
~f~INGE the fall of 1973, the economies of each of the
world’s ten major industrial countries have been pro-
ceeding along individual business cycles that are
unique to the post World War II era.1 The recent
cycles have been unique in that each has involved the
deepest and most sustained declines in real output of
the postwar era, and that each has been accompanied
by some of the highest rates of inflation of this period.
In addition, the similarities of the individual countries’
experiences, and the coincidence of timing, suggest
the possibility of common causality.

While much has been written regarding the per-
formance of the U.S. economy during this period,
comparative analyses of the performance of the econ-
omies of the major industrial countries have been rela-
lively sparse. This article attempts to provide such an
analysis, by reviewing and tracking the behavior of
the most widely watched economic indicators for each
of the ten major industrial economies. Indicators of
the performance of real output, employment, unem-
ployment, and inflation are traced for each country
(when data permit) and, in the case of inflation,
compared with a multi-country average. In addition,
an attempt is made to analyze the behavior of the
governments of the respective countries in terms of
their fiscal and monetary policy actions over this
period.

In the United States real gross national product
(real GNP) registered its first decline of the latest

For the purposes of this article, the world’s ten major indus-
trial countries include Belgium, Canada, France, Gennany,
Italy, Japan, the Netherlands, Switzerland, the United King-
dom, and the United States.
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recession in the first quarter of 1974. Although there
has been debate regarding the primary causes of this
downturn, most economists agree that it was induced
by a combination of supply constraints and attempts to
reverse the pattern of increasing money supply growth
that had been underway since late 1971.2

The same supply constraints that plagued the U.S.
economy in the early 1970s have also effectively con-
strained productive capacity in many other countries.
The supply constraints which are thought to have
had the greatest impact during this period are: a
four-fold increase in the price of petroleum, a pri-
mary input to the production process, and a tempo-
rary embargo on exports of this input to some
countries; widespread crop failures; the cumulative
impact of new environmental and safety programs;
and the fact that adjustment to all of these shocks
was restricted by a system of wage and price controls
in various countries.3

In addition, attempts to reduce inflation, which was
largely the result of excessive rates of money growth
in previous years, were begun in most countries in
early 1973.~The data presented in Table I indicate
that the rate of growth of the money supply was being
reduced in each country, with the exception of Italy,

2
This point of view is presented at length in Norman N.
Bowsher, “Two Stages to the Current Recession,’ this
Review (June 1975), pp. 2-8.

more detailed discussion of the impact of these factors on
the economy is presented in Denis S. Kamosky, “The Link
Between Money and Prices — 1971-76,” this Review (June
1976), pp. 17-23.

~While it is widely recognized that the long-mn solution to
the inflation problem is a permanent decrease in the rate of
growth of the money supply, it is also widely recognized that
such efforts, if not undertaken gradually, frequently precipi-
tate a temporary slowdown in economic activity.

Economic Activity in Ten Major Industrial

Countries: Late 1973 through Mid -1976
DONALD S. KEMP



FEDERAL RESERVE BANK OF St LOUIS

throughout 1973.~In each case these decelerations
represented a significant reversal of the accelerating
bends which prevailed In previous years in the re-
spective money stocks.

In other words, the same series of events which are
believed to have precipitated the downturn In eco-
nomic activity in the United States were occurring In
the other major Industrial countries at the same time,
There(ore~it Is more than a mere coincidence that
real output In all of the major industrial countries be-
gantofalterinlatel97SandearlylV74.

Real Output
The most widely monitored indicator of the per-

formance of output Is the rate of change of real GNP.
The data presented in Table II Indicate that; with the
exception of Japan, sustained declines In real CNP

5lte figures presented In Table I are two quarter moving
averages of changes In the money supply measured on an
annual rate of change basis. Two quarter average rates are
used In this analysis to reduce the numerical significance of
erratic, but inconsequential, short-term movements In money
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(declines lasting for two or more quarters) began at
some time during 1974 in all of the major industrial
countries.e Japan Is the only major Industrial country
that was spared a sustained decline in real CNP dur-
ing the 1974-75 perIod. However, the Japanese econ-
omy did grow at rates far below its previous postwar
trend rate throughout this period. In addition, Japan
experienced a substantial decline In real GM’ (at an
U.S percent annual rate) in the first quarter of 1974
and another slight decline in the first quarter of 1975.

The exact timing, duration, and magnitude of the
declines in real CNP did differ slightly among coun-
tries, The declines all began at some point during
1974 and had all ended by the third quarter of 1975.
However real GM’ was simultaneously declining In
all countries in the fourth quarter of 1974 (wIth the
exception of Japan) and the first quarter of 1975. The
duration of the declines varied from a minimum of

‘It should be noted that there was also a contraction In real
GNP In the United Kingdom between the second quarter of
1913 and the first quarter of 1914. However, In tbls article
the analysis concentrates on the most recent downturn In real

Page 9
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labia Ii

REAL GNP1

Belgium ~enadc France~ Germany itaiy~ Japan U.K.
2

U.S.

Compounded Annual Rates of change
1973 I 9.2% 14.2% 7.5% 12.2% --

3
.8°/a 15.9% 23.7% 9.5%

II 8.2 1.1 4.4 0.3 16.8 7.3 8.0 0.4
Ill 5.1 4.6 3.7 1.4 10.2 0.4 0.0 1.7
IV 6.7 8.8 5.9 1.6 7.8 0.2 3.7 2.1

1974 I 3.4 6.5 4.6 4.1 4.0 . 11.5 5.4 - 3.9
II 3.8 --3.7 3.2 1.9 1.4 4.5 15.1 3.1
III 1.9 1.7 3.2 . 1.3 . 6.3 4.6 7.0 -2.6

IV -.4.0 1.7 -12.9 6.5 9.4 0.9 59 —-6.8

1975 I 4.0 . 1.4 . 7.9 11.2 . 5.2 1.0 - 2.5
II —-8.0 2.7 4.9 LI —-3.5 4.3 9.2 5.6
III 5,3 6.3 . 0.9 2.6 0.6 3.5 0.6 11.4
IV 2.4 0.6 10.4 12.8 14.3 2.9 9.0 3.3

1976 I 4.3 11.1 NA. 6.7 NA. 14.7 11.1 9.2
II NA, 0.0 NA. 2.7 N-A. 3.1 NA. 4.3

N .\ Data Nut ,\ vailti, IC
-QuaiIt ‘-ly Itt-al I NI Oat a rent a’ all ai,tc F. -L thi’ Nutht’rlar.da and S~.~tenant -

lirat Gr’mi, hiatt e’l,c’ L’r.vlu ,.~

S ~u. ,‘t, I harth at C anada, ManIc a F England. lianIc ‘ - F J at ‘an. I)t..i~c’Ia Ira alt-she’ - K, it.,, it Ut Na i~inn! d t’ it ~UtIi. I ui’ ‘“ Ut hi ‘nit’ F,
at, ia tN atLt,r:a, I,,st.:tutt’ ‘if t:‘‘,,n’’flL,e anti S.‘ca~fte—ean,’h riCa..? at;r.ri far It. C’.nI,’nl in C ‘‘ijierat nfl, at.. Di’ vel npnw’r.t, I - .5. Iiepa: I -

nail ‘.1 (‘-‘rn’ne, cc, Vruc.rsi:t 1.ihrrd,’ ijruac.iit—.

two quarters in ( dijalIlil lii Jive • utLrters in both Italy index is a measure of the output! of the maluul Iac-luunng.

and till’ I. nited State’. In addiboiL tin’ ~tinplep~— rniniiu~.and lltihitit’n ‘,l’t’t.Oh’s LI! 1111 eC(IIItllII\. \s iridi—

et’ljt,igt- drop iui the level of real G\P. mea.stned froni rated by Table LII. industrial procluetwu registered

peak to troui~lj ranged Iron) 1:3 pereeiut in Canada sustained tleelioe.s in all tin of tin’ Illajor industrial
to 6.6 percellt iii the Cioted States ( (anada. 1 ~97-I— countries i 19~l—,o. In aclditwu tin’ duration and
I. t973 and U.S., IV 1973—1 1975). ___________

Another llu(’asifl’e C)! c’lutlu’’e’ ii fl’ihi LIIII
1
)llt is the ‘ ~iiI,.,:,-J. lit-,,- aa-,. n,.. niinur ,u,-uu:.nt:’ ill nt, n. tb

•-,,itl,i- ,:,di’st’H pu.uut ,j,i:: ides. (Ia-se indite, ui-s.
ehamze ill tilt’ iuclr~ of iridllstrlal pi’odiiethsii. I his u.ueh:’ o’u.p,tral.I.- frau, at’ tan! us ti

Table ill

INDUSTRIAL PRODUCTION INDEX

Nether- Switze’-
Belgium Canada France Germany Italy Japan lands - lend U.K. U.S.

compounded Annuat Rates of Change

1973 II 2.4% 5 7% 4.2% 1.1% 36.9% 14.9% 4.6% 3.6% 2.5% 5.8°/a
III 2.5 0.0 3.4 0.0 17.6 7.2 9.6 3.8 3.3 4.1

IV 13.2 10.1 2.3 5.1 3.1 10.7 8.0 11.5 2.5 2.5

1974 I 14.2 6.6 10.3 - 1.4 13.0 4.8 3.4 7.3 - 18.9 - 4.8
II 1.0 1.3 2.3 1.1 2.0 10.3 - 1.0 0.0 13.7 3.7
III 4.2 - 2.6 5.6 6.9 10.2 - 14.3 6.7 - 10.1 1.1 2.5
IV 16,7 6.6 25.5 13.7 28.3 21.9 11.4 13.7 11.0 20.1

1975 I 14.1 10.2 12.0 8.3 1.4 27.3 10.6 42.9 1.5 31.9

Ii 11.4 - 2.1 11.1 6.3 2.9 13.1 9.9 8.9 17.1 3.6
III 13.1 1.4 --1.4 1.2 - 24.4 8.3 8.2 4.3 2.0 24.0
IV 23.8 4.7 15.3 15.1 33.6 3.3 32.0 43.1 4.9 10.0

1976 I 22.0 11.3 22.7 11.7 10.8 25.2 3.4 38.5 3.6 12.2
II 21.3 7.7 3.4 11.4 N A. 23.4 3.4 18.4 2.8 7.4

N.’. Data \..t. A .iLj,hnlt
, lia:d. of t’atia,ia, lie:,s, ii ‘I ,tin,n.I’t’ui.,cht ItLa’ b-n i’:,’. Jr n;’,-,C-,n’,l :t~ :LIV F.,ml. )‘“:nhWftt.i,it.I’i, 1’.t-,’,-,i,,ir

1), .L’j.’,r’,tr,l. I .5. iIc-p,:r-t. ,.,,
1
-f !.enn’,-’r,

kg.- Ii’
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magnitude of the declines were generally greater for
this index than for real GNP, The duration of the
declines varied from two quarters in the United States
to six quarters in Belgium, Canada, and Germany. As
was the case with real GNP, industrial production was
declining simultaneously in all countries in the fourth
quarter of 1974 and the first quarter of 1975. The
simple percentage decline in this index, measured
from peak to trough, ranged from 6,1 percent in
Canada (over a period of six quarters) to 19.7 percent
in Japan (over a period of five quarters), While
economic activity did not undergo a sustained de-
cline in Japan when measured in terms of real
GNP, a sustained decline in industrial production was
recorded.

I..~tthar ket (Thmii~:km.s

Aside from the fact that a decrease in real output
represents a reduction of the goods and services avail-
able for consumption or investment for future growth,
such a decline is important because of the increase in
unemployment that normally accompanies such a
decline.8 While unemployment rates did attain ab-
normally high levels during the latest downturn in
economic activity, the levels reached appear to be
postwar records for only four countries — the Nether’

~Whjle decreases in real economic activity are not the oniy
causes of increases in the unemployment rate, such decreases
are usually a major contributing factor. Unemployment could
increase because of a decline or slowdown in the number of
job openings, or because of a rapid increase in the number of
persons seeking employment. It is only the first case which
can be attributed to a decrease in economic activity.

Another indicator of the effects of a decline in
economic activity on the labor market is the rate of
change in total civilian employment. As indicated by
Table V, the experience with respect to this indicator
has been quite varied, According to the available data,
total civilian employment declined in each country for
some time period during the 1974-75 downturn. The
countries with the smallest declines in total employ-
ment from peak to trough were Italy and the United
Kingdom, with simple percentage declines of only
1.6 percent.

“This observation is based on data found in selected issues of
the United Nations’ Monthly Bulletin of Statistics. However,
since unemployment data for the 1950s are not available for
Switzerland arid France, this observation may not bold for
those coimtries.

lOThis delay has been attributed in large part to an increase
in the number of persons willing to accept partial unem-
ployment ( working less than thirty-three hours per week).
See, OEC1) Economic Surveys: Italy (January 1976),
pp. 12-15.
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Table IV

UNEMPLOYMENT RATE1

Nrtt,er-

Belgium Canada Franre Germany Italy Japan lands 1.1K. U.S.
1973 I 2.8% 5.9% 2.1% 1.0% 4.0% 1.2°/a 2.7% 3.0% 4.9%

II 2.8 5.5 2.1 1.1 3.9 1.4 3.0 2.7 4.8
III 3.0 5.5 2.3 1.3 3.1 1.2 29 2.6 4.8
IV 2.9 55 24 1.5 3.0 1.2 2.9 2.2 4.8

1974 I 2.9 5.4 2.4 1.9 3.1 1.3 3.1 2.5 5.0
Ii 3.0 53 2.5 2.3 2.5 1.3 3.3 2.5 5.1
III 33 5.3 26 2.9 2.8 1.4 3.7 2.7 5.6
IV 3.8 5.6 3.4 3.5 3.2 1.7 4.0 2.7 6.7

1975 I 4.3 6.9 4.0 3.8 2.7 1 8 4.4 3.3 8.1
II 5.2 7.2 46 5.2 3.8 1.8 4.9 3.7 8.7

II 5.9 7.2 4.8 5.7 3.3 1.9 5.3 4.6 8.6
IV 6.5 7.2 5.0 5.4 3.5 2.0 5.3 4.9 8.5

1976 I 6.4 6.8 5.0 4.7 3.2 1.9 5.4 5.3 7.6
I! NA. 7.2 N.A. 4.5 35 NA. N.A. 5 4 7.4

N - A - Data Nil As .11,1,1,-
‘In.-,,. ,‘tc.yunt-nt R:’tCn Fur Sw t.-.crland an
Sm - D.’ Nc,l.’rI’,nit.t-N- Karl.,. V.5. Drr;.’lr..cn: a, C ,.rcn’t:-I-s

lands, the United Kingdom, Japan, and the United
States.” As indicated by the data in Table IV, unem-
ployment rates began rising in each country (with
the exception of Italy) during 1974. Although real
output began to decline in Italy at about the same
time as in other countries, the subsequent rise in the
unemployment rate was delayed and did not begin
until the second quarter of 1975?0

Another unique characteristic of the latest down-
turn in economic activity is the severity and diversity
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lable Vt

CONSUMER PRICE INDEX
Nethe’- Sw,Iz’,r-

selgiun canada franca Grrmon’t Italy ~opufl lands and L K. US Ae’aqe

Two Ouorter Mo’.1n3 Aitraglut of compounded Arnva Rates o
t

Chancle

1973 I 7.9% 5 8% 6.2% 7.7% 11.1% 8.5% 8.8% 10 2% 7.6% 4.9% 7.9%
II 1.0 8.6 5.~ 7,Q 12.2 1/.1 9.6 68 7.6 7.5 92

UI 5.6 10.6 9.2 56 10.7 17.7 7.8 63 92 8.7 9.2
IV 6.8 9.6 !08 6.0 10.0 15.6 6.4 31 10.9 9.2 9.8

1972 I 1.5 8.8 ~ q.i 69 32.0 ~ 147 155 11.2 14.3
1 164 12.0 166 8.2 22.5 32.8 11.3 6.2 fl.6 12.0 16.0

cIt 17 9 13.3 15.6 5.2 26 8 18 1 10 0 6.8 18 8 II 8 13 4
iv 157 120 13.5 4.6 291 17.1 ~~-5 11.4 15.5 12.3 14.2

1975 I 126 10.2 123 6.7 20.5 12.4 11.3 93 72.9 10.3 129

Ii 11.5 8.9 10.8 7.9 12.0 10.6 10.2 5.6 34.2 7.2 11.9
III 103 11.6 9.6 9.9 ci 98 3.8 30.4 7.3 137
IV 10.7 11.4 9.1 3.3 iC? 6.7 8.9 25 16.7 ~ 8.7

1976 I 103 70 9.6 ~ 14.3 8.2 2.2 13.4 5.6 8.5
Ii 6.4 5.8 9.8 6.5 21.9 II 7 I0.4 0.6 13.4 4.6 9.3

- moit if t .u,ac{i’ ,iar’.. I .I:o;IL:i I.i,nrCl~~I ,s..,i,-1’;riil,. ‘ft’. .,aUrr. ‘fl I-.rurn.,m~C E’,e.,c..ti’’ul ann pttt1.i..u - U.S. 11to-~ ~
.anmi’rC

ReIcreliti’ ti s ]‘ahle I II ,dcates that U are I as heell States. with a’ rta~’ annual rate-s ol 10(1! let try &‘Xj 1,05-

1.o,isidtq-alrle lllu.ttelup~ruti and j~~t~re50IIt~vari.IInI SiOU o( 1.9 sI. twd ~.t
1

)cTCt’flt. ~ UI, the

it’ iii ti,c- rUe’ of IiwtIeULr\ (‘\~ UtSIWI. IIoun~’r,~~th other ha1,d nioticUU~t.\Q.tItSIOll has been douUt -

We e~ceptiois cli Use I t,ilrd States. Sn tzcrl.osd. ala’ digil Iaglntu(k. ~siI baltIc-c iss all of the otllt-r (5511W

Hal’ the rates had clean) itsINed till-jr ~‘,LdItT din’ ni- tries over this period.
ward tt-yud~Is~ the first quarter of 1915. ~iuee early
1w73 n-hen I1tti-¼of tncnuctar~ i-\paIIsiOtI l,t~aIt their As iindieatcti In Use figures ins ‘Fainie \ IL wsc-erIl-

pi.e.i-t-ees~iflII (It(iiI’ts- IIW least (\
1
).wSStnt.tl) &.nuntrics tneiits 1IU~egelterail> pur~iit’dinerca.sitI~i\ aagres~ive

have been S~iti.erlaud Cermtul\ . tiid the tiitt’d (iseal Ql)lItIt.~ ciliet’ tht’ 1114 (jIlarter ~t f97:3. 1 ncl’eU’-

lobe VP

NET FEDERM BUDGET POSITION AS A PERCENT OF NOMR’4A1 GNP
— ) Surp

1
u’ I—-- Deficit

tAnnL,ai RuIes~
Belgium Canada Franc. ~ormary Italy japan U K U.S

~g73 I 8.79% - 1.06% -- 1.16% ~ 53~i -6.54% - 5.00% 2.89% - .2.99~c
II -—6.64 —0.64 0.31 0 12 - .9.98 -—0.0) ~ 2 38
III 2.55 0.88 —--074 0.23 ..- 9.87 082 -—4.11 0.32
IV 0.38 0.65 4.22 205 -.12.71 - 2.60 —.6.14 —1 49

19/4 ——11.60 —2.81 C 60 0.38 —7.87 3.69 —.2.06

It ~ 05! 3:21 - .068 _921 —-6~~ -—5.70 278
P1 422 112 -—1.39 -067 -tO.56 1.17 ~ --044

IV ow _--0’’ ~ ._._299 _g~~ .5.04 _l1.48 —-330

1975 I 1271 2.53 ..12.75 —--3.13 ---4.60 ..—499
II —693 _2.42 - 178 ——.413 __l301 —5.12 -,0.60 -3.14

- 261 2.64 - 1152 2.42 ~-l4.41 - 2.60 ~ 4.76
1.02 -—2.36 -__~9~ NA. ——846 -11.10 —-.669

19/6 I ,.235 NA. - 2.’7 NA _6.21 N.A
II N.A N.e. NA. - .243 NA. N A. NA. NA.

C’...)- Isata >.- T \nj.i ..i I,

(1.,arLI.::Y N,i,,,ir.,s (IN1 .j;jr.,.’Lr~.L .0 wIt..,’’l’ ‘lt sn.th..,h,’.o or
llnr of I ,flhiflL. I .e’.~.fltV~
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ingly aggressive fiscal policies, as the term is employed
in this article, implies an acceptance of increases in
budget deficit spending in an attempt to offset de-
creases in spending in the private sector. The accept-
ance of this variety of stimulation during the 1973-75
period is most noticeable in Germany, Italy, the
United Kingdom, and the United States.

Thus, when policy response is measured in terms of
either monetary or fiscal actions, the data indicate that
governments responded actively to the most recent
downturn in economic activity.

By the fourth quarter of 1975, real GNP growth had
resumed in each of the major industrial countries.
Canada, Germany, and the United States all experi-
enced turnarounds in output during the second quar-
ter of 1975. While the Japanese economy has been
spared a sustained decline in real GNP in recent
years, the performance of that nation’s economy in the
second quarter of 1975 did represent a departure from
the sluggish growth that that country had been experi-
encing in the previous two quarters. In the remain-
ing countries, Belgium, France, Italy, and the United
Kingdom, real GNP began to grow again during the
fourth quarter of 1975.

An analysis of the rates of change in industrial pro-
duction in each country also indicates that the re-
bound in economic activity occurred in mid- to late
1975. Industrial production reversed its previous
sustained downward trend during the~~secondquarter
of 1975 in the United States, Japan, and Switzerland;
the sante event was observed in the third quarter in
Germany. However, the reversal of the sustained
downward trend in the other six countries did not
occur until the fourth quarter of 1975.

While inflation continues to be a problem, substan-
tial progress has been made in reducing it in almost
all countries. The average rate of inflation for all ten
countries fell below the double-digit level in the fourth
quarter of 1975. However, there are some countries,
particularly Italy and the United Kingdom, whose in-
flation rates are still of double-digit magnitude.

Although there has been an almost universal slowing
trend in the rate of monetary expansion recently, the
trend rate of money growth is still rapid by historical
standards in all countries. Furthermore, because of the
perpetuation of budget deficits that are also large by
historical standards, indications are that monetary ex-

pansion will remain rapid for some time to come.15

These observations indicate that aggregate demand
will remain strong in the near term, As a result, in
most countries, continued reductions in inflation will
most likely be slow in coming.

Of all the indicators analyzed in this article, the
unemployment rate has proven to be the least affected
by the upturn in economic activity. As of the first
quarter of 1976, the unemployment rate was still at or
very near its 1974-75 peak level in Belgium, France,
Japan, the Netherlands, and the United Kingdom.
Available data indicate that in the second quarter of
1976 the unemployment rate increased in Canada,
Italy, and the United Kingdom, and fell in Germany
and the United States. Of those countries which have
experienced a drop in their unemployment rates since
the recovery began, the United States has experienced
the largest decline (1.3 percentage points on a quar-
terly average basis). Furthennore, only in the United
States has total civilian employment risen above its
pre-downtum level.

While these persistently high unemployment rates
do represent a continuing source of concern to policy-
makers, they are consistent with other economic data
and should not be surprising. Even though the recov-
ery has been underway for some time in most coun-
tries, current real output is still generally below its
previous peaks. For example, as of the second quarter
of 1976, industrial production had not returned to its
previous peak level in any of the major industrial
countries. In addition, the latest available data indi-
cate that real GNP was still below its previous peak
level in Belgium, France, and Italy. In this regard, it
seems reasonable to expect unemployment rates to
remain relatively high, at least until output returns
to its previous levels,

The world’s ten major industrial countries are cur-
rently recovering from a slump in economic activity
that was unique to the postwar era. It is widely
agreed that this slump was abnormal in terms of the
duration and magnitude of the declines in real output,
the magnitude of the concurrent rates of inflation, and,
in the case of Japan, the Netherlands, the United
Kingdom, and the United States, the magnitude of the
accompanying unemployment rates. However, while

1$Implicit in this statement is a recognition of the link between
fiscal actions and monetary policy. For a thorough discussion
of this link, see Darryl R. Francis, “How and Why Fiscal
Actions Matter to a Monetarist,” this Review (May 1974),
pp. 2-7.
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there is some disagreement on the issue, many econo-
mists believe that this most recent world-wide down-
turn was unique in an even more fundamental sense.
These analysts contend that supply constraints were a
major factor contributing to the latest downturn. Be-
cause there has been very little experience with down-
turns of this nature, projections and policy prescrip-
tions have been, and still are, particularly problematic.

If supply constraints were a major factor contribut-
ing to this downturn, it may be that a continuation of
the current recovery depends to a great extent upon
the speed with which the individual economies are
able to adjust to these constraints, rather than upon
the use of the traditional tools of stimulative fiscal and
monetary policies.

If this is the case, then the near-term policy options
are clear. On the one hand, aggressive application of
stimulative monetary and fiscal policies could be em-
ployed to speed up the recovery. Unfortunately, if the
supply constraints are real and continuing, the recov-

cry would then be shortlived. Many of the same
bottlenecks that contributed to the 1974-75 downturn
would soon become effective, and the result would be
a resurgence of inflation. The resulting attempts to cur-
tail the inflation would run the risk of precipitating
another downturn shortly thereafter.

On the other hand, more moderate applications of
stimulative monetary and fiscal policies could be em-
ployed to provide a slower, but longer-lasting, recov-
ery. A steady gradual recovery would stimulate the
reallocation of resources called for by the changes
which have occurred on the supply side of the market,
yet would minimize the risk of rekindling inflation.
Such policies could be supplemented by government
actions to remove constraints on production and en-
courage capital formation. Programs of moderate and
steady sthnulation, combined with an improved pro-
ductive atmosphere, would be conducive to a pro-
longed economic expansion and a gradual reduction of
the rate of inflation in each country.

N
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