
. . . . . . REMA.BKS- OF MR I ROBERT . p I MA YQ 
. ---PRESIDENT, t-EIERAL RESER\/f:: BANK OF CHICAGO 

AT THE 0-HCAGO CHAPTER OF .THE NoRlHWESTERN UN IVERS ITV 
Ml\NAGEM~NT ALLMNI Asso~TION 

NOVEMBER 17, 19// 

r AM pl£AsED ro HAVE BEEN nNrTEo To JOIN vou roDAv. As s0v1E oF vou 
. . ... . . . . ~. - . . 

MAY KNCM, P:oB STROTZ, PRESIDENT OF NORTI-ftlESTERN IS DEPlITY 0-tAIRMAN OF MY 

BoARD OF DIRECTORS, So ALTHOUGH l Af-1 NOT .LN ALLMNUS OF NORTHWESTERN, MANY 

OF MY CLOSE FRIENDS AND ASSOCIATES ARE, AND I OBVIOUSLY HAVE MANY CLOSE 

TI ES WITH YOUR Al.JvlA Mc\ TER. 

I PM PLEASED TO HAVE THIS OPPORTUNITY m TALK WITH YOU FOR_ANOTI-IER 
. . . -

REASON AS WELL, fuID 11-IAT IS, IT GIVES ME A CHANCE TO CORRECT WHAT I CONSIIER 
. .. . . . . 

TO BE SOME OF lHE MISINTERPRETATIONS IN THE PRESS AND ON 1V AND RADIO ABOITT 
. - ~ . . . - . 

SEVERAL CURRENT ECONa'-iIC ISSUES~IN PARTICULAR THE BEHAVIOR OF THE FEDERAL 
. . . -

RESERVE SYSTEM, 

As BUSINESS PEOPLE WITH A KEEN INTEREST IN ECONOMIC AFFAIRS YOU ARE 

CERTAINLY AWARE THAT SIGNIFICANT DISAGREEMENTS HAYE APPEARED Ar1.)NG ECONOMIC 

ANALYSTS AS TO THE STRENGTH OF lHE CURRENT ECOOOMIC EXPANSION.- ITS SUSTAIN

ABILITY ON INTO 1978, 11-iE PROPER COURSE FOR ECONOMIC POLI CY IN GENERAL AND 

THE FED'S ROLE IN PARTICULARe THIS IS A VERY LARGE SET OF CONCERNS WHICH l 

OBVI Ol.SLY CANf\OT ~PE TO COVER COMPLETELY IN A SHORT LUNCHEON SPEECH a How-

EVER, I WOll.D LIKE TO HIT SOME OF TI-IE HIGH SPOTS IN AN EFFORT TO SOFTEN 

SOME OF TI-IE DISCORJ}\NT TONES WE ARE HEARING AND TO IDENTIFY J',ORE CL.EARLY 

v-JHERE THE DIVERSI1Y OF VIE'MS REFLECT HONEST DIFFERENCES IN JUDGMENTS, 

THE Fl RST AREA OF DISAGREEMENT 11-lA T J \AKJULD LI KE TO CONS I DER IS THE 

NEAR-TERM ECONOMIC OLITLOOK--THE ECONOMIC PROSPECTS FOR THE NEXT 6 TO 9 

ffiNTHS, HERE MY JUIX:MENT DIFFERS FRCJ'v1 THAT OF A NLMBER OF ANALYSTS--OR AT 

LEAST DIFFERS FRQ\1 TI-iE EMPHASIS GIVEN TO lHEIR VIEWS IN PRESS REPORTS, l 

FEEL THAT MANY OBSERVERS TODt\Y ARE FAR MJRE PESSIMISTIC ABOlIT THE ECONOMIC 

OLITLOOK 11-IAN Is WARRANTED l 
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l SUSPECT TI-fAT MANY ARE UNCOMFORTABLE BECAUSE 11-iE CURRENT ECONOfvllC 
... - •·· '. ,.. .. .. -.• .. . ,. -· 

EXPANSION IS NOW fv[)RE THAN ThO AND A Ht\LF YEARS Oll1, THEY FEAR, lliEREFORE, 
• - • • • • N O • • 0 • -

11-iAT IN CCJ,1PARISON WITH EARLIER CYCLES IT IS AN 
11ouJ" EXPANSION, AND MAY NOT 

. - . . . . - . - . . - .. 
BE SUSTAINED MUCH LONGER, THEY BlfITRESS THIS POSITION WITH OBSERVATIONS ON 

.. ·- '·-· . ... . . . 
THE STICKINESS OF THE ll'JEMPLOYMENT RATE AT 7 PERCENT, SOMEWHAT LESS RAPID 

PERsoNAL. 1rcCM= GROWlli, THE SLOWER RATE oF REAL GNP G~WTH IN THE 11-1rRD 

QUt\RTER, THE FAILURE OF CAPITAL SPENDING ON INDUSTRIAL PLANT AND EQUIPMENT 

TO GROW RAPIILY, AND AN ABYSMAL PERFORMANCE BY TI-IE STOCK r"IARKET,-

Bur REPORTS OF THE SERIOUS ILLNESS OF THE CLRRENT ECONOMIC EXPANSION 
.. . .. - . . . . ..-

ARE Cl.EARLY EXAGGERATED, THERE IS REALLY NO BASIS FOR ARGUING THAT WE ARE 

NEAR TI-IE PEAK OF THE EXPANSION STAGE OF THIS CYCLE, OR EVEN WORSE, THAT WE 
... . . . -

ARE ALREADY IN TI-IE CONTRACTION PHASE, THE CURRENT INFORMATION FLOW OOESN 1T 

CONFIRM ITe CERTAINLY THE PACE OF EXPANSION DID SLOW IN 11-iE THIRD QUARTER, 

BtJr FROM A VERY RAPID AND UNSUSTAINABLE FIRST-HALF PACE, NATIONALLY, THE 

CONDITIONS FOR FURlliER ECONOMIC EXPANSION REM!\IN IN PLACE, 

WE ARE ALL AWARE, OF COURSE, THAT HISTORY NEVER REPEATS ITSELF EXACTLY, 

To ARGLE FOR TI-IE DEMISE OF THIS EXPANSION ON lHE BASIS OF HISTORY IS PARTI

Cll.ARLY DISCONCERTING BECAUSE THE PRIOR CIRCLJvlSTANCES WERE SO DIFFERENT FOR 

TI-ii S CYCLE e THE ~JOR ELEMENT FROM THE PAST 1HA T IS STILL CAST! NG A HEAVY 

SI-IA[(W ON OUR ECOOOMIC AFFAIRS IS THE INFLATION OF 1972-74, THERE IS LITTLE 

QUESTION THAT THIS OVERHANG HAS REDU::ED THE PACE OF THE ECONOMIC ADVANCE, 

AND IF FURTHER PFOGRESS IS NOT ML\DE IN THE FIGHT AGAINST INFLATION 1HIS OVER

HANG Will. DAMAGE US fvDRE IN THE FUTURE. Bur THE EFFORT TO GAIN CONTROL OVER 

lHE t-ONSTER AND lliE PARTIAL SUCCESS WE HAVE HAD IS LIKELY TO GIVE US A 

LONGER-11-lAN-AVERAGE EXPANSION PERIOD--IF FlJTURE ECONOMIC POLICIES ARE APPRO

PRIATELY FP.AMEDe 
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FoR lHE NEAR TERM, 6 TO 9 ffiNlHS, 11-fE PROSPECTS FOR A CONTINUED 

MJnERATE i::C0~1·c ADVANCE ARE GOOD. ALL ONE NEEI:6 TO 00 IS TO GO OOWN THE 

M-\JOR SECTORS OF OUR ECONOMY TO SEE TI-IAT THIS IS SO. 
- . ·- . -- ' ..... . .. . . . . ' 

CoNSIJv1ERS ARE STILL CONTINUING TO BUYa RErAIL SALES FIGURES HAVE 
- .. . •--.. . . . . . 

BEEN VERY GOOD& RETAILERS APPEAR TO BE PLANNING FOR A STRONG CHRISiMAS 

sEASON-. Ml.JCH OF 11-fi:: RETAIL STRENGTH 1·s IN HARD room--REFRIGERATORS·; EL.Ee-
. . . . . . .. . - .. . . . . . . 

TRIC RANGES, MlCROI/AVE OVENS AND DRYERS, INSTALMENT CREDIT IS BEING USED 

FREELY, INDICATING CONSLMER CONFIDENCE, AND THE DELINQUENCY EXPERIENCE TO 
• ► •• .. •• - •• 

DATE IS GENERALLY CONSIDERED TO BE EXCELLENT s THE 1978 CARS ARE BEING WELL 

RECEIVED, 

EVERYONE HERE Kl'JOMS THAT 1HE CAPITAL GOODS INDUSTRY HAS BEEN THE 

LAGGARD IN THIS RECOVERY, Bur CAPACITY lITILIZATION HAS BEEN INCREASING 

STEADILY. PRESSURE IS BEGINNING TO BU.ILD IN MANY CQ\'\PANIES TO START f'/0\/ING 

IN 11-IE DIRECTION OF NEW PLANT, CAPITAL OUTLAYS ARE STILL INCREASING AND WE 

THINK 11-fAT lHE PACE f'AAY HAVE QUICKENED A LITTLE IN RECENT tv'DNTiiS, 

HoUSING STARTS HAVE BEEN STRONG ALL YEAR AND WE ARE SEEING NEY/ STRENGlH 

IN THE PREVIOUSLY DEPRESSED MULTI-FAMILY SECTOR, BUILDING .PERMIT LEVELS 

SU5GEST lHAT THE STRENGTH OF HOUSING WILL CONTINUE, HOUSING ANALYSTS, EX

PECT 11-IAT STARTS IN 1978 WILL BE ABOlIT TI-IE SA1'1E AS THIS YEAR, WITH APAR1MENTS 

SOMEW-iAT HIGHER AND ONE-·FAMILY lr-JITS SC11EWHAT LOWER, RENTS ARE GRAD~LLY 

RISING TO A POINT TI-IAT IS ENCOURAGING PROt1lTERS OF NEW APARTMENT BUILDINGS. 

NONRESIDENTIAL CONSTRLCTION ACTIVITY IS IMPROVING, OFFICE BUILDINGS 

LEAD THE lPTREND BUT INDUSTRIAL BUILDING IS ALSO PICKING UP, 0LITLAYS TO 

BUILD OR REPAIR HIGI-WAYS AND HIGHWAY STRUCTURES AND TO BUILD SB\fER AND WATER 

SYSTEMS ARE RATHER STRONG. 

THESE DEVELOPMENTS SHOLLD CONTINLE INTO THE f'/ONTHS IMVlEDIATELY AHEAD, 

WHILE CONSLJvlER CREDIT HAS GROWN RAPIIl.Y, AN ANALYSIS OF lliE BURDEN OOES NOT 

SUGGEST THAT DEBT BURDENS ARE OITT OF LINE, REAL DISPOSABLE INCOME SHOUJ) 

CONTINUE TO RISE AND w-lILE l 00 NOT 11-fINK THERE WILL BE A BOOM IN CONSLMER Digitized for FRASER 
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SPENDING, J 00 EXPECT THE CONSUMER TO MAKE A POSITIVE CONTRIBUTION TO FURll-iER 

ECONOMIC GROWTH, 
. - . . . .. .. . ' . 

THE ENTIRE CAPITAL GOODS AREA IS LIKELY TO CONTRIBLITE A LARGE SHARE TO 

SUSTAl,NED EXPANsiori" FRCXVl MACHI.NE TOOLS THR0UGi HOUSING AND r-l>NRESIDENTIAL 
• • - • • a, • • ~ • 

CONSTRlCTION 11-IERE APPEARS TO BE A BA.SIS FOR EXPANSION, AND THEN IF YOU ADD 

TI-IE tiMRrf'lENT SECTOR·; STATE AND LOCAL AS WELL AS FEDERAL, WE SHOULD SEE A 
•• •• • • • ,,,. I·•• • "<• •• 

CONTINUATION OF ~DERATE EXPANSION ON WELL ·1NT0B78, 
. -- . 

THE SCENARIO OF MJIERATE AND APPROPRIATE EXPANSION INTO 1978, AT LEAST 

TO lHE EXTENT TI-IAT WE ARE TALKING ABOLIT THE FIRST HALF OF NEXT YEAR, IS NOT 
. . . ,. . 

SIGNIFICANTLY DIFFERENT FROM ll-lAT PRESENTED BY MJST OBSERVERS, JVbsr EXECLr 

TIVES AND ANALYSTS SHARE THE OPINION THAT ACTIVITY WILL CONTINUE TO GROW AT 

LEAST THROUGi lliE FIRST HALF OF 1978, THE CONCERN IS WITH TI-IE C0NTINUtffJON 

OF TI-IE EXPANSION BEYOND TI-IAT TIMEli 

I lHINK THAT IT IS IMPORTANT TO STRESS THIS POINT THAT IT IS THE FUTURE 

SOME NINE TO 1WELVE fvONll-fS AHEAD THAT IS THE FOCUS OF DISCUSSION, FAR TOO 

MANY OF THE PUBLIC corvNENTARIES HAVE IMPLIED THAT THE EXPANSION IS ALREADY 

ILL. Bur CLEARLY 1HAT IS NOT TI-IE CASE, THERE IS NO SET OF FIRM DEVELOP

MENTS OR TRENDS THAT PRE-O~IN A DECLINE IN lHE ECONOMIC ADVANCE, THE 

NEAR-2-TERM FUTURE HAS BEEN LARGELY SET BY ECONQ"v1IC FACTORS ALREADY IN PLACE, 

Bur 11-fE LONGER-TERM ECONOMIC FUTURE DEPENDS ON EVENTS YET TO TAKE PLACE

WHElHER THEY ARE EXTERNAL SHOCKS SL0-1 AS FURTiiER OIL PRICE INCREASE OR 

ANOTI-iER BOLIT OF SEVERE WEAll-fER OR INTERNAL DEVELOPMENTS SUCH AS TI-IE FORM OF 

OUR GOVERNMENT'S EaJNOMIC POLICIES, 

A SIGNIFICANT PART OF THE CONCERN FOR TI-iE LONGER TERM FUTURE MUST RE

FLECT 11-IE ELEMENTS OF UNCERTAINTY lHAT HAVE BEEN SO WIDELY DISCUSSED, BUSI

NESS MUST AIY/AYS OPERATE TO SOME DEGREE IN AN ATfvDSPHERE OF lJ'.JCERTAINTY, Bl.ff 

wrfEN lHAT UNCERTAINTY IS UNLSUALLY GREAT, IT TENDS TO DELAY EFFORTS TO r-'OVE 
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IN NEW DIRECTlONS AND TO SEIZE OPPORTUNITIES, ENERGY, ENVIRONMENTAL AND 
- - . . . _, .. . .. , . . . . 

TAXATION UNCERTAINTIES CLEARLY EXISTa AND WHILE WE MA.Y HOLD DIFFERENT VIEWS 

AS TO 11-IE PROPER SOLUTIONS TO THESE AREAS OF CONCERN, THE ESSENTIAL ASPECT 

IS NOT SO MOCH 11-IE FORM OF THE SOLUTION AS THE Kf'.OWLEDGE OF WHAT lliE RLLES 

OF THE ECONOMIC GAME WILL BE, 

IN slJGGESTING TH'1s·,· r OON'T MEAN TO IMPLY lW\T THE DIRECTION IN WHICH 
- ' .... -·. . . . - . 

WE f'IOVE IN SOLVING THESE SIGNIFICANT PROBLEMS IS UNIMRJRTANT, THAT IS SURELY 
• • ..... #. 

t{)T THE CASE, Btrr IN MAKING OUR PROJECTIO~ FOR THE FLITURE WE MUST DISTIN-

GUISH BElWEEN THE EFFECTS OF LNCERTAHffi' AND ll-lE LIKELY IMPACTS OF OUR 

ECOf'01lC POLICIES, 
- . ~ ~ . -

l AM Af"ONG THOSE, FOR EXAMPLE, THAT FEEL VERY STRONGLY ABOUT THE NEED 

TO DEVELOP EFFECTIVE ECONCJillC POLICIES FOR THE STIMULATION OF CAPITAL IN-
. . . .. . . . .. - - ., . ... . . . 

VESTMENTS. ~ l l'OTED F.ARLIER, lliERE HAS BEEN SOME INCREASE IN THE PACE OF 
.. 

CAPITAL SPENDING, THE LONGER-TERM ECONOMIC FlITURE, HO\AIEVER, DEPENDS CRITIC-

ALLY ON A CONTINUATION OF THAT SPENDING AT A SOMEYJHAT tvoRE EXPANSIVE PACE, 

FOR MANY YEARS NON WE HAVE BEEN ADDI NG LESS TO OUR PRODUCT! VE PLANT HERE IN 

THE U, Se THAN HAVE OTI-IER INDUSTRIALIZED ECONOMIES, AND WE CONTINUE AS A 

PEOPLE TO ASK, INDEED EXPECT, EVER GREATER OUTPUT AND HIG-IER LIVING STANDARDS,

ATTEMPTS TO BRING ABOUT /!, f'IORE EXTENSIVE UTILIZATION OF OUR LABOR FORCE 

WIU.. NOT MEET THJSE NEEIB WITHOlIT CAPITAL SPENDING /JS WELL, INDEED, THE 

EXPANSION OF BUSINESS CAPITAL SPENDING CAN BE THE EFFECTIVE DRIVING FORCE 

FOR THE ('1)RE EXTENSIVE.USE OF OUR LABOR FORCE, 

AND IN THE LONGER RUN, THE EXPANSION OF OUR PRODLCTIVE CAPACITY WILL 

HAVE A SIGNIFICANT BEARING ON OUR ABILl1Y TO REDUCE THE RATE OF ADVANCE IN 

PRICES, INFLATION IS OFrEN VIB41ED ONLY AS A MJNETARY PHENOMENON, Blff IT HAS 

AN IMPORTANT SUPPLY DI MENS ION AS WELL, 

Btrr TO RETURN TO lliE BASIC lliRUST OF MY REMARKS, ANOTHER REASON FOR 

ll-lE DIVERGENCE OF VIEWS ON THE LONGER-TERM OUTLOOK, APPEARS TO BE THE RESULT 
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OF DIFFERENT INTERPRETATIONS- OF RECENT FINANCIAL DEVELOPMENTS, THE ELEMENTS 

OF l.1'JCERTAIN1Y AND THE SHAPE OF ECOOOMlC POLICIES FOR THE PERIOD AHEAD ARE 

INTERlWINED, AS TI,EY AIJ,/AYS ARE, WITH DEVELOPMENTS IN 11-iE FINANCIAL MARKETSi 
. . . - . . . -- .,. . . -

f WlSH TO STRESS lHE 1NTER1WlNING OF ECONOMIC FACTORS, TI-IE INTER-RELATIONSHIP 

OF ALL THE IMPORTANT ELEMENTS lN OUR ECONOMY, IN ORDER TO EMPHASIZE THAT 

INTEREST RATES, tvDNETARY AGGREGATE GROWTH-INDEED IN A BROADER CONTEXT ffiNE~ 
- ~ . . . . - . . . .. . . 

TARY POLICY-ARE l'OT INDEPENDENT ELEMENTS OF OUR ECONOMIC LIFE, UNFORTLNATELY, 

MUCH PUBLIC DISCUSSION HAS SET t'ONETARY POLICY APART AS A UNIQLE ELEMENT 
. . ...... 

WHICH SOME~ WILL DETERMINE THE COURSE OF THE ECONOMY IN LATE 1978 AND ON 
- . . . ·- - . 

IITTO 1979, IT OOES NOT AND CAN NEVER HAVE lHAT ROLE IN OUR ECONOMY, 
. . . -

I HAVE BEEN PARTICULARLY DISML\YED BY THE EFFORTS WHICH WERE WIDESPREAD 

IN lHE MEDIA, FINANCIAL LETTERS AND ADVISORY SERVICES TO PLAY UP A CONFRON-
. - . - - -· . . 

TATION BE1WEEN THE FEDERAL RESERVE SYSTEM AND THE Arl"lINISTRATION, KJRTIJNATELY, 
.. . . - . 

THE INTENSilY OF lHE SUPPOSED DISCORD HAS BEEN REDUCED RECENTLY I Bur I SUS-

PECT 11-iAr IT t"AY BE REOPENED AGAIN. IF so, soME OF THE oowNRIGHT s1LLY 1~ 

PUCATIONS DRAWN ON OCCASION Ml\Y AGAIN EMERGE AND I THINK lHAT IT Ml\Y BE 

USEFlL FOR ME TO TRY TO CLARIFY JUST WHAT ELEMENTS ARE SIGNIFICANT, 

THE INTEREST RATE VS, MJNETARY GROWTH DEBATE IS NOT A CONFRONTATION 

BE1WEEN THE AuvlINISTRATION AND 11-IE FEDERAL RESERVE SYSTEM, THE QUESTION OF 

HO# MUOi EMPHASIS TO PLACE ON INTEREST RATES AND HOW MUCH EMPHASIS TO GIVE 

TO t'ONETARY AGGREGATES IN THE CONDUCT OF fvONETARY POLICY IS AN ECONOMIST'S 
- . . ~ . 

ARGUMENT, NOT A POLITICAL ARGLMENT, THE ECOf'OMIC PROFESSION AS A WHOLE HAS 

BEEN DEBATING TIH S ISSUE FOR MAJN YEARS, 1 T IS DEBATING lriE ISSUE TODAY 

AND J SUSPECT WILL STILL BE OOING SO MANY YEARS FROM NOW, 

THE CONCERN THAT SOME ARE EXPRESSING OOW IS THAT INTEREST RATES MAY 

BE RISING TO LEVELS "THAT MAY IMPEDE REAL ECONOMIC GRCMTH, THE ARGLJrvENT ll-lAT 

INTEREST RATES AFFECT ECONOMIC ACTIVIlY IS A REASONABLE ONE. OF COURSE THEY 

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



-7-

oo, To SAY THAT ·INTEREST RATES 00N'T MATTER 1s AS FOOLISH As SAYING 11-iAT 

THE RATE OF fvt>NE°fARY GROWTH 00EsN'T MATTER, 
. - . . . .. . . . . . , . . . 

J SEE NO EVlIENCE 11-IAT lHE lNTEREST RATE INCREASES WE HAVE SEEN IN 
- - . . . . . . - ... . . . . - .. . ~ . . - . . . .. 

RECENT r'ONTHS HAVE HARMED ECOOOMIC GROWJli. A MAJOR REASON IS THAT THE IN--

CREASES tN LONGER-TERM RATES HAVE BEEN IVDDEST AND THESE HAVE 1HE GREATEST 
. - . . . . . . - . - - . . - . . . . 

IMPACT ON DECISIONS TO SPEND OR INVEST. AT SOME POINT, OF COURSE, ATTRACTIVE 

RATES ON si-ORT-TERi-1 .l.NSTRl.MENTS, sl.JCH AS TREASURY Bills, COULD RESULT IN OLIT~ 

FLOWS OR REDlCED INFL°"S INTO CO't1ERCIAL BANKS AND THRIFT INSTITIITIONS c 

W-tnE TI.ME AND sAvrNGS FLCMs HAVE sLCMD A Bir~ THERE 1s oo EVIIENCE oF s1er 

NIFICANT DISINTERMEDIATION OR A REDU:TION IN THE ABILITY OF t,,ORTGAGE INStr.-
... . ... 

TlITIONS TO PROVIDE NECESSARY FUNDSa No ONE CAN BE CERTAIN AS TO lHE "TRIGGER" 

LEVEL OF INTEREST RATES, Blff l lliINK 1HAT WE CAN BE REASON.A.BLY CERTAIN THAT 

lliERE ARE NO IfvMEDIATE PROBLE.MS, 
.. . . - . 

Bur IN FRAMING t"ONETARY POLICf 1 11-fE tlONETARY AGGREGATES--CURRENCY 

PLUS DEPOSITS--CANOOT BE IGNORED EITHERs I AM CERTAIN THAT All. OF YOU ARE 
. . . 

AWARE OF TI-IE SCHIZOPHRENIA OF THE REPORTS ON THE FED'S ACTIONS. 0N ONE 

HAND, INCREASES IN SHORT-TERM RATES ARE REPORTED AS 11TIGt-ITENING
11 

BY THE fEDr 

Bur REPORT I NG -ON THE RAPID GROWTH OF THE f"ONETARY AGGREGATES, WE ARE TOLD 
. . . 

THAT lliE fED IS PURSUING AN EXCESSIVELY EASY f\'ONETARY POLICY,. Au. OF WHICH 

ONLY SUGGESTS, I THINK, TI-fAT THIN~ ·wol.1-D BE A LOT BETTER IF WE GOT RID OF OUR 

Sf-ORT-HAND WAY OF DESCRIBING fVONETARY POLICY AS EASY OR TIGHT-OR, AT LEAST, 

IDENTIFIED CLEARLY WHAT WAS MEANT, THE FACT IS lHAT rv'ONETARY POLICY IS NOT 

CONDt.x:TED IN TERMS OF EASE OR TIGHTNESS IN 11-IIS OR THAT VARIABLE BUT IN TERMS 

OF lHE FINANCIAL (X)NDITIONS NECESSARY TO FOSTER 11-fE SOLND EXPANSION OF THE 

ECONOMY WHILE RETURNING AS FAR AS WE CAN TOWARD REASONABLE PRICE STABILilY, 

THE t'ONETARY AGGREGATES ARE IMPORTANT BECAUSE WE FULLY APPRECIATE 

lliAT THERE IS A LINK BETI~EEN MJNEY CREATION AND INFLATION, Natl l AM NOT 

ONE WHO Will.. SLAVISHLY FOLLOW A FIXED RATE OF MJNETARY GROWTH DAY IN-DAY OUT, 
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. -

WEEK IN-WEEK OUT OR EVEN tvPN11-I IN-f"IQNTH our. IT IS IMPOSSIBLE TO OPERATE 

WITH sUCH PRECI.SION1. AND IT 1'sN'T NECESSARY lHAT WE 00 so TO ACHIEVE OUR 

GOALS FOR THE EC0NoMY·i ANn '1F YOU TR1E.n YOU WOULD CREATE SERIOUS PROBLEMS 

FOR F·1K1'AL Mt\RKETs RATHER l1iAN GAINS FOR 11-IE REAL ECOf\OMY. Bur 11-IERE IS 

NO QLESTION THAT OVER LONGER PERIODS OF TIME EXCESSIVE f'IONETARY GROWTH 

LEADS TO TROUBLE, 
- .. .. . - . . ... ~ - . . - - - . .. 

THE PACE OF r"ONETARY EXPANSION HAS BEEN ll'JLBUALLY RAPID DURING RECENT 
- . . . . . . - ... 

t'ONTI-1S, THIS IS ESPECIALLY TRUE OF ·rnE NAR~LY DEFINED rvnNEY SUPPLY <M1)-

CURRENCY PLlB Dl:Mt\ND DEPOSITS ONLY---t/HICH OVER THE PAST SIX MONTHS HAS 
- - .. .. .. -

INCREASED AT AN ANNUAL RATE OF 8.2 PERCENT~ THIS RATE OF EXPANSION IS WELL 
. - - ~ 

ABOVE 11,E FEDERAL RESERVE'S STATED LONGER-RUN DESIRED PATH, 
.. - .... 

SINCE THE RECENT EXPANSION IN TI,E fvONETARY AGGREGATES HAS TENDED TO RUN 
. .. - .... 

ABOVF. EXPECTATIONS, SYSTEM OPEN MARKET OPERATIONS HAVE BEEN DIRECTED TOWARD 
- . .,., - . . . .... 

HOLDING OOWN ON 11-IE PROVISION OF BANK RESERVES, Jusr AS ANY OTHER t'1ARKET, 

THE MJRE LIMITED AVAILABILITY OF RESERVE SUPPLIES RELATIVE TO DE~IB HAS 

MEANT TI-IAT THE PRICE OF fVDNEY-IN TI-11S CASE, THE RATE OF INTEREST--HAS GONE 
• 4 • ~ • 

UP ON DAY-TCrDAY BANK BORROWINGS FROM OTHER BANKS (FEDERAL FUNDS) AND OTHER 
. . 

VERY SHORT-TERM SOURCES OF FINANCING~ THE RATE PAID ON FEIERAL FUNDS, FOR 
. . . - -

EXAMPLE, IS UP ABOITT 2 PERCENTAGE POINTS FROM THE LOWS PREVAILING EARLY THIS 
. . 

YEAR, DlHER SHORT-TERM MARKET INTEREST RATES ALSO HAVE BEEN t'OVED UP C'..OM-
. ' . 

PARABLY, BUT ARE NO HIG-fER TODAY THAN THE 1975 AVERAGES, AND AT 11-IE SAME 

TIME, LONGER-TERM INTEREST RATES, WHICH AS J INDICATED EARLIER ARE OF MUCH 

GREATER SIGNIFICANCE TO THE REAL ECON(Xvl'(, HAVE INCREASED VERY LITTLE ON 

BALANCE, 
.... • • # .. • • • 

SoME \1-0ULD ARGUE 11-IAT THE FEDERAL RESERVE SHOULD HAYE RESPONIED f'IORE 
.. 

FORCEFULLY TO 11-fE EARLIER BULGES IN THE t'ONEY SUPPLY, INDEED, A FEW WOULD 

SAY THAT TI-fE RESERVES NECESSARY TO SUPPORT TI-IE DEPOSIT EXPANSION SIMPLY 

SHOULD NOT HAVE BEEN PROVIDED, LETTING FINANCIAL MARKETS AND THE ECONOMY 

SUFFER WHATEVER CONSEQUENCES MIGHT RESULT FR(Jv1 \'JHAT WOULD PRESl.Jfv1ABLY BE 
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A VERv sHARP R.ISE I-N INTEREST RATES.a Bur I CONTINUE TO BELIEVE THAT THE 

WISER COURSE IS TO LIMIT THE SPEED wrn-t WHICH rvPNEY MARKET CONDITIONS ARE 

ADJusm To CHANGING rvoNETARY Gm RATEs·.· r BELi.EVE lHI·s PARTLY BErAusE 

TIE t-ONETARY AGGREGAri:s-PART.i'c;ul.ARLY M1~VE PROVED RATHER CONCLUSIVELY 

TO BE 1NHERENTlY uNS-iABLE IN 1HE SHORT RlJl, PRUDENCE IN OUR ACTIONS IS 

DICTATED ALSO BY 11-IE FACT THAT lHE RELATIONSHIP BElWEEN 1HE VARIOUS MEA

SURES OF M:>NETARY GRCMTI-1 AND THE PERFORMANCE OF THE EC0I'OMY IS LOOSE AND 

VERY LNREUABLE IN THE SHORT RUN, 

You MAv HAVE SEEN soME cGt1Em-s lN 11-iE FINANCIAL PRESS TO THE EFFECT 

TiiAT t-'DNE°fARY POLI·cv-·lHE FEDERAL RESERVE-IS CAUGHT IN A "BOX,,,. Ir IS 

ARGUED ll-lAT ATTEMPTS TO RESTRAIN THE GRCMTI-1 OF THE fvDNETARY AGGREGATES WILL 

RESULT IN HlG-IER INTEREST RATES WHICH, IN TURN, WILL STIFLE TI-iE ECONOMIC 
.. . -. . . . -

EXPANSION, 0N THE OTHER HAND, IT IS ARGUEDc ALLOWING THE AGGREGATES TO 

CONTlNUE TO GROW AT EXCESSIVE RATES WILL LEAD TO INCREASED INFLATIONARY 

PRESSURES~ 
. . 

WHEN SET UP IN 11-IIS WAY; 11-IE CHOICE SEEMS EXCEPTI0l'JAU..Y DIFFICULT 

SINCE EITHER RESULT IS UNDESIRABLE, HONEVER, ntESE EXTREMES ARE l'OT THE 

ONLY Q-K)ICES AVAILABLE--IN SPITE OF 11-IEIR APPEAL TO lHE MEDIA EXCITED 

EITHER ABOUT OVER-SIMPLIFIED SOLUTIONS OR DESIRING TO STRESS CONFRONTATION, 
. . 

THERE IS NO SUCH THING AS A SIMPLE CI-OICE BElWEEN UNEMPLOYMENT AND INFLATION, 

EsPEClALLY SINCE GREATER INFLATION ALJV()ST INEVITABLY LEAf.6 TO GREATER ll'r 

EMPLOYMENT. 

RECENTLY, THE NLJ,1BERS COMING IN ON THE f'IONEY SUPPLY SUGGEST THAT SOME 
. . . 

fvODERATION IN THE PACE OF t'ONETARY GRCMTI-1 MAY BE 0CCURRINGa THE IMPACT 

OF EARLIER ACTIONS MAY BE TAKING EFFECT, IF SO, lHE EXCESSIVE RATE OF 

~'ONETARY EXPANSION Ml\Y WELL BE fvPIERATED WI1HOUT FURIBER OR ONLY M:>IEST 

CHANGES IN OUR RESERVE SUPPLYING ACTIVITY, AND THE IMPACTS ON LONGER-TERM 

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



- 10 -

RATES t"AY BE MINIML\L BECAUSE INFLATIONARY EXPECTATIONS ARE REDUCED BY 

EFFORTS TO KEEP THE MONETARY AGGREGATES ON t'ORE t'ODERATE GROWTH PAll-1S, 
.. ' •••• • 4 •· •• •• • 

SoME STANCH AD-IERENTS TO THE SO-CALLED 
11

fvONETARIST
11 

POSITION, NOTING 

THAT WE ARE ABOVE DESIRED GROWll-1 PATiiS FOR 11-IE t'ONETARY AGGREG\TES INSIST 

lHAT WE sHJLLD t-t)Vi: PROMPTL v-1 WOULD SAY PRECIPITOUSLY-TO LOWER LEVE1-s 
- ..... - . . . -

OF 11-IE t-'DNEY STOCK, THERE ARE NO GOOD ECOt«A'1IC REA.50NS FOR TAKING EXCESSIVELY 

STERN MJVES TOWARD JVONETARY RESTRAINT; THAT IS, TO ATTEMPT TO OFFSET 
. . ~ . - - . . 

lt-'MEDIATELY THE "OVERSHOOT' IN t'DNETARY GROWTH. SoMEWHAT MJRE GRADUAL 

OR JUDlCIOUS EFFORTS WI LI_ SERVE US FAR BETTER, t-EITHER ADDING TO INFLATION 

NOR CONTRIBtrrING TO CONDITIONS IN TiiE CREDIT MARKETS l}IAT MIG-IT HARM PROS

PECTS FOR SUSTAINED ECONOMIC RECOVERY( 
- .• •• - ~ - • 

SUOi A COURSE FOR tvONETARY POLICY WOULD BE CONSISTENT WITH ~DERATE 
. . . . - . -

CONTINUED ECONOMIC EXPANSION, HCMEVER, AS J INDICATED MOCH EARLIER, f'DNE-
- . - - . - .. 

TARY POLICY OOES NOT STAND ALONE IN OUR ECOf'OMIC POLICY MIX, IT CANNOT 

OFFSET TI-IE UNCERTAINTIES ARISING FROM 011-IER AREAS, IT CANOOT SUBSTITUTE 

FOR SOUND ECONOMIC POLICIES ON ENERGY, TAXATION, Ef\NIRONMENT AND REGULATION 
- .. . . 

OF ECONQ\1IC ACTIVITY, f"bNETARY POLICY IS AN tMPORTANT TOOL, IT CAN SUPPORT, 
.. . . 

lT CANNOT ALONE CREATE THE IIEAL ECONOMIC w:lRLD, THUS, IF WE ARE JUDICIOUS 

IN SETTING SOUND ECONOMIC POLICY OUTSIIE TI-IEt'ONETARY SPHERE, WE SHOULD BE 

ABLE OVER THE YEARS AHEAD TO LET fvONETARY POLICY LEND ITS FULL WEIGHT TO 

CONTINUED PROGRESS IN OUR FIGHT TO RETURN TO ECONOMIC STABILITY, 
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