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The Government’s Role in Inflation

No issue today so intrudes on the public consciousness as that
of inflation. The citizen is faced daily with an economic situ-
tion in which the only certainty seems to lie in the steady in-
crease in prices. This condition has affected more than the
short term economic welfare of the United States for it en-
dangers the confidence of people in the free-enterprise system
and in the American government itself. Such an erosion of
confidence is heightened in a situation where politicians have
raised unrealistic expectations that the federal government can
achieve everyone's economic objectives. Further, it can be con-
tended that government, through many of its machinations, is
itself a primary cause of inflation. The relationship between
government and inflation will, therefore, be the focus of this
seminar.

Government efforts to repair the economy have been repeatedly
frustrated by what Arthur Burns calls ‘“‘special factors'™. These
are generally unforeseen circumstances such as the Arab oil
embargo, disappeinting harvests, and unpredictable demands
on key commodities. Special factors, however, are always pres-
ent in the workings of an economic system and a policy of
intervention must always be predicated on current trends. Thus
government control of the economy may eternally be doomed
to failure by just such special factors.

The economy's unpredictahility is only haif of the problem, the
other half being political considerations. The experience of the
Nixon government is a case in point. In the early years of the
administration restrictive monetary growth was adopted as the
strategy for curbing inflation; but, as the 1972 elections neared,
pressures from politicai rivals and unicnists compelled the ad-
ministration to abandon this course in favor of wage and price

controls. These proved so disastrous that such controls have
been discredited—for the time being—among all but the most
diehard interventionists. Politics is aiso evident in the tug-of-
war between congress and the president over the leve! of fed-
eral spending which hoth agree must be reduced before infla-
tion can be fought successfully.

There seems to have been an inability on the part of the gov-
ernment or the Federal Reserve System to decisively choose a
policy and to have the strength or courage to apply it over a
time sufficient for that policy to take effect. Indeed, the inept-
ness of government attempts to resolve the crisis can lead to
the conclusion—as it has among some—that perhaps the
economy might be hest left to correct itself. Might it not be
that in the price system the economy has the remedy for its
own ailment?

inflation and the attempts to cure it have been fraught with
uncertainty and indecision. The purpose of this seminar will be
to give some measure of order and perspective to our under-
standing of inflation and government attempts to deal with it.
The causes and consequences of inflation both now and in
previous crises will be discussed. Qur failures in controlling
inflation will be detailed and expiained. What solutions have
been tried and why have they failed? Has government ever been
able to rationally and successfully deal with this problem or
has it in some instances created the problemn itself? What are
the imptications for politicai stability in a society in which gov-
ernmental legitimacy and economic prosperity are so closely
related? Finally, based on the foregoing considerations, what
are some possible remedies for spiraling prices and what role
—if any—should government take in effecting them?
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