
~~KS OF 
ROBERT , r1Avo BEFORE 

THE GE~'1AN-AfvERICAN 0-IAMBER OF CaVK:RCE 
SEPTE1-1BER 8, il.976 

PRICE $TABILITI FOR EcoNOMIC GROrtJH 

JAM Pl.£ SE AND HONORED TO r-EET WITH YOU TODAY I FRANKFURT, 

IT GIVES EA ELCOME OPPORTUNllY TO REAFFIRM THE IMPORTANT TIES 

OF FR I E IDSH IP A D Cor1"0N I NTEREST BElWEEN OUR TWO COUNTRIES, 

URING TI,E AST FB YEARS B0TI-I OF OUR SOCIETI ES A BOTH OF OUR 

ECO I ES HAVE EXPER I ~ CED Ml\NY I FFI CUL TI ES I 

LIT . A VE TI-! Ei"cRG _ FROM TiiE ECO, ~IC S F lliE FIRST HALF OF 

TI-iE 1 7i ' S STRO !GER lH EVER IN OU A.BI LI TY AND I N OU \4' I LLI NGNESS·.. TO LEAD 

ll-tE W Y TO A HEAL 1HY O LD ECO['OMY, W rn-our LOSS TO OUR f EfvOCRATI C VALUES 

AND 11--fE INCi LES OF F E E ITE P IS SYSTEM, 

THIS HAS BEEN O S~LL ACCQIVPLI HMENT, IN lliE !TED TATES, WE 

SUFFERED TI-fE \nJORST ECO Jav1I C OOWNTURN SI CE TI·IE . _. S, OME OF OUR 

PESSIMISTS ARGUED 1111 VEHEMENCE TI-JAT 11-11S .... D lSTRATE THE NEED FOR A SIGNIFICANT 

RESTRLCTURI ~c. OF OUR BASIC I ~STITLITIONS AND OF OUR C0NOMIC SYSTEM, 

Bur WITI-fOITT ALTERATIO , OUR ECONOMIC SYSTEM HAS PRODLCED A STRONG RECOVERY 

A ID HAS PLACED LIS ON 11-fE ROAD TO RENEWED ECONOMIC EXPANSION, THE REVERSAL 

D8"0NSTRATED THE VERY STRENGlH AND RESILIENCY OF TH SYSTEM lliAT WftS I N 

QUESTION, THAT DtJ{)NSTRATIO I MUST NOT BE F0RG TIEN A E ET 0LR ECO JOMIC 

OOLRSE TO ACHIEVE Hlt:HER LEVELS OF ECO OMIC PERF0Rf'11ANC AND HU'¾N \'-ELL- EING, 

\../HEN I LEFT 11-tE LirHTED STATES lliREE WEEKS Aro, TI-IE AMERICAN ECONOMY 

HAD EXCEEDED ITS EARLIER PEAKS OF PERFORMANCE IN SOME IMPORTANT AREAS, 
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THE Ot.m>UT OF GOODS AND SERVICES IN CONSTANT PRICES WAS 1 J/2 PERCENT 

ABOVE ITS PREVIOL6 PEAK OF TiiE F0LRTH QU«\RTER OF 1973. TOTAL EfvPL.OYfvENT 

WAS t'ORE THA.N A 1-V-\LF-r I LU ON Af30\/E I TS SEPTEMBER 1974 PEAK, h: WERE 

ABOUT TO LEAVE TiiE RECOVERY STAGE OF TI,E CYCLE AND t'OVE INTO lHE 

EXPANSION PHASE, I HAVE NO REASON TO IvODIFY MY OPTIMISTIC VIEW ON THE 

COURSE OF TI-IE MRICAN ECONOMY, 

THE EC VEFN IS T C PLETE FOR AU.. SECTORS, OF COURSE, INDUSTRIAL 

CO STRU:TI01J AND '1ULTI-FN'1ILY BUILDING CONTI NLES TO LAG, INDUSTRIAL 

PRO OCT! ON ACT! VI TV I M TH _ U LE c,ooa, ' AREAS IS STILL BELOi THE 

EARLI ER PEAKS, VIVAL OF 11-iE IrP0, TANT BLSINESS PITAL SPE DING SECTOR 

HAS BEEI DELAY D, 

THE LACKE-JI .. IN 111 I CE , T f'/ONTI-fS , AS \ ELL 

AS 11-iE SOMEWHAT LACKLUSTER PERF0RML\NCE IN BUS INES SPEND! NG AND DLRABLE 

(:{)ODS' P . t.CTIO , ' s :Er INTE P ETE Y s 11-f ESS IMISTICALLY, 

IN TI-fEIR REL NTLES SEA CH FOR 
11
NEWS

11 
Mt\NY F 11-iE N S APERS AND 1V 

NE™ORI< , 11-1 I TI-IE ,. , AND IN _ ROPE, HAVE, l 1 AFRAI , ADDED TO THIS 

8~ SIS OF A ES IT TION, IN LARGE P T, 01 EVER, I THI K lHE CONCERN HAS BEEN 

FOSTER- y . I L THE AD E 'CRY F TI-IE A L YST I 

THEY EEM TO HAVE FORGOTTE TI~AT WE A E N™ ~~ELL INTO THE SECOND YEAR 

OF ECOtmIC EXPA SIN, THE RATE OF GROtffi-1 OF ECONOMIC ACT IVITY TYPICALLY 

SLOIS AFfER TI-IE FIRST YEAR OF RECOVERY, THE PACE OF EXPArlSIO ·l CANNOT BE 

PERFECTLY S~OOTH I J EC0f'OMI ES 11-fAT ARE AS COMPLEX INTERRELATED A.S OURS , 

THOSE WITH A SKEPTICAL ATTITUDE ALSO SEEM TO E FORGETTING 

lHAT OUR WEEKLY OR fvDN-n-tLY MEASURES OF ACTIVIlY SHO l.D E APPKDAQ-IED 

WITH CAlffION, IN SPITE OF OLR EXTENSIVE EFFORTS, ~SUREMEITT FOR St-ORT 
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TI ME PER I ODS IS FREQUENTLY f-W1PERED BY REPORT I NG INCOMPLETENESS OR ERROR 

AND PROBLEMS OF SEASONAL A])JLJSTI-1:NT, Too QUICK AN INTERPRETATION IS USLV\LLY 

MISLEADING - I\ ID OFTEN DANGEROUS, 

WHILE SOME OF THE ANALYSTS' MEMJRIES t"AY BE BAD, THE ~RIES OF 

IECISION MAKERS ARE OOT, THE EARLIER EXCESSES AND TI-fE HORRENIXll.S RATES 

OF INFLATION HAVE LEFT THEIR MARK IN CAUTIOUSNESS, THE PESSIMISTS 

HAVE MISINTERPRETED TiiAT CAUTIOUSNESS AS APPREHENSION, IT ISN'T. 

THE RECOVERY PROCESS IN 11--IE U.S. HAS BEEN qELATIVELY ELL-BALANCED -

NOT IN THE SENSE lHAT ALL SECTORS ARE RESPONDING AT THE SftME RATE BUT 

IN 11--IE SEISE n-tAT TI-iE PATTERN OR SEQUENCE OF EVENTS IS BUILDING APPROPRIATELY 

FOR .fl. LONGER PER I OD OF EXPANSION, 

THE SLACKE UNG IN 1HE PACE OF CONSt.r-1ER SPENDING ~ICM IIAD Lil) 

,a:;tirt•l'!l'"1 IS ~or' u KELY ro LAST I REAL INCOMES ARE RISING, LABOR 

MARKET CONDIT!O S J\RE IMPROVING, AND TI-fE CONSLMER HAS BECOME INCREASINGLY 

LIQUID IN OLR SOCIETY, 

INGLE-FAMILY HOME CONSTRLCTION IS MAKING A SIGNIFICANT CONTRIBUTION 

TO EXPANSION, AND, ITH rvoRTGAGE CREDIT IN Af1PLE SUPPLY, lrlE PROSPECTS 

ARE GOOD HERE, TOO, 

THE MA.JO FUTURE n-tRUST OR STIMULUS FOR SI.BTAINABLE ECONOMIC EXPANSION 

MUST COME, HOWEVER, FROM BUSINESS OlJTl.AYS FOR NEW PLANTS, MAQ~INERY, AND OTHER 

EQUIPMENT, THIS TiiRUST HAS BEEN DELAYED SOMB\'HAT IN 11-tlS EXPANSION 

BECAUSE OF 11-fE CAUTIO GENERATED BY THE RECENT EXPERlENCE, BUT 11-fE 

TRADITIONAL PATTERN OF EXPANSION IS EM:RGING, THE SALE OF SCTvE PRODLCERS' 

GOODS, ESPECIALLY TRLCKS AND FA~ EQUIPMENT, IS STRONG, CAPITAL 

SPENDING PROGRA1'£ SHELVED BY lHE At.fro AND STEEL COM'ANIES IN 1974 

ARE BEING REVIVED, ORDERS FOR LOC01)TIVES AND FREIGHT CARS HAVE 
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INCREASED, A Nl.IBER OF AIRLINES ARE ORDERING N~ AIRCRAFT, ORDERS 

FOR INDUSTRIAL DRIVES, CONTROLS, AND tvOT0RS HAVE IM'ROVED, 

lJNIBED CAPACITY IS ONE OF lliE CONSTRAINTS ON Bl.EINESS SPENDING, 

As "THE EXPANSION CONTINUES, f-OIEVER, 11-fE IMPORTANCE OF 1HAT C0NSTRAI~rr 

WILL CONTINl£ TO DIMINISH, PARTICULARLY SINCE Ml.CH SO-CALLED ~USED CAPACilY 

Is ournA TED AND I NEFF I CT'E~rr. 

Au_ IN ALL, IT SEEMS TO ME TI-iAT DEVEL0Pt-ENTS IN 11-IE U.S. ECONOMY 

GI tE GX>D PROMISE FOR A SOLID PERIOD OF EXPANS!ON AHEAD, 

UT I-OJ 00 WE SUSTAIN THIS ADVANCE IN ECONOMIC ACTIVITY, THIS 

LEADS ME TO 11iE MAJOR MESSAGE I WANT TO BRING TODA. Y: 

--IT IS A MESSAGE OFTEN REPEATED Bl.ff SELOOM HEEDED, 

--Ir IS A MESSAGE SIMPLE IN STATEMHrr Bur DIFFICULT IN IMPLEMENTATION, 

Tu£ ™1AL lN.GREDIENT QE LONG-TERM ECONOMIC ExPANSIO.N lS. PRICE 

STABILIJY, 

E HAVE A REAT DEAL OF EVIDENCE lHAT INFLATI N IS AN ENDEMIC 

DISEASE OF JlDocRATIC SOCIETIES, THE ,L\r-'ERICAN ECONOMY, LIKE MJST OF 

THE INDUSTRIAL ECO '°MIES OF TI-fE WORLD, HAS A BUILT-IN INFLATIONARY IAS, 

THE LEGITir¾TE CONCERN ITH lHE WASTE OF ES0URCES THROUGi LNEMPLOYM:NT, 

A FAILLNE TO RECOGNIZE 1HE SIZABLE COSTS OF INFLATION, A STRONG 

FAI™ 11-fAT STIMULATIVE GOVERNMENT ECONOMIC ACTIONS HAVE SIGNIFICANTI..Y 

LARGER IMPACTS ON UNEMPLOYMENT TIWI ON PRICES, AND PUBLIC EXPECTATIONS 

11-fAT OurRUN Ol.R CAPACITY TO AOHEVE lHEM -- AT LEAST IN THE TI~ 

FRAME IESIRED - HAVE ALL PLAYED A ROLE IN CREATING 'TI~E BIAS, 

Bur EVEN IF IT IS AN EN1EMIC DISEASE, YOU OON'T ALL™ 11-IE DISEftSE 

TO DESTROY, l'lOR SHOULD YOU ATTEMPT TO TREAT IT ONLY W--IEN IT FLA I RS UP 

TO THE POINT OF DISRlPTING THE E~ AND EVEN 11-fE SOCIETY, You 

ATTEMPT TO CURE IT, AND, IF YOU CAN'T, AT LEAST TO CONTROL IT, WATQ-fING 
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AND DEALING WllH IT EVEN Dt.RING ITS PERIOIS OF APPARENT QUIESCENCE, 

IN r-t)VING FROM lW()-DIGIT INFLATION RATES TO sa.-ElHING ON TI-IE 

ORIER OF r PERCENT OR A LITTLE LESS AT AN ANNU/\L RATE, ~~E HAVE Ml\DE tn)D 

PROGRESS IN ll-fE UN ITED STATES, Bur THIS PROGRESS IS NOT SUFFICIENT, 

Y.HAT WOULD REPRESENT AIEQUATE PROGRESS? IN 11-IE ABSTRACT, A ZERO RATE OF 

INCREASE WOULD SEEM GREAT, flRAGAATICALLY, H™EVER, WE.WILL PROBABLY 

HAVE To sETTLE FOR roRE 11-fAN TiiAT. w? 

.~EITHER I NOR YOU CAN I-OLD ABSOLIJTELY1) 11-fE CONVICTION TiiAT A 

ZERO RATE OF PRICE INCREASE , IF HELD, WILL BE ACCOMPANIED BY TrlE LEVEL 

OF U'JEMPLOYMENT ACCEPTABLE TO SOCIETY, IF IT IS NOT, PEOPLE IN A 

!Ef"OCRATIC SOCIETY 00 HAVE A RIG-ff TO EXPECT THAT TI-fE IR GOVERNMENT WILL 

SET LIMITS ON LJ\!EMPLOYMENT, NHAT WE ALL MUST RECOGNIZE IS THAT TI-fERE 

IS A PROVISO CLAUSE TO 11-iE EXPECTATION -- PROVIDED WE ARE WILLING TO 

PAY TI-IE PRICE, 

THIS IS THE TRADE-OFF TI-iAT MLGT BE t1l\DE , THIS IS 11-iE ECONOMIC 

POLI CY DEC Is I ON 1HA T MUST BE Mt\IE I 

\'- E GET t.XltMERE I SOLVING lHE LJ\IEMPLOYMENT-INFLATION DILEfvfvlA IF FLU. 

Eri'LOYri:NT AND PRICE STABILilY, AS OOALS, ARE I N CONFLICT; TI-IAT IS, 

\!-MEN THERE IS NO OPTI MLl-1 COMBINATION OF ll-iE TI4t> THAT CAN BE Aa-tIEVED, 

Exf'ERIENCE IN TI-fE UNITED STATES AND ELS~ERE SlXiGESTS1·:iHAT TI~ERE rAA.Y 

BE A CONFLICT, 

l-01 00 YOU RESOLVE IT? l 00N' T HA VE JliE. ANSWER, BUT I 00 1H INK 

THAT lHERE ARE POLICIES TI➔AT COLLD M:>VE US CLOSER TO AN ACCEPTABLE 

SOLUTION, 

THE VAST MAJORITY OF OUR ECONOMIC POLICIES ARE DESIGNED TO INFLLENCE 

AGGREGATE I:E-WID. Bur THE PERFO~CE OF Lt4EPPLO'flvENT AND INR.ATION, 

AS INFLLENCED BY AGGREC:ATE IE-WID, DEPENOO ON ITS DISTRIBUTION #'ONG 
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fv\l\RKETS -- OR ON VARIOUS SUPPLY OONDITIONS, IN EFFECT, WHAT WE GET FROM 

A PARTICLlAR AGGREGATE ~ND POLICY DEPENOO UPON 'THE STRLCTURE OF INDIVIDl.W.. 

PRODOCT AND LABOR ~RKETS, SIMPLY, THEN, IF WE WANT BETTER l.f\JEWLDYfvENT 

AND INFLATION PERFORML\NCE, POLICY SHOllD BE DESIGNED TO AFFECT BOTH DEr-'V\ND 

AND SLPPLY, 

THE IMPORTANCE OF THE CONTRIBIJfION OF SUPPLY POLlCIES IS NOT 

WIDELY APPRECIATED I J 1HE lJNITED STATES. HOPEFLU..Y, 0LR RECENT PERIOD 

OF PRICE IMPROV8"1ENT WILL NOT BE A PERIOD TO REu\X BIJf RA'THER A PERIOD FOR ACTIVE 

CONSIDERATION AND IMPLEMENTATION OF POLICIES IESIGNED TO MAl<E t/AAKETS FLl'JCTION 

MJRE EFFICIENTLY AND LESS IMPERFECTLY, MANY Sfml.CTLAAL M)DlFICATIONS 

CAN AND HAVE BEEN SUGGESTED, ANALYSIS OF 11-iESE rVODIFICATIONS TO IEVELDP AN 

ADE .Ul\TE AND COORDINATED SET OF POLICIES SHOULD BE PURSLED VIOOROLBLY, 

THIS, IT SEOO TO ME, IS THE ROUTE TO F0LLO~ TO DEAL EFFECTIVELY WITH 

TI-E I NFLATIONARY PROBLEM, 

PRICE STABILllY MUST NOT ONLY BE A NATIONAL GOAL BIJf AN INTERNATIONAL 

OOAL AS \'I/ELL, THERE ARE Ml\NY lHE0RIES ON THE TRANSMISSION OF INFLATION 

F~ COUITRY TO COIJ\JTRY, LiNIERSTANDING OF 11-IE TRANSMISSION PROCESS IS 

ltf>ORTA"IT, Bl.ff THE OVERRIDING CONSIDERATION MUST BE lHAT M'W0R INDUSTRIAL 

NATIONS CANNOT HOPE TO LIVE INSLlATED LIVES -- NEITI~ER IN PRACTICE NOR 

IN TERM:> OF MAXIMIZING 1HE WORLD'S GAINS FROM OUR PRODLCTIVE CAPACI'TY, 

I FEEL lH IS I ~ITERDEPENDENCE KEENLY IN CH I CAOO, ~bRE lHAN ONE-QUL\RTER 

OF ,S, EXPORTS ORIGINATE IN 11-IE Mlrwt:ST, FROM THAT BASE, WE HAVE 

TAKEN ON AN EXPANDED ROLE IN INTERNATIONAL FINANCE, OUR LARGER BANKS 

COMPETE AROlJl1D n-tE WORLD, AND 1HE WORLD'S LARGEST BANKS WORK WITI-i US IN 

0-UCAOO, TWENlY-TI"IO FOREIGN BANKS r'.AVE BRANCHES IN UiICAOO; TI-Kl 
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SU3SIDIARIES OPERATE IN 1HE CllY AS 00 FOURTEEN 011-iER R)REIGN REPRESEITTATIVE 

OFFICES, THESE TIES ARE WPORTANT. THEY SPAWN 11--IE OPPORTUNITIES FOR 

EVEN GREATER INTERIEPENDENCE AND ECOt-OMIC GAIN.S FOR US ALL. 

Bl.ff, IN CONCLUSION, LET ME RETURN TO MY Ml\l N THEME. THE LONG-Rll'J 

EFFECTIVENESS OF TI-HS INTERDEPENDENCE, AND TI-fE MAINTENANCE OF A HEAL1HY 

WORLD ECONOMY, DEPENDS ON OUR ABILilY TO ACHIEVE A SOLhDLY BASED, 

NONI NFLATIONARY ECONOMIC EXPANSION. I AM CONFIDENCE 11-iAT WE CAN, 
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