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As PRESIDENT OF THE FEDERAL RESERVE BANK OF 
, 

KANSAS CITY~ 

ONE OF MY MAJOR FUNCTIONS IS TO ENGAGE IN THE FORMULATION OF 

MONETARY POLICY. ALONG WITH THE PRESIDENTS OF THE OTHER ELEVEN 

RESERVE BANKS AND THE SEVEN MEMBERS OF THE BOARD OF GOVERNORS) 

I SERVE ON THE FEDERAL OPEN MARKET COMMITTEE WHICH MAKES MONE­

TARY POLICY DECISIONS. 

lN ORDER TO MAKE POLICY IT IS NECESSARY TO HAVE A GOOD 

GRASP OF THE CURRENT STATE OF ECONOMI C AFFAI RS. AT TH I S TIt~E) 

THE U. S. HAS COMPLETED NEARLY 4 YEARS OF ECONOMIC EXPANSION. 

DURING THAT TIME) REAL OUTPUT HAS GROWN AT THE VERY SATISFACTORY 

RATE OF 5 PER CENT PER YEAR. FURTHERMORE) THIS HAS BEEN A BALANCED 

EXPANSION WITH NO MAJOR DISLOCATIONS YET OCCURRING. OF SPECIAL 

IMPORTANCE IS THE FACT THAT BUSINESSMEN HAVE KEPT THEIR PATTERNS 

OF INVENTORY ACCUMULATION UNDER GOOD CONTROL. 

DURING THIS EXPANSION PERIOD WE HAVE ACHIEVED SOME OF THE 

STRONGEST EMPLOYMENT GROWTH IN OUR POSTWAR HISTORY. FROM THE 

BOTTOM OF THE RECESSION IN EARLY 1975 TO THE BEGINNING OF 1979) 

MORE THAN 13 MILLION PERSONS HAVE BEEN ADDED TO THE NATION'S 

EMPLOYMENT ROLLS. As A RESULT) THE RATIO OF EMPLOYMENT TO 

POPULATION IN THE U. S, HAS RISEN TO A RECORD-HIGH 59 PER CENT. 

WHILE THE EXPANSION TO DATE HAS BEEN GENERALLY SATISFACTORY) 

WE ARE ALSO EXPERIENCING A SEVERE ECONOMIC PROBLEM: THE VERY HIGH 
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RATE OF INFLATION. THE CONSUMER PRICE INDEX ROSE BY 9 PER CENT 

IN 1978--MAKING LAST YEAR THE WORST YEAR FOR INFLATION IN 

AMERICA SINCE 1974. AND PRICE DATA FOR JANUARY ARE DISAPPOINT­

ING, TO SAY THE LEAST--THE PRODUCERS PRICE INDEX ROSE AT AN 

ANNUAL RATE OF OVER 15 PER CENT AND CONSUMER PRICES ROSE AT 

NEARLY A 10 PER CENT RATE. 

IN THIS SITUATION J THE PRIMARY QUESTIONS FACING ECONOMIC 

POLICYMAKERS LIKE MYSELF IS HOW BEST TO COPE WITH OUR SERIOUS 

INFLATION PROBLEM. ONE APPROACH TO THE PROBLEM IS TO SEE WHAT 

WE CAN LEARN FROM THE PAST. IN RECENT INFLATIONARY PERIODS, WE 

HAVE TRIED SEVERAL THINGS. FOR EXAMPLE, IN THE ,EARLY 1970's WE 

TRIED TO CURE INFLATION BY THE USE OF DIRECT CONTROL OF WAGES 

AND PRICES. BUT THAT EXPERIENCE SHOWED US ONCE AGAIN THAT DI­

RECT CONTROLS ARE NQI A LONG-RUN CURE FOR INFLATION. AND WE 

WERE REMINDED ONCE AGAIN OF THE NEGATIVE AND COUNTER-PRODUCTIVE 

SIDE-EFFECTS THAT CONTROLS HAVE ON THE EFFICIENT ALLOCATION OF 

RESOURCES IN OUR ECONOMY. 

WE HAVE ALSO SEEN, IN THE RECENT PAST, THE USE OF RECESSION 

AS A MEANS TO SLOW DOWN THE RATE OF PRICE INCREASE. EXPERIENCE 

AND ANALYSIS SHOW THAT RECESSION---AND EVEN A PERIOD OF SLOW 

ECONOMIC GROWTH--RESULT IN A SLOWDOWN IN THE RATE OF GROWTH OF 

WAGES AND PRICES. BUT EXPERIENCE AND ANALYSIS ALSO TELL US THAT 

THERE ARE SIGNIFICANT COSTS TO THE RECESSION AND SLOW GROWTH CURES 

FOR INFLATION. INCLUDED IN THESE COSTS ARE BOTH INCREASES IN UN­

EMPLOYMENT AND THE GIVING UP FOREVER OF OUTPUT THAT ~10ULD HAVE 

BEEN PRODUCED WITHOUT A RECESSION. 
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THESE SIGNIFICANT COSTS OF RECESSION HAVE; IN OUR RECENT 

PAST; LED TO QUICK TURNAROUNDS IN ECONOMIC POLICY AS THOSE 

COSTS HAVE BEEN PERCEIVED. THE RESULT OF QUICK CHANGES FROM 

RESTRAINT TO STIMULATION TO RESTRAINT HAS BEEN A "STOP-AND-GO;" 

OR ROLLER COASTER; EFFECT. THIS POLICY ROLLER COASTER HAS PRO­

DUCED UNSATISFACTORY RESULTS FOR BOTH UNEMPLOYMENT AND INFLATION. 

WITH THESE EXPERIENCES TO LEARN FROM; ECONOMIC POLICY IS 

NOW TRYING A NEW APPROACH. BECAUSE OF THE COSTS OF RECESSION AND 

THE bIKELIHOOD OF PRESSURES LEADING TO ANOTHER TRIP ON THE 

ROLLER COASTER; BOTH FISCAL POLICY AND MONETARY POLICY ARE NOW 

PUBLICLY COMMITTED TO A POLICY OF KEEPING THE ECONOMY ON A 

SLOW GROWTH PATH. THE PURPOSE OF THIS SLOW GROWTH POLICY IS TO 

REDUCE THE RATE OF INFLATION OVER AN EXTENDED PERIOD OF TIME; 

WITHOUT A RECESSION. 

How ARE WE GOING ABOUT THIS APPROACH? MONETARY AND FISCAL 

POLICIES NOW IN PLACE; OR ANNOUNCED FOR THE PERIOD AHEAD; ARE 

EXPECTED TO PRODUCE SLOW REAL OUTPUT GROWTH IN 1979. REAL GNP IS 

EXPECTED TO GROW AT ABOUT A 2 PER CENT RATE THIS YEAR (COMPARED 

TO ABOUT 4 PER CENT GROWTH LAST YEAR); AND THE OVERALL UNEMPLOY­

MENT RATE IS EXPECTED TO RISE ONLY MODERATELY BY YEAR END. 

AN IMPORTANT FEATURE OF THE SLOW GROWTH CURE FOR INFLATION 

IS THAT WE WILL NOT; UNFORTUNATELY; SEE QUICK RESULTS. INDEED; 

CHAIRMAN MILLER ESTIMATES THAT IT WILL TAKE FROM 5 TO 7 YEARS TO 

WRING OUT THE INFLATION THAT HAS BECOME EMBEDDED IN OUR ECONOMY. 
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NOT ONLY WILL THE SLOW GROWTH CURE FOR INFLATION REQUIRE 

AN EXTENDED PERIOD OF TIME. IT IS ALSO NOT A "SURE THING)" IN 

THE SENSE THAT THERE ARE SEVERAL POSSIBLE PROBLEMS ASSOCIATED 

WITH THE APPROACH AT THIS TIME. 

FIRST) RECENT CHANGES IN THE NATION'S FINANCIAL STRUCTURE-­

SUCH AS THE INTRODUCTION OF AUTOMATIC TRANSFER SAVINGS ACCOUNTS-­

ARE MAKING IT MORE DIFFICULT THAN USUAL TO UNDERSTAND AND TO USE 

THE MONETARY AGGREGATES AS TOOLS OF MONETARY POLICY. 

~SECOND) IT MAY TURN OUT THAT SLOW GROWTH WITHOUT RECESSION 

MAY NOT BE ATTAINABLE. "FINE TUNING" OF THE ECONOMY IS A VERY 

DIFFICULT THING TO DO AND WE rHGHT SLIDE INTO A RECESSION WITHOUT 

DESIRING IT. FINE TUNING FOR SLOW GROWTH MAY BE COMPARED TO RIDING 

A BICYCLE. WHEN RIDING A BICYCLE) IF YOU DON'T KEEP MOVING YOU 

ARE GOING TO FALL DOWN. AND MAYBE YOU WILL FALL DOWN IF YOU JUST 

TRY TO GO TOO SLOWLY. 

THIRD) WE CAN'T AFFORD TO BE UNLUCKY--IN THE SENSE THAT UN­

FORESEEN SHOCKS TO THE ECONOMY CAN UPSET THE SLOW GROWTH "GAME 

PLAN." FOR EXAMPLE) THE RECESSION OF 1974-75 AND THE AGGRAVATED 

INFLATION THAT ACCOMPANIED IT WERE BOTH WORSENED BY A SET OF UN­

FORESEEN SHOCKS: THE OIL EMBARGO) THE RELATED ENERGY SHORTAGES 

AND PRICE INCREASES) AND THE WORLDWIDE FOOD SHORTAGE. ALREADY IN 

1979 WE HAVE HAD THE IMPACT OF THE SITUATION IN IRAN AND ITS RE­

LATED EFFECTS ON WORLD OIL PRICES. IT IS STILL TOO EARLY TO KNOW 

IF THESE FACTORS WILL BE ENOUGH TO THROW OUR ECONOMIC POLICY OFF 

COURSE) BUT THEY CAN ONLY MAKE OUR PROBLEMS GREATER. 
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ASIDE FROM THESE PROBLEMS) WHAT ARE SOME OF THE REQUIRE­

MENTS FOR SUCCESS IN FIGHTING INFLATION IN THE PRESENT ECONOMIC 

ENVIRONMENT? PERHAPS MOST IMPORTANT IS A DETERMINED COMMITMENT) 

ON THE PART OF BOTH-MONETARY POLICY AND FISCAL POLICY) TO CON­

TINUE THE ANTI-INFLATION BATTLE. Too OFTEN WE HAVE GONE THE 

ROLLER-COASTER ROUTE) AS THE DETERMINATION TO BRING INFLATION 

UNDER CONTROL HAS GIVEN WAY TO THE VERY REAL PRESSURES ON POLICY­

MAKERS TO GO FROM RESTRAINT TO STIMULUS OF ECONOMIC ACTIVITY. 

HAPPI-LY) AT THIS JUNCTURE) BOTH FISCAL POLICY A~JD MONETARY POLICY 

ARE PUBLICLY COMMITTED TO "STAYING THE COURSE" UNTIL INFLATION IS 

SUBSTANTIALLY SLOWED. 

AT THE SAME TIME) THERE ARE A NUMBER OF SOURCES OF HELP IN 

THE FIGHT AGAINST INFLATION THAT) IF BROUGHT INTO THE BATTLE) 

COULD LIGHTEN THE TASK FACING MONETARY AND FISCAL POLICY. LET 

ME BRIEFLY MENTION SEVERAL EXAMPLES. 

I. SOCIAL SECURITY TAX INCREASES) SUCH AS THOSE GOING INTO 

EFFECT AT THE BEGINMING OF 1979) ARE DIRECTLY INFLATIONARY BE­

CAUSE THEY ARE A PART OF THE LABOR COSTS PAID BY BUSINESS. THE 

RECENT INCREASES MIGHT BE ELIMINATED OR SCALED DOWN. 

2. MINIMUM WAGE RATE INCREASES BOTH DIRECTLY AND INDIRECTLY 

RAISE THE OVERALL WAGE COSTS OF BUSINESS) AND THUS ADD TO PRICE 

INCREASES. FURTHER INCREASES IN THE MINIMUM WAGE MIGHT BE POST­

PONED; AND A LOWER MINIMUM MIGHT BE SET FOR YOUTH. 
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3. TRADE RESTRICTIONS) SUCH AS THE STEEL TARGET PRICE 

SYSTEM) RAISE PRICES TO U. S. CONSUMERS AND BUSINESS BOTH 

THROUGH HIGHER IMPORT PRICES AND HIGHER PRICES FOR DOMESTIC 

SUBSTITUTES. 

4. DEPENDING UPON THE FORM THAT THEY TAKE) AGRICULTURAL 

PRICE SUPPORTS MAY INCREASE FOOD COSTS AND THE OVERALL INFLATION 

RATE) THROUGH REDUCTION OF SUPPLIES OR THROUGH CONTRIBUTIONS TO 

AN INCREASE IN THE FEDERAL DEFICIT. 

5. SOME GOVERNMENT LEGISLATION) SUCH AS THE DAVIS-BACON 

ACT) ESCALATES COSTS AND PRICES IN PARTICULAR INDUSTRIES--HERE) 

CONSTRUCTION. 

6. CERTAIN ENVIRONMENTAL AND SAFETY REQUIREMENTS OF THE 

FEDERAL GOVERNMENT INCREASE COSTS AND PRICES. THE INFLATIONARY 

CONSEQUENCES OF SUCH REGULATIONS SHOULD BE WEIGHED AGAINST THEIR 

SOCIAL BENEFITS IN REACHING DECISIONS. AND THE TIMETABLE FOR 

THEIR IMPLEMENTATION MIGHT BE EXTENDED. 

7. PRODUCTIVITY IMPROVEMENT THROUGH PROMOTING INVESTMENT 

IN MODERN PLANT AND EQUIPMENT WOULD REDUCE LABOR COST INCREASES 

AND THUS REDUCE THE RATE OF INFLATION. ONE CHANNEL FOR PROMOTING 

INVESTMENT IN NEW PLANT AND EQUIPMENT IS THE USE OF TAX INCENTIVES 

SUCH AS THE RECENT REDUCTIONS IN THE CORPORATE INCOME TAX AND 

THE GREATER USE OF THE INVESTMENT TAX CREDIT. CERTAIN REGULATORY 

RESTRAINTS ON INVESTMENT MIGHT ALSO BE EXAMINED) IN ORDER TO DE­

TERMINE HOW TO MINIMIZE THEIR NEGATIVE IMPACT ON INVESTMENT. 
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8. FINALLY) THE ADMINISTRATION'S WAGE-PRICE PROGRAM CAN 

MAKE A CONTRIBUTION TO SLOWING THE INFLATION BY PROVIDING "A 

STANDARD FOR CONSTRUCTIVE BEHAVIOR ON THE PARTS OF BOTH BUSI­

NESS AND LABOR." OF COURSE) ANY SUCCESS THE PROGRAM HAS WILL 

DEPEND ON ITS BEING A COMPLEMENT TO MONETARY AND FISCAL POLICY 

RESTRAINT ON AGGREGATE DEMAND. 

INDEED) THE CONTRIBUTION OF ALL THE SUPPLEMENTARY ANTI­

INFLATION ITEMS JUST DISCUSSED DEPENDS ON THE MAINTENANCE OF 

AN APPROPRIATE ECONOMIC ENVIRONMENT ON THE PART OF MONETARY AND 

FISCAL POLICY. IT IS ALSO TRUE) HOWEVER) THAT HELP ON THE ANTI­

INFLATION FRONT FROM SOME OR ALL OF THESE FACTORS WOULD MAKE THE 

TASK OF MONETARY POLICY EASIER) AND WOULD INCREASE THE LIKELIHOOD 

OF REDUCING THE INFLATION RATE WITHOUT A RECESSION. BUT IN ANY 

CASE) MONETARY POLICYMAKERS--AND THE AMERICAN PEOPLE AS WELL-­

MUST BE WILLING TO FACE THIS TIME OF TESTING WITH A FIRM RESOLVE 

TO BRING OUR INFLATION UNDER CONTROL. 


