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I AM PLEASED TO HAVE BEEN INVITED TO SHARE THIS VERY PLEASANT EVENING 

WilH YOU, I'VE GREATLY ENJOYED THE OPPORTUNITY TO GREET SOME OLD FRIENDS 

AND Ml\KE Sav\E NEW ONES, IN SUCH AMIABLE COMPANY AND ATTRACTIVE SURROUND

INGS IT SEEMS AIJ1)ST AS~ TO RISK 001AGING THE SPIRIT OF THE OCCASION 

WITH A TALK ON WEIGHTY ECOf\OMIC ISSUES, I 'VE NOTICED, AS I'M SURE YOU 

HAVE, THAT FACES TAKE ON A SERIOUS LOOK WHEN THE CONVERSATION TURNS TO 

INFLATION, 11--IE VALLE OF THE IOLI.AR IN INTERNATIONAL MARKETS, TAXES, OOVERN

MENT REGLlA TI ON AND s lMI LAR PROBLEMS. THESE ARE SERI ous I ssUEs. Bur 

SERIOUSNESS NEED NOT BE EQ~TED Will-I GLOOM,· AND WHH~E DEALING Will-I SERIOUS 

SUBJECTS TONIGff, J OON'T INTEND TO BE GLOOMY, 

CERTAINLY ECONOMIC PROBLEMS EXIST IN ABUNDl\NCE IN OUR SOCIETY. WE ARE 

SUFFERING FROM INFLATION AND OVERREGULATION, POCKETS OF POVERTY STILL EXIST, 

EcoNOMI C OPPORTUNITIES ARE STILL FORECLOSED UNNECESSARILY I Jlt.4o THERE ARE MANY 

OTI-IER PROBLEMS, Au_ ARE REAL. r•'ll\NY ARE IMPORTANT, SoME ARE URGENT, Bur 

WE CAN TACKLE THESE PROBLEMS WITH ~'DRE CONFIDENCE AND fvORE ZEST, IF WE tX> 

NOT CONFLSE LACK OF PERFECTION WITH A LACK OF PROGRESS OR WITH AN ATTITUDE 

THAT WE ARE SECOND RATE, 

WE HAVE MADE PROGRESS, WE ARE NOT SECOND RATE, NoNE OF US SHOLLD 

FORGET NOR SHOULD WE BE SHY ABOLIT STATING THAT WE LIVE IN AN ECONOMIC SOCIETY 

OF TREMENOOLS STRENGTH AND VITALITY. WE HAVE ACHIEVED A LEVEL OF f'w'V\TERIAL 

WELL-BEING l.f\JDREAMED OF EARLIER AND STILL ONLY DREAMED OF TOD.t\Y IN 90 PERCENT 

OF THE WORLD, ANIJ THIS HIGH LEVEL IS STILL RISING, Bur EVEN MORE SIGNIFICANT 

TI-IAN THE DIRECT fv\l\TERIAL &\INS HAVE BEEN THE OPPORTUNITIES THAT HAVE BEEN 

PROVIDED BY ECOt\OMIC GROWTI-f FOR THE LEISURE TIME TO ENJOY THE FRUITS OF OUR 

EFFORTS AND TO ENGAGE t'ORE FULLY IN A RI CHER VAR I ETY OF CULTURAL AND . 
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RECREATIONAL PURSUITS, OUR ECONOMIC PERFORMl\NCE HAS PROVIDED NEW DIMENSIONS 

OF I NDI VI D~L DIGNITY AND ENIEA \OR, AND IN SPITE OF OUR PERSONAL AND BUS I NESS 

DIFFERENCES WI TH THE ECONQ'vlI C POLICIES OF OUR ELECTED REPRESENTATIVES IN THE 

U)NGRESS AND SLCCESSIVE RESIIENTS OF THE WHITE HousE, w'E STILL SUPPORT WITH 

VIGOR AND CONVICTION THE POLITICAL AND ECONOMIC STRUCTURE WITHIN WHICH WE LIVE, 

I OON'T EMPHASIZE THE REMARKABLE STORY OF JlMERICA'S ECONOMIC GROWTH 

BECAUSE I SOMEHOW FEEL YOU DJN'T UNDERSTAND OR SUPPORT THIS VIEW, l KNOW YOU 

00, AND I OON'T EMPHASIZE THIS PROGRESS THAT IS UNIQUE IN HISTORY IN TI-IE 

SPIRIT OF SMUG SELF-CONGRATULATION, NoR 00 I, IN A SPURT OF EXCESSIVE CONFI-

IENCE, FEEL THAT lHIS IS A NATURAL AND INIESTRUCTIBLE STATE OF AFFAIRS THAT 

OBVIATES AtN NEED TO ft,DffiESS THESE PROBLEMS-THAT THEY WILL SOMEHOW BE SOLVED 

WITHOlIT OUR ACTION, 

1 EMPHASIZE OUR STORY OF Sl.CCESS BECAUSE IT IS INDICATIVE OF HOW MUCH 

WE CAN ACHIEVE IF WE PURSUE WISE POLICIES FOR PERSERVING AND CULTIVATING THE 

FORCES OF PROGRESS. AND THAT LEADS ME TO MY TOPIC FOR TONIGHT--ECONOMIC 

POLI CY~AKI NG IN TI-IE UN I TED Sr A TES, THAT, OBVIOUSLY, IS A BROAD BUT INTEREST-

1 NG AND OiALLENGING TOPIC, Is IT FAR TOO BROAD AND HEAVY FOR SUCH A FINE 

EVENING? l HOPE NOT, Blff J THINK THAT THERE ARE A FEW TI-IINGS TI-fAT MIGHT BE 

SAID AND SHOULD BE SAID, 

l HAVE HAD THE OPPORT~ITY, OVER MANY YEARS, TO HAVE BEEN IN'vULVED IN 

ONE WAY OR ANOTHER WITH fvOST SIDES OF THE ECONOMIC POLICY PROCESS. AT lliE 

TREASURY AND AS DI RECTOR OF THE BUREAU OF THE BUDGET IN GOVERNMENT'S SPEND! NG 

AND TAXING DECISIONS, Nm1 AT THE FED IN THE DECISIONS WHICH INFLUENCE THE 

Afv'DUNT OF tvONEY AND CREDIT IN THE ECONOMY, IN THOSE YEARS I HA VE SEEN OOOD 

ECONOMIC POLICIES MADE AND IMPLEMENTED, I HAVE SEEN BAD ECONOMIC POLICIES 

fv\l\DE AND IMPLEMENTED, I HAVE BEEN ON BOTH TI-fE GIVING AND RECEIVING END OF 

CRITICISM ABOUT ECONOMIC POLICY, NEITI-iER l NOR OTI-iER POLICYML\KERS FIND 

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



-3-

CRITICISM DISTURBING-UNCOMFORTABLE PERHAPS, BLIT NECESSARY AND FRUITFUL IN 

THE FRAMING OF ECON(l,11C POLICY IN A DEi"OCRATIC SOCIETY, BLIT J HAVE NEVER 

IOOWN ECOf'OMIC POLICY TO BE OTHER 11-tAN WELL-INTENTIONED, IN PROSPECT OR 

IN ACTION, SOME POLICIES ARE, IN MY VIEW, MISGUIDED, INCORRECT BECAUSE OF 

A FAULTY INTERPRETATION OF THE FACTS, NOT COGNIZANT OF THE SIDE EFFECTS OR 

DIFFERING FRav1 MY VALUE JUIX:JvlENTS ABOUT NEED OR IMPORTANCE, Bur STILL THEY 

REPRESENT AN HONEST EFFORT TO ACHIEVE GREATER WELL-BEING FOR OUR CITIZENS, 

THE THING THAT STANDS OUT IN MY EXPERIENCE, HOWEVER, IS OOT lliE 

CRITICISM OR THE WRANGLING ABOlJf APPROPRIATE ECONCJvlIC POLICIES OR 11-tE 

DISAGREEMENTS ABOUT THE LIKELY PERFORML\NCE OF A PROGRAM, IT IS SOMETHING 

THAT IS AIJIOST DECEPTIVELY SIMPLE ABOlff OUR ATTITUDES TOWARD ECOOOMIC POLICY 

AND POLIC~KERS IN THIS COLNfRY, AND THAT IS THE GREAT IEMC\NDS ON AND AT 

TI-IE SAME TIME THE GREAT FAITH PLACED IN ECONOMIC POLICYMAKERS IN THIS SOCIETY, 

WE EXPECT FAR TOO Ml.CH OF lHEM! 

Y€ EXPECT TOO MUCH FROM THE POLI CYW\KERS BECAUSE WE EXPECT TOO Mu:H 

OF THE ECQNCW(, WE Ht\VE Sl.CH AN ENORt'OUS CONFIDENCE IN OUR ECONOMIC Ml\CHINE 

TiiAT WE EaIEVE THAT IF POLICYMAKERS IN GOVERf'lvlENT WJULD ONLY APPLY THEM.SELVES 

WITH SUFFICIENT SKILL AND INGENUITY TO lHE SOLLITION OF PROBLEMS, 11-IEN ALL THE 

PROBLEMS WILL BE SOLVED, W-iEN WE EXPERIENCE DIFFICULTIES, WE CONCLUDE ll-lAT 

WE HAVEN'T HARNESSED OUR ECOr-,JOMIC ENGINE PROPERLY, 

WE INDEED HAVE AN AML\ZING ECONOMIC ENGINE, Blff CAN WE REALLY SATISFY 

EVERY INDIVIDJAL, EVERY GROUP, EVERY SECTOR OF OUR SOCIETY? AND CAN THE 

ENGINE PROVIDE FOR INSTANT GRATIFICATION OF ALL? OF COURSE NOT, OBVIOUSLY, 

IT CAN'T, EVEN OUR ~VELOLS ECONOMIC MACHINE HAS PERFORMANCE LIMITATIONS, 

~ IF THE PUBLIC, 11-IROUGH ITS ELECTED REPRESENTATIVES, ASKS THE POLICYMAKER 

TO CONCOCT THE PROPER SETTING TO ACHIEVE EVERYTHING AT ONCE, 11-fE PUBLIC HAS 

ASSIGNED HIM AN IMPOSSIBLE TASK, IlISILLUSIONl"ENT IS INEVITABLE, 
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THE TENDENCY FOR ASPIRATIONS TO OUTSTRIP TI-IE ABILITY TO ACHIEVE 11-IEM 

ISN'T A NEW PROBLEM FOR INDIVIDUALS OR FOR GOVERN"lENTS, Bur IT HAS TAKEN 

ON ADDED SERIOUSNESS IN RECENT YEARS, foR MUCH OF OUR HISTORY AS A NATION, 

TI-E CONSTRAINTS UPON OUR GROtmt--THE SCARCITY OF RESOURCES TO PRODUCE GOODS 

AND SERVICES--SEEf'I\ED UNIMPORTANT, RESOURCE LIMITATIONS HAfVIPERED US ONLY FOR 

SHJRT PERIODS OF TIME WHEN, FOR EXAMPLE, THERE WAS A CROP FAILURE, OR WE 

WERE FORCED TO SHEPHERD OUR RESOURCES CAREFULLY FOR SOMEWHAT LONGER PERIODS 

DURING Ml\JOR WARS, Bur IN THE LATTER CASE, 11-IE PUBLIC GOAL WAS CLEAR AND 

THE APPROPRIATE ALLOCATION OF RESOURCES WAS CL.EAR--TO WIN THE WAR, 

.Bur THE CONCERN WITH LIMITATIONS TO OUR RESOURCES AND, THUS, OUR 

ABILilY TO fv'EET EVERY NEED WAS f\DT PROMINENT EVEN AS RECENTLY AS THE MID-
... 

SIXTIES, IT WAS OBVIOUS IN TiiE 11
GLtJS

11 AND 11BlITTER" APPROACH TAKEN DURING 
·- -

- . 

11-tE VIETNAM WAR AND THE "GREAT Soc1 ETY" OWS, THAT MAJORITY PUBLIC OPINION 

AND fvV\NY POLICYMt\KERS BELIEVED THAT WE HAD FEW CONSTRAINTS. 

THE Lr-JMISTAKABLE SIGNS OF THE SURGE OF PUBLIC EXPECTATIONS TO OUTRUN 

REALITIES BEGAN TO EMERGE Wl1H FORCE IN THE LATE 60's, PRICES BEGAN TO RISE, 

Bur SEEMINGLY UNDAUNTED WE K>VED AHEAD AS A SOCIE1Y TO IMPROVE THE QU\LITY 

OF LIFE, ExAGGERATED ENVIRONJvlENTAL CONSIDERATIONS OR EXTREME FORMS OF REGU

LATION-OFTEN POSING UNIER THE FLAG OF SAFETY, CONSLM:R PROTECTION, OR OPEN

NESS IN GOVERNMENT--EM::RGED, THESE "NEEDS" OR OBJECTIVES UTILIZE SCARCE 

RESOURCES TOO AND FREQUENTLY ALSO PUT ADDITIONAL CONSTRAINTS ON THE SUPPLY 

OF RESOURCES, 1-bw MUCH OF THE Ml\SSIVE NEW INVESTMENT BY AUTO COMPANIES WILL 

BE FOR NEW CAPACITY? How ML.Oi TO fvEET FEDERAL REQUIRB"ENTS? VERY LITTLE 

TO EXPAND OUR SUPPLY OF PHYSICAL CAPITAL, I'M AFRAID, THESE 11QU\LITY11 OB

JECTIVES HAVE PRICE TAGS TOO. Bur FEW OF THESE COSTS HJ\VE EVER BEEN COMPUTED, 

LET ALONE PLACED IN THE PUBLIC ARENA WITH SOMEONE ASKING, "IS IT WORTH THE 

COST: WHAT WILL YOU BE WILLING TO GIVE UP?" 
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AND WHILE WE HAVE ADIED TO OUR SHOPPlNG LIST, OUR SUPPLY OF RESOURCES 

HAS BEEN GROWING LESS RAPIIl..Y. THE t'OST OBVIOUS RECENT EXAMPLE HAS BEEN THAT 

OF OIL. IT IS ONE OF THE CLEAREST EVIDENCES OF TiiE LIMITATIONS ON Arv1ERICAN 

AFFLUENCE, FoREIGN OIL NOW SUPPLIES 40 PERCENT OF OOMESTIC DEMAND. A MAJOR 

ENERGY SOURCE WHICH HAD HELPED TO BUILD A GREAT ECONOMY IS NO LONGER "CHEAP," 

SIMILARLY, THE SOURCES OF MANY RAW MATERIALS ARE INCREASINGLY DIFFICULT 

TO FIND AND, TiiEREFORE, flORE EXPENSIVE, THE RICHEST KOOWN I.EPOSITS HAVE 

BEEN EXHAUSTED, THE INCENTIVES TO EXPLORE FOR f'IORE SOURCES HAVE BEEN SEVERELY 

BLUNTED-OUR EXPENDITURES ON RESEARCH AND DEVELOPMENT ARE LAGGING BADLY, 

~Wrf OF US RECOGNIZE THE NEED FOR Ml\KING CHOICES IN HOW WE UTILIZE OUR 

SCARCE RESOURCES, Bur, SADLY, MANY OTHERS 00 NOT. J\No THAT IS A VERY 

SERIOUS ~ATTER l'OT ONLY FOR OUR ECOf'OMIC STABILilY BUT ALSO FOR OUR POLITICAL 

STABILllY, lF LARGE SEGri:NTS OF OUR SOCIETY FAIL TO RECOGNIZE 11-IAT AVAILABLE 

ECONOMIC P~SOURCES FORM A CONSTRAINT UPON NATIONAL ABILITIES TO MEET OUR GOALS 

TI-fE GAP BETwEEN EXPECTATIONS AND REALITIES WILL GROW WIDER AND WIDER, THE 

WIDER T~c GAP, THE GREATER THE PUBLIC WAILING, THE GREATER THE IEMANDS FOR 

GoVERtt-£NT ACTION, THE t'ORE INTENSE THE DEBATE AND THE GREATER THE LIKELIHOOD 

OF INEF:-tCTUl\L-OR, WORST, INAPPROPRIATE--ECOt-OMIC POLICIES, 

IT ISN'T TOO DIFFICULT, THEN TO Ml\KE A CASE FOR THE NEED TO MAKE CHOICES, 

Bur Mi\KING THEM WON'T BE EASY, tbT EVERYONE IS GOING TO BE SATISFIED, THE 

SIZE OF THE PIE IS NO LONGER GROWING AS FAST AS WE WOLLD LIKE, As A RESULT, 

ARGUMENTS OVER THE APPROPRIATE SIZE OF EACH SLICE WILL BECOME MOCH fVDRE FIERCE, 

WE ARE BEGINNING TO Il:VELOP SOME TECHNIQUES FOR Ml\KING PUBLIC POLICY 

Q-IOICES, WHEN I WAS DIRECTOR OF THE BUREAU OF 1HE BUDGET IN 1969-70, WE MAIE 

lHE FIRST ATTEMPT TO DISPLAY IN 1HE FEIERAL BUDGET OOCLMENT THE PRIORITIES OVER 

THE 5 YEARS AHEAD WITHIN TI-IE FEDERAL tOVERNJ'lfNT ITSELF, EMPHASIZING THE SHORT

AGE OF RESOURCES RELATIVE TO CLAIMS AND TI-IE ALLOCATIVE IMPACTS OF ALTERNATIVE 
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DECISIONS. THIS IS THE 1YPE OF MATERIAL THAT MUST BE AVAILABLE AND EXPANDED 
. . 

IF WE ARE TO WORK T™ARD THE "BEST' PLBLIC POLICY IECISIONS, 

f"hRE RECENTLY, 11-tE Netl BUD3ET PROCEDURES IN WASHINGTON ON 11-iE LEGISLA

TIVE SIIE HAVE BEEN INSTITlJil:D. THE CoNGRESSIONAL BUDGET OFFICE PROVIDES A 

PROCEDURE TO IMPROVE THE FEDERAL GOVERNMENT'S APPROACH TO PLANNING NATIONAL 

PRIORITIES, IN ITS f'IOST IIEAL FORM, THE PROCESS WOULD CONSTRAIN THE SPEND

ING TOTALS TO AVAILABLE RESOURCES ON THE BASIS OF PRIORITIES SET BY A DErvn

CRATIC PROCESS, AFTER ALL, TiiE PRESIDENT'S BUDGET IS ONLY HIS OWN PLAN ON 
. . \ . 

BEHALF OF 11-IE b<EctrrIVE l3RANcH OF &1VERNMENT, IT IS THE CoNGRESS TiiAT 

APPROVES IT OR TEARS IT APART, THE PRESIDENT FINIS THAT 00 PERCENT OF HIS 

BUDGET SPENDING IS SET IN CONCRETE BEFORE 11-IE NEW FISCAL YEAR EVEN BEGINS, 

ONLY TI-IE CoNGRESS CAN CHANGE THAT, 

Bur CLEARLY WE HAVE t-OT AS YET LEARNED HOW TO MAKE THESE CHOICES EASILY, 

SEVERE DISAGREEMENTS ERUPT ABOur THE RELATIVE IMPORTANCE OF VARIOUS OBJECTIVES, 

THERE ARE DIFFERENCES OF VIEW AS TO APPROPRIATE TACTICS AND STRATEGIES, THESE 

DIFFERENCES BECOME POLITICAL CONFLICTS. Wrn-1 OUR MASS MEDIA TRYING so 

EARNESTLY TO 
11

EDUCATE
11 

EVERYONE ABOITT "EVERYTHING" PARTIALLY INFORr£> OR MIS-. . 

INFORMED PUBLIC l:EBATE CREATES NEW WAVES OF CONFUSION, 

OUR INABILITY TO TRIM OUR PUBLIC SH:>PPING LIST TO THE RESOURCES AVAIL-

ABLE HAS, OF COURSE, INFLATIONARY IMPLICATIONS. lT IS THE TRADITIONAL EXPLANA-

TION FOR INFLATION. OUR TOTAL IESIRES FOR GOODS AND SERVICES EXCEED THE REAL 

SUPPLY OF THE OOODS AND SERVICES. THAT INFLATION IS STILL STRONG TODAY EVEN 

lliOUGH THERE MAY BE SOfv'E ll'JUSED LABOR AND CAPITAL AVAILABLE OOES NOT INVALI

Ill\TE THIS PHENOMENON AS lliE Fl.t-JOOENTAL FACTOR RESPONSIBLE FOR INFLATION, 

To A LARGE EXTENT, WHAT WE ARE SEEING TODAY IS A CARRYOVER FROM OUR EARLIER 

PERIODS OF EXCESS, THROUGi OUR BUILT-IN OR AUTavlATIC COST OF LIVING ADJUST

MENTS AND THROUGH A HEIGHTENED SENSITIVIlY TO "EXPECTED INFLATION" BECAUSE 

OF OUR PAST PERFORMt\NCE, WE HAVE TIED, MJRE THAN EVER BEFORE, P8S.I INFLATION 

TO FlITURE INFLATION, 
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/JND NOW CONFRONTED BY ADDITIONAL PRICE PRESSURES FROM FOOD AND THE 

PROSPECT OF LARGE AND STILL GRCMING GOVERNMENT DEFICITS, THE PRESSURES ON 

PRICES APPEAR TO BE MJUNTING, PUBLIC AWARENESS OF INFLATION HAS INTENSIFIED, 

THE URGENCY OF TAKING APPROPRIATE STEPS HAS BECOME f"DRE OBVIOUS, 

IT IS APPROPRIATE THAT WE TAKE STEPS TO COMBAT INFLATION, Ir IS AN 

INSIDIOLE AND EVIL M:JNSTER, IT AFFECTS THE RATE OF RETURN ON PHYSICAL CAPITAL, 

Ir DISTORTS THE ALLOCATION OF RESOURCES, Ir PRODUCES BIASES IN OUR CONSLW-

TION AND INVESTMENT PATTERNS, IT REDUCES THE INCENTIVES FOR BUSINESSES TO 

INVEST AND FOR INDIVIIlJALS TO SAYE, IT MEANS LOWER FlITURE REAL INCOME--LOWER 

SUPPLIES FOR OOODS AND SERVICES, 

Btrr AS WE TURN OUR ATTENTION TO TI-IE POLI CYMt\KERS, TO lHOSE WHO MUST 

f'IOVE TI-IE LEVERS, AND SET 11-iE CONTROLS ON OUR ECONOMIC fv1ACHINE, WE SI-OULD BE 

AWARE THAT WE C/1,N .ONCE AGAIN ASK TOO MUCH OF THEM--EXPECT TOO MUCH, fvbsr 

IMPORTAN11_Y., roN'T EXPECT TO BE ABLE TO WHIP INFLATION OVERNIGHT, Ir WILL 

BE DIFFICLLT, IF OOT IMPOSSIBLE, TO MAKE SHARP IMPROVEMENTS QUICKLY IN THE RATE 

OF INFLt.TION, WITH A LARGE PART OF OUR PRICE INCREASES LOCKED IN FROM PRE

VIOUS PE?.IOIS, EVEN ATTEMPTS TO SEVERELY RESTRICT OUR DEMAND FOR GOODS AND 
. . 

SERVICES WILL HAVE LIMITED EFFECTS, flND WE WILL HAVE 00 CONTROL OVER SUPPLY 

PRICE INCREASES SUCH AS THOSE lHAT MAY COME FRavl FOOD OR OIL WHEN THEY ARE 

THE RESULT OF WEATHER OR OP'r:C IECISIONS THAT WILL FEED BACK INTO THE GENERAL 

PRICE LEVEL, 

fbR SH:>ULD WE EXPECT 11-tAT THE CORRECTION OF THE INFLATION PROBLEM IS 

A SIMPLE TASK OR THAT ONE ECOf'OMIC POLICY ACTION CAN 00 THE ENTIRE JOB, l 

OBVIOUSLY HAVE IN MIND THE VIEW THAT INFLATION IS A t'ONETARY PHENOMENON, THAT 

SINCE IT IS THE RESLLT OF TOO MUCH t'ONEY CHASING TOO FEW OOODS, t-'DNETARY POLICY 

CAN cur BACK lHE StPPLY OF fv'ONEY IN THE ECONOMY AND "SOLVE" THE INFLATION 

PROBLEM, 
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I CERTAINLY AGREE THAT f'IONETARY POLICY IS lrfl)RTANT, Bur ALONE IT CANNOT 

SOLVE AN INFLATIONARY PROBLEM TiiAT HAS lTS ROOTS IN WANTING JvORE FROM THE 

ECONOMY THAN THE ECOf'OMY CAN DELI VER, WE WOULD BE ASKING MJNETARY POLI CY TO 

00 SOMETHING THAT IT IS NOT DESIGNED TO oo--ro MAKE THE CHOICES AS TO THE 

PRIORITIES FOR SPENDING TO LIVE wrn-HN OUR MEANS lHAT THE SOCIETY, IN GENERAL, 

AND THE ELECTED REPRESENTATIVES, IN PARTICULAR, ARE l™ILLING OR UNABLE TO 

00, rbNETARY POLICY WORKING AS IT OOES BY INFLUENCING TI-fE Sl.PPLY OF fvONEY 

AND CREDIT IDES NOT AFFECT THE ECONOMY EVENLY, SoME PARTS OF THE ECOt{)M'( 

ARE HURT f'IORE' THAN OlHERS, AND IT SHOlLD BE QUITE CLEAR TI-iAT THE DISTRIBU

TION OF EFFECTS MA.Y NOT BE WHAT THE SOCIETY WANTS AT LEAST ON THE BASIS OF 

PLBUC AND CoNGRESSIONAL OLITCRIES, 

THE CURRENT CONCERN WITH THE EFFECTS OF SOME TIGHTENING OF r--DNEY 
. . . 

POLI CY ON HOUSING IS AN OBVIOUS EXAMPLE, THE fEIERAL RESERVE, M:lVI NG AS IT 

Mt.ST TO FIG-IT INFLATION, HAS BEEN t'ORE RELUCTANTLY SUPPLYING RESERVES TO 

THE BANKING SYSTEM, INTEREST RATES HAVE RISEN, AND WITH HIGHER INTEREST 

RATES FOR 1REASURY SECURITIES, lHE FLOWS OF f'IDNEY TO SAYINGS AND LOAN 

ASSOCIATIONS AND MLITU\L SAVINGS BANKS HAS SLOWED, r1>RTGAGE INTEREST RATES 

HAVE RISEN AND THE AVAILABILITY OF r-r>RTGAGE CREDIT HAS BEEN REDUCED, IHE 

RESPONSE FROM t¾NY IN OUR SOCIETY IS CLEAR-\~ ARE CHO KI NG OFF FUNDS FOR 

11-IE VITAL AND IMPORTANT HOUSING Ml\RKET, 

SLPPOSE FOR A rvt>MENT TiiAT ~NETARY POLI CY WERE TO CARRY THE ENTIRE 

LOAD IN THE INFLATION BATTLE, lN THE FACE OF STRONG INR..ATIONARY PRESSURES, 

FURTI-IER TIGHTEN I NG WOULD BE REQUIRED. Hous I NG WOULD BE HIT HARDER, OTHER 

PARTS OF THE ECOt{)M'( PERHAPS SMc\LLER BUSINESS FIRMS WOULD BEGIN TO FEEL THE 

PINCH AND THEN STILL 011-lERS, Btrr THE ONE BORRQAIER THAT hOULD NOT, WOULD BE 

THE GOVERNMENT, IT CAN PAY THE INTEREST RATES REQUIRED, THE AVAILABILITY 

OF CREDIT TO IT IS NOT cur OFF, 
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Ir 11:PRESSES t-E TO CARRY THIS SCENARIO EVEN FURTHER, lT SHOULD BE 

OBVIOLG THAT PRIVATE BUSINESSES AND INDIVIDUALS WILL CARRY THE BURIEN, IHE 

CH:lICE AS TO HOW WE WILL USE OUR SCARCE RESOURCES WILL HAVE BEEN Mt\IE AS IT 

MUST, Blrr IS THAT THE WAY TO M~KE THE DECISION? lT CERTAINLY ISN;T! 

BUT 11-IAT MEANS 11-iAT WE WILL HAVE TO MJ\KE SOME HARD CHlICES IN OUR 
. . 

PUBLIC SPENDING AND TAXING POLICIES. FISCAL POLICY WILL HAVE TO CARRY A ' 

LARGER PART OF THE ROLE OF FIG-ITING INFLATION, THE GOVERNMENT WILL HAVE 

TO f"OIERATE SPENDING-REDUCE OUR fEIERAL DEFICIT, THROUGH OUR ELECTED 

REPRESENTATIVES, WE WILL HAVE TO Il:CIDE WHAT 11-fINGS ARE t'ORE IMPORTANT, 

As A SOCIETY WE WILL HAVE TO SACRIFICE SOME OF OUR DESIRES AND Pu\NS IF WE 

HOPE TO REDUCE INFLATION, 

I A'vt SOMEWHAT QiEERED BY THE REPORTS TI-fAT 11-IE A1Jv1INISTRATION MAY BE 

CONSIDERING A CHANGE IN ITS TAX REDUCTION PROGRAM BRINGING THE TAX REDUCTION 

IOWN TO S20 BILLION AND DEuWING ITS EFFECTIVE DATE, f'br THAT 1 PREFER 

HIGiER TO LlJt./ER TAXES IN A SELFISH SENSE, BUT BECAUSE THE POLICY OOES LEAN 

IN TrlE DIRECTION OF IMPROVING OUR SPENDING AND TAXING RELATIONSHIP. 

I SAID THAT AT THE OLITSET n-tAT A SERIOUS TOPIC NEED OOT BE GLOOMY, 

I HOPE TriAT YOU IX:>N'T VIB'v MY REM.ARKS AS A GLOOMY VIEW OF OUR ECOOOMIC CON

DITION, I AM CAlITIOUSLY OPTIMISTIC THAT WE CAN MJ\KE PROGRESS TOWARD REDU-

CING THE RATE OF INFLATION, Ir WILL BE SLOW PROGRESS, Ir WILL ENTAIL SOME 

SACRIFICE, Bur l THINK THAT THE PUBLIC IS BEGINNING TO UNDERSTAND THE li()RRIBLE 

COSTS OF INFLATION AND 11iE NECESSARY DICOMFORTS OF CORRECTING IT, I ONLY 

HOPE TI-IAT THE POLITICAL RESOLVE i\lHIQ-f MUST FLOW FROM THE PUBLIC'S CONCERN 

WILL NOT WILT AT THE FIRST SIGJS OF SACRIFICE, 
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