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FULL PUBLICITY AND COMMOM IICWLELG

While permitcting the Inference of ereater attentlion on monetary ag Hmmpnou.
4 g ]

and of preater awarcness of lenger run aspects of policy in concoptions of

the responsibilities of the monetary authorities our preceeding discussion s
does not supgest that these derive from perceptions of relative ungv~wwnu of A
veal and financial parkets or fros clearer evidence on c haracteristics of “u.

bahaviour. Turthermore.lt will appear that in none of the three mo ies has

such as to fit the description of:

v

who perfodically decide on the growth om.ﬁusonmnw agaregates

the behaviour of the authoritics been

policyrakers

deemed (on the informatisn available at that peint in time) ion tent with

the attainment of ultimate objectives and then proceed to puisue the /

particular path of the monetary apgregaies thus devived iz disregard of the

aforection rendered conciniously by the environment excopt incofar zo such
il o e
jnformation furthere the attainmant of the monetary agpregate objcctives

glready set and declsred. Rather experience since the {ntroduction o ccvw%nww

announced wonetary targets cuggests a setting in which policy makers seck to
infer the implicaticns

of curreat developmeats for vltimate goal variabi:a and
tic

hence perceptions of policy that {provided we rccognise the sesplonis

nature of the policymakera knowledge of his environuent and correspondingly- N

the grey arca in which the outcome that doea not call for policy revia'.n melts

the spivit of informati

R

{into the one that doce) can be gaid to be comsistent with

tor getiiaga, but as such

feedback stratepics and intermedlate target/polisy indic
b

do not dotract frow a position where '...judicions asseserent of rhe

xpu deemed no\ silow a betzev selection of

264
ing to any predeteraised poature, £

cosplenities of setual conjunciure

policy chen stic

Why then monetary targets 7 What {s the nature of the pledge ?

Crolce of Pelicy

lothing ha caid of the public's perception of the eavironment

2 00

oy

and of the 'publicly recent policies. 5hx palicy problem

&
deseribed was seen to depenc on in n laga of randem disturbances, on

« 2h3

lack of knowledge of the structure, but mot, sxalicitly st lelst, oa private

agests serceptlon of policy end oo the y policy =ay impinge on the BiTucture.
;

Yet publicly ensouncezd tarpaete, cmerging ac they do in & pe riod of inflation

and uncertainty owe much of thelr sx»mﬂaunn to such consideraticn.

.
_

_ .
_

That policy outcomes would mot in general be indepencest of the public's

€ aaticipations of
266
positien™

percepoion of the aims of policy, of the policy regime,
- how the policy maker will respond to shocks, is a relatively cld

267

that, though wany often.forget, What i a matter of currect

few would deay.

dispute, is the iwmplications of such behaviour for the cholce ol

be followed by (st more gencrally the role that should be assigned to) the

strategy Lo

authorities.
Starting from the ', ..presumably unobjectionable {cdea that neaple fully
263
axawo»n whatever information they hawve' it is pertineat I believe to
mﬁmuw:¢cp:n betwesn two circusstances. Tne first relates to a situvation in

which private arents hold a particular (stochastic) perception of the

eavironment, The cecond, as in ouy digcussion of policy under uscertaiaty,

cffords 2o 5. .01 unique (and exhaustive) prior belief.

In the former case the assumpticn of a particular prler perception abaut

the structure entitles us to reason, following J. Muth 'that expectaticns, cince

they arc inforaed predictions of future cvents, are essentially the sase as ©nhe

, 269

dietions of the relevant economic theory and heoce, provided tha

stress the durabilitv of s papticular arlior holdaf, wnvisage S-gitvanion in

which people's expectatiens are 1dentical to the corraspending cxpectatien v

conditionzl en the process gencrating these outcomes'. The latter of

course incorgorates the response functicns of the autharities. And when

the auchcrities are assuzed to hold a particular prior

structure snd to be endowad with the same inforwa

the path of the exogernous variables in the oyst
to ony given eventuality ean be securately Inferred by the public so that

any ection by them {s fully nun»n»ﬂuﬂnm. If furthermore we assune that

"the relevant cconomic theory' reveals that menetary polic

real magnitudes, it follews that monctary policy being

and as all other phenomena, vationally processed in its imnlicetivng — €anndt
. A . Py
effect the probability distribution of real output. The 'distribetion of

output doas not depend on the paraimclters of the fecdback rvule for the nanay
=7
'a definl srges oaly [when wve

supply’ te rule ez

seal funecti

assume that the authority's

2
en/ imcorporates a targel valus for the price level'. =

In terzs of output (and ewployment) therefore, the

actions watter only to the extent that (a) they embody nou-sys

tgurprise’

274

or (Lf they embody mo such clezents) (b) when over

horizon' morey is not neutral. Furthermore as '...theve

v. esfmomegary authority



pesetary authority can base a countercyelical mometary policy on.../surprise/,

since there is no way /1t/ cen regularly choose \nun randon term th

at
constitutes the ngnmu»unu {n response to the state of econcmic affalrs in
o 215 o

order to offset other disturbances in the systeu, -0 output gainsg axe o

be had frem discreticnary (surprice) peliey. Conversely eince wn increased

variance \mu distiace from systenmatic mnnawonxhu woney reduees the

informaticn content of observed prices and thercfore makes it wmore difflcult

for individuals te recpond 'appropriately' to changing pattemns of velsilve
supplics and demands ... theve is an efilciency argument for waking woncy as
276 -~

pradictable as

Tt should le noted shat this analysis does not lead dlrectly ca-the :

‘... folivwing Freedsan's

277

conclugion that has been appended to it, nazely that
¥ percent growth rule.,.can be defended as the Lest the
nd lin'.

authority caa do.'

There 45 zany 'a elip twin: cup’ For it 1g certalnly not eacuph to

ta

have reachad the conclusions of the previous pavagraph, result that

\,;MPLQ th

riad regard

ilibriuz price level does not exist monetary
z5a of how its

the kind dafined g

suthority pega the rate of intevest pericd Ly p
1278

value varies from pericd to geriod, Indeed in & world of

by Sorkeat and Wellace Ly ‘seems hard to comprehend why The meactary = =

sl the price lov

t an increased
posed to readily accept
foedhack

the yet uaprovan

atic rules desizned to ensure

roney ntock ara amaller than theso of any ether

™
n
)
2
A,
el
=

conatructed <trictly muzonst 2 i

AT R AL P LA 5 A

At any rate one mey {and many have) challenge (<) the assuxptions
to the conclusion that with rezavd to

fecdbac

sutput and empl

yment

l‘i
3._
=

to choose between 5. ObJecticns to ncutrality - ranging

i 27
ond, for woney 19

and outside monay, £

o
prices, with wag - spring easily vo mind. No less

digestible seexzs the ess

preocoes zenerating those cutcoves, TFor even if we ar. willing .(as cur
dincussion of pp. ahove supcests authors to be) to endow the pellcy

ke fzet that the zcguisition &nd procecsing

should be riiuctann to accept

Mra rancertion that

-~

the contention that these agents too '...form thelr expectations 'as 1f'

they kaow-the true model of the nnonoam._mmm

£it=er f these depa~turcs from the macro-rational expectaticne assumprions

provides us with a role for mene As %, Barro aad 8. Fischar neote,

Lt

tary policy.

..the policy maker has superior information about the eccnes

i b A g T | e s

he obtains {ufovmation more rapidly than the publile abeut aggregate priies :
and cutput /~then/ ...couatercyclical monetary policy «.. can work to zove the W
vconomy towairu the level of output that would be choacn under full curreac m
infermaticn mm»nnnw policy can be designed that induces Indiviluals to act as w
though they were aware of the extra »J»or-fmnou DO by the policy nnzr...nuu W

1

Fven iz the absence of such informational asymetries, & systezatic '...active

wonetary policy cad erfect the behaviour of output i1f there are long term

284 i
since by reoepending to shocks

contracts,’ that occur after wages

it can Influanc

contracts heve been concluded by part of the lubour force
285
the variation fn output.”

From & more embracing standpoint however we may note that acn-neutralitics

are the cownterpsrt of costly to acquire and process or indeed incozplete

information. Wicther in ouy ceomaepiien of the monetary econcmy we enphasize 2
a1 'uneven distributica ef informatioa' with woney resulting 'from cconozic

agents innovational responses Lo the ovnwunuos of informatien and
286 v : 287

coats’

non-neutralities have to be nennmumuoa. Te exisctence of con

in money terms - a 'corrolary' of which in Keynes is liguidity preference,”

and in existesce of o

yek reflects genavally used sodive of exchangs

- signifion ut lcast the fact that the costs of collect

t
Information will vasult in centracts that are conditic

gubsets.

Such reasoning does imply that the policy maker

always be able tc¢ 'exploit' some mon-neutralities. It

informaticn sets upon which contracts {or wore gemevally

contingent will not in gemeral be independent of tha characte

economy including the policy of the authorities.
this feature (whic

price movements implies a change im the opportunity set of che social proup}

has as its counterpart a perceptiocn of the eavivomment im which the
decisions private ageats camnat be said to rest on exhaustive ennuzerations
of all poesible-alternatives. We cannot suppose the eccnomle agent bk ot Eve

lovked at every value in the legically pessible range of the variadle and

assigned to it i degree of standing 88 a hypothesis in answer to his question:
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Whzt will the measurement prove to be d ...a sweep of thought that cam T T ' It will be noticed however that imhereat in this process of reaconing
; scarcely be supposed to miss out or neglect any contiageacy which another 290 L " i e TR i ERISEEDeN TR A CaEIEIVE TETS BUl Ry AN B
nind could point to or which the course of events will be able to previde'™™ : S they -1 and do play this role. Dut what if circumstances prove that the role
Correspondingly, our mode of thoupht and our conceptlax. of the zole of -~ | - i L previously ascriled to them 1s sﬁanounowcon in that either oblectives .
policy uust acknowledse thit economlc agents base thoiv deeising on . @ s L B P previously perceived to fall within their province ave beyend their contrel
ffreguentary evidence'. L . I R Bt i 7+ +" or tha" the pursult of such objectives causes changes that challanze in
! other ways priox beliefs 7 Then privale apents cannot rely on the authovitica
Whether we still choose to describe private agents decisions im terws . ; azticn to ensurc the particular plcture of the world previously envisaged.
of probvabilities which 'subjecktive' wwm zrnnrmu‘mo\mvmmna to then The result may be a different assignment, more consistent you might say with
2 Bayesian perceptions, deprees of _nonmamovnn.vmog or whecther we choose . Gl ’ . the capabalities of the body in pcownhcu.ﬁ But except perhaps In the
i to opt for a wode of thought that sceks to recognise 'uncertainty ever , i m.ﬁ % E ' trassition, when that is economic agents seck to ascertsin what has been
model nnmnnnnon_.~¢b ineouplete information aduits that nhﬂcun»e:mxwuu arise ' o duc to vrrora »n‘zowunw and what may otherwise be the nature of things,
: such ns run counter to judgement duly passed upon their clalus to conform to - " . it seems ualikely that the assigazent of the policy maker will be zo casure
the capacitice mm the world or even gsuch as have wwcnurnunoqma the economi. o mm ) : that policy itself Is mot the source of the wnexpected. . .
) gents mind; altuations that suggest '...that the nature of things has beea e
' . fzlacicusly cenceived WMnumw make it ecem that the provailing plcture of the . The Nature of Public Announcemants
world is vrong in gome wore or less essentlal and radlel re wonn..umw ' As meationed earlier the experience of the late 1560s and the first halfl

; of the 1970s has, in general, induced coa nwrmﬂuv»o reflecticn cn the extent
Whan so we may accord to policy the role of seeking to cnsure that

. .to which governments can ba expected to deliver some of

econonic agents perceptions of the nature of things are nreserved - and, . .. (and 4n particular 'full employment' In the sense of a

at tizes when cirewmstances ccuamand that they are orderly rcvised. . ) desirable level of employment) previously theught fo £
This that other things equal policy itself chould not be . province, Furtherzora inflation (now more promincnt amo
the source of the unexpected, ucnu:uyoua we assuse that nothing else can _ whethas ir faet bhe ovtcome of the authorities eariifer misco
challeage prior bellefs, policy bas & role to play. It .g wither a i the implications of changes in monetary aggregates, or of ratlenal responses
delicate role egince unless the intent is clear it nay dtaclf cause pecple ’ by them to pressures for monetary bnnOﬂo:un»oamom‘ has beea inmcreasingly
to thirk thot nature of things fa falaciously conceived, if the event perceivad by the public as a wonetary phenomenoa = a belief which howaver .
hes pot been acsountsd for in other econoule sgents priew perceptions neithex cubject to qualiiication by the specilalist,cannot be treated as of no
has the pelicy rezponse nmuqumnnmwm reet it. One senses that policy should comszquence by the policy maker.
recedve, to use anmupqa phrase, ',..full publicl:y and common kaowledge',
and that the pelicy maker gheuld explain such divergencies as may i the : From this standpoint publicly czanounced monctary targets deaste change

. course of time crise. OI course to do 89 nnmmn&mv we may say, the costs to the M in objective functions, gtatements of the napurc of The waewpected
oublie of fnferring whiat golicy may bey it elzo implics chat fewer zesouices L spainst which policy undertzkes to provide in a lan
‘... have to be devotad by private agents to ccatingency nlann (but in the process also reinforces) what the Govern
adjusting schedules end designing for flexibility', e this being after all a described as '...the laymans apparently intuitive perece
counterpart of an econcumic organisation that delegates some mN the pquJu»w»Hwn»on . rvelationship beiween wmonetary growth and 4nflat
to a common body. Apain since it the absencc of & unigue v:won belied we thant to the professicnal who knows all the necessary qua
presune that, oven with vegard to prospucts of comuon |unnunur. . :
.- -econonic wmmnnm_snun interpret policy cctions differently a%‘rpnﬂu anounced 2 . As WHCP Voleker noted

ar antribuce sten TG, I i

targets can contribuce to consisteacy of pleas : _ "Monetary tarpeting s first of all a useful tool
. : of ceozmunication to the publie. The relaticnshi

! between money and inflation In dts bros

.

roade
+v oofIt will be noticed is readily understood. So long as the monctary
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nnnwo«m"q_m expression of Intent has a dapree ' -

of Rﬁm:u Q?,,a paintainance of credibility -

will e crueially iz TEant oyer time) the i

d growth ranges at : !

m:ﬂorb.mnnsn OM the ao cal

a einimun sets a general mﬂnﬁoxoﬂa for expectations

Of inilation, defining at lsast the upside potential. o

There is 2o doubt that control of inflation...depends mg
tan

Imzortastly on containing price oxvonnmnuouu.. Any
peblic zetlon that can dampen fears of new inflatlonary

. cutbursts improves our chances of sacisi unroﬂw economde I
results including prospects of 'rdueing inflation’ 00

Even more revealing perhaps is the Bundesbank's view that

— :
‘the primary aiu...of specifying a monetary growth i
tavget is to pive those involved in ecouw ule o " “
. accivity...especially those who have to wake far
reoehing decisions on costs ond prices...an / 2
. i indication of the monetary course thoy can enpect = ..Jm
in the coming year' 301 £ n o

a vOm»n»ow echoad in the Bank of England's Bulletin which notes

In publicly 1:;nmauumn these menctary objectives :
incention 1s to give those vesnonsible fov L
: cconocnic decisiong nrpormwo;. tt. cconcuv = 5 .
) lncluding decipions effecting costs and prloea = 0o wWoal e
L . a clear fadication of the course the suthoritier v F .
i . . intend to pursuc in the years ahead' 302 - cREIAT A e

. In shert, cume may say,

*Publicly announced nonetary nu:ﬁann...mwmﬂumnmw an
effort to adopt in the world of vaau< a sensible and
comprehenaible syrbol of pold =03

Such statemsits however ralse a nuzber of quectisac and pernit a :
ruzbor of fntersyetations reparding the pature and signilicance of the

pledge.  In the

{rse imstence, and as our previcus diszussien nncr;wa

f
po copnise, wmonetary targets in no way define over the won»no:

pertinent to most contracts 'the upside potential' for inflaticu.

. Corregpondicgly freom the siandpeinc of those making ‘for reaching decisions

on costr and prices’

monetary targets coatribute lictle or no indicatlon aof
what they can expect 'in the coming year', 25 both Inflation and derand ave
nzwumnﬂ to lon-er {and variable) lags in vesponse to varizulons in monetary
growth, while announced decired growth rates of the money oupply are
interpretable into statements regarding intevest rates and pv\a availabilicy
ocly when taken in conjunctien with ﬂ;ua hence scen as nn;ﬁ»n ional upan)

8 rotherwwide set of other informatienal intputs. Conversaly 4f

constary targeting alws at ccnsistency of plans, and granted ocur carlier

38

Zscussion suggesting policy responses that &rd conditional (ax ot least

¢ - o x
refer) to ultimate poals, the question arises as to whether the announcencubs i

reveal commitments to monctary tarpets ot degeriptions of conditions during
the coming year that combine intentlons to &= ploy policy instruzents in such
a fashilcn as to achileve the verification of predicticns regarding specific )

variables deemed to enter directly im decisions 0m gconomle apents.

Focusing on Germany for exawmple our discussion In section II abosve -

[5d

St 2 et A

reveals that policy announcements contaln explicit inflation forecas
Furthermore an appraisal of performance since the introducticn of publicly
aanounced targats reveals for the peried 1975 to 1978 (inclusive) a much

sualler gean error in the actual rate of inflation to that fore a year

‘
L
3

i~

. Y
eariicr thar in the acrual to Ttargeted’ ceatral bank momey stock.

This is tree in all four years and oa average describes errors in the former

of less than one third of those im the latter. Whiie this " in no way

izplies that tlie announceuant of monectary targets is irrelevant to the
;30

artainment of the forecast vate of Iaflation, of that the ecmphasis 2 put

on annowcexents of single cryrnﬁnuiq,nu nm:wrwnﬂnvqmnwom\ﬂmm »nawrbq
wisplacs., it does suzgest that other things equal antvicipationa of inflation
based on inflation forecasts are more accurate than anticipations based ez
snnoutcements of the rate of groswth of C&f. This 15 the more 50 whed we

acknowlcdge the errors in forecasting real GNP over the peried.

Correspondingly crne canaobt on this evidence dismiss the popsibility that

puolic wihnouncements, aiming to ensure CORVCIgERCe of expactations ef inflatiea,

[

not coly provide direck i{nfortation regarding expected inflation but ar
ha

also inicryratted to denote a piedpe regavding in ation rather t tha .
pursu-t of a menctary target beyond the stage at which the auvthorities believe
that violation of the announced target for CIX may tareaten the public's

confidence in the intent of policy repavding prices.

On such reasoning, and in conjunction with our ear lier discussion of
actuzl policy, one may suggest the following description of Cerman policy.
At the point of deeision of target rate of growth the authorities resolve that
a particular rate of inflation is implicit im contracts ceucl idad £or the
ceming year. Publicly announced targets cosbined with explicit inflation
foreeasts - that unavoidable rate of price changes continuously stressed in
their calculation - aim to pravice inforzation for such scgtors &5 nave
not yet entered in fixed contracts as to what the aggrepate prica level
expectations embodied in such contracts cught to be, 5o that ‘. flexinle
prices can be made to adagt to the level of the stichy enes’
Poiicy then aiumg (subject to all the qualificatiens ralsed in our earlier

2scussion cegarding policy €l Zeota) to ensure validaticn of such price



- e to inrerent inducedesniflo-~ however irrationsl the componition of that %

o mm deaas aiE b R - yrem

expectatiznz, and if successful in so doing would other things equal (if that

15 ov scput cud velocity forecasts prove to have been correet) uidl alse result
in the attainment of the 'targeted' rate of growth of CEY, TIh attainment
of the 'target' comprices a manifestatien that expectatioans are verified aad
not the sbsence of discretionary policy alming at ultimate goal variables.
The attainwent of the 'tarpet! censtitutes an objective in itself only to

the exient tha

continuous divergencies from forecaat may {(notwithstanding
explenations of the reasons for the divergence) uaderaine the credibility
of the simple (quantity theory) wmodel that the ucamrucpvr employs in
public anncuncesents to treinforce' people's honmwarjno in the inflation
forecasts prepented by it.

o
1f so the Central Bank Homey steck serves nelther 23 a policy indicater .

cer as @ target, in the gense that these have vnnJ defincd in our varlier
discussion. The unitary long-run elactlelty to sosp:m. GNP it exhibits Is
of consequence not in the ccatext 'control-theory-policy-hydraulic:', but ia
answer to the question of how best to ceavince the public that such
infiation objectives as the cutherlties regard feasible are indeed feasible.

The senvch for an eggrega

e whose relationship vo mominal CWP is not subjec

-

aggregate. may be — and the cholce of single value targats are part and parcel

of the same confidence 'experiment'. So are (perhaps - for ome zay not
praclude the possibility that  policymakers fall. v.ctims of thedr om pleys)
the eloime for wore cccurate reflection of 'moneyness' described in the

weights of CLM.

{agofar as 'the overriding aim is...to co-ordinate the declsions of

cecnonle greuns more effectively’ the publicity stand of '

3T, %
mn ngﬁnru rn;:mrun signpostes.’ has not In Ceouvany been unc

L. .monetary growth

weeesafal,

Yor c& M. Sehlesinger notes '...experience...poermits Jtha infercuce/ that the

formulation of this tavget holped to bring about a 'moctal conscr pua’ suGng
: 306
sll groups, cven thouph other tactors may have contributed to this consensus'

But what of the cther two countries 7

+ In the Ualte than in Geracny coe chrerves & change

in the policy rakers poals and objective functions. Furthermore, again, 1f
we treat target ranges as deacting a 'mean of the zarge’ ovm:nnr.n. we find

that ever the period of publicly announ .ced monet ary ruuwnma the evror in the

serusl to forccuut rate of inflation hes each year buen lese chan
ecguivalent for LMy and over the three years of tavgets a Hﬁﬂn;a of the avevige

of the fermer {(2g davived from the OICD forecasts) ©v that of the lattex of

N

less than oae-third, Oa the other hand while the authoritle

Pt

of monetary targets combines Inflation forccasts, TONELATy Larget announcamenis
do not; and ingofar as atteumpts through incomes policlies over the period 1570
to 1978 nay be sald to uunwncumnn an inflation cowmmnitment uonn ghould nete that
these have not sought to prescnt a consensus view between such rates of
{nflaticn as the 'layman' is encoursged (in Bank of England statemsnts of Loe
relationship between money and prices) to infer from pu
and the wage apreements he is asked to engage in, Such discrepand
hardly conducive to convergence of expectations of inflatien, to censistency
of plans, to clarifying the role of ﬂop.ou. But they reilect not merél
conpistencies in overall policy design, .wc they also denote
in the UX monctary targets combine with other cceaczic policies ia an a
effect a revioion of aspirvations regarding real dncome and of earlier
perceptions and trends regarding income distributicn, to a greater extent
than may be said to be true of Cermany and certainly, since Hauﬂ. with lessaer

success than 4n that and some other pimilar economics.

As tegards expectatians and comsistency of p
also note the difference between the Cerman si inple valued targecs and the
{wide) ranges opted for in_the United Kinpdomi ranges that - In the absence
of the qualifications regarding the velationship betwoen money and prices
known to the cpecialist, and, depending on the intcrpretation one places

on the aims of policy,even for the epccialist - permit a wide dispereicn of

forecasta of the magaltudes that Izpinge d ractly on the dezisions of coinonic
gaits. Ta this coanection ene perceives also dif ferences berwaen the United

Kingdon and Cermany regarding how <n the light of past experience and

Jnstitutiona) characteristics one may best nurse the required confidence in

ghe intent of policy puvsucd

Sueh contraste also become auny attespt to generalise Garman peTCRRCIong

regarding monctary targots to United States targecing and expericnce.
If Amcrican targets ore to be interpretted To coapr ise a devise wheredy

Teoetal coasensus' regarding inflatien can be achieved, ©

at the conclusions to be drawn vegarding cconozmic wan in
b

when veflecting on

- The Azerican's find it necessary (desirable} to aan

cr

rrerly revicsble targeb rantes.

- The Cerman's heve been particularly enxious te ach

yrariv tavgets.

Jo vefone may of coursd



4 61..
One may of course rationalise the contrast vw noting the vmmnwwuuwn<

that, in the cyes of Aserlcan policy = kers, economic units focusing on the '

game variables (e.g. prices) hold different perceptiona of the nature of

thinge end thus rely on diffevent socels and reguire differenc inpuis 5

rezarding monetary aggregates. Similarly it may be argued that any given
eccnonic wmit may drow more accurate inferences reparding a wider range of
variables (or regarding the time path of variables) that impinge directly

on its actions from gnnouncements that convey in srmatien of the ralative paths

But in elther cvent wonetary targeis ia ihe United

L

States and Cerasny scem amcanable to traatment a3 ercaturcs of tha saze

of & oumber of aggregates.
specien
oaly for purpcses that pernit a very wvide (and otherwise vacuous) definitfon

of the species, Intercstingly this also appears to refl.ct on atcitudea of
s . .

2ritish and Azerican racket participants compared to those in Geivany. t
Honetary targets gecm to cowprise a vital aﬁmn»mamm for participaatis in

financiz]l markets Zn the US and the UX and relatively-less so for

sarticipants in lebour ﬁbwwnnn\ﬂwnqnuu the converse may Se sald to apply to i
Weat Germany. For both the US and the L% one may note the thunder and smoka
that deviatiens of actual growth rates from thelr vanges (procieularly

upper bounds) have often (ereated; and correspondiagly eie may wunder whethar

greater stability of fimancial markets has ensued frca monetary cargete.

But on another plain the US 2lso contrasts with the UR o Zullat.:c . ome ficnds,
has carried there a wuch lower priority, among ultimate goals than in the other
two (or in indeed 2ll other fajer iadustrial) countries. TFor the US tre )
crrora in inflation forccasts have been larger than the coxresponding errove

for ¥y. For the US

he focus with vegard to ultiuate objectives has lLedn,

with conpiderable auccesa, on cutput and employment rather than prices, Of

course there is nothing in the dicter relating to woactary Lazgess that

compels w particular goal function., Yet 21l 1u 211 our discuscion sugsests
that few gencralisations other than of 2 kind that may have teen grawa fou
policy in yateryearc cen be drawn from crosg-coumtry cozpariscas during the

phase ? of the) eva of monetary tergets.

Fd b
(firet

"V . the wisdom of a proposed amendment, to the Federal Reserve Act,

| I _ _
m ;

v THE LAST CURTAIN WITH TVE GEOSTS OF THE PAST

Almost a century and three-quarters ago, the Dullion Committee {of 1810)

concluded that:

) "The most detailed ¥nowledge of the actual trade

S i of the Country combined with the profeund scienc
e in all the Principles of Money and Clrculation would
) not cnable any man or set of men ta adjust and keep -
always adjusted the right proportion of civeulating
zediuz in a country to the wants of trade,'

eul
309

’
In 1927 Governor Strong and other Witnesses testifying before the

Committee of the United States Conpgress on Seabilizacion appointed to exanine
he 2flect of
Y which would have been to lay upon the Federal Reserve the cuty of usiug 2ll

the powers ot its disposal to 'procote a stable price level fox cozmoditios

310

{n general', expressed considerable doubts towards the idea that

"the Federal Reserve System has the power to ralse er lower the price~level
1
by sore zutomatic method, by some magle wathezatical mOﬂﬁcwm..unH

Strong's position is sumned up in the following excerpt:

. 'T belicve that adzinistration of credit such
as 25 afferded by the Fedeval Resarve Systez,
] 15 capable of exerting an influcnce upon the
. volume of credit empleyed by the country an
' upon the cost of that credit. Within tie
1 limitation wich the volume and the cost of credl
exert an influence upon the price-level, and only
within that limitation can the cperaticns of the
Fedeval Reserve Systesm Influence prices.
will be times when even the power
w9 the voluwme of cradit
complate or anything
% price-level because there are =any oin
beyend the influence of the voluz
such as the mood of the peaple.
A expressions is contained In the T
a.w»nw appears to represent to.th
. fedaral Reserve Sys
price-level than
of performing, 1 am afr
when there are fluctuat
controlled within the s
desczibed,'312

But thare

L 13
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Commenting on this position is 1920, Keynes found himself to 'have zore
. sympathy with scme of the doubts thaa he had had a few years before'. Eut

he reasoned:

’ er »oI Think

62.
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YT think ﬁrmn in one fundamental respect they have :

’ mistaken the character of the problerm and under- 1 . '...4f [cconomic_fluctuations 5/ erc even partly under
agzimated the possibilities of comtvol...if the ! . “human  control /as indecd the éistrubances due £o
inability to sell ncinrn: output at the current cost o : B monetavy factor nnru it is of the utmsst Imporcance
of v:mu.;nﬁOJ {g penora this is an indlcation of : ) \ ; : «'ve for the wnpnoﬂJmJn of humanity and the stability of
a waladiustment on mmﬂ:ﬂmmn of demand rather than cf 1@ . socicty that such methods of control as way exis: -
supply ga, \ the only way of influencing ¢ demznd 1s by ' : * should be ma.rked out and put {nto qn;nﬁm e, even if

v fan i Ceman S ! : 4. - e o - np sl=nle
{ncreasing investment relatively to saving...To refrain - oo ag 1s and will rewain true, there exist mo ﬁﬁ“.”
from lowering the rate of interest durlng a slump...could £ 5 scientific rules by the 3Mnn;nvaMnmnmo o ﬂ:.nm

i cely have the effect of accentuating the violence of the A f g such control can be exercised. The canagenent o
Credit Cyele; currency and credit is esseatislly an &rt and not

TCLLL W¥e PR 4 u.u.m .
According to my own dafinition 'soind credit conditioas’ a science!
would aof ceurse be those in which the market rate of
interest was eaual to the natural-ra te, and both the value :
zad the cost of new investment wexe equal to the veluse of : Dy 1936 Keynes' position cn the role of monetary policy had, as we
current mmcw;m(. Yf we rake tais as our criterion, many of . well know, shifted to ene in which the ability of the monctaty authorities
Govermor Strong @ rplexities will beco~ ﬂ:n: Hpﬂm . '
roraddabile zw nomwm 1 thizk, fa cach se tell him in - to influence the level of -demand was thought to be very lizized.' And so
generzl terms what he oupht to co to mpo;np<r scabllity,'313 ﬂ ' he reasoned that: .
% : . '...it scoms unlikely that the »xmwannn of
. . A n wla a of ta
And though in the pazagraphs follcuing (a5 péThaps in the : . i banking policy on the rate of Intevest wiil be
¥ . ) ) ;3 sufficient by itself to wmaintain an optimum vate
parenthetical refereacc to 'in genmeral terms' quoted above), ‘certain L investment.' 319
{zitations' were recognized by Keyses on'...whether in practice it Joes :
+
always lie within the power of the banking system to contyel ihe rate of w ) Otera, however, did not chare Keynes' views on the lipitations of
dnvestment', as, fov nxmﬂvpn. whea ‘nou-moncetary causes inctability...arive f w i rouetary instruments; and wary of the capactity of wortal uen
= so suddenly that it is iupossible to nonﬂmnnmnn theu in tine mmuw Vcsnmw ' PR ) power for the common weal, sought to devise rules te Timic ti
...on interval eghould elapse before anuvhwwﬁm fa restorud ~ the = 1 of dlseretioiary power by the monetary euthority. Thus in the same years as

stabilization policy had clearly beguu. |

The ehift in ethos was eloguently precented in the 1331 Macmillaa Report

cen liherty and government®, the Counlttes noted,
tehere 4a en ape-long cenfllet. Tt do of vital -
uv ovtance that the new policy, whil: sruly nrozeting

liberty 5y securing better nchu ions of lile

for the people of this country, should not, in its

aeal for interference, deprive thenm of their {aitiative
and independence which are the natien's most valuakle

in the case of our
rave veached

an n:r woll

T

ust succe

may
dreliberate
ndizested natural
B..s We must now chlose eur wur_ celiberctely
In other words we stand in nced a8
orc of a defirike national policy in our
dispositions.'3ib

*n the latter vein the repsrt stressed the isportance of eccnouilc
314 i
research but did not expect it to deliver the philosophrer's stene.
. Thus it was reasoncdl : ot G . RET-

315

.

The General Theory there appeared Hemry Simons' R

320

. ronetat elicy. A rule to deliver the ebjective scught by the 1927
no:ﬂwwﬂno of the United States Comgress mentioned above wis favoured by
321

Sluons ¢nd »intz. Sipnifd for it pre-copts wmore vecent feedback

antly,

rules, the rule propesed was that the central bank be required te engage

market purchases and sales of securities whanaver a broad
prices moved outside a specifled narvow range,

Simons and Mintz, hewever, did consider othew rules. Sizong; to
ted bet

of wmoney...and aerule expressed in terss

=
[
o

Friedman, 'vacilla favoring a rule expresse

iy )
of pilce 4index. And,

soze Keynesians crthodoxy hardenmed to a pesitien In which demand manegezmant

was the answer to all evils but within that frame the Yole ascribed to

monetary policy was that of accommedating fiscal wownnu. 5C nwmo_ ar the

opposite end of the spectrum, those disposc cd to interpret the evidence ci
! the ability of the market to disseminate information and ¢n the
t significance of monetary changes differeatly sought to harness the
P, _hwnnqnnwhblbkpo:ﬂa to the monetary suthorities. Thus, in:8953, Fricduan
noted: 5




'y e ..J!\!..“.!?.:....- s ¥ * . CR R L L . Tou e . BT cenare
4 ! _
% - = L3
. !
: ; 65, | ' i
. . .... . i ! kY *
. » . Al L}
S - : £ B sy S
Y Th T U g YR O g sih41icd o i 2 : ' ; 3
he granting of wide and important rospensiblilities 3 i oy
= 7 e s ut they will also take hec en esteryears others failad, of
that ave neither limited by clearly definmed rules for W fp AT SHRGERS ne s ¥ head, when in yestery = RSN the
puising policy, nor subject to test by extecrnal e owa K @ - Comalttee's view that:
eriteria of performance is a serinus defect ol our sl 4 P
esent wonctary arrangercats It renders moner.ay e ow af . Eoamhor
pIeaEnt eLaty Bl n ; : A : ; "The authoritics should not aim at complete

3 uree 1y tuty sad Lnstabildcy. . . ! ‘
policy a potenrial source of uncertaluly iy § O . stability of imterest rates, but should take.
T

It also pives greater power to the wen ia ro» for good . M a view as to what the long-term eccromic situation :
or 111, greater 'flexibilicy’ to mect the problens as they o Tew T ik il e
sols .nm e tha mhisze that the Resesv iiyas - Aesote | - & demands and be prepared by all the means in thedr
_— rise - 2 phiase chat th arve System L.bes € i : Y
L ueg, BLA PR - e power to influence rarkets in the requirad direction, 327

cophasize.  [Yet/...experience sugg

£
egts that eliminating
the danpers of instzbility ead uncer:

sincy din poticy '

is far wore urgent than preserving flexibility. 'S4 . : .. we have scen, the latter has not implied that they are obliviocus
e . w to the short-run; for thecy '...pay attention Co the ghort-terc as well
- - : 3 o :
Henca the recommendation tos: ) i .. . a8 to <ke long-term situation'. 28 put whatever the perception of trade-oifs

- T #:0 % . . there i3 now cuphasis on the need to provide inforzation of the content of

‘inscruct the System to use its open markel vmmnuc\\ volicy; there 1a strong awarenass that, in the worcs of the Macmillan
te wroduce 3 4% per year rate of grow:l in...fcurienc * : "

? i ¥ ke o _m A ! ¥ it Comnittee:
and coumeiial bonk deposits of the pudliz/..., to keep I ;
the rate of prowth as steady as it ‘'ean week by waek

~- s i . LR J..., n :Um.,\. »T{..., .:.
gnd month by.:cnth and to introduce no scasonal adjustwment o ; . wb nwp.mn Mm no great mum i pmw;:r AL is “|xmwm
Eoconnﬁuomnrnnounwnnanw._umb _ : . o be mercly temporary or scasonal may cause uadue

alarm and may have a sericusly unfavourable
psychological reaction on business confidence,'329

sule has not hod the dwmpact that his teachings ea the
? a fact for which, that sawe Committee reasoned,

inporcance of money have had. The Simens-Mintz favourite 1s in some wWays gl
; .

t i e et 4p cadinan
concentually more okin to the cxperience deseribed in this paper; in that . - . o e e ; «othe oaly ﬂn;oox...um.no be founuoiuin/ reacinasson
S = 1 AT - S B om g Ca the part of the authorities to easure/ a <iffusion of
although the cbjectives of the wonetary authoritico have encompassed other 1 ¥nowledee as to the relevant facts,'330

goalu besides a reduction in the variance of prices or the rate of chenge in .mﬁ

prices, the emphasis on the latter and the elemeat of feedback from In & world where failure to predict events or even to explain thew
currently available isformation ave unmlatakably contesporvary. But toen . satisfactorily with bLenefit of hindsight is mot the exception, even this s
ogain when a range of objectives replaces a single objective, when differences quite a tall order. Dut, though in so doing, ccomezic analysic is

in time perspectives are recognised, when revisions of proximate tavgots are ] invaluable we way also bear in mind Edgeworth's remarks of long ego:

the rule, when in each partiuclar clrecunstance 4udgement 18, and has to be,

'The thearict cust not pretend t

so little what he is about as to =

ne less when our appraisal of any : abstract formulese for vulcs lmmedd
to practice,'33l

exerciped so ao to dlstinpuish o narticulay manifestation from oiher apparcutl
i 4

pizllar o8 racorded in the pas

L,
o wubject to uncertainty regarding the

particulay recommendation da
characteristics of our economy, the brave new-world of (fcedbeck, tules

affords a great deal of weon te ﬁnuamewunw regesbles much of) yesterday'a .
Art of Central Banking. E

. To e sure policy unkers have not been luzune to experience nor to the

strides that ecenooic amalysis has made, Looking back they ﬁvw not object to
325 ‘
c

the view of the Radclifie

ai

hava to regard the
ez rather than the
epicce of the nonetasy .
tha . khe aone? .




