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Let m e make c l ea r at the outset that I a m bas ica l ly opt imis t ic 

about the A m e r i c a n economy. My only r e s e r v a t i o n s a r e in the 

m a t t e r of speed. We a r e growing too fast ; too much of t o m o r r o w is 

occur r ing today. We have not yet s c r a t ched the sur face of our 

potent ia l but, like our modern automobi le , the economy r e q u i r e s 

safe d r i v e r s , and one who advocates safe dr iving is not an opponent 

of growth nor i s he one who u rges m o r e unemployment to r e s t r a i n 

inflation. 

Inflation is the root cause of the c u r r e n t in te rna t iona l f inancial 

c r i s i s . Events s ince 1965 c l ea r ly d e m o n s t r a t e how inflation p r o 

duces fever i sh act ivi ty , i m p a i r s sound growth, unde rmines ba lance 

of paymen t s , and d i s to r t s the savings and inves tment p r o c e s s . 

Money is a med ium of exchange, a s tandard of va lue , and a 

s t o r e of value. The A m e r i c a n dol lar in the post war world has been 

the pr inc ipa l bulwark of the in te rna t ional payments s y s t e m as well a s 

the best cu r r ency in the world in which to save . This i s no longer 

t rue and now no one has complete confidence in saving in any c u r r e n c y . 

This accounts for the speculat ion in gold and th is at a t i m e when the 

w6rld needs capital formation despe ra t e ly . 

When the G e r m a n s decided to let the i r c u r r e n c y float and we 

embarked on our new economic policy, we set sai l on an unchar ted 
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sea where , despi te a s s u r a n c e s to the c o n t r a r y , l i be ra l t r a d e policy i s 

going to be buffeted by s e v e r e s t o r m s and, in my judgment , our economic , 

our monetary , and our d iplomat ic posit ion has been definitely weakened. 

I think the P r e s i d e n t acted boldly and courageous ly in r e v e r s i n g his 

stand against wage and p r i c e cont ro l s and taking d i r e c t ac t ion aga ins t 

inflation. P h a s e I was definitely a s u c c e s s and P h a s e II did m o d e r a t e l y 

wel l . Wc had a good y e a r in 1972 and bus iness has been unusual ly s t rong 

in 1973, so s t rong in fact that inflation has a l r e a d y ra i sed i ts ugly head 

once again. In o r d e r to br ing this about we have engaged in f i sca l 

s t imulus so far in excess of any r easonab le r e q u i r e m e n t tha t , in my 

judgment , it b o r d e r s on the i r r e s p o n s i b l e . As a coun te rpa r t , m o n e t a r y 

policy had to be easy. 

I se r ious ly quest ion whether the full employment budget concept i s 

an adequate answer . I welcome the efforts the Admin is t ra t ion is c u r r e n t l y 

making to l imit spending. We mus t not only have l imi t s on spending but 

l imi t s on the ra te at which we consume those r e s o u r c e s which we now r e a l i z e 

a r e not inexhaustible and which, as a ma t t e r of s imple p rudence , m u s t not 

be squandered. In the absence of such l imi t s it is ha rd to see how anyone 

can be confident that we a r e not heading into another inflat ionary s p i r a l 

which will have as i ts a f termath the inevi table r e c e s s i o n . 

The boom which we have produced by a combinat ion of f iscal s t imulus and 

easy money i snowrunn ing into shor tages of capaci ty and unforeseen wea ther p rob lems 

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



- 3 -

to produce a flood of bus iness froth which is now cres t ing and wil l , I 

think, r e su l t in at l eas t a m o d e r a t e r e c e s s i o n by the end of th is y e a r or 

the middle of the next. 

But my view of inflation is c l e a r . To those who bel ieve that full 

employment r e q u i r e s inflation, my conviction is that unless inflation is 

r e s t r a i n e d full employment i s imposs ib le . I happen to bel ieve tha t a t 

l eas t re la t ive ly full employment on a sus ta inable bas i s i s not only 

de s i r ab l e but feasible and can be achieved with high levels of b u s i n e s s 

act ivi ty if we can find some way of containing inflation and maintaining 

reasonab le s tabi l i ty . The nations of the f ree world have become 

r e m a r k a b l y successful a t p r iming the pump and forcing growth but none 

of us has yet l ea rned how to apply the b r akes and sus ta in growth and 

employment . We have now turned back to the view that each country 

can s t imula te i t s domes t ic economy without r e g a r d to i t s ba lance of 

payments and withoxit r e g a r d to i ts impact on o t h e r s . In shor t , th is 

m a r k s the end of an e ra of in terna t ional economic and mone ta ry coope ra 

t ion envisaged in the Bret ton Woods Agreemen t s Act. 

And now I want to say a few things about the do l la r . I a m 

d i s t r e s s e d when people say, "Thank goodness we have devalued the 

do l la r . M That it became n e c e s s a r y and even de s i r ab l e to do so cannot 

obscu re the fact that it r e p r e s e n t s a fai lure of United States economic 
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policy-~a fai lure to r e s t r a i n inflation and fa i lure to improve our ba lance 

of payments . I approved of the f i r s t devaluat ion, however re luc tan t ly , 

and accepted it as both n e c e s s a r y and essen t ia l to give us a new s t a r t . 

And I was not inclined to dispute the P r e s i d e n t ' s s t a tement that the 

Smithsonian Agreement was the mos t significant in the h i s to ry of the 

world , a ssuming we w e r e going to build on it p rompt ly and effectively. 

However, we became suspended in an euphoria of belief that the 

rea l ignment of c u r r e n c i e s on that occasion se t t led a l l our t r o u b l e s . 

This was cer ta in ly not the case as was demons t r a t ed by the second 

devaluation of the dollar in F e b r u a r y of th is y e a r . 

I do not think this second devaluation was n e c e s s a r y ; the dol lar i s 

now, in my judgment, undervalued and it is going to take cons ide rab le 

t ime to pe r suade people that we a r e not going to do it again. On a 

r ecen t t r i p in Europe I was asked repea ted ly , "How soon will the dol lar 

be devalued again? n and was unable to p e r s u a d e anyone that we had seen 

the end. I think i t is now impera t ive that we defend the value of the 

dol lar by intervening act ively to suppor ts i ts value whenever t h rea t ened . 

It is not yet believed that we a r e p r e p a r e d to go al l out to make the dol lar 

a c u r r e n c y in which it is useful to save . I am appalled by those in th is 

country who think that convert ibi l i ty of the dol lar i s of no impor tance and 

who believe we can concent ra te al l of our at tention on s t imulat ing the 

domest ic economy without . regard to our de te r io ra t ing balance of paymen t s . 
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Unless nations a r e willing to have f iscal and mone ta ry respons ib i l i ty t h e r e 

is no way we can deal effectively with unemployment and produce las t ing 

p r o s p e r i t y . 

I am su re it will take t i m e , &s we a r e p r e sen t l y l ea rn ing , to 

recons t i tu te our in ternat ional mone ta ry sy s t em but it is e s sen t i a l . 

I bel ieve that the Internat ional Monetary Fund should be conver ted a s 

rapidly a s poss ib le into some fo rm of a World Cen t ra l Bank. 

Sec re t a ry Shultz, in his splendid speech at the meet ing on September 26, 

1972, s ta ted, and I quote: 

"Severa l t i m e s today, I have s t r e s s e d the need for a 
comprehens ive new set of mone ta ry r u l e s . Those r u l e s will 
need to be placed under guardianship of the IMF, which mus t 
be p r epa red to a s s u m e an even m o r e c r i t i c a l ro le in the world 
economy. 

"Given the in t e r re l a t ionsh ips between t r a d e and paymen t s , 
that ro le will not be effectively d i scharged without harmoniz ing 
the ru les of the IMF and the GATT and achieving a c lose work
ing re la t ionship . n 

I would go further than he does . I think we mus t have a F e d e r a l R e s e r v e 

Sys tem in Europe and an Internat ional Monetary Fund in which nations will 

pool some port ion of the i r sovereignty in the i r own i n t e r e s t . We do indeed 

need a new balance between "flexibility and s tabi l i ty . . . . be tween unity of 

purpose and d ivers i ty of execution. !f Never the less I a m convinced that 

we should sacr i f ice some individuality and some smal l m e a s u r e of 

sovereignty in what would const i tute a World Cent ra l Bank. Unless we 
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can work out something of this so r t we . a r e going to have a lower s t andard 

of living in the world than would o therwise be achieved and we will have 

fr ict ions that will make keeping the peace m o r e difficult. 
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