Will we see interest rates like we saw in the early 1980’s?

Many questions (and concerns) on if we will see interest rates like what we saw in the early 1980s?  Let review what occurred in the 1970’s and the response of central banks around the World and how things are different 50 years later.
First, some similarities, there was substantial sending on social programs around the World in the 1960 (in Canada, the Canada Pension Plan (CPP) was introduced in 1965, in America there was the Great Society spending programs, etc, etc) which is similar to COVID-19 spending we have witnessed now.  Second, there was a shock to global energy and good prices (in the 1970, the introduction of OPEC and the Great Grain Robbery, now we have the war in Ukraine).
So we do have some similarities.   Now let’s look at the responses and how they differ.
Communication
First, Central banks didn’t even announce their target interest rates until the late 1970’s.  Yes, that’s right, everyone had to guess at what rate the Central banks were targeting and Central banks changed the rates by open market operations (buying and selling bonds) (it was only in the 1990’s when Central banks started to formally announce policy changes to the public and state what rate it is targeting).  It is astounding to me that you could even try to fight inflation in the 1970’s (or any other time) without communicating to consumers and businesses what the interest rate it. 
Now, we have press conferences after Federal Reserve and Bank of Canada meetings, Central bank decision makers give interviews and give speeches and they go out of their way to let us know what is on their minds.  This gives clarity to markets even if we don’t like what the message is.
As a result, it is clearly communicated what Central Banks are doing – they are raising rates to reduce inflation (again, even if we don’t like the message, it is clear what they are doing and we can plan for it).
Rapid Interest Rate Movements
In the 1970s, interest rates were on a yo-yo moving up and down, and given the lack of communication from Central Banks, businesses and consumers were unable to plan for what interest rate policy will be.  As a result of the instability, businesses kept prices high to stay ahead of the Federal reserves interest rate spikes (and this made inflation worse).
 To give you a few examples of moves in interest rates higher and lower in the 1970s;
	Month
	Rate
	Change in Rates

	Jan-70
	8.98%
	

	Feb-71
	3.72%
	-5.26%

	Aug-71
	5.57%
	1.85%

	Jan-72
	3.51%
	-2.06%



In a period of 2 years, we had a drop of over 5%, a rise of almost 2% and a drop of 2%.  
The same thing happened later in the 1970’s
	Sep-73
	10.78%
	

	Feb-74
	8.97%
	-1.81%

	Jul-74
	12.92%
	3.95%

	Mar-75
	5.54%
	-7.38%



Again, in short time period of 18 months, we had a drop of almost 2%, a rise of almost 4% and a drop of over 7%.
Obviously, its difficult to predict cash flows whether you are paying a mortgage on a home or building any capital asset (a refinery as an example).  Substantial moves in interest rates over a short time period, higher and lower, leads to uncertain planning and can lead to instability.
In the present day, we have generally been spared from sudden moves higher and lower.  Yes, this year interest rates have moved up rapidly just like rates moved up rapidly in 1994 (the last time we saw a substantial and quick rise in interest rates) but we are measuring these moves like what we saw in the 1970s every few decades, not every few years.
Possibly the best way of looking at the interest rates moves is by looking at a chart of Federal Funds Rates from 1955 to present day.  We have witnessed rates go up and down by a few percentage points several times in the chart, but the whipsaw action of rates in the 1970 is unprecedented.  
[image: ]
The Backbone of Central Banks
In the 1970s, economic thought was that most inflation comes from “cost push inflation (where costs go up and are passed on to consumers as apposed to “demand pull inflation” where people demand goods/services and that put the prices higher) and there is not much that Central Banks could do to impact cost push inflation.  In fact, wage and price controls were implemented instead of interest rates increases to try to control costs and failed spectacularly in the early 1970s.
Although still true now that Central Banks can not impact cost push inflation (i.e., the shortage of semi-conductors, or China’s COVID Zero policy or the war in Ukraine all of which impacts prices greatly), economic thought has evolved that Central banks can reduce demand by raising interest rates and that lowers demand which brings about price stability.  Basically, it is better to raise interest rates when inflation arrives and it is better to deal with it now and quickly instead of letting it grow and not dealing with it like the 1970s.
Finally, a big difference now and the 1970s is that it is clear Central Banks will flight inflation.  It was entirely clear through out the 1970s that Central banks were not into flighting inflation (if there were, they would have stood up and raised interest rates and showed the market they were serious about it and not advocate for wage and price controls that had little chance of working).  It was not until Paul Volcker became chairman of the Federal Reserve and he did raise interest rates and kept rates high and only lowered rates when a recession occurred.  It is clear and has been clear since the early 1980’s, that Central Banks will raise rates when inflation arrives and do what it takes to bring inflation down.
Closing
In closing, 50 years is a substantial amount of time and we know a lot more about inflation and fighting inflation than what we did in the 1970’s.  Compare anything in the 1970’s (i.e. cars or computers) and what we have now is entirely different just like how we fight inflation is different now than what it was then.  As a result, it is unlikely that we will see inflation rates/interest rates like what we saw in the 1970s.
If you have any questions or concerns, please let me know.
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