
The same speech notes were used for Bucknell University on February 16,1996, Vanderbilt 
University on February 21, 1996, and University of Missouri-Columbia on February 29, 
1996. 

Notes for the above speeches are filed in the University of Missouri-Columbia February 29, 
1996, speech folder. 
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Myth: "Inflation is primarily caused by 

sudden increases in energy and other 

raw materials prices, and not by 

monetary policy." 
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M2 and Chain-Weighted Price Index Growth Rates 
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Reality: "Over time, excessive money 

supply growth is the fundamental 

cause of inflation." 
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Myth: "The Fed is too concerned with 

inflation, and not concerned enough 

about unemployment or real growth." 
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Chain-Weighted GDP and Price Index Growth Rates 
Quarterly Data, Seasonal Adjusted 

Percent Percentage Change over one year ago 
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Reality: "The Fed can best support full 

employment and maximum 

sustainable growth by pursuing price 

stability." 
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Myth: "The Fed can reduce 

unemployment in the short-run by 

accepting a higher rate of inflation." 
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Reality: "There is no persistent trade-off 

between unemployment and 

inflation." 
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Myth: "The Fed controls interest rates." 
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Reality: "The Fed has considerable 

short-run impact on the federal funds 

rate, but little direct influence on 

other market interest rates." 
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Myth: "The Fed's anti-inflation policy 

keeps interest rates high." 
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Reality: "Interest rates are generally 

lower when inflation is low." 
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Myth: "Once controlled, inflation has no 

lasting consequences." 
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Reality: "Once lost, it takes time to 

regain the credibility of an anti-

inflation monetary policy. The mere 

possibility of higher inflation can 

raise the real cost of borrowing." 
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Myth: "The Fed has too much 

independence." 
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Inflation and Central Bank Independence 

Average Inflation Rate, 1955-88 

8 J 

7 J 

4J 

0.5 

. Spain 

ew Zealand 

* United Kingdom 

Australia * D e n m a r k 

* Belgium 

* Canada 

* Netherlands 

1.5 2 
1 i ' • ' 
2.5 

* United States 

Switzerland 
* Germany 

i i — i i 

3.5 
1 ' ' i 

4 

'Y I 

<ftr 

p^niS 

v . < 

s » 
( -

' • 

6 ^ r>* 

4.5 

Index of Central Bank Independence S Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



v3 

Reality: "Inflation is lower in countries 

with independent central banks." 
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Myth: "The Fed should be more 

accountable for its actions." 
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Reality: "The Fed should be more 

accountable for its actions." 
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A politically-independent central bank, 
with a clear mandate to focus on price 
stability as its sole objective, will 
produce the monetary policy that can 
best promote full employment output 
growth. 
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