  conc ludes ,  ' ' Inflation is  shattering many
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A m e r i c a n s '  c o m p la ce n t  b e l i e f  that every  yea r  they are  l iving a l ittle 

be t ter  than b e fo r e .  "

In the w ord s  of  the a r t i c le ,  many p e r s o n s  re p o r t  " l e s s  bowling,  

m o r e  o v e r t im e ;  no co o k ie s  fo r  the kids;  r e t i r e e  stops eating three 

t im e s  a day; and cutting out pork  and veal and substituting salads.  "

The uneven im p ac t  of  inflation extends beyond those with 

r e la t ive ly  low  i n c o m e s .  F o r  exam ple ,  while attending a meet ing  

r e c e n t ly  I talked with a bu s in e s sm a n  who is a lso  the trustee  of  a 

p r e p a r a t o r y  s choo l .  He com pla ined  that the funds la b o r io u s ly  a c c u m u ­

lated o v e r  the y e a r s  fo r  construct ion  of  a badly  needed bui lding this 

y e a r  f e l l  far  short  of  the p re se n t  c o s t  b e cau se  of  r is ing  p r i c e s .

A city o f f i c ia l  attending the same meeting was acute ly  aware 

of  the r is ing  co s t s  o f  gov ern m en t  and capital  im p r o v e m e n t s  caused 

by in f lat ionary  condit ions .  Under inf lat ionary condit ions ,  the e c o n o m y  

gets  out o f  joint,  and you as bankers ,  I am  sure,  have heard  many 

such com pla ints .

Bankers  wel l  know that the p r i ce  of  m oney ,  l ike the p r i c e s  of  

goods  and s e r v i c e s ,  has i n c r e a s e d  br isk ly .  Y ie lds  on l o n g - t e r m  

gov ern m en t  s e cu r i t i e s  are the h ighest  s ince  the C iv i l  War. H igher  

rates  are  ch arged  on loans and investments ,  and r e f l e c t  h igher  earnings
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on bank statem ents .

But inf lated  e xp e n se s  cut net pro f i t s  and the d o l la rs  banks 

earned  f r o m  h igher  in teres t  rates  bought l e s s .  What is m o r e ,  e v e r y  

f ixed  in c o m e  a s s e t  on the ban kers '  books  d e c r e a s e d  in m ark et  value 

as in te r e s t  rates  r o s e  - - a  r e c u r r in g  d eve lopm ent  in inf lat ionary 

p e r i o d s .

When the genera l  public  b e c o m e s  aware o f  the d e c r e a s e d  

purch as in g  p o w e r  of  its m oney ,  many of  its m e m b e r s  find it m o r e  

d if f icult  to save and begin to wonder  if it is even worthwhile .  If c u r ­

tailed saving b e c o m e s  w idesp read ,  the nation wil l  e x p e r ie n c e  a 

weakening in one of  the ch ie f  f o r c e s  r e sp o n s ib le  f o r  its e c o n o m i c  

growth  and high product iv i ty .  The fact  is ,  the savings of  the A m e r i c a n  

p eop le ,  of  c o n s u m e r s  as w e l l  as b u s in e ssm e n ,  p rov id e  m uch  o f  the 

capital  investm ent  funds re q u ire d  fo r  e c o n o m i c  growth.

The second  l o s s  during 1968 because  of inf lat ion was a 

d e t e r i o r a t i o n  of  the c o u n try 's  com pet i t ive  pos i t ion  in w or ld  trade.

Our total ba lance  of  paym ents  for  1968 looks  v e r y  good on the 

sur fa ce .  During 1968, this nation ach ieved  a ba lance  of  paym ents  

surplus  f o r  the f i r s t  t ime s ince  1957. Ba lance  of  paym ents ,  of  c o u r s e ,  

inc ludes  f inanc ia l  t ransact ion s  and other n o n - t ra d e  fa c t o r s .
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I shall  not go into the details of  how this surplus  was ach ieved  

e x c e p t  to suggest  that many of the f o r c e s  creat ing  last  y e a r ' s  surplus 

m a y  not be as strong this y e a r .  The stock  m arket  b o o m ,  the r e ­

patr ia t ion  o f  c o r p o r a t e  funds, and the s u c c e s s  in curtai l ing  lending 

a b r o a d  by U. S. banks all p layed a part  in achiev ing  a substantial  

i n c r e a s e  in f inancial  f low s  into this country.

The total c o n c e a l s  the se r io u s  d e te r io r a t io n  in the trade surplus 

o f  the United States.  In p r i o r  y e a r s ,  we have been  able to count on 

se l l in g  substantial ly  m o r e  goods  and s e r v i c e s  abroad  than we im p orted .  

Th is  f a v o r a b le  ba lance  o f  trade helped c a r r y  the load of  go v e rn m e n t  

expend i tures  abroad  and drains  through f inancial  t ransact ion s .

The United States was com pet i t ive  in w or ld  m ark e ts  during the 

e a r l y  1960 's  la r g e ly  b e c a u s e  it was able to keep  the p r i c e s  of  its exports  

r e la t iv e ly  stable,  w h e re as  many f o re ig n  countr ies  su f fered  internal in ­

f lat ion .  We have los t  this advantage.

In 1968, the e x c e s s  of  the value of  this c o u n tr y 's  goods  and 

s e r v i c e s  exp or ted  o v e r  those im p o rte d  was m o r e  than $3 b i l l ion  l e s s  

than in e ither  1966 o r  1967. R is ing  p r i c e s  h e r e  have  m ade  our  exports  

l e s s  a t trac t ive  to f o r e i g n e r s  and have attracted  m o r e  i m p o r t s .  M ost  

e x p e r t s  see l itt le  hope f o r  im p ro v in g  this situation v e r y  m uch  until we

b r in g  our  r i s ing  p r i c e s  under  contro l .
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The shifting of  em p h as is  toward inf lat ionary co n s id e ra t io n s  

when making d e c i s io n s  to spend or  invest  m ay  turn out to be the 

g r e a te s t  l o s s  during 1968 b e ca u s e  of  inflation.

Trad it iona l ly ,  the A m e r i c a n  bu s in e s sm a n  analyzed e c o n o m i c  

opportun it ies  on the b a s i s  o f  how they would p rov id e  the s e r v i c e s  or  

p r o d u ce  the goods  to m e e t  the demands  of  the public .  S u c c e s s  or  

fa i lu re ,  r e f l e c te d  by  his p ro f i t s ,  has  typ ica l ly  depended upon the 

b u s in e s s m a n 's  astuteness  in d i s c o v e r in g  these opportunit ies  and his 

e f f i c i e n c y  in producing  the goods  or  prov id ing  the s e r v i c e s  the public  

wants .

In contrast ,  in m any  countr ies  o f  the w o r ld  d ec is ion s  to invest  

o r  to launch e n t e r p r i s e s  have been based  a lm o s t  en t ire ly  upon i n ­

f la t ionary  co n s id e ra t io n s .  Investm ents  there  are  not ch osen  be cau se  

they a re  m o s t  produ ct ive  in m eet ing  the demands of the publ ic ,  but 

b e c a u s e  it appears  they wil l  benef i t  m o s t  or  su f fer  leas t  f r o m  inflation.

Under this phi losophy,  instead of m e a s u r in g  e f f i c i e n c y ,  pro f i ts  

m a y  r e f l e c t  only inflation. In the short  run, r i s in g  p r i c e s  m a y  co n ce a l  

m is ta k e s ;  in the long run, r e s o u r c e s  are  m i s d i r e c t e d .  Giving rew a rd s  

to the in f la t ion -m in ded  d e s t r o y s  the v e r y  b a s is  fo r  the operat ions  of  a

f r e e  e n te r p r i s e  sys tem .
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One of  the things suggested  in a re cen t  r e v ie w  of  e c o n o m i c  

h i s t o r y  was  that e c o n o m is t s  in 1834 b e l iev ed  the c o n s u m e r ,  the • 

in v e s t o r ,  is m ot ivated  by fear  when things are  going down o r  are  at 

the b o t tom .  But when p r i c e s  r ise ,  as they are  now, s o m e  people  

a r e  m o t iva te d  by g reed .  And this greed  d e s t r o y s  rat ional  judgment.

Could  it be said today that a part  o f  the A m e r i c a n  publ ic  is 

be ing  m ot iva ted  by greed ,  as shown fo r  exam ple  by those  in the stock  

m a r k e t  who d i s r e g a r d  the current  p r i c e - e a r n i n g s  ratio  and the 

in t r in s i c  value of  s om e  of their in v es tm en ts?

M o r e o v e r ,  unfortunately,  there  are  those in the banking b u s i ­

n e s s  who m a y  have pursued  the same m i s d i r e c t e d  goa ls .  Som e of 

us in the F e d e r a l  R e s e r v e  would like to hear  that bankers  have begun 

to say " N o "  to c e r ta in  o f  their  loan applicants .  We should like to see 

m o r e  c o n s u m e r s  with l e s s  o f  this p s y c h o lo g i c a l  f e ar  of  inf lation, so 

that they w i l l  base fe w e r  f inancial d e c i s io n s  on what p r i c e s  m a y  be 

t o m o r r o w ,  next month, o r  in two months.

It i s  gen era l ly  popular  to b lam e  r is ing  p r i c e s  on s o m e o n e  e lse .  

F o u r  good targets  are:

1. L a b o r ,  which is  a c c u s e d  of  pushing up w ages  fa s t e r  than 

product iv i ty ;

2. Bu s in e ss ,  which is often charged  with be ing  o v e r - e a g e r

to r a i s e  p r i c e s  in o rd e r  to maintain p ro f i t s ;
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3. G overn m en t  spending, which we all think should be r e ­

duced excep t  fo r  the things we are  in terested  in; and

4. The F e d e r a l  R e s e r v e ,  which s o m e  c la im  has not been 

tight enough with its m onetary  p o l i c i e s .

A  strong c a s e  has been made to support  each  one of these 

c h arge s .  L a b o r  c o s t s  have r isen .  E m p lo y e r s  com pla in  of  low 

product iv i ty .  A v e r a g e  hou r ly  earnings  of  manufacturing w o rk e r s  

r o s e  o v e r  6 p e r ce n t  between  the end of 1967 and the end of  1968.

Some w o r k e r s  e x p e r i e n c e d  g re a te r  gains,  and som e l e s s .  T h ere  is 

no question,  h o w e v e r ,  but that inflation i t se l f  was a m a jo r  spur to 

the push toward high w ages ,  and the average  w o rk e r  can s c a r c e l y  

be b la m e d  fo r  trying to maintain his in co m e  in the face  of  r is ing  

p r i c e s .

On the other hand, the w o r k e r s  can point to h igher  c o r p o r a t e  

pro f i t s  in 1968 than in 1967. Even after substantial ly h igher  taxes ,  

c o r p o r a t e  pro f i t s  r o s e  f r o m  $48. 1 b i l l ion  in 1967 to $51 b i l l ion  in 1968. 

But would not s o m e  b u s in e s s m e n  respond that this was only the 

n o r m a l  growth re q u ire d  to maintain incent ives?

It i s ,  o f  c o u r s e ,  true that governm ent  spending has been  high. 

The F e d e r a l  d e f i c i t  f o r  f i s c a l  1968 reached  $25. 2 b i l l ion  and in the 

last  hal f  o f  ca lendar  1968 was $11 bil l ion. To finance this,  the
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U. S. T r e a s u r y  had to b o r r o w  $23. 1 b i l l ion  f r o m  the publ ic  in f i s c a l  

1968 and $11. 3 b i l l ion  in the last  half  of  1968. This b o r r o w in g  on top 

of  heavy  dem ands  fo r  funds by the private  s e c t o r  had m uch  inf luence 

on the high in te r e s t  rates .  Since a large  part  o f  the d e f ic i t  was 

f inanced  by addit ional bank credit ,  inf lat ionary p r e s s u r e s  w ere  in c r e a s e d .

In e a r ly  1967, e c o n o m i c  and f inancial  exp er ts  pointed out that 

the nation was going to get into trouble  if  it did not i n c r e a s e  taxes or  

reduce  expenditures .  T^gj-g was no lack of  warning, but C o n g r e s s  was 

s low  to enact  leg is la t ion  to cope  with the p r o b le m .  Final ly ,  with 

p r e s s u r e s  having been built  up for  so long, the surtax p r o g r a m  that 

was put into e f fec t  in m i d - 1968 has been  slow' to take e f fec t .  Ult imately ,  

it m a y  help.

B e fo r e  condem ning senators  and re p re s e n ta t iv e s  in C o n g r e s s  fo r  

d i la tory  act ions ,  c o n s id e r  if  it might not be true that they w ere  re f lec t ing  

pretty  well  the sentiments  of  their constituents .  Is it not p o s s ib l e  that 

the taxpayer  hoped taxes could be reduced  if  the F e d e r a l  G overnm ent  

would  cut expenditures  fo r  everyth ing but those p r o j e c t s  which had his 

spec ia l  approval .

How many o f  us wrote  le t ters  to our C o n g r e s s m a n  applauding 

the c lo s in g  down of  a l o c a l  F e d e r a l  fac i l i ty  or  e s ta b l i s h m e n t?  On the 

other  hand, how  m any  o f  us applauded our C o n g r e s s m a n  during 1967
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and e a r ly  1968 if he announced he would have nothing to do with a tax 

i n c r e a s e  ?

An oth er  popular  whipping boy  is the F e d e r a l  R e s e r v e  S ystem .  

C r i t i c s  can point out that in the f i r s t  hal f  o f  1968 bank c r e d i t  r o se  at 

what they c o n s id e r e d  an e x c e s s i v e l y  high s e aso n a l ly  ad justed annual 

rate  of  6. 5 pe rce n t .  A f te r  m i d -y e a r ,  the annual rate of  growth was 

even h igher  - -  about 21 p ercen t  in July and August  and 15 p e r ce n t  in 

S e p te m b e r .  By  the end o f  the year ,  the rate had s lowed  down a bit. 

With p r i c e s  r is ing  so rapidly ,  c r i t i c s  ask, ' :Why did the F e d e r a l  

R e s e r v e  supply the r e s e r v e s  to the banking s y s te m  that m ade  this 

growth in bank c re d i t  p o s s ib l e ?  ,!

You v/ill find that I am on r e c o r d  as having suggested  during 

1968 that the bank c re d i t  growth was e x c e s s i v e .  At the same t im e,  

it is  only fa ir  to point out that the F ed era l  R e s e r v e  was caught in a 

trap  that p revented  it f r o m  exert ing the p r e s s u r e s  r equ ired  to c o m ­

p le te ly  o f fse t  the e f fe c ts  o f  def ic i t  T r e a s u r y  f inancing.  Alone ,  the 

F e d e r a l  R e s e r v e  could not have held  back the in f la t ionary  p r e s s u r e s  

c o m p le t e ly  without creat ing  ser iou s  side e f fe c t s .

You wil l  r e c a l l  that, becau se  of the fa i lure  to take t im e ly  act ion 

in r e s p e c t  to f i s c a l  p o l i cy ,  the T r e a s u r y  was f o r c e d  to b o r r o w  heav i ly
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during 1968, e s p e c ia l l y  during the second  half .  C o r p o r a t io n s  and 

state and l o c a l  g ov ern m en ts  w ere  s trong ly  com pet ing  fo r  funds. 

In terest  rates  w ere  high. How m uch  h igher  they would have gone 

had not the F e d e r a l  R e s e r v e  suppl ied som e  additional c r e d i t  to the 

banking s y s te m  no one knows.  An even g r e a t e r  and sudden in c r e a s e  

in rates ,  h o w e v e r ,  might  have been d isa s t r o u s ,  p o s s ib ly  including a 

fa i lure  in T r e a s u r y  f inancing. P erh a ps  the F e d e r a l  R e s e r v e  can 

be c r i t i c i z e d  f o r  its p o l i c y  judgments ,  but those who do so should 

r e m e m b e r  the p r o b l e m  that was faced,  who and what c r e a te d  the 

p r o b le m ,  and what might have been the c o n s e q u e n c e s  of  a m o r e  

r e s t r i c t i v e  p o l i c y  p osture .

In a d e m o c r a c y  such as ours ,  resp o n s ib i l i t y  fo r  keeping our 

e c o n o m i c  and f inancia l  a f fa i rs  in o r d e r  cannot be shifted to the 

shoulders  of  any one group. Neither  can a d e m o c r a c y  expec t  any 

agency  it m a y  set up, inc luding a centra l  bank such as the F e d e r a l  

R e s e r v e  System ,  to s u c c e s s f u l l y  do the job  unless  there  is w id e sp re a d  

public  support.

P r o f e s s o r  Reuf,  the F r e n c h  f inancial  expert ,  has stated that no 

d e m o c r a t i c  s o c ie t y  can be expected  to run its f inancia l  a f fa irs  

s u c c e s s fu l l y .  "Is  he r ight? " you m ay  wel l  ask.
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A m e r i c a n  e c o n o m i c  and financial h i s to ry  has shown that a 

s o c i e t y  such as ours  can manage its f inancial a f fa irs  when it wants 

to. We have made m is ta k e s ,  s o m e t im e s  we have re fu sed  to face  

rea l i ty ,  we have re fused  to accep t  d isc ip l ine ,  and som e  spec ia l  

in teres ts  have at t im es  fo rgo t ten  the public in terest .  But the r e c o r d  

of our  A m e r i c a n  s o c ie ty  is  far  better  than that of  m o s t  of  the nations 

o f  the w orld .

When we have lapsed,  we have eventual ly  r e a l i z e d  the d i s ­

as trou s  c o n s e q u e n ce s  that could result  un less  we changed d irect ion .

We have then accepted  the co l l e c t iv e  r e sp o n s ib i l i ty  and stopped trying 

to shift r e sp o n s ib i l i ty  to o thers .  P o l i t i ca l  l e a d e r s ,  b u s in e s sm e n ,  and 

la b o r  have responded  by taking or supporting the needed steps to 

r e s t o r e  f inancial  o r d e r .

Who is re sp o n s ib le  fo r  our present  in f lat ionary  p r o b l e m ?  Is 

labor ,  or  b u s in e ss ,  or  governm ent ,  or  the F e d e r a l  R e s e r v e  to 

shoulder  the b la m e ?  P e rh a p s  all o f  them m ust  a c ce p t  som e  of the 

ce n su re ,  but I am  inc l ined  to think we can p lace  m o s t  of  the b lam e  on 

our own c o l l e c t iv e  c o m p la c e n c y  - -  the fa i lure  of  you and m e  and other  

A m e r i c a n s  to accep t  the r esp on s ib i l i ty  and to act.

I am  conf ident,  t h e r e fo r e ,  that we can br ing  inf lat ion under 

contro l .  M o r e  and m o r e  p e r s o n s  rea l ize  that, i f  the same in f lat ionary
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cond it ions  p r e v a i l  in 19&9 as i-n 1968, our  l o s s e s  can be com pounded.  

The r e a l i z a t io n  that these condit ions  must  be co n t r o l l e d  is perhaps  

getting our  f i s c a l  a f fa i rs  in a rriore m anageable  state.  With better  

c o n t r o l  of  our  f i s c a l  a f fa irs ,  m on etary  p o l i c y  m ay  have m o r e  r o o m  

to m a n e u v e r .  Signs he re  and there attest  that the f rant ic  pace  of  the 

e c o n o m y  is  abating.

P a t ie n ce  and determ ination  can win the battle against  inflation. 

Bowing  to the temptation of  inf lat ionary g re e d  and d i s r e g a r d in g  the 

need f o r  d isc ip l ine  can make the battle m uch  h a r d e r  to win. If we 

all  support  those whose  job  it is to adm in is ter  the d is c ip l in e ,  v i c t o r y

can be  ours .
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