











-G - Inflation: Some Lessons of
Recent Foreign Experience

of "growth" is to be attributed and not to a sadistic refusal upon the
part of the Benighted Countries to engage in a comradely inflation. A&nd
if the suggestion is that, by failing to join in such a comradely infla-
tion, Benighted Countries such as Cermany and Italy -- to take two out-
standing examples ~~ condemned their trading partners to a rate of growth
no greater than their own, I call attention again to the rank which these
two countries have in a table of growth rates derived from the statistics
adduced by Professor Slichter.

Having thus been brought back to the argument of Professor
Slichter, one is reminded that it is "creeping" inflation whose evils he
regarded as generally exaggerated., Would he have said that the question
I have been raising with respect to the sustainability of inflation-
accompanied "growth" does not apply to cases in which the inflation
involved is only of the "creeping" variety? If sc, then, remembering
that Professor Slichter identified "creeping inflation" with "a slow rise
in the price level," it would be interesting to know how he would have
proposed to deal with the case of France, which I have cited among the
countries whose process of growth was interrupted by a major financial
and economic crisis that was precipitated by a need to deal at last with
the consequences of continuing inflationary pressures. For, in Professor
Slichter's own table comparing the percentage of price rises between 1948
and 1953, on the one hand, and between 1953 and 1957, on the other, France
1s shown as having evidenced one of the smallest annual average percent-
ages of price rise in the latter period.

The table of Professor Slichter's to which I have just referred
has, indeed, a broader interest for us from the standpoint cf our interest
in the relation between '"creening" inflation -- supposedly innocuous, or
nearly so -- and inflationary phenomena of a more virulent kind. For it
is this table on which Professor Slichter relied for support when he
characterized as "a widely disseminated bit of nonsense" the statement
that "ereeping inflation is said inevitably to become a gallop," }5/ Pro-
fessor Slichter's argument was simplicity itself. Cne has only to look at
his table, he suggested, to see that

"All of the important industrial countries of the
free world have had creeping inflation during the last few
years, yet in every case except Switzerland and Belgium the
rise in the consumer price index was less in the period
1953-57 than in the veriod 1948-53,"

But surely the next question is this: why did this come about?
In the case of France, the principal thing that was haprening in the
latter nart of the period was that the internal consequences cf the
existing inflationary pressure were being masked by the exhaustion of the
country's foreign exchange rescurces. Vhen these reserves were exhausted,

- 15/ Hearings, p. 12. Cf. also the paper referred to in note L above.
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the authorities were driven to adopt measures in the fiscal and monetary
field which, had they been adopted earlier, would have avoided the crisis
that culminated in the drastic program of December 1958. I have already
called attention to the explanation in the case of Austria: it lay in
the fact that the Austrian authorities adopted, in 1952, a similarly
rigorous program of fiscal and menetary stabilization. And in the case of
the other countries included in Professor Slichter's table, the reason,
in every case, was that the policies pursued by the monetary authorities
were conditioned by a concern Lest the "ereeping inflation™ turn out to
have much more serious consequences than it might seem to have been incur-
ring 2t the moment. In short, if "creeping inflstion has not yet turned
into something worse -- the case of France from 1956 to 1958 shows that
this "something worse" need not take the form of a "gallop" in terms of
internal price rise -- this is because the monetary authrrities, in
particular, have tried to do scmething to prevent that "scmething worse"
from happening.

This much was on occasion not only admitted, tmt insisted upon,
by Professor Slichter himself. This is how he put the matter, for ex-
ample, in commenting on his table in an address delivered a month after
his appearance before the Joint Committee:

"Warious reasons enter into the tendency for the
rate of increase in prices to drop, but the most important
of these reasons is the simple and obviocus fact that it
takes money te buy goods. If people wish to buy in antici-
pation of higher prices, either they must curtail their
purchases of many things ... or they must draw on their
credit, Their atility to draw upon their credit depends
upon their creditworthiness and partly upon the reserve
position of the banks. Consecuently, whether or not
creeping inflation becomes a gallop rests in the last
analysis with the monetary authorities,® 16/

Yet if this is so, the most important question we have to ask
about "creeping inflation" is not whether it did or did not turn into
"galloping" inflation in the years 1953 to 1957, or any other particular
set of years one chooses to adduce. The question we have to ask is this:
is there anything about the acceptance of "creeping inflation" as inevit-
able which would threaten to undermine the power of the monetary authori-
ties to carry out their responsibilities® The answer, surely, is unequiv-
ocal: In any country in which the size and composition of the public debt
is a matter of concern, the acceptance of "ereeping inflation' as inevit-
able must mean a propressive deterioration in the prospects for the gov-
errment's selling long-term fixed-interest bearing securities. This means
a _progressive deterioration in the structure of the government debt in the

}é/ ITtalics mine. The quotation is from paragraph L, "Creeping infla-
tion is not likely to break into a gallop," in section VI of the paper
referred to in note L, above.
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direction of an overloading with short-dated securities. And as long as
the holders of short-dated securities have only to wait for these securi-
ties to mature in order to obtain cash, the prospect of debb-monatization
on a large scale will continue to threaten the control of the monetary
authority over the one magnitude which is crucial to the exercise of its
powers: namely, the morey supply, This is not a chimera invented by
central bankers solely for the purpose of frightening those who might
otherwise feel that "creeping inflation" is something with which we ought
not be seriously concerned, Anyone who followed the discussions a few
years ago in Britain, for example, of the need for debt-funding in rela-
tion to the effectiveness of the weapons of monetary policy, will recog-
nize how sobering the lessons of experience have been in Just this field{EZ/

Sobering, too, have been the lessons of experience to warn those
who would dismiss the whole problem by suggesting that, even with creeping
inflation vursuing its relentless course, the government will still be able
to sell long-term securities -- not, indeed, with a fixed rate of interest,
but with M"indexed" rates of interest. One is aware of the high academic
authority that can be cited in “theoretical support" of the device. 18/

But it is fair to say that no country has applied the experiment of
"indexing" for a longer period and over a wider area than in recent times
has Finland, And there, whatever it may have been possible to say in

favor of the device as a stop-gap measure to moderate inequities and to

keep some kind of activity going in critical areas while a program of

basic stabilization was being worked out, there can be little doubt that

the widening applications of the device came to be so mutually stultifying
as to raise very serious doubts as to what in fact was being acccmplished

by the exercises, Certainly there is nothing in the Finnish experience to
deny the "greater long-term gain from a policy of stable prices as opposed
to the policy of a stable standard for deferred payments," or the proposi-
tion that "there can be ro question that a single stable standard is prefer-
able when it is obtainable." 19/ This is another way of saying that, in the
end, nothing can take the place of a firm determination to scotch the evil
of inflation by doing everything that is humanly possible to prevent it frem
getting out of hand in the first places And the determination to do so
should be strengthened, not weakened, by what the facts of exnerience have
shown with respect to the compatibility of this goal with the goal of fos-
tering a rate of economic growth which will prove to be the maximum rate of
growth precisely because it will be a rate of growth that will be sustain-
able over longer periods.

17/ See, for example, W. M. D[acey]|, "The Floating Debt Problem," in
Lloyds Bank Review, April 1956, pp. 2L ff.; and W. T. C. K[ing], "Should
Liquidity Ratlos Be Prescribed?", The Banker, April 1956, pp. 186 ff.

18/ See the literature cited on ppe 1=2 of David Finch, "Purchasing
Power Guarantees for Deferred Payments," in International Monetary Fund
Staff Papers, V (1956), Mr. Finch's paper itself is a well=-balanced
discussion of the issues of principle involved, and presents (in the first
of two Appendices) a summary of such "Details of Some Recent Applications"
of "indexing" as were available when the paper was published,

3."9_/ Finch, OB E._j;_'_t_n, P 16.
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1/ 1950 to 1956.

Source:

2/ 1948 to 1955,

3/ 1950 to 1957.

United Nations Statistical Yearbook for 1957 and 1958,





