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[T 1S A PLEASURE lg\:om YOU THIS MORNING TO SoksimcR WIS THE/ECONOMIC ,
Te AN Perkaps Add Seme propechive To
AND FINANCIAL SITUATION-BOTHJDOMESTIC AND INTERNATIONAL-AND TO ASSESS\THE PERIOD
AHEAD. MEETINGS SUCH AS THIS ARE IMPORTANT IN BRINGING ABOUT THE EXCHANGE OF
. Curren T
IDEAS AND OPINIONS ABOUT/ECONOMIC DEVELOPMENTS‘éO PLACE EVENTS IN THEIR PROPER
A5 busiressmen ANd Community LenderSs
PERSPECTIVESSO THAT YOUJCAN MAKE YOUR BUSINESS DECISIONS IN AN ATMOSPHERE OF
UNDERSTANDING, THE CHAMBER OF COMMERCE IS TO BE COMMENDED FOR PROVIDING SUCH

A USEFUL FORUM.

As vYou kNow, THE U.S. ECONOMY IS RECOVERING STRONGLY FROM THE DEEPEST AND
Sever <,

MOST TSBNShASRMRENN® RECESSION SINCE THE GREAT DEPRESSION OF THE 1930's. OuR OWN
(=

TROUBLES ARE LARGELY A PART OF & WORLD-WIDE ECONOMIC RECESSION., MOST OF THE
of The wweorld

MAJOR TRADING NATIONSAHAVE SUFFERED ALONG WITH US THE SIMULTANEOUS ILLS 25 fgﬁfgaif~
UNEMPLOYMENT AND THE RAVAGES OF INFLATION. EcCONOMIC ACTIVITY IN EUROPE SAGGEDA
AND THE EXTREMELY SERIOUS NATURE OF THE WORLD-WIDE INFLATION PROBLEM DURING THIS
PERIOD IS ILLUSTRATED IN THE CASE OF WEST GERMANY, WHERE EVEN THAT STRONG ECONOMY
EXPERIENCED A PEAK INFLATION RATE OF ABoUT ]0 PER CENT]QJ ONE POINT. INFLATION

IN FRANCE ROSE TO A RATE ABOVE 15 PER CENg/iND PRICE INCREASES IN GREAT BRITAIN

AND IN JAPAN REACHED ANNUAL RATES OF 35 PER CENT AT TIMES DURING THE WORST OF

THE INFLATIONARY PERIOD, IN A REAL SENSE, THEN, THE PROBLEMS OF THE U.S.

Q4ve— beins
ECONOMY WHICH WEhWRESTLED WITH/N'EREAEXPERIENCED IN NATIONS ALL OVER THE WORLD.



A RELATED INTERNATIONAL SITUATION IMPORTANT TO ALL OF US?&HETHER OR NOT WE.
loe HRve Evpen emvced.

DEAL DIRECTLY IN INTERNATIONAL MARKET%74S THE HIGH DEGREE OF FLUCTUATIONAIN THE
octors 7447 hAve ConTRibeted 75

VALUE OF THE DOLLAR. AMONG THE SIGNIFICANT ‘SSmesms/|& THE DOLLAR'S VARIABILITY
ARE THESE.
,‘{‘y a-wld-
1. s WORLD-WIDE ECONOMIC PROBLEMS/™SW PARTICULARLY THE STUBBORN INFLATION
EXPERIENCED BY MOST OF THE MAJOR INDUSTRIAL NATIONS.
2. THE GENERALLY UNEAVORABLE BALANCE IN THE UNITED STATES’ INTERNATIONAL
PAYMENTS .,
3, Two D UATIONS OF T OLLARFONE IN 1971 AN ANOTHER 1 13
430", EEYALUATIONS OF THE. DOLLAYTONE 18 1971 AW ANOTHER YN LUT5: ooy astunt i
4, o FAILURE OF THE SYSTEM OF FIXED EXCHANGE RATES WHICH HAD BEEN MAINTAINEDA

THROUGHOUT MOST OF THE PoST-WorLD WAr II PERIOD‘UNTIL THE EARLY 1970’s,
Q. Sy3tem oF
WHENAFLOATING EXCHANGE RATES REPLACED TxEm g WM{/ 26 CC

Siiam,
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IN BRIEF, THE IMBALANCE THAT DEVELOPED UNDER THE FIXED EXCHANGE SYSTEM-
T @F /T3 -7

CAPPED BY THE ENERGY CRISE}LAGGRAVATED THE PROBLEM OF U.S, BALANCE OF PAYMENTS
DEFICITS WHICH HAD BEEN OCCURRING SINCE THE EARLY 1950's. IN THE MID-1960' s//
EVEN THE TRADITION#EA_ERCHANDISE TRADE SURPLUS BEGAN TO DWINDLE UNTIL IT VANISHED
INTO DEFICIT IN 1971, FOREIGN EXCHANGE CRISES AND ASSAULTS ON U,S. GOLD RESERVES
FOLLOWE%/LEADING 70 A U,S. DECISION TO NO LONGER EXCHANGE GOLD FOR DOLLARS AT

ANY PRICE, Aug/fo THE COLLAPSE OF THE EXISTING FIXED EXCHANGE RATE SYSTEM, T[HE
FIRST DEVALUATION FOLLOWED LATE IN 1971, BUT BECAUSE THE BASIC ECONOMIC FORCES
WERE NOT PERMITTED TO CORRECT/PREVAILING IMBALANCESr/ANOTHER DEVALUATION FOLLOWED

IN 1973, FROM ALL THIS TURMOIL, FLEXIBILITY IN EXCHANGE RATES EMERGED REGWEEE

WIiTH THESE ADJUSTMENTS, THE STAGE WAS SET FOR THE DOLLAR TO”?E%LECT THE PER-

OUR
FORMANCE OF JMf DOMESTIC ECONOMY, THE DOLLAR, IN ADDITION TO ACCOMMODATING THE
STRONG(ECONOMIC RECOVERY OF THE PAST YEAR/ ALSO HAS SlSSSaE STRENGTHENED AGAINST
FOREIGN CURRENCIES IN THE AGGREGATE. IN FACT, DURING THE PAST VYEAR, THE DOLLAR
ALk oTRer

HAS INCREASED ROUGHLY 14 PER CENT IN RELATION TOAFOREIGN CURRENCIES, THEREBY RE-
COVERING MUCH OF ITS EARLIER LOSSES AGAHNST=THESE CURRENCIES. FURTHERMORE, A
SUBSTANTIAL REDUCTION IN THE RATE OF DOMESTIC INFLATION HAS BEEN ACHIEVED., As A
RESULT;I THE DOLLAR AGAIN IS A HIGHLY RESPECTED CURRENCY BOTH INTERNATIONALLY AND

DOMESTICALLY.
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AT PRESENT, WE ARE IN THE FORTUNATE POSITION OF HAVING HAD RELATIVELY STABLE
FINANCIAL MARKETS AND A MORE STABLE DOLLAR FOR SEVERAL MONTHS. THERE HAS ey
BEEN ENOUGH LIGUINITY N THE ECONOMY T FINANCE! THE HEAVY DEMANDS OF WHE TREASURY

arthe Shame
DURING THE PAST YEAR AND|TO FINANCE THE RECOVERY IN OTHER SECTORS OF THE ECONOMY.
THIS LIQUIDITY HAS BEEN MAINTAINED, DESPITE CONSIDERABLE CONTRACTION(CETIQARECENTE:7
IN THE GROWTH RATES OF THE MONEY SUPPLY AS MEASURED BY CURRENCY AND DEMAND DEPOSITS-
wevel m! plus
WHICH WE CALL M1, AIF MEASURED BYfFTME AND SAVINGS DEPOSITS, EXCLUSIVE OF LARGE
CD’s, AMONEY SUPPLY GROWTH RATES HAVE BEEN RELATIVELY HIGH FOR SOME TIME.
THERE ARE SEVERAL REASONS WHY THE RECOVERY HAS BEEN FINANCED SO WELL, DESPITE

The money Supprly as measuned bq{

THE CONTRACTION IN THE GROWTH RATES OF\GURRENMCY=AND—DEMAND-DEPUSITS, FIRST, IT

SHOULD BE POINTED OUT THAT DEMAND FOR BUSINESS LOANS HAS BEEN QUITE WEAK THROUGHOUT

THE RECOVERY TO DATE.. THUS, MANY OF THE FUNDS THAT NORMALLY WOULD HAVE BEEN USED
FOR FINANCING BUSINESS'/AS IN PREVIOUS RECOVERIESZ’WERE AVAILABLE DURING THIS RECOVERY

FOR FINANCING OTHER NEEDS SUCH AS TREASURY BORROWINGS. SECOND, WITH THE INCREASING
New sR Expavded Such

USE OFNSB®H_PAYMENT DEVICES&AS NOW ACCOUNTS, TELEPHONE TRANSFERS, OVERDRAFT
L/ecTRes e Fuwds Trmwéess

PRIVILEGES,!EFTS‘ AND CREDIT CARDS}/DEMAND DEPOSIT ACCOUNTS ARE}bSED MUCH MORE

INTENSIVELY-MEANING THAT THE VELOCITY OF CIRCULATION OF MONEYADEFINED IN THIS CON-
A /;;344;. level o F S Convemie
TEXT®INCREASES., IN SHORT, FEWER DOLLARS CAN FINAW ACTIVITY.




BT

IN THIS ENVIRONMENT OF DIMINISHED INFLATION AND[g;;;Nq4$CONOMIC RECOVERY IN
PROGRESS DOMESTICALLY, THE UNITED STATES m IN AN EXCELLENT POSITION TO
BENEFIT IN THE YEAR AHEAD FROM BOTH OUR STRENGTHENED INTERNATIONAL POSITION AND
FROM THE POSSIBLY FORTUITOUS TIMING OF THE DEVELOPING WORLD-WIDE ECONOMIC
RECOVERVQ\ EXPORT DEMAND FOR THE AGRICULTURAL PRODUCTS OF OUR AREA SHOULD REMAIN
REASONABLY STRONG, ABSENT ANY ADDITIONAL GOVERNMENTAL INTERVENTION-AND COULD

oR Removed

STRENGTHEN IF PRESENT RESTRICTIONS ARE REDUCED«V RESURGENT WORLD ECONOMIC ACTIVITY
Deceld g

WILL UNDOUBTEDLY OPEN OR REOPEN MARKETS FOR CERTAIN CAPITAL GOODS#/FARM EQUIPMENT
AND AIRCRAFT;‘/FOR EXAMF’LE/IN WICH WE ARE INTERESTED IN THIS AREA.
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THE VALUE OF ANY CURRENCY DEPENDSAON WHAT IT WILL BUY
dieeat/

IN ITS HOME COUNTRY: [TS PURCHASING POWER ISARELATED TO THE PRODUCTIVE CAPACITY
AND EFFICIENCY OF THAT NATION AND TO THE RELATIVE PRICE LEVEL OF GOODS AND
SERVICES THERE. THU8; THE RATE OF PRICE INFLATION-THE RATE AT WHICH THE CURRENCY
LOSES ITS REAL VALUE-PLAYS A KEY ROLE IN DETERMINING THE STABILITY OF Ze& <.

CURRENCY IN INTERNATIONAL TRADE,

WHAT, THEN, HAS HAPPENED TO CAUSE THE DOLLAR’S,RESURGENCE IN INTERNATIONAL .
FINANCIAL MARKETS? ATWO MAJOR DEVELOPMENTS:

§Z$¢2£T-—»THE ECONOMIC RECOVERY IN THIS COUNTRY IS WELL UNDER WAY AND, .IN FACT,
IS, FURTHER ADVANCED IN THE RECOVERY CYCLE THANA\ZX ¥#%. OTHER NATIONS,

ASAarSAQﬁ-PERHAPs MORE IMPORTANTLY, THE U,S. INFLATION RATE HAS MODERATED SIGNI-
FICANTLY IN COMPARISON WITH THE RATES IN SOME OF OUR INTERNATIONAL
TRADING PARTNERS-PARTICULARLY BRITAIN, FRANCE, ITALY, AND JAPAN-

Orten” .
ALTHOUGH“’EE DOMESTIC INFLATION RATE STILL IS UNACCEPTABLY HIGH,
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Lt _ e ATHE DOMESTIC ECONOMY? .

_______ — — S - —— ;E ' wjod/

LITTLE MORE THAN A YEAR AGO, OUR ECONOMY WAS BOTTOMING OUTW
PRODUCTION OF GOODS AND SERVICES-AS MEASURED BY REAL AND NOMINAL GNP-wAS DECLINING.,

UNEMPLOYMENT HAD REACHED A LEVEL OF NEARLY 9 PER CENT. INFLATION RATES REMAINED

UNUSUALLY HIGH, DESPITE THE SHARP RECESSION. INTEREST RATES, ALTHOUGH DOWN

FROM THE VERY HIGH LEVELS OF 1974, REMAINED HIG?/;ARTICULARLY FOR LONG-TERM

FINANCING,

THE ECONOMY TURNED AROUND SHARPLY DURING THE SECOND QUAR;EBAEE;#AST YEAR-/ 775

- A REVERSAL WHICH HAS CONTINUED UNABATED, _JHIS IS CONFIRMED Bm{RECENT FIRST

QUARTER GNP DATA-SHOWING GROWTH AT A;;{SfﬁaR CENT ANNUAL RATE-AS WELL AS BY A

NUMBER OF OTHER SPECIFIC INDICATORS OF ECONOMIC ACTIVITY. FOR EXAMPLE, INDUSTRY

PRODUCTION HAS RISEN FOR 12 CONSECUTIVE MONTHS AND, AS YOUAF OW FROM DATA RELEASED

LAST WEEK, WAS 11 PER CENT ABOVE THE APRIL 1975 Low POINT. HOUSING STARTS IN

THE FIRST QUARTER ROSE SHARPLY, AND, AT AN ANNUAL RATE OF 1.4 MILLION UNITS,

WERE ABOUT 50 PER CENT ABOVE THE EXTREMELY DEPRESSED LEVELS OF A YEAR EARLIER,
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REFLECTING THE CONTINUED STRENGTH FROM THE CONSUMER SECTOR, RETAIL SALES IN
THE FIRST QUARTER AGAIN ROSE STRONGLY, WITH AUTO SALES SHOWING ESPECIALLY GOOD
GAINS, THE EMPLOYMENT PICTURE IN APRIL SHOWED A LEVELING IN THE UNEMPLOYMENT

RATE-AT 7.5 PER CENT-BUT TOTAL EMPLOYMENT CDNTINUED TO REGISTER AL E HIGHS,

EMPLOYMENT’ROSE NEARLY 1.2 MILLION PERSONS IN T;g'FIRST QUARTERY” DURING THE
SAME PERIOD, BOTH THE CoNSUMER PRICE INDEX AND WHOLESALE PRTCE INDEX HAVE

CONTINUED TO REFLECT THE MODERATING PACE OF PRICE INELATION.
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IN MANY RESPECTS, THE GOOD ECONOMIC NEWS FROM THROUGHOUT THE NATION IN
RECENT MONTHS HAS BEEN EQUALED OR EXCEEDED IN OUR OWN TENTH FEDERAL RESERVE
DisTricT. THE AREA SERVED BY THE Kansas C1Ty FEDERAL RESERVE BANK STRETCHES
FROM WESTERN Missouri THRougH KansAS, NEBRASkA, OkLAHOMA, CoLORADO, WYOMING, AND
New Mexico. THIS REGION IS A VAST, DIVERSE, AND PRODUCTIVE AREA WHICHAVOIDED
MANY OF THEég:;;L;EVERE EFFECTS OF THE RECENT RECESSION, [T IS AN AREA WHICH
IS POSITIONED NOW TO TAKE FULL ADVANTAGE OF THE ECONOMIC RECOVERY. FOR EXAMPLE,
EMPLOYMENT DATA FROM STATES IN OUR DISTRICT CONTINUE TO BE BETTER THAN FOR THE
NATION AS A WHOLE, CONSTRUCTION CONTRACTS AND HOUSING PERMITS IN THIS REGION
ARE UP SHARPLY OVER 1975, anp DISTRICT GROWTH IN BOTH CATEGORIES IS MUCH BETTER
THAN IN THE NATION AS A WHOLE, gé;SHOULD ALSO POINT OUT THAT PERSONAL INCOME IN
DISTRICT STATES INCREASED AT A 12 PER CENT RATE DURING 1975, EXCEEDING THE 6.8

PER CENT INCREASE IN THE ConSUMER PRICE INDEX.\ BUT MORE IMPORTANT THAN THESE

SHORT-TERM DEVELOPMENT, | BELIEVE, IS THE FACT |[THAT THIS HEARTLAND OF OUR NATION
WILL BENEFIT IN THE FUTUBa‘Ej\ROM INCREASING DEMAND FOR THE AGRICULTURAL PRODUC-
TION AND ENERGY RESOURC[I’EEAWE HAVE IN SUCH AB NDANCEV. I AM CONFIDENT THAT THE
PRODUCTS AND RESOURCES OF OUR REGION, COMBANED WITH THE KNOWLEDGE AND ENERGY

NTER OF THE NATION’S FUTURE ECONOMIC

Wd«f«% pmsomi—y

OF OUR PEOPLE, ARE GOING TO BE IN THE
PROGRESS .

/A2éﬁ7“5 é%?;éycjan11}'kgzjfLZZI;£%9
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DESPITE THESE GOOD ECONOMIC PROSPECTS, | AM STILL CONCERNED ABOUT THE

NATIONAL ECONOMY. UNEMPLOYMENT REMAINS TOO HIGH. AND, WITHOUT SOME EVIDENCE

OF FURTHER STRENGTH FROM EITHER INVENTORY INVESTMENT, CAPITAL OUTLAYS, OR MULTI-

FAMILY HOUSING IN THE MONTHS AHEAD, SIGNIFICANT ADDITIONAL REDUCTIONS IN

UNEMPLOYMENT WILL BE HARD TO COME BY., ADDITIONALLY, THE FAVORABLE PERFORMANCE OF

THE PRICE INDEXES HAS RESULTED LARGELY FROM DECLINES IN FOOD AND ENERGY PRICES,

DECLINES NOT LIKELY TO CONTINUE. IN FACT, UPWARD ADJUSTMENTS IN WHOLESALE FARM
evedavaernr 00 Qe

--TIEAJLa A Bras
PRICES ALREADY VE BEEN NOTED, AND Fb‘..!# THAT CAPACITY LIMITS IN IBASIC
z > azﬁiﬁ;
MATERIALS(MAY SOON IMPACT PRICES OF COMMODITIES.

THUS, THE DANGER OF INFLATION IS STILL WITH US, AS SERVICE AND INDUSTRIAL
COSTS CONTINUE TQt%ECREASE AT RATHER SHARP RATES. THE ECONOMIC PROBLEM FOR
POLICYMAKE_g\COLTINUES TO BE THAT OF SUSTAINING THE RECOVERY IN ORDER TO PUT
RESOURCES BACK TO WORK, [WHILE AVOIDING A REKINDLING OF INFLATIONARY PRESSURES.
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We IN THE FEDERAL RESERVE ARE DEDICATED TO THE TASK OF PROMOTING THE
ECONOMIC RECOVERY. NOW UNDER wﬁz; OUR POLICY OBJECTIVE/IN THE PERIOD AHEAD/IS
TO PROVLQEﬁB%SERVES P8\ THE BZNKING SYSTEM IN SUCH A WAY AS TO STIMULATE BUSINESS
ACTIVITY WITHOUT REKINDLING INFLATION, MORE SPECIFICALLY, WE HAVE BEEN SEEKING
TO ACHIEVE MODERATE GROWTH RATES IN VARIOUS MEASURES OF THE MONEY SUPPLY, SUCH AS
ML anp M2, HowEVER, IT IS APPARENT THAT AS WE MOVE THROUGH THE RECOVERY LE AND
EXPERIENCM%%MASE IN THE DEMANDS FOR FUNDS, ONE couu%txpsc\r
INTEREST RATESATO INCREASE IN THE PERIOD AHEAD.

IN SUMMARY, [ AM OPTIMISTIC ABOUT THE FUTURE. THE ECONOMY IS HEADED IN THE
RIGHT DIRECTION, AND ALL INDICATIONS POINT TOWARD CONTINUED IMPROVEMENT IN
ECONOMIC ACTIVITY. THE MAJOR DANGER NOW 1S THE REEMERGENCE OF ACCELERATING
INFLATIOﬂmiéIES. MANY cOSTS AGAIN ARE INCREASING MORE RAPIDLY THAN PRODUCTIVITY,

AND IT ISA@LIKELY THAT FOOD AND ENERGY PRICES WILL CONTINUE TO MODERATE THE

SHARP RATES OF PRICE INCREASE SHOWING UP INAOTHER SECTORS OF THE PRICE ;EEEXES;
TZex /emnys
T IS DIFFICULT FOR MONETARY POLICY A!.ONE TO COPE WITH ﬁ‘/KIND}-OF m

+a. 3. Lol
| Y

WITHOUT COOPERATIVE FISCAL POLICIE

E EXPERIENCE OF GREAT BRITAIN AND ITALY SHOULD PROVIDE ALL OF

BOTH THE PRICE LEVEL AND THE

DOLLAR, IT IS NOT POSSIB
orl

@F INTERNATIO

AND_STABLE DOLLAR DOMESTICALLY

Y WITHOUT A FULLY EMPLOYED, EFFICIENT, AND NONINFLATIONARY

“.
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