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Iwill focus my remarks today on two economic issues that challenged us in the

1970s and that still do so today—energy and productivity. These, obviously, are

not the kind of topics chosen by many recent Class Day speakers—Will Farrell, A/; i,

S | SR

or Seth MacFarlane, to name a few. But, then, the Class Marshals presumably knew what

El)
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they were getting when they invited an economist.

SH il

Because the members of today’s graduating class—and some of your professors—
were not yet born in 1975, let me begin by briefly surveying the economic landscape in
the mid-1970s. The economy had just gone through a severe recession, during which
output, income, and employment fell sharply and the unemployment rate rose to 9
percent. Meanwhile, consumer price inflation, which had been around 3 percent to 4

percent earlier in the decade, soared to more than 10 percent during my senior year.

The oil price shock of the 1970s began in October 1973 when, in response to the
Yom Kippur War", Arab oil producers imposed an embargo” on exports. Before
the embargo, in 1972, the price of imported oil was about $3.20 per barrel; by 1975, the
average price was nearly $14 per barrel, more than four times greater. President Nixon
had imposed economy-wide controls on wages and prices in 1971, including prices of
petroleum” products; in November 1973, in the wake of the embargo, the President

placed additional controls on petroleum prices.
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As basic economics predicts, when a scarce resource cannot be allocated by market-
determined prices, it will be allocated some other way—in this case, in what was to
become an iconic symbol of the times, by long lines at gasoline stations. In 1974, in an
attempt to overcome the unintended consequences of price controls, drivers in many
places were permitted to buy gasoline only on odd or even days of the month, depending
on the last digit of their license plate number. Moreover, with the controlled price of U.S.
crude oil well below world prices, growth in domestic exploration slowed and production

was curtailed —which, of course, only made things worse.

In addition to creating long lines at gasoline stations, the oil price shock
exacerbated” what was already an intensifying buildup of inflation and inflation
expectations. In another echo of today, the inflationary situation was further worsened by

rapidly rising prices of agricultural products and other commodities.

Fast-forward now to 2003. In that year, crude oil cost a little more than $30 per
barrel. Since then, crude oil prices have increased more than fourfold, proportionally
about as much as in the 1970s. Now, as in 1975, adjusting to such high prices for crude
oil has been painful. Gas prices around $4 a gallon  are a huge burden for many
households, as well as for truckers, manufacturers, farmers, and others. But, in many
other ways, the economic consequences have been quite different from those of the
1970s. One obvious difference is what you don’t see: drivers lining up on odd or even
days to buy gasoline because of price controls or signs at gas stations that say “No gas.”
And until the recent slowdown—which is more the result of conditions in the residential
housing market and in financial markets than of higher oil prices—economic growth was
solid and unemployment remained low, unlike what we saw following oil price increases

in the 70’s.

For a central banker, a particularly critical difference between then and now is

what has happened to inflation and inflation expectations. The overall inflation rate has



