
REMARKS BY MR. RoBERT P. M\yo 
PRESIDENT, FEDERAL RESERVE BANK OF CHICAGO 

To THE \·hscoNSIN INSTALLMENT BANKERS AssocIATION 
MILWAUKEE, WISCONSIN 

APR! L 21, 1977 

SPRING IS HERE 

Ir IS A PLEASURE TO BE IN MILWAUKEE ON A FINE SPRI NG DAY, Ir IS· 

ESPECIALLY PLEASANT TO TALK WITI-i YOU WHEN IT IS SPRING FOR THE ECONOMY AS 

WELL, 

Goon NEWS ON 11,E ECONOMY HAS BEEN APPEARING AT A RAPID FIRE PACE, 

CLEARLY, WE HAVE SURVIVED TI-lE t'OST SEVERE ECONOMIC WEATHER SINCE THE 1930's 

AND WE ARE ENTERING THE THIRD YEAR OF EXPANSION ON A BRI GHT NOTE, THERE 

IS NO REASON TO IX)LJBT TI-IAT THE ECONOMIC EXPN'-JSION IS FIHMLY ESTABLISHED, 

HE ARE REAO-HNG OR EXCEEDING THE LEVELS OF OLITPLJT AND REAL I NCm1E THAT 

PREVAILED BEFORE TI-IE SETBACK, WE ARE PRESSING ON TO NEW RECORDS MONTH BY 

MJNTI-1 IN THE TOTAL LEVEL OF EMPLOYMENT I RETAIL SALES HA VE BEEN VERY STRONG I 

MANUFACTURING ACTIVITY IS INCREASING, RESIDENTIAL CONSTRLCTI0N IS M)VING 

.AHEAD AT A BRISK PACE, EVEN CAPITAL SPENDING IS SHOti I NG SOME SIGNS OF PICKING 

UP. 

THE SEVERE COLD WEATI-iER THAT AFFECTED SO rvlANY, RESULTED IN ONLY A HI ATUS 

FOR ECONOMIC ACTIVITY, Ir SET BACK HOUSING ACTIVIT(, I NDUCED OTHER PRODU:TION 

DISRUPTIONS AND ATTENDANT LAYOFFS, INCREASED FUEL PRI CES , REDUCED CONSL~c R 

PURCHASING POWER, AND AFFECTED SOME FOOD PRICES, BLIT THERE WAS NO PERfvV\NENT 

DAMC\.GE, IN FACT, IN AN OBVERSE WAY, THE SEVERE WEATHER W.A.S A PLUS BEC,6.USE IT 

MJVED THE ENERGY PROBLEM ONTO CENTER STAGE, IT FOCUSED OUR ATTENTION ON A 

PROBLEM THAT MUST BE ADDRESSED, 

You WILL ALL RECALL THAT LAST FALL THERE HAD BEEN A HESITA1JCY I N 

ECONOMIC ACTIVITY, THAT HESITA~ICY, OR SOME ~·JOULD SAY PJ\USE , BECAME THE 
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RATIONALE FOR EFFORTS TO STIMULATE TI-1E ECONOMY, BUT EVEN BEFORE THE SEVERE 

WEATHER HIT, ECONOMIC ACTIVITY HAD AGAIN STARTED TO ACCELERATE, THAT 

ACCELERA"(ION HAS OBVIOUSLY SURVIVED TI,E VJINTER,AND THE NEED FOR ECONOMIC 

STIMULUS HAS CLEARLY EVAPORATED, 

THE CONSLMER HAS CERTAINLY BEEN PERFORMING ~~ELL, WITH THE EXPANSION 

OF JOBS, THE RELATIVE DECLINE IN INFLATION, AND THE IMPROVEMENT IN 

LIQUIDITY, CONStJ,1ER SENTIMENT HAS IMPROVED MARKEDLY, AND THAT MORE OPTIMISTIC 

VIEW HAS BEEN TRANSLATED INTO PURCHASES , RETAIL SALES IN MARCH ROSE 2.4 PERCENT 

ON THE HEELS OF A FEBRUARY GAIN OF 2.7 PERCENT, Auras, ESPECIALLY THE 

LARGER MJCELS, HAVE BEEN SELLING EXTR81:LY WELL So HAVE OTHER BIG TICKET 

ITEM-5 SUQ-i AS APPLIANCES AND FURNITURE, WE ARE TOLD BY MAJOR RETAILERS 

IN lHE MIIMEST THAT THEY ARE PLEASED WITH THE SALES OF l"OST CLASSES OF 

MEROiANDI SE I 

WnH MJRE AGGRESSIVE BlNING, BUSINESS PURQ-IASES HAVE INCREASED, Bur 

EVEN THOUGH GAINS IN THE BOOK VALUE OF INVENTORIES HAVE BEEN LARGE, 

INVENTORIES ARE WELL WITHIN DESIRED RANGES, EXCESSIVE. INVENTORIES ARE NOT A 

PROBLEM, THE INVENTORY--SALES RATIOS HAVE CONTINUED TO DECLINE. 

HOUSING CONTINUES ·To BE A VERY BRI GIT SPOT TOO, Nor ONLY NEW HOMES BUT 

EXISTING HOME SALES CONTINUE TO BE VERY STRONG, MD THERE ARE EVEN SOME 

SIGNS OF PICKUP IN THE MULTI-FAMILY M4RKET, 

You HAVE ALL HEARD MANY THIES ABOUT THE POOR PERFORMA.NCE OF CAPITAL 

SPENDING UPON WHICH THE CONTINUATION OF EXPANSION DEPENDS, THAT TOO SEEMS 

TO BE IMPROVING, ORDERS FOR VARIOUS TYPES OF M4CHINE TOOLS, CRANES, AND 

HOISTS ARE UP, THE DEMAND FOR COMPONENTS SUCH AS CONTROLS, BEARINGS, AND 

CASTINGS ARE IMPROVED, AND THE SIGN I FI CAi'\ff THI NG IS THAT A LARGER SHARE OF 

THESE NEW ORDERS ARE FOR ORIGINAL EQUIPt1:NT AATHER THAN REPLACEMENT, 
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STEEL ORDERS HAVE INCREASED SIGNIFICANTLY SINCE 11--IE FIRST OF THE YEAR , 

fVbsT ANALYSTS HAVE RAISED FORECASTS OF STEEL SHIPMENTS FOR THE SECOND 

QUARTER AND FOR THE YEAR, 

So SPRING HAS APPEARED ON MANY FRONTS, AND THAT SPRING SHOULD TURN 

INTO SUM\1ER, (ONSUrvER CONFIDENCE BLDYED BY RISING EMPLOYMENT AND INCOMES 

\.'II LL LEAD TO INCREASED SPENDING, l NVENTORI ES IN GOOD BALANCE, OR PERHAPS 

EVEN LOW IN THE FACE OF RISING SALES, WILL HAVE TO BE BOOSTED, THE 

IMPROVED LIQUIDITY OF SAVINGS INSTITUTIONS BODE WELL FOR FURTHER GAINS 

IN HOUSING, IMPROVED FINAL MARKETS BECOME SPURS TO INCREASED CAPITAL 

SPENDING, 

Bur IS ALL THIS A SCENARIO OF HOPE RATHER THAN REALITY? Is IT A 

SNAPSHOT OF WHAT COULD BE RATHER THAN WHAT WI LL BE? 

f1s A STUDENT OF THE DISMAL SCIENCE l HAVE TO ADD A FEW CAVEATS TO THE 

SANGUINE -PICTURE, FoR THE PERIOD It"MEDIATELY ftHEAD -- THE NEXT FEW 

QUARTERS -- I IDN'T SEE THE ECONOMY DEPARTING SIGNIFICANTLY FROM THIS 

PATTER"J, THE f'IOMEMTUM IS THERE AND UNLESS THERE ARE SQ\'iE HORRENOOUS 

MISTAKES IN PUBLIC POLICY1 THE REAL PERFORl'-1.A.NCE WILL CONTI NUE TO BE GOOD, 

0H, NOT AS GOOD AS ANYONE WOULD LI KE REL.A TI VE TO EITHER LNEMPLOYMENT OR 

INFLATION RATES, BUT RELATIVE TO THE WMEDIATE PAST, GOOD. 

Bur FOR THE LONGER RUN, IT ISN'T NECESSARILY I N THE BAG. Nor ™AT IT 

COULDN'T BE; IT COULD BECOME ANOTHER OF lHOSE RARE BUT LONG ECONOMIC SUMV1ERS, 

THE KEY IS HOW WE HANDLE OUR INFLATION PROBLEM, 

J KNOt/, YOU'VE ALL HEARD THIS CONCERN WITH INFLATION EXPRESSED OVER 

AND OVER AGAIN, SoME OF YOU M4Y FEEL THAT THIS IS AN OVER-E1'tPHASIS ON 

I NFLATION AND THAT THIS STRESS ON I NFLATION HAS TENDED TO OBSCURE EFFORTS TO 

DEAL WI TH THE fvDRE SER I OUS PROBLEM OF UNEMPLOYMENT. OTHERS OF YOU WI LL AGREE 
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THAT INFLATION IS THE SIGNIFICANT ISSUE, BUT LI KE THE OLD ADAGE ON THE \\IEATHER, 

FEEL THAT IT IS SOfv1ETHING EVERYONE TALKS ABOUT BUT NO O E OOES ANYTHING ABOUT, 

Bur THERE IS SOfvlE HOPE. WE'VE MADE son: PROGRESS ON THE INFLATION FRONT, 

THE RATE OF INFLATION HAS BEEN CUT IN HALF, Bur THAT STILL ISN'T ENOUGH AND 

Al.YOST EVERYONE SEEMS TO RECOGNIZE 1HAT IT ISN'T. 

OBVIOUSLY, Mt\NY PARTICIPANTS IN THE MARKETS HAVE BEEN LOOKING ACROSS THE 

SIGNS OF NEAR-TERM STRENGTH IN THE ECONCT·'tY AND HAVE BEEN WORRYING ABOUT THE 

TiiREAT OF INFLATION TO CONTINUED EXPANSION IN TrlE LONGER RUN. THOSE CONCERNS 

HAVE AFFECTED DECISIONS ON FUTURE COfv'MITI'1ENTS ON PRODUCTION, PURCHASES, 

WAGES, PRICES, AND INTEREST RATES, i•./E ARE LIVING IN A WORLD IN WHICH EXPECTA-

TI.ONS ON PRICES PLAY A VERY PROMi'NENT RO·L£, THAT IS Wl-fY PRICES CAN BE 

RISING AT 5 TO 6 PERCENT A YEAR EVEN THJUGi LNEMPLOYMENT IS ABOVE 7 PERCENT 

AND CAPACITY UTILIZATION IS IN TI1E LO;J 00' S, 

THERE IS A IEBATE OOING ON N1JNG ECONQ'v1ISTS ABOlff HO,~ PRICE EXPECTATIONS 

ARE FORMED, lb DECISION Mt\KERS LOOK AT TI-IE PAST BEHAVIOR OF PRICES OR HAVE 

TI-IEY BEC~ rv'ORE SOPHISTICATED LOOKING I NSTEAD AT TiiE IMPLICATIONS OF CURRENT 

OR PROSPECTIVE ECONOMIC POLICIES? J' 1 I JCLINED TO THINK IT IS THE LATTER, 

Bur I SUPPOSE THAT UNTIL RECENT PERIODS IT Dir:t'J'T M4KE MUOi DIFFEREt\CE. HOW 

PRICE EXPECTATIONS WERE FOMD, lF YOU LOOKED AT THE SIGNIFICANT RUN-UP OF 

PRICES OVER TiiE LAST 5 TO 10 YEARS, YOU'D HAVE TO EXPECT FURTHER RATES OF 

PRICE INCREASE, AND, UNFORTLNATELY, IF YOU LOOKED AT THE IMPLICATIONS OF 

$6() AND $70 BILLION OOLLAR FEIERAL GoVER, 1r1ENT DEFI CITS YOU WOULD HAVE TO DRAW 

THE SAfv1E CONCLUSIONS ABOUT ACCELERATI NG INFLATION , 

Bur, AS J SAID EARLIER, THERE IS SOi"E HOPE, THERE HAVE BEEN SOME 

EVENTS THAT HAVE TENDED TO COOL THE EXPECTATION OF EVEN t'()RE RAPI D PRICE 

INCREASES, WHEN THE AIMINISTRATION PULLED BACK FROM THE TAX REBATE PROPOSAL, 

THE STOCK t-¼RKETS AND THE FI NANCIAL MARKETS REACTED FAVORABLY AS YOU KNOW, 
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THERE WAS AN IMPACT ON PRICE EXPECTATIONS, PRESIIENT CARTER ' S ANTI-INFLATI ON 

PROGRAfv1 ANNOUNCEMENT HAS ALSO HAD A FAVORABLE IM.DACT, HHI LE SLI M ON SPECIFICS, 

IT WAS NOT SLIM ON IMPORTANT CONTEXT, THE ACKNOWLEDGEVE1JT OF CONCERN WITH 

INFLATION BY THE Jm'1INISTRATION WAS IN ITSELF A VERY FAVORABLE ELEMENT, 

THE RENEWED COf1v1ITMENT TO BUDGET .BALANCE WAS A STRONG PLUS AND STATEMENT 

OF A SPECIFIC GOAL OF 4 PERCENT INFLATION BY 1979 MUST BE HELPFUL IN 

DEVELOPING A fv10RE POSITIVE FEELING THAT INFLATION IS A CRI TICAL ISSUE, 

rw ACCEPTANCE OF THE VIEW THAT PRICE EXPECTATIONS ARE AFFECTED BY CURRENT 

AND PROSPECTIVE ECONOMIC POLICIES AND THE REFERENCE TO RECENT ArJ.UNISTRATION 

ACTIONS REFLECT MY VIEW THAT OUR PRICE PERFO~'v\A.NCE 11:PENDS IN THE LONGER RUN 

ON GOVERNMENT ECONOMIC POLICIES. IN THE FINAL ANALYSIS, GOVERNJ\1ENTS ARE 

RESPONSIBLE FOR INFLATION, THEY CREATE IT OR ACQUIESCE TO EXCESSES, 

So NOW I HAVE SET UP THAT USL.V\L ECONOMISTS' HEIX3E. THE OUTLOOK FOR 

TrlE ECONOMY LATE THIS YEAR AND ON INTO 1978 DEPENDS ON WHAT THE C:OVERNMENT 

IDES WITH ECONOMIC POLICY, BEING APPROPRIATELY CALrrIOUS I VH LL ALSO ADD A 

SPECIFIC HEDGE ON THE ENERGY PROGRAM, THIS IS SUCH A BROAD PROGRAM WITH 

SO MA.NY POSSIBLE RAMIFICATIONS THAT I CAN'T POSSIBLY GIVE YOU AN INSTANT 

ANALYSIS. BUT TI-iEN, IT· \~ILL BE SOMETIME BEFORE ANYONE 'tlI LL BE ABLE TO SORT 

OUT THE PRICE AND PRODUCTION IMPACTS OF THE PROPOSALS. f1 ,D THEN THE WHOLE JOB 

WILL HAVE TO BE REOONE WHEN THE ACTUAL LEGISLATIVE CHANGES ARE MADE, 

LET ME FOCUS TODAY THEN ON WHAT MAY APPEAR TO BE srn:E OF THE i'ORE SOLID 

STATH1ENTS TI-iAT CAN BE MADE ABOLJf FISCAL AND fv10NETARY POLICIES, 

FIRST, ON FISCAL POLICY, l MUST APPLAUD THE RENEWED E·PHAS IS GIVEN BY 

PRESIDENT (ARTER TO BALANCING THE BUDGET. IT IS CLEAR THAT CONTINUED FEDERAL 

DEFICITS ARE THE PRIMl\RY ENGINES OF INFLATION. M D GIVE TI-iE NATURE OF PR ICE 

EXPECTATIONS IN OUR ECONOMY, WE CAN GET INFLATION I MPACTS BEFORE \"IE BU11P INTO 

CAPACITY RESTRAINTS OR RESOURCE LIMITATIONS, 
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MY HOPE IS THAT THE INDICATION OF FISCAL RESTRAINT COMI NG FROM THE 

WHITE HOUSE WILL BE SHARED BY THE CoNGRESS, SI 1lCE 1960 vJE HAVE HAD ONLY ONE 

SURPLUS IN OUR UNIFIED BUIX3ET, THE TOTAL DEFICIT ON A UNIFIED BUDGET BASIS 

FOR THE LAST 15 YEARS HA VE BEEN OVER $300 BILLI 01 J, l F THE OFF-BUDGET AGENCIES 

ARE ADI:ED THE TOT AL 1 s AlJIOST $ 340 Br LL r ON, 

WE HAVE BEEN FORTUNATE IN THE LAST YEAR THAT THE TOTAL OF GOVERNMENT 

AND PRIVATE FUNDING NEEDS HAVE BEEN Si·¼LLER THAN ANTICIPATED SO THAT THE 

COMPETITION FOR FUNDS HAS NOT YET DRIVEN UP I NTEREST RATES, BUT AS THE 

BUSINESS EXPANSION CONTINUES, THAT CavtPETITION SURELY WILL r:EVELOP UNLESS 

OOVERNMENT NEEDS M)IERATE, 

l CONTINUE TO FIND IT SURPRISING THAT IN SP1TE OF ALL OUR EXPERIENCES 

TI-iAT THERE ARE INDIVIDJALS 'tJr-iO Q-K)SE TO IC:l'-JORE GOVERNtvlENT DEFICITS AS A FIRST 

CAUSE OF INFLATION AND BL.PME THE fED INSTEAD, HLGE DEFICITS ALWAYS PUT THE 

fED IN A 'LOUSY': POSITION, SUPPLYING THE Fl.NIB IEM'\NDED WITHOUT ALUMING 

INTEREST RATES TO RISE LOOKS LIKE A GCX)D OPTIOO TO SOM:, AFTER ALL, IT IS 

ARGUED, TI,EN WE GET 11--iE OUTPUf NEEI:ED AND THAT REilJCES PRICE PRESSURES, 

IT JUST ISN'T SO, WE SIMPLY ADD TO PRICE PRESSURES IN THE MJNTHS AND YEARS 

AHEAD, AND EVEN MJRE RAPIDLY Natl BECALSE EXPECTATIONS OF INFLATION ARE 

EXACERBATED BY THE DEFICIT AND MJNETARY ACTIONS WH ICH MJNETIZE THE DEFICITS, 

ON THE OTHER HAND, WE HAVE TI-OSE THAT ARGUE 11-iAT THE FED SHOULD IGNORE 

lHE I£FICIT AND KEEP 1HE f'IONETARY AGGREGATES STABLE, So THEN, THE GOVERNMENT 

GETS THE RESOURCES AND TI-IE PRIVATE SECTOR GETS STARVED OUT, 

BoTH OF MY RESPONSES MA.Y BE SIMPLISTIC BLJT THEY 00 HIT AT THE HEART OF 

THE INFLATION ISSUE AS I SEE IT, RESTPJ\INT FRO', GOVERNMENT IS AN ESSENTIAL 

ELEt'lENT FOR ANY EFFECTIVE LONG-TERM CONTROL OF I FLATION, 

THE NEW CoNGRESS ION.AL BUDGET PROCEDURES \A/I LL BE OF SO 1E HB..P IN CURB I NG 
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EXCESSES, THE FIRST YEAR EXPERIENCE ~~AS SUCCESSFUL IN O 1E IMPORTANT WAY. 

IT CLEARLY CONCENTRATED THE ATTENTION OF CoNGRESS ON FISCAL POLICY AS A WHOLE: 

TOTAL EXPENDITURES, TOTAL REVCJJUES AND THE SIZE OF THE SURPLUS OR DEFICIT, 

FURTI,ERMORE, IT HAS PROVIDED A FRAi'-1EWORK FOR CONGRESS TO DEBATE FISCAL POLICY 

IN THE LIGHT OF BROAD ADVICE ON TI,E STA TE AND LIKELY COURSE OF THE ECONOMY 

AND THE IMPACT OF FISCAL POLICY ON THAT COURSE, THIS rs A CLEAR STEP FORdARD 

FROM A POLICY ~./HIG-i RESULTED FRO~~ THE AGGREGATED ACTIONS OF CoNGRESS ON 

THOUSANDS OF INDIVIDUAL FEDERAL PROGR.AJIIS, IN ADDITION, I SUSPECT, ALTHOUGH 

l CANNOT PROVE IT, THAT THE ESTABLISHi"ENT OF OVERALL EXPENDITURE TOTALS 

BEFORE DETAILED PROGRAM EXPENDITURES HAS TENDED TO RESTRAI N FEDERAL SPENDING 

• TO LOtlER LEVELS THAN WOULD HAVE RESULT~D OTHERWISE, WITH ATTENDANT GOOD -

RESULTS FOR ALL OF US AS TAXPAYERS WHO ULTIMATELY PAY THE BILL AND AS 

CONSLMERS FEEL THE RESULTS OF EXCESSIVE DEFICITS AS INFLATION. 

THE LONGER-TERM CONTROL OF IN FLA TI ON ALSO REQUIRES MUCH f'/ORE. 

MUCH MJRE EMPHASIS SHOULD BE GIVEN TO CONSIDERATION OF TAX POLICY FOR THE 

IMPROVEMENT IN TI1E CLI Ml\ TE OF BUS I NESS , THE STI FLING AND EXPENSIVE I MP ACT 

OF GOVERNMENT REGULATION OF BUSINESS THAT CONSTRAINS THE FREEDJM OF THE 

f'-1ARKETPLACE MUST BE t"ODERATED, THE PACE AT WHICH SAFETY, ENVIRONMENTAL AND 

OTHER PUBLIC OBJECTIVES ARE IMPLEMENTED MUST BE tl()DERATED TO ALLOW AN 

Aif:QUATE LEVEL OF INVESTMENT FUNDS FOR PRIVATE ENTERPRI SE JOB CREATION, 

THE LIST COULD BE fvtADE EVEN LONGER AND EACH ·oF YOU COULD Ur OOUBTEDLY 

ADD AN ITEM OR TV/0, UNFORTUNATELY, WITH THE CRUSH OF THE ErJEi GY PROGRJ\M , 

J N-1 CONCERNED THAT CONGRESSIONAL ATTENTION rvtl\Y BE DIVERTED 1 ·1 SOrviE OF 

THESE AREAS, NEVERTHELESS, IT SEEMS TO ME THAT THERE IS . GOOD POSSIBI LITY 

OF SOME-OVERALL FISCAL RESTRAINT THAT WILL SERVE TO MODERATE THE NFLATIO~~RY 

PRESSURES, 
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THE FED HAS AN OBVIOUS ROLE IN HELP ING TO TlJP~ THIS SPRING 

INTO AN EXTENDED SLM'1:R, WE HAVE FOR 5 r-'E TH·'£ BEEN COf'IMITTED TO A 

COURSE OF ADEQlJl\TE BUT NOT EXCESSIVE rn ,JETARY GRO',ITH THAT WE BELIEVE WILL 

LEAD TO REASONABLE ECONCT'v1IC GROllTH I N AN ENVI ROiJVi~NT OF REDUCED PRICE 

PRESS~ES, 

THERE IS NO QUESTION THAT EXCESSIVE i'ONETA~Y GROWTH LEADS TO TROUBLE, 

BUT AS I NOTED EARLIER, RESTRAINING ~AT GRO,·ITH IS NOT AIJ/JAYS EASY I 

EFFORTS TO KEEP THE FINANCIAL INPUfS COMI NG AT A REASONABLE PACE CAN LEAD 

TO HIGHER INTEREST RATES, MD UNF0RTLNATELY ( OHGRESS AND THE COtv"MUNITY 

FREQUENTLY "WANT THEIR CAKE AND TO EAT IT TOO", ™AT IS, THEY WANT STABLE 

INTEREST RATES BUT A MOIERATE PACE OF i'-90 JETARY GRG'ffH, 
' -

WE HAVE BEEN FORTUNATE IN THIS COLNTRY TO HAVE A RELATIVELY INDEPENDENT 

CENTRAL BANK. As A CONSEQLENCE, THE IECISION TO HOLD t'ONEY GROWTH IN CHECK 

CAN AND HAS BEEN fv1AIE WITHOLJf DICTATIO l BY Sf-ORT-TERM POLITICAL PRESSURES. 

IF OUR FISCAL POLICIES' ACTIONS ro PROVE TO BE OF r'l>RE ffiil:ST PROPORTIONS, 

IF THE FEIERAL C:OVERNM:NT CAN IB•nNSTRATE BY ACTIONS THAT THEY ARE CONCERNED 

WITH INFLATIONARY IMPACTS, IT ~·JILL BE r•lX:H EAS IER TO KEEP A TIGHT REIN ON 

t-'DNEY AND CREDIT EXPANSION, THE GROdI ~G CREDIT I:EMC\ND.S OF THE PRIVATE 

SECTOR IN A STRONG EXPANSION COi''iBINED \~ITH EVEN M)DERATED OOVERNMENT CREDIT 

DEMANDS WILL, OF COURSE, PUT SOME PRESS URE ON INTEREST RATES AS THE YEAR 

PROGRESSES, Bur IF INFLATIONARY EXPECTATIONS CAN ALSO BE HELD IN CHECK BY 

THE D8-'tlNSTRATION OF FISCAL AND MJNETARY RES 'SIBILITY, THE INFLATIONARY 

PREMIUM BUILT INTO INTEREST RATES \•JI LL GRAD~ LLY DECLI NE, AND THE INTEREST 

RATE GAINS COMING FRQ\1 INCREASED PRI ' TE iE-WIT:s WILL NOT BE AS LARGE AND 

CERTAINLY WILL NOT BE DISRUPTIVE TO K)?J V\L ECONOMIC GRO'tffiL 

OBVIOUSLY, I /JM NOT ARGUI IG 11,AT HE ECON0i'1I C WORLD WILL BE PERFECT 

IN THE PERIOD AHEAD, EVEN 0, I 1 0 1978 AND BEY0N- ~"lE ~<JI LL FALL SHORT OF 
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OUR INFLATION AND Lf\JEMPLOY~NT GOALS, IT WILL TAKE A WHILE YET TO UNWIND 

OUR PROBLEMS, BUT l FEEL fYDRE COMFORTABLE TODAY THAN l HAVE FOR SOME 

TIME THAT IT COULD BE A VERY GOOD AND LONG SUM"1ER, 
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