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poney stock and interest rates can be regarded as alternative instrumrats of polisy,

while the cholce

nunmnn.wum

But though, with soze qualifications

that

Indeed, in the previous quotation the target is "the dncrease ir intevest

fer'.
= tha sos3ibil
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objective as

ticular ¢

fthe increas
the target,
policy and
establish wh
that the pol

reducing agp

Ore way of course {(when nrhﬂp»nw of a cardlval secale

Gl exopanoud

of instrument to ba made is tautologous with the chofve of proxiza
It also perhaps reflects the feeling that
veopolicy in ators should more than the effect of

describe
it

dig
actions explicitly taken. It is after all quite possible . for
lack of action to constitute a positive policy, xm»snra for ex.aple,
a nnunﬂon Bank contemplating opea market sales could desist from

taking action 1f it perceived that an increasa in liguidity
£

¢as
prefecence of cconomle uaits was aboul to arlse, which would
zecomplish che increase in interest ratis called for. A change
in econonic bek thus be acguiesced in by a menetary
authovity to achiave *nn ¢ncs and it is desirable that \g vowgnm\

indicater should recognise this possibility and evaluate policy
on the basls of any relevant changes in behaviouvddd

Hua. the latter is quite correct, it does

not follow

An dndicator of the kind deseribed, 1if one can vn found, cannot
help but form an appropriate target variable for the ?:soeoﬂw

1
authorities., There is apparently, no distinction betwecn the n:u.w 3

. -1*
JLen

ard hence one

ity of assessing the change in poliecy instru ts requived to mn:»mdm any

e

paired zhange in the target and goal variables; Jescribe th . pol un4

beirng the change in the policy indicater consistent with generating

e in intercst rates called for’'

But

thinking, that Is, of the {e.mar us

ent

nk

of the effect of
order

In parcicular,

this dcoces not alter the fact that an assessine

factors on the tarpet warlable s required inm

=ther and what change in that variab to affect, suppose

interest rate above the current Jevel csasistent Jith

11 this

icymaker chicoses an

regate demand, and manipul s his instrumencs unt target level

lat
est rate is attained. If gur

of the inter d erjectations ghange, “re
rolicy 2crually undertaken mzy be one rate to the previously
defined tarpet level, vather than ralsing sppregate demand.,
Irn thls context, as Sovings notes, '...the use of an indicator can serve to separate
the exogenous effect freom the icy effect...' 80 as to detormine the desivable
future course of policy. :

But how fo the pollcy indlcator conmstructed ?  Here alas we are thrown back to.
the Iscue of knowledge or Ignarance of the structure, fov !
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\m wing axpl m»ﬁn\ is e
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Since tha task of the policy indicat
pauge the cffcct of poaetary vowhnw. n#g cholce
ancﬁﬂmm sore hyoothesis absut the structure.
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the indlcator is/to measure /either directly er indirectly, l.e.
nzﬂe:wJ the prﬂaan...nrp 2ffect of policy on the soal varlables...
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_ the cholce of indicator...involves the goal function. ...the 5
. indicator wust be (1) casily observable with little or no lag,
{2) quickly affected by the policy undertaken, and (3) velated to
the tavget and goal variables. 3Decause the indlcataor of policy
. gauges the effect of the immediate past policy and becausa the |
. futire course of policy :pww ba influenced by the polizyvaker's
' estimate of the effect of the policy, it is nﬂrrﬁ 1 that che
“indicator yields at least a::H»funﬂcer correct re ncpnw.
Otisrwise there is a danger that a policy cwH_ continue to be
nlifies vather than moderates n%rpuf.w flvecruations

pursued that a
in the goal variables.116

Given cthat the problem defined arises from ignorance of the structure,

‘perverse to be told that pelicy in such an eavironment 'vequires some hypo

the structurc'., And this confusion is further fostered by the

ambipuitles regacding the role of probabllities. TFor in vnnnnnnwnm Yiwua Foymal

analysis of the vnovpnm of chossing an indicator', they ackrewled

a procecure ihat '...postulates that our information cam be cxpres

statements about hypotheses and classes of hypothescs', a 'procedura', W

'perzits us to assign numbers to specific combinations of policy variables

117

provides a scale or irndlcator for policy' But this dimplies that we

specific new nypothesis from the alternatives perceived.
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pariicular hypothesis about the structure,-a-policy indicator can

various Instrument leve with weights ¢
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constructed as the weighted sum of the
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to the marginal multipliers of the corresponding instruzeats with Tespect

fable, 18 .

target or (directly) the As uyo above quezation
thus derived will depend (directly ot

zoal var
Indivectly

ranted the hysothesis about the structure and the pgoal function, it ceivey

informaticn about the "known' (expected) thrust transmitted by policy on the

varlable. Cbserved moven tavpet variable can thus be separated ints

policy~induced and exogenous cozponents, causing policy adjustments alming

Pl

undesirable {mpacts of unanticipated changes in

the gozl

exogenous variables oo
variable.

target/polic

¢
On this interpretation, however, the comdined

is in the context

optimal policy derive

2 then, whatever the usefulness of the policy indicat

1 =

o o policy over any given iaterv tize, the

ocs nol scem Lo serve any real purpose in policy design.

belicfs pertain to a linear structure with additive disturbance

variable, the policy indicator is no other than the Instruneat

characterized by multiplicative disturbunce) the conmstruction of

casible Pnou ud policy desiga on the basls of summary deseripticns in tewes



{nrermedicte tavgets and policy Indicators is ronsensical, since the weights

attaching to the various instruments deployed to sccure the desired objective(:)

depend also on the values of the exogenous variables in the systea.

Yet this {ntepretation (which, incidently, is that characteristic of Den Friedman's
121 ] .
work on the indicator probiem ~—, and suggests that policy indicaters are at best
17
n;uonmwcncuutmv is w vat this i3 5o one cuspects not ouly because this

intezpretation detrac & bhat perception of fgnorance, o uncertainty distinet
P P 14 2 v

fron ris wwmu. which T have described above, but also from the fact that (save for the

Meltzer 1is the pulicy

oinad Instru

ambiguity mentioned above) meither for Saving nor Brunner and

indicator sought a fixed weight index of parsmetrically dete zents of "

poilcy —= such os the discount rate, bank resexrve ratles, bid and ask pricas (ar

sceurivies uffaored i3r pale) aanounced by vhe wansger of the woqcﬂzﬂnnn.mx

guenritics of

central baak's 1f L& were, then it would (at least) be quite

S,
terion for cholce of policy iudicator, that the effect

security portiolioc
unnccessary to require, as a cri

of exogenous variables on the policy indicator must be swatped by the poliey effcet.
stter reguirvezent (which properly isterprelod ehould

statemiat cuoted carlier, namely that policy ind.cators should

describo more than the cffect of actions explicitly taken) may rellect the fact that

both Brunner and Meltzer, and Saving seck to identify scme observable magnitute

that pay itself be said to convey informacion zbout 'the thrust of wonetary policy'

somenow defined, the interest rate,

the candidates

gsorves, 'the raquired the monetary base an
1

the adjusted mone far from independent of thic actioan of wmarket
a

Q
pants, thoupgh for some it cen be argued that they are policy-controlled

vari But their attemnts Lo scleet aun observable magnitude do reflect thelr

2ty of constructing 2 poliecy indicator on the lines

conviction of the iupract

of iz ignorance or, if you praefer, t Euct that
alternative and competing hypothesea /about
ronetary processes/ with Hunmwm evidence (a8 yet)

to discriminats atout their cognitive status £0.

coubired with a suspleion, cne must conjecture, for the Bayesizn appriach to the problea.

roevaluction under e

L3 in thz case of strateg tainty, & sbxxlb}u procedure that

zini=izes the dependence of the index sclected on the alternative hypotheses about the
structure and the valuas of the exogenous variables comes to mind, and is indeed
suggestad by Brunner and xow”mnuwmu as ¢ means by which to select 'an cptimal scal:
froa those offeved for systemztie exaninatio anwnn\ assures us nro; xm.m sdering of

. o atternstive

nrwrnnu in the ¢avirvenment occuming

6.
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nown-and

but

to the true

slternative actions by the wonetary authority is closest

non-computahle o«nnnwnm..wnm In particular, the procedure suggestad is that of

and the

correlation between any given candidat
indi

nature comprised im our prier belicfs,
¢

{nding first the lowest rank

alterpative 'truz' or 'ideal cators pertaising to the alteraative scates ©

and then selecting as the policy indicator
has the maxizux

rom observables) magnitude which

d 129

that observable (or computable

lowest rank correlation coxpute

Clearly such a procedure enables the conversion of what, in th

e
nuzber of ccmpetlng hypothescs about the structure, is a non-ordered saot of vectors

of instruments of policy to be approximated by an ordinal scale. Dut bes

convenience implicd in that altevnative cochinations of imstruzants =ay,

manper that enables the policyraRer

interpreted through this proxy, be vanked ia a

to compare their coxicquances, the purposa of 61 uch a comstruct, as Saving's discusclma

reveals, is to emable the policymaker to draw inlerences regarding the

exogencus factors on the tarpet and goal variable{s), and hence oa the need for
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revision in the molicy pursued. It is ia this sense that t
wwo

ap snterpretacist uroulen

during the izplementation

policy; a problen resulting from ignorance of the structure combined wich iaformation

iags which cause an endogenous variable to serve as the proxizate target

THE 'TWO-STACE PROCSDURE', 'CONTROLLABILITY' AND 'CAUSALITY'

Ignorance of the suructure and inforzation lags commend, or resule in,
wrocedures in which pollcy actions utilize the Informatinn exbodied in observable
magnstudes to tnfer the impact of poalicy on the goal variables so as

to couditioas inm the environment. But what insights does our discussior

lor the indepandent observer concerned inm appraising the usefulness

target and policy indicator which the authorities wmay erploy in pol

dec’sion-taker te infer, oa the basis of his prior kaowledge

stochastie characteriaczl the likelihood that an obse

—stlon variable from its expacted (and other things equal cons

S e e g P

by

the variance 4n the goal variable) wvalue is due to on IS disturdance as opposed Lo

& disturbance o the rel un»o:m:rv besween the information variable and the goal £

var..ble, and thea te adjust his instruments of policy in accordance with the

cer recoonses defined by his prior belie A policy alzing

parame

deviations of asy particular observable encogcoous varludble from
4
i

wilae b¢ optizel 1f, and ealy if, the relatlonship 1s »uuovona
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siternative mapnitudes aapropriate target varlables we find that, besi

observability with a regular frequency greater than that of the goal varlable,

statistical association to the goal varlable is the relevant eriteriea, sirce,

curivualy in the words of Saving, ' :

cnuou 1s that the reduced form equatlons fos fhe :

ark £ variables be such ﬂu., e pollse

. vector nwur results in the target vardlable taking on its
desired magiitude will when substituted into the reduced forn
for the goal variables result in thelr taking on certain valucs, 13}

\\

r less aentrollablie than the

by wmeans of targets does

In the latter sense the optimal target is mo were v

goal variskle, Furthermorve the pursulc of policy objectives

rot fmply any coumitrent t3 a prior belief that changes in iie

tavget varlabie
us

the

changes 4n the goal varlable. It is totally irrelevant whether ca 1guhr 7. in

sonse that a theoretical structure can be idenuiffed which predicts that chanpes dr

<;n‘:vwn o the

o

will vesult in chanpes in 7,

132

vize wverid.

goal variable or

-frowm the target

The tera proxionte tarret t {rather then Interze

diate target) scewns in

thin context ware apprepriate since it avoids any connotatlons of causal

“infl

sequence.

Indecd, unless ve are prapared Lo argue that all beur »n the roal wariable

cnly through their effect en the target, we must conjecture that causation cannot TUn

from the tarpet variable to the goal variahle

- certainly not, if 1o the coatext of

the voriance appe nf: 2 proximate tavpet strategy is not To be inferior to the optimal

pelicy; and co useful rule of thuzb is to search for variables that are

variable, ’
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caused by the goa

This view of proximate targets cmanating from Een Friedman's world wist scea cdd

to the economist accy stemed Lo thinking of interrediars targeis, of

srocedures whoere the authoritics ga in income, the goal variable, by causin
changzes in the money stock; to the t, thar 1 accustozed to argunents that
The rationale for introducing...'proxizate' or “intermediate’
targets which 3ie botween the instrumenta (or tonls ) nf =pligv nnd
HWu nnuun of =ollcy would scem to be the notlon that 2 cles: and
fo xelst Mounruw exists between proximate targe te znd goals,
rrp relationshin holding over tize and space, while the relaticaship
Lavwaen chae tools cand nw. proximate targets dapends hec vily a2 133
tnstituticnal faecrors which are stable uncither over nrnb nor over space.
_ 134
and also to those for whonm wmonetary targets stem from che facrt, the opposite fact
that i .
The laz with which money acte ea fthe goa. dun“av ﬂx is too leng and
too varichle to make wmonetary policy an lastruzest of shori-run
stabilization.t3d i

A w«oxHmen

that the nonclary

Nor, therefore, does it square with the empirical investigatiens that

LY

the premive that

wiite a particular monetary umwﬂnrmfo might give very good
aﬁoLmnnwoJm of the likely patterm of ceonomic activity, that
inforzaticn is mot very useful to the wmenctary zuthorities for )
achicving a desived pattemjlf th 0% have virtually no ceatrol

oviw that aggregate. 37 g

Yet disregard of such lasues is perfectly consistent with a circuzstanc

1q in

Jaich, zrontoc tiae absence of any doubts about the structure, we define, as
Sea Friedzan, a problem that arises purely from information lags and hence as the
sole scope of the injuiry the identification of the best obsarvable prowy of tha

goal variable 138

Suppose, for example, as is consistent with (indeed compelling in the context of)
the IS-LM modal, the ctock of

all 127

that expenditure decisicas are thought to depend o~
2s.

'fixed-in-nominal-terms-realiz zable-at-short notice assets', FHX

Policy may thenm be directed towards securing a particular value (or rate of pre

of this aggregate. But unless wo assume that: (1) the demand for this aggregate

is knowa with certainty; (2) data oum the stock of such assets are available en a

continuous bLasisy (3) data om the doterminants of Zdemand for this aggregate {other

thap the goal varisble) are available on a continuous basie, be Too= for

seloction of another aguregate, that for is e fowmd to bear a
I ARSIohube;

closer relationship to the geal variable, or shservations on it are avallable on &

sore continuous basls than FWHS, to gerve ag the proximate target.

nominal income as the goal variable, and in an IS-IM kind of world mo

anticipations and decision in tervals, one may seck for this

demand for monev. Currency in

ons

corresponds to the fransactio

public, or marrow umonay, are candidates that ecasily cozme to mind, at least in

astratiag this point. TFor though no oae can seriously suggest thal changes in

currency in circulation, oF 1 contest - contrary to the pnwnnmm»ou cue gets Lzem
150
some econometric studics resting on such codels™ "= narrow money, lead to changes In
14 ~
aggrepate expenditure w‘ it way ncnetheless be argued nwur for any given siate ol

to say chamges in

42
transactions decan aH

»
asactions technolegy (that is

rt

this counterpart ol Hicksian tay gerve as an

target. Policy actions,

aggregate expenditures; as the proximat

still axplsit the mwnocwmnucnxpmmon demand for meney (cefiued as all safe assets),
since the siznificance of such actions ertains to their fmplicatiens for the

dereruination of the

But

th

sreference.

e
of narrow moncy; and

focus on minimizing the daviaticas of this variable

proportional, policy way vnounnww

£ £5 expected value.
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Ben Friedzan's recinder
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Such a variable ray also serve as the target in a setting in which competing

hypotheses cbout the structure are recognized. For though in that setting no

nicue expectation of this variadble can be had, a strategy, which aizms to miniwmd

deviaticns of this varichle in zccordance with one or other of the competing

ypotheses about the structure, may nevertiicless be superior to any strategy that
n

frdzes the variance of some other endogencus varfable including that which all

of the alternative competing hypotheses suggest to be “n ipportant deterzinant

of the goal variable, 3Zut the convzrse cannot in this case be precluded; and hence

thie correct strategy

be one where policy responses mnn\momﬂoa towards achieving,

or walntoining, some chosea path of the latter wvariatle, although this path in no way :

mirrora the mevement of the indicator of economic activity (as .e may in the single :

goal variable, GNP, case call the optimal dnformation variable), and dots not thexefore,

in any regression znalysis, teader as clese an association %o the goal variable as the
i

e

indicator of econouic activicy zumun.

In thiz case again no dircet appeal to causality is made. But neitner Zs any

o
¥

her criterion available that will secure the appraisal of the targec in the &he»

of knowledge of the priov perception that hae dectesminsd the nolicymaker's

‘ i
selection. Tha dne t observer's bvﬂw,rmuw of a vnnnnncwnﬂ target ‘rariable ia X
thus ceniined to the exandnztion of the wvalidipy of pavticoular i poiimses thiat

encedotal other material available from the policymaker reveal as essential

ingredients in the percepticen of the environment that has conditionci his chol:c.
And though the

|
|
1
|
_

outcomes of such enquiries may vesult in revisiens of the policymaker's

beliefs, they would oaxly afford the rescarchar the opportuniiy to aujgeat aa

b

tive targe: varlable when we iz entitled to presume that he has sicmlated
the declsfon-taker's iwmagination,

Tne latter 45 elso true of the poliey indicator, whethex ve percaive of it as -~
ex of tha effect vhat policy will have on the target variable, or as an index that “
i % E<h I excpenous foctora and hence 38 & !
sions in the target ave ecalled for.

discussion of the target and indicator

strategy resechles the example given above regarding strategy im the conbtext of the

variance approach. Wien esphasis is placed on Saving's particular examples and on
Wa

at the zmeney stock 15 net a coatrol variable®™ 7, both cases

be deseribed a3 denoting a circumstance in which on intermediare tarpet (such as

RS or the interest rate) is chosen as the short-terp odblective (one element of the

overall strategy) to be revised dn the light of new information sbout the movement of

the exogenous variablea. Of zourse the inferences drawm by Savings from the.peliey
indicator

!
i
i
i
|
143 m
i
1
i
:
|
i
v !
1eed not {and in general would not) reflectthose rerderad by Ien Friedusa'a !

B e R TE T #lade donn mar dakwant Fomm n dncawinrdan ~F '

decisions where
The choice of mometary policy is detevalnad by the view taken of
the rechisisms through which money influcaces th ononuﬂq. A
target should play a key role in the transmission mecha
policy can be cffective if both the HmnurnJrn of the anonpnw
policy 2a the target and the impact of the target od the

#
o

by operating on

o the bnmnu..
money have predictable

vity. e

authorities' objectives ave unde ncerstood.l4b )
Thua
%or the monetarist the moncy supply 18 the chvious target vii
variasla. e bonaviour of the moncy supply can be gentroilec
_ the moneta nd nvmnm 5 3 of
e [ tiv

i = sy b el
The sclection of & short-rim target (by which I mean an intermediate target vevisable
in the light of inie

g1

. - 12 £ - rﬂ.lr_ -
variable) taen invelves a causal velationship and thus izplies ideacificaticn th &

rences regarding the Hsuurn { excgeaous varizbles en the §oad

particular subset of hypotheses pertaining to our econonle environment.

DECISION AND SURPRISE

Tt

Tt ehould be stressed that in both cases, whether, that is, wo accep

4 Foryni rizacis £

fromework of the varlance approach or whether we opt Lor @ charactevizaticon of
policymaker's pesieption

t

his environment that comprises a cmunnuw of compating
Py . .. _ 4 L Ty

hypotheses about the structure aad paths of the vxogenous variables 2 the sysced,

she ciscuzifon -» far yields no insights regavding how the policyrawer is to
wonmtd [
digtinguish between chaages that call for a revision of his perception of nls

cuvironment and 2iese that are consistent with tis prior perceptiaon.

: ;i Ly T i Eadaw o
the context of the variance approach for example, the fesdback Tule being at
the liziz, when that is 'the money stock is contincously cbuervable and the *Wnnnnmu
146 a1 3 S .:....“_.z
ate noun»ncnrm»m adiustable’ , 'ideactical to Poole's combination policy -
o Ay i .
whereby mnmnnor the interest seasicivity of the demand.for meney, policy alms at

obtaining '...the oprimal slope of the LA by making the supply of

sensitive' 1R ncnuq»mnw a policy aiuing to alter the stochastie propertias of the
vodel by interjecting @ new element of {eo)variazion ia the form of the nclicymaker's
adjustment of control variables. Nothing ls said about how the policymsker is to
respoad to new data, to what mnwuomeo called 'the nows', or indeed how, In 2
etochastic esvironsent, he is to di nguish between observariens that couprise

a change in the data and those which In respect of his pricr beliafs are stochastic
and thus leave nwa equilibrium of the systen unaltered. 1t is hearteaing te be
told, by Bes Fricdman for exauple, that the policymaker should censider all information
available to hio to establish the nature of therdish sehance; to use his punzling
rhrase, to exazmine the informaticn coupr 150d in '...oredictors of the stochastle

150 ' - = 1] " VA e
Alermamta nf dmeneal 2PY Bus thipn fnono wav anawers the question of how the pollicimaserd
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is no.unnOuvﬂan eny particular plece of news into a vespomse, whed thic may . ' ' . %
econstitute elther an observatien consistent with his prior beliefs or one that . luoking at policy as a process of docision, the latter appears to rafse
calls for a revisien of such bellefs. awiward questions regarding the meaning to be attached to 'strategy' ia 2 context
of competing hypotheses about the structure. Can policy decisions, in a worl
The 4wmue should not be obscured by Ben Friedman's emotive verm of ‘surprise’. “ characterized by ignorance, be adequately described and analysed as proccsses conditional
The intuitive appeal of the information-feedback rules derives from the fact that we . " op a nusber of altematives between which we know of no reason to discriminate, without
are tespizd to inmtevpret deviacions of the Inforsation <nunnvwn from its expacted ! the need to enquire into the numﬂmosna and durabilivy of such beliefs T Can the range
value as elgnifying ncn-stochactic changes, rathar than chaace happeningswhich, by m of mon-revision be ‘obiectively', 'universally' definmed by appeal o statistical
definition, zay vanish befove policy is uﬁuponﬁsnna.wmw Yetr the 'eptimal poliey' i gereralizations ? Can isolated decisbns be motivated or examined through schezes
renders no insights ca this when the prior perceived ¢nn»mnnn|nccwuunvna matTix ; that rest oa laws of scquences of trials 7 If wé feel (and I suspoct we zay) that the
of dieturbances is exployed to dnfer the response to ey given deviation from the : R saswers to these questions are in the negative then: what role must be accorded
prior defined expectation. And theugh the recommendation that the nu”wamvﬂenm should ; Jusgesiat.

e:mloit all available informetien cakes some amends, it does so in 2 very nartial

way, never challenging, that 15, the durability of the monfmm parameters - Yet on reflection we may feel that the analysis of policy undar
al (]

charactarizing the policymaker's prior beliefs regavding responscs of cconemic actors. uncertalaty aircady described Zs not jecpardized by such cenunsruss;

: purpose is not to render a precise formula, an algorithm, to raplace

framevork of ignorance noenuu ed above, so loag as we . : but yather, as Keyaes would have put it, to supply 'an uppavatus ol
inuls « expression, on 'optimal srrategles' capable of such ’ of tulnking that iclps its posscsser to draw correct conclustons.' The geareh for
exnviecsicn, Lths he ackngwledgerent of a dpm»onw of competing hypotheses = 4 an ordinal scale that permits zouhuuun {nterpretations, corparative stacaments,
abeut the struciure and the paths of the ecxogenous <ew~mcpom in the systewn. Here 5, qualitarively correct results, 0m tha thrust transmitted by pelicy points in this
cgain the coatinucus adjustment of the policymaker's nosn col variables, the n.naunnr | direction. Aad so does Saving's discussion of a target which ig revisad dn the light

of such 'gualitative! information. Obviously such ‘classificatory’ statements
£

rules, are then conditicnsl on a prior perception of nso ~pvironm it which however

- . P In =
Tic are o ! 3 placemant. reader a sharp divide that permits 4 delincaticn or responses
varied renders no device for its replacemant d harp divide that j : delincatd £ 5

particular complex priov belief and a revislion of such belief.

_
At best therefore in both werlds we are then faced ,.uw: a Myrdalian sequencd
|

the non-surprising cutcone melts into the surprising, and & zone where the oufcozme

analvsis, being told neither how the policymaker is to jiccommoda.. Ihe ncws. nor which does tot ¢all for policy revision melts into the eme that does'.” )
what role wuet be izned to '.. .uncertaincy dcself w wnw nust spurely flow from any i To be zsure this vision lacks tha elegance and apparent precision

N " . Tl : Arpig oo b e . g 3 P &
erperlence of falability ol expsciation...’. of thre paradigms that '...casily appeal to thc sophisticated cmalytfe {nstincts of

y 155

|
|
3 Ly bt a E i 2 i % Sl
¢ ro roon for such _ cconooists'. But thea again the policymaker operates 4n a world ia which ‘things

e ST T T f— & y 4 .
leh cenprises the corn the varlanca spproach leaves, ave too fluid, oo cezplex, too mutually involved, too elusive, sudjective, subile,

nough, a0 reom for 'novel:r Gut in the Dr

1=
=M - ¢ - -
nrr-Meltzer | too much subject to learning processes, too evoluticnary, restless and feville o
of

framewor4, in which coxpeting hypothescs mvoﬂm;nvm structurz and the jatha of the surpeice to yreld a scheme ascertainable, reliabie and permanent paramater

156

b 4 estizate

goal variables in the systen are recoznized, in which, ‘taat is, “he pelicymuker
sufficiensy af the informactica ccuﬁ,zopr in eriablishing elther a
1%

¢ the structure ot a vuﬂnn)wnwn paln of Lic ex~ ous
i
swfem, we =ust also conjecture thet wWhile policy npw iay down rules of
I
conduct for the range of *no potential surprise’, the ﬂhpnnwpbaor g percepeicn of his

envirenment cennot be immme to frash knowledge from ,ro cceurrence of cvents whose

~mcosibility was looked at end rejected oy which were unrﬁﬂ even imagined.

f It rabdan~ ny b
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23.

. MONETARY TARGETS IN PANDORA'S WCALD

Bearing in mind the remarks at the end of the last subsection let us retura
to the conduct of policy in the three countries considered, A quick glance at

official statements (and papers produced by bodics influential in policy mo\wmou

docs teveal considerable ecclecticism in the term coployed in conuection with |
137
the chosen aggregates. Tasermediate target, proximate target, information

variable, indicator of ceonomic activity, policy indicater, monetary indicator,

and even policy goal are libarally bandied arcund, noaanpanm\ndnn in the

cane
document, to describe the aggregate chosen. Correspondingly causalicy,

controlebility tightness of csceciaction with nominal iacome, stability and othex
characceristica of demand fov

and the

zoney are offered to 'explain'

-

Leaving aside che quevy that our preceeding discusslen poses regard‘eg the

the profecred policlec

cholce of one aggregate owver another.

meaning or significance which one should attach to any

Hcm

gearch for an aggrzjate

that scores hiphly on all these count we may note that the advent of, aad

cnce to, proferred policifes canmot be said to have

l‘J

rested, ©r 40 YeLL, oa
convincing evidence regarding th e terits of the chosen

bwmnnmucnm oa muu om nvnna
Huruam R

counts. 4 longer term mnnruonp»<n. Sk AT

The United States =

e

In the US the second half of the 1960'c was a period cf radical

roassessment of the role of monetary policy and of icercasing serutiny by

Congress of the affcics of the Federal Reserve. In 1968 the Cu.m=ittec on

155

Stundards for Cuiding Monetary Pelicy, taking the view that the Federal

Reszrve @ moaey stock, rcasoned that while monetary aolicy has

sipnitic output and prices,

r enewledpe s pog suech

ag the need for clearax

ay te comma ning uowunwnm. Thus, while stres
4ndications of policy cbjectives by Congress to the monelaty authorities (cven
entertaining the possibility that weights be attached to the varicus goala L

order to define a goal funition) it cmpha sized the nerid to aveid Hbuwo SWiLEE

iw meliey and noted '...that 2 steady rise in the moaey supply

rojected rate of econenic growth = generaily in
n

g 2 4

ceat per :id be 2 {

i

yeatr ~ w0 & healthy long run ideal’.

It furthermore recommanded that & Tepoert to Congress be teblad &t T

of each year concerning monetary pol

a pavemrowards greates-emphasis ta.poldcy desizn en credit zad monete
¢ i &

be traced the deiibverations of the F.0.M.C. @

the tezinning

icies for the coming twelve bounVn.

=ove or lecs

the range

Meanwhile

Ty agpregLtes
T

i
m .
i

foperating tarpets

’ the Treasury Bill rate) which had compr sed its

Bl whict were deemed te be under the

and 'intermediate

—

Aecount,

to lenger laps in data availability were desmed

= could be interpretted to imply a process ruaning from money market conéitions to
i <onetary and/or credit a seregates, and the srefore (pernaps through changes
m : relative yields) to ulimate goal variables; but a conception of monetary ALpTeEAtes,
m g at best, as an_indicator of econonmlc activity rather tha

By the end of the 1960's the latter body had begua
' (sugmarized in terms of momey market condic

to the Federal Funds rate, memier bank borrowings, net resarves and somoticae

targers' (initially bank

relationship to ultimate goal variables than Interest rates.

T
to distinguish betwaen the

{ons, oand relacing

4

]
(=5

s entire concern previously

chort-run control of the Manazer of the System &

credit and subsequently also

zonetary apgregates) which though not under their immediate control and subject

to bear a more determainate

i
!

asts (drawn from the Fed-MIT-P

.d wich judgemental projections.

ecconomerric forec
combin

guestions relating to cont trolability of alterna

of dewand for 1csm<.kbwnnw:bt:uwm.Hmu th

)

gore ezphasis on systematic infercnces of anticipated cutco

Furthermore,

elotianshin

61 =
ot ¢p=wmr.u On the other hand a lenger Tun outlook did emerpe

an and other,

tive agpregatéds, rpe stabi

of alternative ronzorates 1o

neminal ﬁzw'pmb

e s

different

and also the implications of a
degrees of emphasis on

wap made.

The

the studies at the turn of the 1560's nor those

wequivocal verdict in favour of an in

of the apgregstes, or oa any foadback stratepy

appregates aleone. Sign {ficant doubts regarding

the apgregates, shert-iun stability

for some of

nonetary aggregates and interest rates),

the belief that attention on monetary AGgrefates

vermediate target

ltern (placiz

165

astive strategies

results of the investigaticns into the areas listed above did rainforece

was not unwaminted. By
that followed -renderaed

stratesy in ane ar
nased on observaticn of monorarny
the paramevers of domand functions

problewms, relativ

ely large

1ivate denosics (l.e. o zoncept
¥ 2 v

analgous to the

ceserve cosponent of CEY

i

{

M Losed on mon netary aggregates and mfﬁ:“ cozbined with recoguition of
" obierctives more closely linked to interest rates (in particular intern aticnal

M povements and scctoral considevations ~ @.%. housing), ensured that - except

w pathaps for 2 yief period = the shift in enshasis never went much beyond the

w point of directives for growth of bank credit and momataly agprepates Lo be achieved
m on aveiige ovo: the two smonths following the F.0.M.C. meeting, subjoet to 4

! clearly dafined and rigidly ache red to Federal funds rate uwoawuo.wac miy briefly
_ Wit av g 1572 was 6o aetling licy indfcatsr feveured in Irunner's

ﬁ writings, vamely at first total reserves ame shortly afterwards Teservas against

1

|



adopted as an 'operating target’.
Viewed from the standpoint of beginning 1975 the situatlen so far os .

kaowledse of menstary processea is conceraed looked no rasier than belore.
g

Certainly the more sivple demand for woney functions for i, the aggeegate oo -

which 'primary ecphasis' at fivet coatinued to be placed in the F.0.M.C.'s .

iastructions to the Manager of the System's Open Market Account, 25 is well i .
167

docutented and as Tables IVa and IVb may serve to remind us, did exhibit

considerable variation in parsmeter estimates depending on the sample peried

-
taken. The sitvation is better for Mz which by 1976 canc-to comzand wn cgual

weight in instructions pertaining to the moathly guidelines: hut here again

shere is considerable variation suggested in gquavterly estimates, Coaversely
insofar as control of monctary aggregates is vo1rom<on in terms of
(8

b %
yotes (treated as control variables) these functilons render To precise

', ..0liding up and dowm the demand for money mcuon»os_,, by changing interem

solutfon to the control of menetery aggregates problem, while thesate s truz

of results frow approaches that focus on the relationship betwes . the

169

conetary

base and the money supply. In the same velo novmnweﬁmrﬁvn fceuafng on mwnclary

agpregates as indicators of sqﬁHnUH income (revealing corrc.a:.ont in legarithmic

first differences below those sccured by focusing on the lagged valve of the

Ll W

deperdent voriable) clearly suggest the rather limited value Laat onc .y have

raoperly attached to then {n this capacity when considering their merits &8

ronetary targets. And whereas for a time reduced form relationships aid appear o

provida acvuonn.mon fast, strong and predictable cffects of money on nowminal
nzm~wwo while stetistical analyses supporting 'unidircctional causality' froz

the formser to the latter n may have permitted the inference that such estinmates
could be relied upon in polfcy cesign without the rick that they will be showa

to be specific to the poliey ummwun (the imstitutional enviroament, the contingeant
cireumstances) c¢f the time interval from which they were mnpzs.wun vam in

St. Louis the precise parameter ectimates drawn from reduced form equaticns en

diffe
Furtherrore ag C,
us

showed tresendous divers

4
chetst noted’? 1a 1975,

sample periods ity.

competing structural models of the
e
strongly about the aef e

PR

econcsoy '...disagree co fects of crtant wonetary znd

fiscal policies that they cannot be considered relilable guides to such policy

174
effects’, and no less to the point he stressed '...that nnosotsnzﬁn forecasts
can be improved by the use of subjective judgeme eatt 170 ynize eeralght '...use of
176
1

actual wvalues

— 1}
[ia zolels not subjectively adjusted/ does not help.

On such an informmati set it see gunm to thir

x or tha announced targets
und strategy as bearing zay direct relationship to uaanwu couched on a particular

prior belief sbout the structure. hevertheless the two-stage-targeting procedure

s \

(i.e. quarterly revisions in the rate of growth of wonctary aggvepa
guldelines to the Desk -see Section 11 above) has bezen interpretted as

takes advantage once

per quarter

where '...at least in principle the F.0.M.C.

of the opportunity Lo reassess the moncy incoma

an operating stvategy which mak
178,

i

; quarter 'pursuc

intermediate target for policy’ strict interpret
lines furthermere has caused Ben Friedman to conclude that the
F.0.M.C. flow

. determining how much

from exploiting the withia the quarter of new informatl
the money stock mcnvnnmn is due to a spending

disturbanze aad then allowing (granted that the dezand for the relevant

is certaianly not indepeadent of opportunity costs, sce Table Iva to IVd

- ig lax

zentable.

Appendix B) Jor the LM curve slopein gauging the optimal policy

The descriptive account of Secticn 11 above does reveal that in the US

the quarterly policy reviews comprise occasions in which the F.0.M.C, utilizes

S

Voo

decide whether

for

white ion s available to Onn ara

required to its projected growth ranpes the various aggregates.  Lut

announcunments regparding the yearly growih ranges are oaly wmade cn puch occasions

tha Coumittes in the

o

it 4s a:z beol a gross simplication to argue that TUTSUCS

intervals between the quarterly policy reviews an intermediate

of thne kind wescribed in pp. above. True enough th

ars) the granting of gpecific instructiens regarding
r.olated,

specified limits, the shovi-run gbjective is to minimize the expectatic

rangos

ranges ate does bear a rescmblance to a strategy

' gquaze of the deviztica of My or Mz (i.e. the agpregate chosen as the fecus fron
: the short-run ovaﬂpnuoupw standpoint) from the path considered at the last

i s

: policy revies as consistear with the attainmeat of the desired valua of the zoal

variables. But the resemblance (at least to the certaimty

(a)

set not cnly for medetary agpregates but also for the Fdc

of the variance approach) wanes. when we remember that:

() the percentage point spreads embodied im the two mont

in the amnnnn>wxono year target rasges) () the zenthly Instruccions €

Manager of the Open Market Account have varied considerably in emphasi

egate

dirvectives p:«;.w d

|
1
i
l anges have generally Leen set nonuumonngm wide
I
]
H

.
il

¥
5 and Interest ranges - B0 ®WuUCh 50 fact

, monetary aggr

e
A

t!

the width of the vange

'agpregates' dirvective aad 'money =a

.often

recorded noﬁm»nnnnvw changes in L

17 F .
funds rate; v (¢) tolerance ranges for bLothrzmonetary agpragates and interest

rates shus sften varied within the quarter; and even sc {e) whercas ceviatic

i
1

Ty

aithough

5 as betwee

[y
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of the Federal funds vate from the specified ranges have beea rare nvﬂw have x 5 ._ igk greater disrupticn to the 2conomy than the short-run Jastability in money
not been so for monetary aggregates nor have they regularly provoked respunses # . growth rates the policy was seeking to chMQ..Hmm
that will bring the eggrepates within .nownﬂnsnm*.wmo R =S _
. : e <4 this environment where precise relationships seem ephezeral and, )
Cbviously the Federal funds rate proviso sets a limit ©2 the fruedom _ 2s A. Burns noted, 'the relationships boetween monthly or even 1Hx TLLEs
afforded to the Desk to pursuc an wannuanm»mnn target strategy. 'So lon: at the of morctary o:pansien and of the performance of the cconomy 1s ucwuonn to
funds vate recains within its specified range the Manager does have lecway to . considerable uncertainty uader the best of nnﬂncamnnnnnu..wmm vhere even fov - .
respond to evidence that the weighted growth rates for My and M2 are.approsching V& mupcower npgrepates there ave guestions of coverage and errors in noUmcuaunnn.»mq
or poving outside the limite of thair aunuan.“pmw but 'if growth races for M1 aund where lazs in effect of instruments of policy on moncrary aggregates are long
Ma ...appear to be remaining outside the Cetmittee's decired ranges and the ' relative to fcrecasting au&wurw.wmm where 'the. dezands of the public are nnvwoWn
Manager's actions to couater this deviation have moved the funds rate to the i to rather wlce short=-tern 4uﬂuonponn..wmo the question of ylelding te fiwed
upper or lower limits of its range, he must vequest new inatructions mqow the o formulac hardly pﬁwmnm. In this environment as P. Volcrer put ic ',..the Federal
oomslitee Hmm vho, in turn, as is aSundantly clear from its nosnrww directives, . Reserve has pointed out now and again that it Is neither possible nor degirable
utilizes whatever w oruation 1s available to it to identify the iishs Gt ' :.m._ to actempt clcse control over the growth of menetary apgregates curlng short
the disturbance so &g Lo anmvona.unnonnwsm to its '"Judgement' of the eituation . .© | perieds of time of say a few weecks or even wmonths' .hmc In this envircnoent
and hence in apparent conformity to what In Ben Friedman's analysis compriscs _ A Veonfronted with an unexpected oversghoot or undershoot of its momey growth targets

the 'optimal strategy'. Two fecatures should be noted however. The first'is that che F.0.%.C. has taken moderate actien neither fully recponding nor fully

the oblectives implicit in ignoring the miss, until the underlying growth tendancy cin e differentiated Zrom
161

4 the noise of shovt-tcram aberations in the data "C.uhile it contlauously

monthly revislons do not coicelde with taose

cendltioning lenger term ch z. Yrom a short-run standpoint external

r
i all gources of informatiou avallable To 1T To gauge the movements in its goal

canpiderations and cencern with conditiens in financial markets continve to

anl

variable(us). In this enviroe

play a more major vole than what may be consldered lonper-run ultimate objectives.

Secondly, (though net gquite unrelated to the forser) the width of the tolerance

2 cconomic

' '...conetary policy veprescnts \m:o Fed \
o

ranges highlights the fact that in contrast to the simple variance models the of what is appropriate in the iizht of eV
and financial developments'l92

best Judpenont
lvin
abpanza of precise informatien absut the atructure, at lcast over chorter

Monetary aggregates serve ne ther ag an intermediate target ooy as & unigua

194 y
etting sny natl gource of information; 5 and s0 also the recommendation that the F. .42,

intervals of ¢

n geoeral precludes any systematic in forences from deviztious

in the growth of wonetary aggregates on the gainas to be had fronm offs

'ahandons its operating strategy which makes the money stock the intermediate

of guch devisticna. As Davis hac noted, there is mo really go3d way to deteck 195
'

target for policy is quite superfluous,

when chori-run deviatione in wmometary growth from lenger-run targels are truly
teznorary end when they reflect more fundazental developments... wVJa kence/

to zveid over-reacting to short-term developments the Fedaral Reserwe bas 16 - .
Hmu . ; y . :

cactice to tolerate shovt-vun swings over fairly wide ranges Tae United Kinpdom = i "
Conscquently short-run variations in the momcy stock comprise if at all a very . A similar pidture ezerges in the context of the UX. lere agaln the lace
limited source of information on the basis of which the 7.0.M.C. may alter its 1960's did witness a shift towards greater atten tion on mORELaTy &Sgregates.
pclicy instruments either ' efficiently' or 'inefficiently' = and correspondingly To some exteat this shift in erphasis - awuy [rom Interest rates and credit
nwaun:w;u.anchmn»n:u of tha angregates Yroam thels 'deaired' path are oot in gencral a conditicns towards astic Credit - W.S
cource of concern since 'thave sesis to be little or w9 evidence wrwﬁ shori-zan m tencouraged' by the requirezents which the Intermational Monctary Fund ploced
fluztuaricns in monetury pgrowt m rates even over periods of up to six months have _ in extending its support to the UK, But the adveat of Corpetition and Credit
sajor impacts on the cconomy. 284 4n the contrary '...the Co cce's belief mwmw x d.m core . Control, alle;:dly heraldisg the eva of money slock ceatrol, ol emphiilc on
that the chort-run volatility in wmarket dntevest raies H»rava to result fvom..2 . ‘guzntities' rather than *prices’, also reflected the optimism that tha carly

- 45

< t
solicy fsecking to attain clessr ghort-run contvol of wmonetas agpreghoes/ would (and vather fow) etudies on the demand for money fogtexe &3 tndeed, s feast



TR - S et rmp e e e e e R T T T Y B . i , _
o s “_
: !
_— : ) _ , ; D St
To be sure the gains to be had from such control were far fronm
in retrospect, the extravagance of the claims that hinged on them is quite = . ifnorance (evident no less in the total absence of monetary wvariabl
stapggering, For in one clean sweep they appeared, and were intevpreted it . i _ ; forecasting noanwmuhop surrounded the effects of changes in the zon
' secra, to afferd a revision of long cherished teliefs rogarding sot only the Tt T S cocposition of expenditures and even reduced form relatd nships, re
a4414ty to eentrol ronetary agpregates, but also, in a more vague osense, the R boa investigations of US experience, secemed to render much mere equivae
degirability of so doing, and the information valux of such agprepates. ) L i for the 'importance of money' than believers might have xuvna.mc
) - Hie " again there was evidence of sorts In the Bank's own ﬂomomunrmow that such

In 1969 the authoritics' concern to exercise greater control of correlation as there was batween money and income rua from the former to the

Dosestic Credit Expansion was still subdued by poumlmng:rmnm dou unmumo ranarding latter, vhile alss (and one may add, curiously) since under fixed enchange
the effect of more aggressive operatiens on the gilt-e rra warkes. Reflecting : . rates '...the level of interest rates was largely deternined by extermal
views cipressed since the late 1950's, and eloquently presented in the Bank of et considerations, the demand for money equaticn secmed to allow ene to read off
Enpland's 1966 descripticn of 'Officlal Transactions fa the &r..-umm&.xb%n"ﬁuou what rate of monetary growth would be consistent (or more restrictive or ZoTe
the official position waa that 'Decause the market respoase to 2 moderate price - expansionary) than the goverrment's domestic ovunnnpann..moh
_n:unmo for gllt-cdged has been found to be unstable and m;MMJ.vnnconnp ia the o Vs .
oct~ters the movement of intertst rates required to achicve adequata . m Paying little attention to the considerable differences in paraseter
»»pn»uﬁnm absorption through debt operations may be so large that a xapld or T estimates rendered by differeat formulations of demand for money functions acnd
seenmingly arbitrary adjustment could permanently damage the willingness of ) i by even small vaviations In the time period cuployed, it was furthermare
{avestors to hold gilt-edged, compounding the difffcultica of wmonetary _ e reasoned that the estimated relationships cam serve to infer the wovezent in
- -management 1o the furture... ﬁsavu official operations in gilt-edged continue Lo ..o ~|. s L {ncome. 'In practice', Lienel Price argued, the authorities do mot kuow
be comstraiacd-both by—the wnderlying market situaticn and by long-term CONEEIR .. . wewo | - e . the current level of incomes ia the ccenomy as a-whole; a vaasvmably
Ty nvnwon._wom comprehensive and veliable pleture emerges only some months aftev the evest.
Meauwhile they wust grasp at straws in the wind., As interest rates are known

Tn 1970 the Bank in its evidence to the Select Committee ewamining its from day to day and thly data on the money stock are received quite quickly,

the demand for money cquation could be applied to discover what level of Incoze

3

setitivies continued to refer to the '...difficuity ...Jof/ reconciling the

~would be consistent with the observed interest rvates and money

pedestrian day to doy desire for an orderly gilt-edped market with the pol licy of
19¢ ;
29 provides ax early 1% umvnoananp {ndicater of movewmtnta in income besides those
20

money supplyt. But by 1971 the Cozperitis. and Crediz Cougrol

announceneats ceezcd €o suipust no conflict of this kind aay more. As already available.'
5

Charles Goedhart put It
Whether such parcepiions awounted Lo monetary apglepatas

"The carly studies an demand for mouey functions [within

the Bank/ which appear red to shew a fairiy stable relatdeachip

betweon 1Cga\ roleinps and current and vnn<uocu income and
i

information variables, whether they comsended the pursult of a policy aizin

to minimire the deviations of monetary agfregates from thelr expocted path,

the outsider to decipher. Mest likely no clear view had emerged a

1LeS acAvr cwinus possin at a . .
porkors ara tible in ihe chavt- i or vietkes @ ‘vedback rule scemed in the circumstances preferable, is rhard for
2 wayward F x-~etaticns, taal _
!

ney Jo
»nnownaﬂ

s
looking back Charles Goodhart conflizred these issues when sugaesting that one
t

could '...in'ced go further fthan L.Price/ by adding that by

counteracs the divergences of monetary aggregates fronm their expected path -

-
v

h
inate affect on the

ng en the relilions

and Interest E

enearch pointed tcwards & pelicy of .. T~ ome could hope to use xn:m information mhvocn income rendered by the demand

ates through wavkes mazh.rloms and ¢ for measy [unctioy/ to stabilize the path’ef ns(nirmqwao Buz 2t aay Tate

y of controlling a ¢

v
Iysical rationing'. 200

Jien puih o crpences were not heid to be due to money market clstuvbances

hrust £
j ng wonetar ol
awvsy nﬁou the previcus v

of domestic credit throu

suent
1

targets di’

not come then; and by the time they caze nothing of the confidence

o N

of the tura o7 the 1970's remainad.
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The precise experience in the post-Competition and Credit Control pre-

targets era, is conveyad too clearly elsewhere in this <owcan~ou

to paxmit that
I venture inte a detailed deseription, which at any rate would be beysad the scope
of this paper. DBut whatever the reasons the ground in which targets cprouted
his a more ragge
view of the US described above, than 'the brave ncw world' that Competition
and Credit Control envisioned., Indewd, looking bac, Cowpetition ard Credic
Control, as alas one could have c«cuwnnnm_mow gecms to have been the last and

By wid=1972

on contrsl of quantitites through voriastion In prices scesed a

pest short-lived of the manifestations of 'the peralssivesociety’

the ezphasis

delusion, or at least something te be Interpretad wmuch moxd cauticusly than gomz
ruamumouﬂ nnnw»nmvcncu encourzged to surmlse, as the discomfort provuked by

anticipations of unloading of gilte by the banks was relieved by the
1

authorities' pruvisics of & cial loan facllity' to-the banks, alleviating '

the squeeze on thelr veserves at a time of unprecelented Increases in bank
leading to the private sector and in the money supply. Informal regueste
to the banks regarding lending, a ceiling on savings deposit rates and last
but mot least the supplementnry deposits schema, suggesaterd that neithes

t
sectoral effects were beyond the concera of the authoritirs acr was zoutrel of

deposite through variation in interest rates as straightio: .. d 8a ¢wrelae ashad
scemed only shortly before.

Whether by 1976 anything remained that could still be saild ‘to dissipate
the previous pessizmisz that finanefal markets are so flckle and sascepiible in
¢he shorb-rern to the wayward day of extrapolative ewpectations, that control

y ezsrepetes throuzh narmal wmarket mecha.ssms wovld ke

imnrectical', 1s on the evidence very doubtful. Dut the experience alio rendered
avareness that the cholce between quantity and price is conditicnal 0 the tinme
interval considered, and hence the compromise: 'In the short-run Hunc: ial
markets can be notably velatile while expenditures and output roll forward wich
stolld inertia...; 8o durdnz short intervals, e.g. day by day aad wack by week,

varicnee in voney warketa will-probably be large velative to that ia

1th the implication that the shorter the time period the

w
greater the emphasis the wenetary authority should place on stabilizing interest
209 f

H ;

Equally to the point however, even over longer intervals of, sny, a

rates in thz woney market',

_eguarter or more the confidence that could be placed en any. prior . beliefs and

consequently the information to be had from movements of monetary cggregates

was increzsingly (and, ag the results in Tablea IV and L/b suggest,

appearance, resecmbling more in some respects the 1960's and the °

42,

Jus tifiably) questioned. The bitter disappointwent of this experience

is cloquently cenveyed ia Charles Goodhart's conclusion on post-1570

evidence: ' "

"The wmonctarist edifice' he commented, 'rests largely

on the stability and Jnnm»nnuvhHan of the demand for ﬂoﬂmw

function. Pconometric study of the data im the 1583's ha
suggested that in the UK we too oo:Ha Luild part of our

nomonma< policy on this basis. Subsequent expericnce has

revealed veaknesses in this foundatdon.' 210

’
Ia fact, to this day no demand for womey function for M3 or My has been

traced that exhibits even 'sensible' let alone 'stable' reponses and

which may therefore be said to provide 'a reliable foundation for policy desiza.’

Reflecting on the estimates presented above and on thoge of Table IVe of this

1

3
=
3.

paper one may suggest that it is hardly a coincidence that the Dank of Eng

has bSeen reluctant to present anvthing regarding the performance ol dezand for

M4y, or for Mi, for the peried beyond 1973, Dut even {its receat excursich
inze My (el
as it mnnamwm
ingcoze, .0.098

v
rate, supgcs s that the evidence available to the UX authoricies frow their

s
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attempts estimation of demand for wmoney functions

«

Longe o the centention that adhercnce to 'guant

be 4ustified ox explained (as official appeals to intellectual anteced
213
encourage vs to belicve) by reference to Poole's centribution to the pslicy

problocs.

cuch to be cesired. Put bearing in mind also the vather infant stage of
incarporation of menetary variables lato the authorivies cconametric madels
it seems porrinent to conclude thav a justificatien for
revms of the variance approach must proveke as & minizal
Lionel Price, namely that: 'At present imstability - in

failure to predict .events, or even te explain €

bencfit of hindsight = %s rife both in goods markets and
It is, therefore, ¢ifficult to judge the streagth of Pocle-~type arguments In

the UX at the present nwﬁo.‘mpm

Granted this it is not surprising that the UX menetary authorities,

their US countarparts, neither regard any zonetary a

intermediate torget nor as a unigue source of imformat

to judge the ediustment to their policy Zsgtruzents required

. Indeecd t

Lo

¢eviations of the goal variables from their desired value
L}



