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OF ALL ECONOMIC ILLS, 
INFLATION CAN Bl:: THE MOST DAMAGING 

••• BECAUSE:: IT VICTIMIZES AI.L OF UG 
IN SOME WAY ... AND THE MOST DIFFICULT 

lO END E3E:CAU5E ITS ROOTS ARE 50 DEEPl-Y 
Et-lTWINED IN OUR ECONOMIC 

AND POLITICAL SYSTEM. HALTING 
INFLATION OFTEN INVOLVES DIFFICULT 

AND PAINFUL DECISIONS. LET'S LOOK AT 
HOW INFLATION STARTS, HOW IT 

AFFEC15 US AND WHAT 
WE CAN DO ABOUT IT. 
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PICTURE OUR 
ECONOMY AS AN 

APPLE TREE AND 
THE FRUIT AS 

GOODS AND 
SERVICES. 

THE FRUIT PICKED FROM THE LOWER 
BRANCHES IS EASY ANO INEXPEN5/V£ TO 

GET ••. 

· .,,, .'~\si/f.:.;, As , TH£: 1.owsR. eRAf./cH,1:s ARI; ·'.' t1 
PICK.EO CLEAN/ YoU MUST MOVS HIGH/ER . 

' UP T,He TREE.· ... 

AT ANY ONE T/Mc, ONLY SO MANY APPU:5 
CAN BE PROOUCEO, JUST AS' OU~ £CON· 
OMY~ ABIUTY TO PROl?UCE 60005 ANO 
SERVICES /5 /..IMITED, -------t 

3 

THE EXTRA EFFORT /5 MORE= COSTLY, BUT 
We MUST BALANCE THE EXTRA €Ft=ORT AND 
COST AGAINST HOW 8110/.Y Wl= WANT MaRe 

APPL.ES. 

{ 



IF WE WANT 
MORE APPLES 
TI-IAN ARE 
AVAlt.ABLE 
RIGHT AWA>f 
WE'LL COMPETI: 
AND ORtve. 
PRICES UP. 

E5GENTIALLY, THAT'S WHAT INFLATION 
IS ALL ABOUT ••• DEMAND, SUPPLY 

AND PR!CE5 ••• WHAT WE WANT, WHAT 
WE CAN PRODUCE, AND WHAT 

WE. PAY. 

LET'S TAKE A LOOK AT 
WHERE DEMAND COMES 

FROM, AND HOW IT 
AFFECT5 PRICES. 



SUCH THINGS AS PLANT Alli 
REQUIRE RESOURCES SlA 

• THE /:EOERA/.. GOVERNMENT 5i 
'ON MAJOR THINGS SUCH AS OE. 

LET'5 SEE ••• ONE BATTLESHIP, TWO 
HOUSING PROJECTS, AND.,. A QUART 
OF MILK AND A I.OAF OF BREAD? 

. OH, THAT STUFF IS FOR 
THE MISSUS, 
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AS WE SAW WITH Tl-4E APPLE 
TREE:, THE MORE OUTPUT WE 

WANT, THE MORE we PRESSURE 
COSTS. THE: 5AME THING HAPPENS 

WHEN THE ECONOMY 15 GOING 
FULL BLAST AND DEMA~D 

E:XCEED5 CAPACITY. 

~Gt~ 
'tOURLY RATE 

WELDERS $~I 
GRINDERS $~ 
PAINTERS $~ 
GLAZIERS $~ . 
PLUMBERS $~ 
SANDERS $ 

LABOR COSTS CAN RISE AGAIN AS OEMANDS 
FORCE BUSINES5ES TO ORAW LESS SKllLEO 
ANO INEFFICIENT WORKERS FROM A TIGHT-
&IING LABOR MARKET. 



I ' 

INFLATION ARTIFICIALLY BLOATS PROFl75, PARTLY 8EC4U5e AC· 
COUNTING PRACTICES DON'T ALLOW ENOUGH TO BE SET A5IPE 
FOR SUCH THINGS AS REPLACING WORN-OUT MACHINl=RY. 

ON TOP OF THAT, 
BUSINESSES ARE FORCED 
TO PAY HIGHER TA)(ES 
ON THESE LARGELY 

THE REPLACEMENT COSTS 
"TWICE. WHAT WE. SAVED 

ILLUSORY PROFITS . 

FOR IT . 

IF NEW AND HIGHER WAGES ONLY KEEP 
PACE WITH INFLATION, WORKERS' PllR· 
CHA5ING POWER FALL5 BECAUSE THeY'l?E 
PUSHED INTO HIGHER TAK BRACKETS. 

IF INFLATION IS 6¾ 
AND YOUR PAY INCREASES 
6¾ LOOK WHAT HAPPENS ••• 

INCOME. 
MINUS 

FEDERAL TAXES 

- AFTER-TAX 
- INCOME 

AFTER-TA){ 
INCOME 

ADJUSTED FOR 
INFLATION 

. YOUR AFTER TAX 
INCOME FALLS! 

$20,000 
$3,800 

·$16,200 

~4,157 

$ 17,063 

175 GOVERNMENT SPENDING IN 7WO WAYS. 
'E PRICES OF THE THINGS GOVERNMENT 

ONEY OllTI.AYS. 

ALMOST At; MUCH 
AS IT USED TO 

COST TO BUILD 
ONE:? 



IT AL50 GENERATES PUB/..IC PRESSURE FOR LARGER 
SOCIAL SECURITY, WELFARE= ANO GOVERNMfiNT PEN5/0N5 
70 KEEP PACE WITH INFLATION. 

HIGHER 
GOVERNMENT 

PENSIONS 

51NCE THE FEDERAL RESERVE 
SYSTEM, THE NATION'S CENTRAi-. 
BANK, CONTROL5 THE CREATION OF 

RESERVES, IT ALSO CONTROLS 
BANK'S' ABILITY TO CREATE 



RISING PRICES BURN UP 
MONEY'S PURCHASING 

POWER AS EACH DOLLAR 
~UYS LE::55 AND LE55. LOST 

PURCHASING POWER 
l=VENTUALLY AFFECTS 

HOWcVER., PEOPLE WHO CAN'T INCREA5E THEIR INCOMES 
IN PACE WITH INFLATION, SUCH AS MANY RETIREO 
WORKERS, CAAi BE HIT HAROER ANO EAR/.IER. 

EVERYONE. 

PEOPLE= BECOME /NCREASIN6LY 0/SCONTENT-
EO WHEN THEY 5EE INFLATION IMP05ING 
H£AVIER SACRIFICES ON CH£RISHEO l>REAMS. 

LAST YEAR, WE SQUEEZED 
OUR FOOD BUDGET TO AFFORD 

A VACATION. THIS YEA~, 
THERE'S NOTHING LEFT 

,,,i;,,..._TO_ SQUEEZE. 

HIS USED TO 
SPORT. NOW 

I 

THE MOST FRUSTRATING ABPcCT /5 A SENSE 
OF HAVING Bl=EN CHEATEO. THE BU/LOER WHO 
5ELL5 A HOUSE BEFORE CONSTRUCTION FEELS 
RDBBEO OF A !=AIR PRICE FOR HIS MONTHS 

OF LABOR. 

V 
J ,, ' 

THE UN/ON 5 IN/:1..AT/ON UNDER-
UTTING COLLECTIVE 8AR6AIN-

TRACTS ARE 0 



EVEN /Iv TH!: 
PR/Cc 5PIRAL'5 
EARLY STAGES, 
AN INl='LAT/DNARY 
PSYCHOLOGY 
TAKES HOLD 
ANO B£GINS 
CREATING 0/S-
TORTIONS. 

AG PEOPLE SEE THc PURCHASING POWER OF THEIR 
CURRENT INCOMES SHRINKING, THEY ANTICIPATE 
FURTHl=R SHRINKAGE AND BUY MORE THAN THEY 
Nl=l=D, CAUSING NEW INFLATIONARY EFFECTS. 

SOME MAY OEC/OE NOT TO SAVE 
A5 MUCH OF THEIR INCOME. OTHER5 
MAY DEC/OE TO WITHDRAW SAVINGS 

AND SPEND THEM... •-----

fO 

ALTI-IOUGH Tl-IE 
OISTORTIONS 
START WITH 
PEOPLE'S 
PERCEPTIONS, 
THE l=FFECTS 
CANBl=VERY 
REAL. 

••• OR PUT THEIR SAVINGS 
INTO /NVE5TM€N75 WITH 

HIGH~ YIELOS. 

INVEsr 
Now 

G0o£Y 
GUM BALL co. 
HONGl<.OfolG 



ART 

IF INFLATIONARY EXPECTATIONS ARE STRONG 
ENOUGH, SOME" PEoPt..E WILL FINANCE MORE OF 
THEIR PUl?CHtl5E5 WITH LO/INS BECAUSE THEY AN-
TICIPATE REPAYING IN CHEAPER 00t.t..AR5. LENOER5 
ALSO ANTICIPATE CHEAPER DOLLARS ANO BOOST 
INTEREST l?ATE5 TD COVER EXPECTS) PRICE RISES. 

,, 

YOU HAVEN'T SEEN 
OUR INTEREST 

RATE, YET. 

ANTIQUES 



THIS CAN'T 
MISS! I'M OONNA 
BUY 100 SHARES! 

COMPETITION FOR FUNOS CAAi 0/5TORT FINANCIAL 
MARKETS ANO ••• 

' t 

. ,._,"':'~~ f 

i\,i, 

'·' 

•• • CA/J MAKE SOME MARKETS MORE VOL· 
.AT/t.E ANO PARTICULARLY VU/.IJERAS/.E TO 

LIMITED AVAILAB/l/TV, SOARING INTERE5T RATES 
ANC> UNCERTAIN RATES OF RETURN CAI.IS£ SOME 
BUSINESSES TO CANCEl OR OElAY Ct'IPITAl OOWNWARO PRE5SUR€. 

THE: MARKET WAS 601 
THEN TH~RE WAS AR 
THAT BAD NEWS WAS 

5PENOING. 
WE'LL HAVE TO 

CANCEL T~E PROJECT 
AT LEAST UNTIL RATES , __ .....,.._ 

COME DOWN. 

T/.IE5E PURCHASES MAY BECOME SE/.F-FUlFIUING 
PROPHECIES, IF DEMANO FORCES PRICES HIGHER ANO 

HOARDING CREATES SHORTAGES. 
12 



INFLATION BECOMES 
A MERRY-GO-ROUND DRIVEN BY 

TOO MUCH MONEY. THE LONGER IT TURNS, 
THE FASTER IT GOES. ON THl5 MERRY~GO· 

ROUND ARE THREE. HORSES-- RISING COSTS, 
Dl5TORTION5 AND E~PECTATION5. THERE ARE. 

NO FREE RIDES, WOR5E YET, !:ACH RIDE 16 
MORE. E)(PENSIVE. THE MERRY-GO-ROUND CAN 

BE SLOWED AND, EVENTUALLY, STOPPED, 
BUT THERE ARE COSTS A~D DIFFICULTIES. 

LET'S LOOK AT SOME ANTI· 
INFLATION STRATEGIES, 



MORE THAN 1,600 YEARS AGO, ROMAN 
EMPEROR 0/0CLETIAN SET WAGE-PRICE 
GUIOELINES TO CONTl?Ol A RAMPANT 
INFLATION. 



THERE ARE THREE 
BASIC STRATEGIES FOR 
CONTROLLING INFLATION. 

ONE IS WAGE-PRICE 
CONTROI.S, WHICH AIM 
AT I-IOLDING INFLATION'S 
SYMPTOMS IN CHECK. 

ANOTHER 15 MONETARY 
POL/CY, WHICH SEEK~ 
TO CUT DEMAND BY 
SLOW/NG THE GROWTH 

OF MONEY SUPPLY. 

WE t=EEL THREATENEO BY INFLATION ANO TENO 
TO CALL FOR IMMEOIAT£ PROTECTION, USUALLY 
FROM THE PRICES HURTING US THE MOST. 

ANOTHER 15 FISCAL 
POLICY, WHICH SEEKS 
TO AFFECT THE ECONOMY 

THROUGH CHANGE51N 
FEDERAL SPENDING, TA'/.· 
ING AND DEBT POLICIES. 

THE BIG AOVANTAGE OF WA6E·PRICE CONTROLS 
!G THAT THEY PUT A!ilDE THE IMM/i:DIATE 
DANGER A.ND ALLOW TIME FOR OTHER 
STRATEGIES 70 COOL DEMAND. 



THERE'G ANOTHER PROS/..EM. 51/PPOSE CHICKEN 
PRICES ARE FROZEN ANO FEEO PRICES ll~E 
AllOWEO TO RISE. HMMM ... 

'E PROBLEM 
U CONSIOER 
CTS OTHER. 

OSESTEE/. WA 

CHICKEN FEED IG 
NO LONGER CHICKEN 

FEED! 

OLLING WAGES RAl5E5 
SINCE MANY WAGE eA 
INCOME SHOULON'T OE 

THEY BETTER NOT MONKEY 
WITH HOW MUCH MONEY I MA 

WITH THIS WRENCH I 

AT SOME POtNr, THE FARMER WON'T 8E EARN· 
ING A REA!lONABLE RETl/RIII FOR H/5 EFFORTS 
ANO WILL STOP PROOUCING CHICKENS. 



• 

CONTROL5 WOULDN'T REALLY 
AFFECT THE EXCESS 

DEMAND THAT'S CAUSING 
INFLATION. FOR THAT, )IOU 
NEED MONETARY POtlCY 

AND FISCAL POLICY. 

MONETARY POLICY A¼15 AT HOL.0/NG BACK DEMAND 
BY RESTRAIN/NG BANK5' CREATION OF MONEY ANO 
CREOIT. 

BUT, SUPPOSE TH!: BANKER TELLS SAM THAT 
MONEY IS TIGHT, AND IIE CAN ONL.Y 61:T THE 
MONEY HE NEE{)S AT A HIGHER INTEREST RATE. 
50ME: 8ANKER5 MAY EVEN REOIJCE. t.EIJOING. 

7HU5, TIGHT MONETARY P0£/CY HAS THE EFFECT 
OF Cl/TT/NG SAMS 0EMANDS • 



MONETARY POt/CY.'$ $/.OW . · .· ,. , ' J~l!ttV/M9 c' 
ANCE OFTEN LEAl)5 10 Pt.lBI.IC\i!,I/Ar6/l(l(iJJ.rt WJIArs.:,:. , 

TOWARI> 
FLATION! 

.~ 

. .._.,:=..--..m ____ 

f) Wff ff)«rtJ a 
.,'lf)@J@/i?!i.llXI$ 
fl<~ ffe)/2/J@ 

())/f)@/2'i/$ 

MOST FE{)El?AL SPENO/NG INVOWE5 PROGRAMS THAT 
HAVE BEEN €5TABL/5HEO IN A WAY THAT MAKES 
THEM OIFFICUl-T 70 REDUCE MUCH LESS ELIMINATE. 
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WHILE MON•TARY 
PO"CY IS DIFFICULT 
IN TERMS OF DEGREE 
AND TIMING, l'ISCA, 
POLICY HAS POI.ITICAL 

AND I.EGISI.ATIVE 
PR081.EMS. 



Tl-ll/5, SPENO/NG curs HAVE POI.IT/CAL. CON· 
SEQUENCES THAT ELECTEO O!=l=IC/AL~ FINO 
/./ARO ro IGNORE. 

OOWN WITH 
SENATOR 
FOGHORNE 



/NCREA5l:D CAPITAL SPENDING GENERAlLY 
MEANS WORKERS CAN BOOST OU7Pt/T 

I COULD MAKE 
A LOT MORE 

WITH A 
BETTER 

MACI-IINE, 

MOREOVER, THE5E WAGE 
INCREA5E5 WOULDN'T CREATE 

/NF=LATIONARY PROBLEMS. 
"THAT'S BECAUSE WAGE 
HIKE5 ARE INFLATIONARY 

ONLY WHEN PAY 
INCREASES FASTER THAN 

PRODUCTIVITY GAINS. 

PER HOUR. 

20 

CHANGES IN OUR TAX STRUCTURE 
AND DEREGULATION ARE LONG-RANGE 
50lUTION5 THAT MAY NOT YIELD 

RESULTS FOR SOME TIME.. IN THE 
MEANTIME, ATTACKS ON INFLATION 

WILL MAINLY CUT DEMAND ••• AND 
LOWER DEMAND MEANS HIGI-IER 

UNEMPLOYMENT. 



TH£ ECONOMY SOMETIMES HAS TROUBLE 118 
SORB/No WORKERS AS FAST AG THEY !,El=I<. 
.JOBS, ESPECIAL£ Y IF Ml/NY ARE UNSKILLEO, 
SUCH AG T£ENAGER5. 

, A5 INFLAT~ 
OF THE RETURN Q 

'NTIAI.. JOBS ARE 

THE PROFIT OUTLOOK 
IS UNCERTAIN, 50 WE'LL 
HAVE TO CANCEL THOSE 

BUII..DING AND HIRING 
PLANS. 

OF= TliE THREE 
T0Ol5 WE'VE 
DISCUSSED TO 
BRING INFLATION 
UNDER CONTROL, 
POLICYMAKERS 
HAVIE REl..1£O 
PRIMARILY ON 
MONETARY 
ANO F/5CAL 
POL/C/€5. 

FDR EXAMPLE, INl=LATI0N'5 IMPACT ON UV-
ING STANDARt>S HAS PROMPTED MANY 
I-I0U5EWIVES TO SEEK WHEN THEY 
CAN'T FINO WORK/ THE UNEMPLOYMENT 

RAT€ GOES UP. 



RIGHT NOW, INFLATIO 
TAKE5 SOMGTHING 
FROM JU5T ABOUT 



BUT A DELAY 
IN FULFILLING OUR. 

HOPES IS BETTER THAN 
SURRENDERING THEM 

AL10GETHER TO CONTINUED 
INFLATION. 



AN DREAM~a 
... • . . . m.ttie Federal Reserve ,Bank .of Ne . 
J,r;1·n.g·,, ''dlscussibnof inflation alive bfteHir-i" 
Js,, hap'.peninQ,. why and what .can be done. j 
~~rrt lr;i9JudesJ wo·fu.ll,colqr filmstrips arict t~ .• 
' s"'(a1:.'HfbtY'an.d inaudibly pulsed) thafpr6vfd 
,, "' in,utes vi~Wing time. ·.· · . , . 

l ihol1:1~~s three.; dupticatitig S·tudent/ ao. "n.s(ve t~ache°hs guide arid a 272-page.ah 
l i. abd4t i inflation by Federal Reserv 

··~t-iYe' dci'pj'es ot\The 'Story''of . ./nflatidn Wi 
or:der. '\. . , 
M.~ke ,checks 'payable.•to FederalxRese .·· 
il t fi:ht 6'rders'' e'iccept' 'officia'1 schdol · pu 
t ''be prepaid. ''Invoices are' payat{le : 

.. SMaif,°>our ':Or~er to the address belo · 
' .,· ·I' • • 

.,,.,hatge,, ,C · . 
,, .eserve Bank of New 
·:·- ,' •. . •,\: 

........ , Story of Ban~s 
·'§toJy of. ,~h,eeks 
ectronic, Payments _ 

< '-' of ,p9n$lJm,,r,.C~edit 
in E:iiglish"or S'panish} " 

The ·story ot Money . . 
·to.ry "of;J=oreign Trade a'hd 

;ichange 

VE BANK OF NEW 
'/nation Department ., 

New .York, N .Y. 100 
"'. a1·,,r'/ '" ., · · 
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