
~BKS OF MR, ROBERT P. MAYQ 
PREsIIENT, 1-EDERAL !'J:SE8VE BANK OF CHICAOO 

Rla-M>ND lNDIAW\ 
Oci"OBER 26, ~// 

I Nit PLEASED TO HAVE BEEN I NV I TED TO RI a-mND AND TO HAVE nus 
OPPORTlfUTY TO r-1:ET WITH ALL OF YOU nus EVENING, I HAVE ALREADY LEARNED A 

GREAT IEAL FR0'111-0SE WI1H w-0'1 I'VE VISITED SO FAR TOMY AND I HOPE lliAT 

I WIIJ_ HEAR EVEN MJRE LATER TONIGIT ABOUT ECOtffllC IEVELOPMENTS IN YOUR 

ARfA OF INDIANA AND YOUR VIEWS ON SOME OF THE ECOtffllC ISSLES 'THAT CONFRONT 

0~ NATION, 

WE APPEAR TO BE OOING 1HR)l.GI AN01HER OF TH)SE PERIODS OF TIME IN 

w-ila-t EOONOMIC DEVELOPMENTS ARE GIVEN '1>RE lHAN US~L ATTENTION, BusINESS­

NEN, BANKERS, EeotmISTS AND TI-IE '1:DIA ARE PUBLICALLY PICKING APART EAOi 

SHRED OF EeotmIC EVIDENCE FR0'1 EVERY POINT OPVIBN. ~ wrrn EAOi NEW BIT 

OF INR)RM6tTION (OR SPECllATION) FR0'1 WASHINGTON, 11iE ANALYSIS STARTS ALL 

OVER AGAIN, 

VISITS Sl.CH AS THIS ONE TO Rtrnrmn GIVE r1: A FIRST HAND OPPORTUNITY 

TO FIND OUT 11-iE EXTENT TO w-nrn ll-tE INTENSITY OF lliE PlBLIC DEBATE REFLECTS 

PROBLEMS NOT YET EVI!ENT IN ™E STATISTICS OR SPECIAL CONCERNS AND l.N:ER­

TAINTIES AOOUT 11-IE FUfURE COURSE OF ECONOMIC EVENTS, THE DISTINCTION BE-

1WEEN ACTU\L EVENTS AND ANTICIPATED IEVELOPMENTS IS OBVIOUSLY EXTRe;r.ELV 

I r,pQRTANT IN SETTING ECOr«)MI C POLI Cf, 

Ar TI-IE PRESENT TlrvE, I Nit INCLINED TO TI-IE VIEW TI-IAT rWN OBSERVERS 

ARE FAR ~RE PESSIMISTIC ABOUT iHE ECOf'OMIC OUTl.!)()K THAN IS WARPANTED, 

Sor1: POINT ~0Jt1FORTABLY TO 11-iE FACT n-tAT 1HE ECOfffilC EXPANSION IS~ 

M)RE TI-tAN 1W) AND A HALF YFARS OLD AND n-tEREFORE, ON AVE.RAGE, IS f'OT LIKELY 

TO BE SUSTAINED TOO MOCH LONGER, THEY BUTTRESS 1HIS POSITION WITH OBSERVA­

TIONS 00 llE STICKINESS OF 1HE LNEMPLOYMENT RATE AT 7 PERCENT, SCM: SLU:lilSH­

NESS IN RECENT RETAIL SALES NlJJIBERS, LESS RAPID PERSCJW. INCCM: GROWTH, A 
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RATE OF RIAL GNP GROWTI-1 IN THE 1HIRD QlWITER, AND A FAILURE OF CAPITAL SPEND­

ING TO GRCM RAPIIl.Y, 

To A SURPRISING EXTENT, MlJO-f OF lHE CI.RREtrr MTA AND 'THE QUESTIONS 

't+flCH ARE BEING ASKED ABOUT THE POSSIBILITIES FOR CONTINUED ECOf'DvllC EXPAN­

SION ARE SIMILAR TO ll-OSE OF ABOLIT A YEAR AOO, AT THAT Tlr-1:, THE EC()N(J,1Y 

WAS BEGINNING TO S1--0l SIGNS OF \','HAT HAS SINCE COflE TO BE Kt04lN AS 'THE 11PAl.6E11 

IN 11-IE RECOVERY, looKING BACK ON THE RELATIVELY SLOW GROWTI-1 WHIOi OCCURRED 

WRING THE SECDND HALF OF 1976, WE CAN rOl SEE THAT 'MJ 1HINffi OCCURRED, 

THE CDNSLMER SL.0£D HIS SPENDING FROM THE EXl.BERANT PACE OF 11-fE FIRST HALF 

OF THE YEAR, IN AIDITION, INVENlORY GROWTI-1 IN 1HE FIRST HALF OUTPACED SALES 

G\INS AND SO LATER IN THE YEAR WE WENT 11-fRJl.Gf A MINOR INVENTORY LIQUl~TION 

CYCLE, Bv LATE LAST FALL 11-IERE WAS r«l SI-ORTAGE OF DIRE PREDICTIONS n-lAT 

THE RECOVERY HAD ABOR1ED AND 11-fAT WE WERE SLIPPING BACK IITTO RECESSION, 

THERE WERE CAL.LS FOR A VARIETY OF DRASTIC MEASURES lO GET 11-iE ECOOOMY 

flOVING AGJ\IN-PARTICll.ARLY BY 11-fE FElERAL {1)'£RNMENT, WITH THE INFALLIBLE 

PRECISION OF HINISIGIT, WE CAN OOt/ SEE 1HAT TI-IE ECCKMt' WAS ACTUALLY POISED 

FOR VERY STRONG PROGRESS, 

~01 IT ~·OlLD BE EASY TO ADD TO THE LIST OF ltJFAWRABLE CURRENT Ecoro-1IC 

N8'i'S I HAVE ALREADY MENTIONED JU.4D JOIN THE PESSIMISTS IN SUGGESTING 11-IAT 

THE ECCKMt' IS, AT BEST, REPEATING lAST YEAR'S "PAlBE," OR EVEN JOINING 

TI-fOSE WHO ARE StroESTING Af\D11-IER RECESSION, Bur I IX>N
1
T 11-HNI< n-tAT HISTORY 

REPEATS ITSELF 11-IAT EXACTLY, IN FACT ll-fERE ARE SIGNIFICANT DIFFERENCES 

BElWEEN CONDITIONS TOMY AND 11-()SE OF 1976, ~IQ-I SOOGEST TiiAT A STRONG CASE 

CAN BE MADE FOR EXPECTING AVERAGE OR ftPJJVE-AVERAGE E~IC GROWTH AND 

FllmlER SL™ JECLINES IN TI£ Lf\lEMPLOVMENT RATE OVER lHE NEXT FEW QUARTERS, 

THE CAPITAL rmrs INIJJSTRY HAS BEEN A LAGGARD lHROUGOJT THE PRESENT 

RECOVERY, ~M\IER, CAPACITY UTILI7.ATION HAS BEEN INCREASING STEADILY, AND 

PRESS~E IS BEGINNING TO BUILD IN MANY 011PANIES TO START '1>VING IN THE 
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DIRECTION OF NEW PLANT CONSTROCTION. THIS PRESSURE IS EVIIENT IN INCREASES 

IN ORDERS R)R t-ON-DEFENSE CAPITAL C:OODS, THIS IS AN ERRATIC SERIES, PARTI­

Cll.ARLY HARD TO SEASONALLY ADJUST, BUT HAS RISEN IN FIVE OF THE LAST SIX 

MJNlHS. Arm THE MACHINERY COMPONENT OF nus SERIES--A r-uRE RELIABLE INDI­

CATOR OF ~IERLYING lfM:STMENT TREND-HAS SJ·OIN GAINS OVER lHE PAST YEAR, 

IN ADDITION, A SIGNIFICANTLY HIGHER LEVEL OF IEFENSE PROCUREfvENT HA.S BEEN 

AUTHORIZED FOR FISCAL 1978 (WHIOi STARTS 0croBER 1), AND THIS WILL BE 

MAKING AN IMPACT ON ORJERS FOR IEFENSE CAPITAL OOODS LATER IN THE YEAR. 

BACKLOGS OF MJ\.OHNE TOOL MANUFACTlRERS ARE RISING STEADILY. HOUSING STARTS 

HAVE BEEN STRONG ALL YEAR AND WE ARE SEEING NEW STRENGTH IN 11-iE PREVIOl.SLY 

Il:PRESSED MULTIFAMILY SECTOR. BUILDING PERMIT LEVELS SUGGEST 11-IAT n-fE 

STRENGTH OF HOUSING SO FAR 11-HS YEAR WILL CONTINUE. INVENTORIES SEB'-1 UNIER 

CONTROL AND, AS 011-IER CAPITAL SPENDING GROflS, THEY TOO WILL BE Mt\KING A 

OONTRIBITTION TO Gfn'ffi-1, Au. IN ALL, THE ENTIRE CAPITAL c.rons ARF.A APPEARS 

READY TO CONTRIBlJfE A MUCH GREATER SHARE TO SUSTAINED EXPANSION, Bur WE 

ARE U'JLIKELV 1U SEE A CAPITAL SPENDING BOOM IN lHE lfJl£)IATE FUTURE. 

THE GoVERN~ENT SECTOR, WHICH HAD, IN CONSTANT OOW\R TERMS, BEEN 

ESSENTIAU.Y STAGNANT 11-fROOO-OUT ALL OF 1976 AND lliE FIRST QUARTER OF 1977 

SEEMS POISED FOR RAPID INCREASc, FEJERAL PURCHASES OF GOODS AND SERVICES 

~ BEEN f',OVING UP, THERE ARE INDICATIONS THAT STATE AND LOCAL SPENDING 

IS ALSO BEGINNING TO HFAD UP, THE NEWLY At.Jll«)RIZED FEIERAL F~ FOR PUBLIC 

SERVICE JOBS AND PUBLIC WORKS ARE BEGINNING TO FLOd INTO STATE AND LOCAL 

COFFERS AND S..OlLD SOON BE St-VWING UP ON THE ECOf'OMY, IN ADDITION, IESPITE 

A FEW REAL HE'AD\a-tES LIKE Nai YORK C11Y, STATE AND LDCAL GOVERN'-1ENTS ARE 

BEGINNING TO ACClMJLATE SUBSTANTIAL SURPLUSES~ TAX RECEIPTS REFLECT TI-IE 

GENERAL IWROVEMENT IN 11-fE EOJtmY, 1~ 11-fESE SIBPLUSES MJLNr, IT SEEMS 

LIKELY TO ti: 11-fAT THE AUSTERITY w1-tio-t REIGNED AT ALL LEVELS FROM STATE HOUSES 
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m VILJ.AG[ HAL.LC, WILL RELAX, FOR BETTER OR FOR WORSE, AND 11-IESE SURPLUSES 

WILL FURTI-fER AID TO ECONOMIC GROtlTH, LET US HOPE 11-iE SPENDING REINS WON'T 

BE RELAXED TOO FAR, 

J ALSO 1D OOT DISCOUIT 1l-lE CONSLMER, ~fiILE WORRIES HAVE BEEN EX­

PRESSED ABOUT 'THE RECENT RAPID GRO/ffii IN CONStM:R CREDIT AND THE L™ LEVELS 

OF THE PERSONAL SAVINGS RATE DURING TI-fE FIRST HALF, l rm'T lliINK CONDITIONS 

ARE CDM'ARABLE TO 11-iE SECOND HALF OF LAST YEAR, THEN, CONSLM:R INCOM::, 

ADJUSTED FOR INFLATION, WAS GROWING r.tJRE SLOWLY, FUR1HER''ORE, THE IECREASE 

IN wrn-tfOLDING TAXES WHICH OCCURRED IN JUNE WAS SMl\LLER lHAN lHE AmUNT 

NEEDED TO AnJIBT FOR TI-IE 1977 TAX 0-IANGE, REFLNDS NEXT SPRING ARE LIKELY 

TO GROrl BY rvt>RE 11-W~ TI1E f()~ AmLNT, THE INCREASE IN SOCIAL SECURITY 

PA'frtENlS BEG~ Wl11-I JtLY1S PAYr'ENT, INfNNB 1HIS f1\LL IN FEDERAL PAY SCALES, 

AND GENERALLY RISING PAY LEVELS, WILL ALL CONTRIBLITE m A CONTINUING IN­

CREASE IN REAL PfRSONAL DI SPC>SABLE I NCC11E OVER THE NEXT SEVERAL KlN'THS, 

WHILE I 00 NOT "THINK lHIS WIU. LEAD TO A OO<J,1 IN CONSlJ1ER SPENDING, l 00 

EXPECT TI·-fAT 11-E CONSlJ1ER WIU. BE MAKING A POSITIVE CONTRIBtrrION TO ECONO·1IC 

GRCWTI-i, 

FINALLY, I EM ENOJUPAGED BY lliE RECENT NEJ;IS ON 11-IE PRICE FRONT, THE 

SE~ER FIGURE FOR THE CONSU"1ER PRICE INI:EX SITT'IED ONLY AN (),3 PERCENT IN­

CREASE, W.ULE FAft'1 AND WHOLESALE PRICES HAVE BEEN ~RKING TCWARD A t-t:,RE 

STABLE PRICE LF.VEL FOR lWO OR THREE r-tlrffi-lS, THE BATTLE AGAINST INFLATION 

IS NOT WON, BUT IT IXlES APPfAR THAT ™E ABOORMAL INCREASES CAlEED BY LAST 

WINTER'S SEVERE WF.A11-fER HAVE FINISHED WORKING ~EIR WAY 11-fROUGi THE ECOt{Mf, 

So FAR J HAVE SOOGESTED A RE'ASONABLY FAVORABLE PICTURE OF 'THE t'ONlHS 

AHEAD \+II o-t SH)ULD PRODU:E BETTER ECOf'OMI C NEWS lHAN S()t-£ OF lHE RECENTLY 

RELEASED Dt\TA MIGIT SU3GEST, IN A NlITSHELL, WE SHOLLD SEE GROml FAST 

EffJLG-1 TO SEE GRAl)lW_ FUR1l-fER REDUCTION IN 1rlE t.JNef>LOYr1:NT PATE, AT 11-iE SAME 

Tiri: WE SHJlLD NOT SEE A BOOM \fiICH QUICKLY LEADS 10 SEVERE PRICE PRESSURES 
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AS SHORTAGES DEVELOP DURING TIE f{)rm-5 AHEAD, 

Bur, OF COURSE, WE HAVE m GUARANTE!.:S. FtmJRE EXTE~L SHOCKS LI KE THE 

QlW.JRPLING OF OIL PRICES OR LAST JANUARY'S SEVERE WEA1HER COULD AIM:RSELY 

AFFECT 1HE OUTLOOK EVEN 1HOIJ3H THE BASIC CONDITIONS FOR SL6TAINED GRClffi-i ARE 

PRESENT, AND I 00 NOT FORESEE A FLmJRE WliHOUTFOOBf.B/6, Berni THE UNEMPLOY­

~NT RATE AND 11-E INFLATION RATE ARE ll~OJMFORTABLY HIGH, fun-, PROBLEMS HAVE 

SIGNIFICANT STRUCTURAL ASPECTS TI-tAT ARE READILY ATTACKED BY lliE CONVENTIONAL 

f1)VES OF r1)NETARY AND FISCAL POLICf 1~ND WHICH WILL BE r-\4JOR o-tALL.ENGES OVER 

TI-IE YEARS AHE'AD, 

Bur LET ri: STEP BACK FR0-1 11-fESE LONGER-TERM STRLCTUPAL PROBLEMS AND 

RETAIN 11-fE FOCl.6 ON 1l£ NEAR-TERM Bl.SINESS OUTLOOK, .l\s YOU HAVE l.Nll;UBTEDLY 

f'OTICED, I HAVE SKETCHED AN ECONCMIC OUlLJ'):-( SCErwuo FOR YOU lHAT HAS t()T 

SPECIFICALLY MENTIONED f{)NETARY POLICY, OBVIOUSLY, MJNETARY POLICY IS Ir+ 

PORTANT AND SO YOU MUST CONCLUDE, neREFORE, 11-IAT I AM EXPECTING 11-fAT M:M­

TARY POLICY WILL BE CONSISTENT WITH nus PATH OF rvt>DERATE GROW1H, You ARE 

RIGHT, 

THE ECONOMY CERTAINLY HAS OOT BEEN STARVED FOR FUIDS lrfESE PAST ThO 

YEARS, INSTALM:NT CRf.DIT H,~ EXPANrED AT A SIGNIFICANT PATE SO FAR THIS 

YEAR, rc\)RTGAGE CREDIT FLOWS H,WE BEB~ OF RECORD Mi\Gf lITUDE, BusINESS FIRM.S 

HAVE PLACED H~VIER r:f.Ml\NDS ON CREDIT MARKETS, ~JET FltIDS RAISED BY NON-

FINAf\JCIAL CORPORATIONS HAVE INCREASED SIGNIFICANTLY, CREDIT IBW-IIl> BY STATE 

AND LOCAL GOVERrf'tENTAL lJHTS HAVE BEEN VERY LARGE, ONLY FEDERAL t-OVERrffNT 

OOR~ING HPS DECLINED FROM LAST YEAR, THIS REFLECTS BOlH 11-iE RECOVERY OF 

TREASURY REVENUES AND THE SHORTFALL IN SPENDING, 

THE EXPANSION IN 11-iE ECONOMY AND lHE ATTENill\NT CREDIT IEWIDS HAVE 

BEEN REA...EClB) IN A RISE IN INTEREST RATES SINCE 1HE BEGINNING OF 11-IE VEAR, 

VIRTI.W.LY ALL OF 1HE INCRl:ASE IN INTEREST RATES HAS OCCURRED IN THE Sf-ORT-
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TE~ AREA, loNG-TE~ INTEREST RATES-lHE rvt>RE CRITICAL INTEREST RATES IN 

TERMS OF IMPACT ON REAL ECOMJMIC ACTIVl1Y (PARTICllARLY .n.JSING)-HAVE SHA1ED 

tP ONLY SLI GHTL V. 

UNR>RTUNATELY, ON lHE HEELS OF TiiE ~IEAKER EC()f()MIC STATISTICS, TI£ 

RECENT INCREASES IN St-ORT-TERM RATES HAVE LED TO OiARGES 1HAT TI-IE FED IS 

TIGHTENING UP ON rffiETARY POLICY AT THE WRONG Tir-E, REGRETTABLY, n~E 

CRITICISM SEOO TO IGNORE Af()THER KEY EL.Er.ENT IN THE FINAt«:IAL PICT~E--

niE RAPID PACE OF t'rnETARY EXPANSION, PRIOR TO, AND COINCIIENT WllH, 'THE 

CONCERN AOOUT RISING INTEREST Rt\1ES, THE INCREASE IN lHE r1lNEY STOCK WIS 

BEING VI8NED WITH DIS'4\V BY SOME OF TiiE SJ\ME CRITICS AND WE WERE CHAR<:ED 
I 

Wini FLOODING TI-IE ECOffJMY WI1H MJNEV THAT ~ULD LEAD TO A NEW INFLATIONARY 
..... 

BINGE, 

l·rn l PM NOT ONE rlHO ~HLL SLAVISHLY FOLLOr/ A FIXED RATE OF f1lNETARV 

GR()\'l}f DAV IN-I:WW our, WEEK IN-WEEK OITT OR EVENt-ONll-f IN-M:>Nll-i our, Ir IS 

IMPOSSIBLE TO OPERATE ~/111~ SLO-f PRECISION, f.J.fJ IT ISN'T NECESSARY TO Ao-tIEVE 

YOUR GOALS FOR TiiE EC0f01V, /\No IF YOU TRIED YOU WOULD CREATE SERIOUS PROB­

LEMS FOR FINANCIAL MARKETS RAlHER 1HAN tJ\INS FOR lliE REAL ECCN)MY, BUT 

-rnERE IS t() QlESTION lliAT OVER LONGER PERIODS OF TIME EXCESSIVE ftDNETARY 

GROtffii LEAm TO TROlBLE, 

THE PACE OF r.-r>NETARY EXPANSION HA.S BEEN l.NUSUAU..Y RAPID IlJRING RECEITT 

~S. THIS IS ESPECIALLY TRtE OF TI-iE NARFD-ILV DEFINED ~NEY SUPPLY {M1) 

\+fICH OVER lHE PAST SIX fvONll-fS HAS INCREASED AT AN ANNU\L RATE OF 9,5 PERCENT, 

THIS RATE OF EXPANSION IS WELL AP./JVE 'THE FEIERAL RESERVE'S STATED l.!'ffiER-Rl."1 

PATH, 

SINCE 11-E RECENT EXPANSION IN TiiE r-uNETARY AGGREGATES HAS TENIED TO RU't 

M30VF.. EXPECTATIONS, SYSTEM OPEPATIONS HAVE BEEN DIRECTED TCMAR'D HOLDING In4N 

ON TI-IE PROVISION OF BANK RESERVES. JUST AS At« 01HER MARKET, TI-IE ~'DRE LIMITED­

AVAILABILI1Y OF RESERVE SLPPLIES RELATIVE TO JEMA.NDS ~S MEANT 11-iAT THE PRICE 
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OF r1:>NEY--IN 11-US CASE, THE RATE OF INTEREST-HAS GCl'IE UP ON DAY-TO-MY BANK 

BORF«Mlf\6S FROM EAQ-f OTI-IER (FEIERAL RJNDS) AND 011-iER VERY St-DRT-lERM SOURCES 

OF FINANCING, THE PATE PAID ON FEIERAL FlJ;JOO, FOR EXAMPLE, IS UP ABotrr 2 

PERCEITTAGE POINTS FROM "THE LONS PREVAILING EARLY THIS YEAR, O11-iER SHORT­

TERM ~RKET INTEREST RATES ALSO HAVE BEEN AFFECTED, Btrr LONGER-TERM INTEREST 

RATES, \1-f-lIOi AS I INDICATED EARLIER ARE OF Ml.Of GREATER SIGNIFICANCE TO 11-fE 

ECOf01V, HAVE NOT INCREASED MLCH ON PALANCE, DF.S?ITE TIE FIRMING IN SHORT-

1ERM ~RKET roNDITIONS, 

ScJ.1E WOll.D ARGU: THAT 11-fE FErERAL RESERVE St-olLD HAVE RESPONIED MJRE 

F0RCEFlllY TO TI£ EARLIER Bl.LGES IN THE r-ONEY SUPPLY, lNrEED, A FEW WOULD 

SAY THAT 11-tE RESERVES NECESSARY TO Sl.PPORT 11-tE DEPOSIT EXPANSION SIMPLY 

S~l.LD NOT HAVE BEEN PROVIJF..D, LETTING FINAtCIAL MARKETS AND THE ECONOMY 

SUFFER WHATEVER CONSEQUENCES MIG-IT RESll.T, Bt.rr J CONTINLE TO BELIEVE 1HAT 

TI-IE WISER O')URSE IS TO LIMIT 11iE SPEED WITH \I-MICH fvONEY MARKET CONDITIONS 

ARE An.JUSTED TO CHANGING t'ONETARY GROffii PATES, I BELIEVE TI-HS PARTLY BE­

CAUSE 11-fE ~F.TARV AGGREGATES--PARTICUL.ARLY M1--HAVE PROVED TO BE INHEREITTLY 

LNSTABLE IN 11-fE SHORT RLtJ, PRlJIENCE IN OUR ACTIONS IS DICTATED ALSO BY ll-fE 

FACT THAT TiiE RELATIONSHIP BETWEEN THE VARIOUS MFASURES OF MJNETARV GROtlTH 

AND 11-fE PERFORMANCE OF TI-IE ECCKJt1Y IS LOOSE AND LNRELIABLE IN n£ SJ-ORT RUN, 

You w,..y HAVE SEEN SOME Cotff:NTS IN THE FINANCIAL PRESS TO THE EFFECT 

11-iAT rmETARY POLICY--THE rEDERAL REsERVE-Is CAUGIT IN A "oox. 11 Ir 1s 

ARGLED THAT ATTEMPTS TO RESTRAIN THE GROtffif 0FliE M::>NETARY AGGREGATES WILL 

RESll..T IN HIGHER INTEREST RATES WHICH Will.. STIFLE 1HE EeotmIC EXPANSION, 

~ TI-IE OlHER HAND, IT IS ARGlED, Al..L(l\fING ll-fE AGGREGATES TO CONTINLE TO 

GRCW AT EXCESSIVE PATES WIU... LEAD TO INCREASED INFLATIONARY PRESSURES, 

WHEN SET UP IN nus WAY, TI-IE CHOICE SEEMS EXCEPTIONALLY DIFFICll.T 

SINCE EllHER RESULT IS l.Nll:SI RABLE, f-foWEVER, THESE EXTR8'1:S ARE t()T THE 
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ONLY OOICES AVAILABLE-IN SPITE OF THEIR APPEAL TO 11-fE r'EDIA EXCITED EITHER 

ABOUT OVER-SIMPLIFIED SOLtrrIONS OR DESIRING TO STRESS CONFRONTATICX'J, THERE 

IS NO SUOi 11-UNG AS A SI~LE Q-IOICE ·BETWEEN LNEMPLOYM:NT AND INA..ATION. 

THE RATE OF MJNETARY EXPANSION fv\A\V WELL BE M)!ERATED BY LESS VIGO"°US 

INTEREST RATE M)\IES 11-fAN PRESLf'ED IN TI➔IS EXTRFJ'1E ARGLM:NT, IN ADDITION, 

TI--fE IM'ACTS ON LDNGER-TE~ RATES MA.Y BE MINitAAL BECAUSE INFLATIONARY EX­

PECTATIONS ARE REJl.CED BY EFFORTS TO KEEP TI-IE MJNETARY AGGREGATES CJ~ rt>RE 

MJIERATE GRQ\,ffl-i PA'TI-iS, FURTHER, 11-ERE ARE tO 000D E~IC REASONS FOR 

TAKING EXCESSIVELY STERN t-OVES TOiARD rmETARY RESTRAINT; TI-IAT IS, TO ATTEM'T 

TO OFFSET It'MEDIATELV THE "OVERSH.XlT' IN r~NETARV GROtmf, SOMEWHAT r.t)RE 

GRADIJi\L OR JUDICIOUS EFFORTS WIIJ.. SERVE. US FAR BETTER NEITI-iER ADDING TO 

INA..ATION OR mNTRIBt.rrING TO CONDITIONS IN THE CREDIT MARKETS THAT MIGHT 

HARM PROSPECTS FOR SUSTAINED ECOta'-1IC RECOVERY, 

St.cH A COURSE FOR rffiETARY POLICY \\OLLD BE CONSISTENT Wilrf fvOIERATE 

CONTINl£D ECOf\OMIC EXPANSION, OBVIOUSLY, Ha\lEVER, tmETARY POLICY IS ONLY 

ONE ~ENT IN 0t.R ECONOMIC POLI C>{ MIX, THE Ft.m.JRE COURSE OF lHE ECONOMY 

ALSO DEPENOO CRITICALLY ON THE RESOLUTION OF TiiE U~CERTAINTIES SURROlJIDING 

GOVERrff:NT POLICIES ON ENERGY, TAYATI0N AND REGt.lATIONS, THE ISSUES IN 

11-{)SE AREAS OF ECOf\OMIC POLICY i,«Jll.D TAKE A LONG SERIES OF DISCUSSIONS TO 

COVER, F-oR 11-IIS EVENING, LET ME SIMPLY SAY, TI-IAT IF WE ARE ALSO JUDICIOLS 

IN SETTING SOUND ECONC'J-'lIC POLICY OUTSIIE "THE fvONETARV SPHERE, WE St-DlLD BE 

ABLE OVER THE YEARS AHEAD TO LET rvtlNETARV POLICf LEND ITS Flll WEIGHT TO 

CONTINl£D PROGRESS IN OUR FIGHT TO RETURN TO ECOmMIC STABILITY, 
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