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INFLATION INDICATORS ON THE INCREASE

RECENT MONTHLY REPORTS ON WHOLESALE AND CONSUMER PRICES have shown higher rates of

price-level increases than riere the case only a ferr months ago. Much of this rise

has been blamed on the unusually severe winter, r.,,hich tenporarily interfered with

the nationrs ability to produce goods and services. However, a close look at the

recent direction of key econonic indicators reveals trends that lead to a for€cast

of higher inflation rates for the next few years.

The rate of increase in the money supply is the best single indicator of future

inflation. Americars economy needs the constant creation of new noney to finance

the annual 3 to 5 percent growth in production of goods and services. When the money

suppty rises faster than the rate of real economic growth, inflation results. Such

has been the case for the past 20 years or more.

Recently, real growth in production has been in the area of 4 percent a year

while the noney supply has risen at a faster lo-percent rate. The 6-Percent differ-
ence betweenthese two ratcs hasbeen theapproximate rateof inflation forthe past year.

Growth of the noney supply is the resPonsibility of the Federal Reserve Systen,

or the Fed as it is sonetimes called. The Fed accomplishes this task by purchase

and sale of federat government debt. If the Fed wants to expand the money supply,

it buys federal debt on the open market, just as any company or individual can' When

the Fed buys the debt, however, the check it writes is new noney, because the Fedrs

chbck is cashable for currency at any bank; currency that did not exist before the

Fedr s debt purchase.

Of the nore than $650 billion in federal debt, the Fed currently owns about

$100 billion, with the balance of $550 billion owned by banks' businesses, pri-
vate citizens, and government agencies. In only the last two years' the debt has

increased by about $150 billion, and a further increase of $65 billion is budgeted

for the corning year. with a weak economy, most of the $lso billion increase was

bought by business firms not anxious to invest Profits in new equipment.

But with a stronger economy in 1977 and 1978, the budgeted debt for the next

year will not be purchased by firms wanting to use profits for investrnent in Plant
and equiprnent. This wilt put pressure on the Fed to increase its debt holding. Ifo
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incomes meet snall.er beef supplies
in prospect for 1978, the result could be subs antially higher cattle and hog prices
next year.
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