Digitized for FRASER

INFEATION
by

William McChesney Martin, Jr., Chairman
Board of Governors of the Federal Reserve System

People may choose different words to define inflation, but
basically the thing we all have in mind ls a decline in the value of
our money. This is, of course, the same thing as eI. pgeneral increase
in prices. Most of us can recall periods in our lifetime when prices
increased quite rapldly in the United Stntes ond vhen they have sky-
rocketed in other countries,

Raplid or runaway inflation has penecrally been assoclated
with major wars. During World War I, prices in the United States
doubled, or conversely, the purchasing power of money was cut in
half. As many readers will remember, the German mark became worthleas
after tho war and the French franc declined v a small fraction of its
prevar value. From the beginning of World Wrr Il to mid-1948, prices
in this country inereacsed sbout three-fourths, They moved up again
rapidly, tut for a comparatively brief perind, vhen firhting broke
out in Korea in 1950, The thing that c-necran s all is that for
almost 10 years the trend of prleez has i-~or renerolly upward even
though e have rot been enynred in any mnjor econi{lict. This recent
experience has led sone prople to the erroncove conclusion that
inflation 18 ineoviiaklr, even in pragetima,

Fundanontally, the naintonences of » cound dollar depends
on our ebllity to live -«lihin our ncan~, ne » matlon, This does

not meon that cach individeal, enoh corpny or even the Qovernment
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people in the commnity must be saving &s much as others are borrowing.
Young familles and growing new businéas enterprises, for example, will
typlcally spend more than their current income, whlle other groups will
spend less and add to their savings. Such saving and borrowing is a
part of the.pmcess by vhich a free enterprise cconomy grows and
increascs 1ts capacity to produce the poodn rnd services that go to
make up a higher standard of living,

. If we add woney created by bank crcdit expansion to the
stream of real savings, this produces infiationary pressures. In
& depression these pressures may be offset by other forces of a
deflationary character and the net effect may be to ease the severity
of the decline. But in prosperous tlmes bank credit expansion adda
to total spending without ceusing a compareble increase in output
and the inevitable result iz increased prices and a decline in the
value of our dollars,

Porhaps a speeial word needs to be maid on Government
spending and particulerly spading by the Federal Government. In
terms of its inflationary jnp-et, Governm—m% -rendine iz not
eszentlally different from rny othrr spentine, The rmain reason
that it ;ives vs =0 mich conreorn ia.that tha smenta involved are
so large. The Federal bt -t runs in the nelsiborhoed of $80 billion
and in the fiscal year 1957 we hind a drficit of over $12 billion.

Even in a2 country as larpe nad as rich 2a ovvr, if 1he Government
is & substantlal bormuer, at ths same timn 1hnt demands for funds

are strong from hoth conrmers prd bai-inecs--z, 1+ addg considerably
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tc the presgures which push up the rate of int-nrcs£ for all borrowers
and make 1t difffcult to prevent the over-rapid expansion of money
snd credit., For thic veoason 1t 1s important that In prosperous times
the Federal UGovernment operate with a balanecd budret, and preferably
some surplus, It does not ollow tfron thizn that we should not carry
forward any partiéular pro; revt or pro, roms, chether they are directeti
toward sociml walfere or sema other vorthwhile ohjective. We aimply
mist not indulre in asslf-dsception as to the cozt involved and we
mst bs prepared to finance all of our expenditures in a socund way.

Fow pcople would -contend that inflation ds a good thing.
The injustices 1o savers snd those who have eorprratively fixed
incomes ere too obvlous, Some argue, howmver, that a little inflation
is not so bad and that it may, in fact, help uz rrow and speed up the
accomplishmont of soclal gonla that they ro-ord as desirable. The
mort_ant fact that these people overlook 1s that our prowth as a
nation and, in raet, owr procress in the wry nvoas they often have
in mind, sach o2 hovsin:, ~oheale, = By aoae ) dependa basically
on saving.

Anythine ve o ohic’ eheode coyee e Saneeclating the
value of the menay thew Hres caped Ay na® e anfaie to them but
will epnge people ta he Vosn ;t]lin~ tn ~rvain the foture,  In
this way inflation cprraten £y eodines the novomb of monny that is
gvallablo to 1nild ald, H'_f‘ Thinge phed - 1 0y dhe ppciotivity of

our economy and cur skonierd of Vi-dine,
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The fact that e havo exercised some restraint during the
past year, in our expenditure programs and in our monetary polloy,
enhances the chonces that 1960 will be a yenr in which neither the
fact nor the expectation of inflation will be o major natlonal
problem, Certainly no one coudd hope for such a devolopment more
sincerely than the Board of Governors of the Federal Reserve System,
But while we can &ll be hopeful we mist alzo he realistic, for this
.il not an abastract issue tut a real, practical problem. To ignore
the potential threat of inflation in 1960 would be as foolhardy as
to pretend that Soviet Russis did not exist,

Any presumed benefits that flow from inflation are based
on selfudeception. Ue will certainly grow faster and stronger if
wes do not pretend that we can enrich ourselves depreciating our
currency, Stable prices and a sound currenry that both we and

tha rest of the rorld con sely wpon is tha ondy onl that is

morally and econpiicplly drlen~itle, To obrdivn Jor anything less
would bz to admit that v~ deo rat tava b cao-ne as g nation to
face our financlal problems henegtly and 7~ 1 «ith {hem realiatically.

Datrbor 10, 1959
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