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the 'ghort-run financial carkets are notably volatile' characterised (as Bao . e ) of Faderal and Linder government policies and defimed preci ly the adjustoents
agland cozmentar cmetizes stress s s in cer ace
AL Brplond Somentarlon Ak Jilty, g pminge RRaEiterTRy, 18 in government budgets (through so-called ‘eyclical reserve mcnum.u deezed to

con Ly caphasie belr laced o BE 2ing Ler. . Ext 3, - =
gpecimetoie te botng placed on stabilizing. dntorost fates. Extewial S . comstitute the appropriate fiscal countercyelical action ia the face of

consideraticns and other scctoral effects, such as those pertaining to the

. fluntuations in cconomic activity.
behaviour of bullding societies and the housing market also play a role im ;

this ncnﬂnxn.mFa In addition however the failure of the UX authoritics to

secure any relfable inforsauior ardi h erg of the demand ; pi . <
acu eny relfable information regarding the parameters of the cemina Ior Policy should mot, I believe, be iaterpreted to have iz 1iod in the 1650's a:s
wmoney function implies that the cenfidence placed on any forecast rate of

growth of the chosen aggregate 1s mevercly circumscrd Ln(.mpu and hence alsa

least, ecphasis on control of the woney supply (however defined) ac & zoans

by which ultimate objectives could be achievid. References to the monay stoek

o i1y o . o . T . .
the failure to attain any cuch target strengly discounted (as "in the United . . are in fact rather scarce bafore the tura of the 1970%s. Instruments of p

)

' v ank of England G Yo cettly
Kingdoz,' the Covernor of the Bank of England remarked, 'wo have not nnonﬁnwa - sy depzoved o mnmnnr "bunk-free licuiéity’ (i.e. bank holdings of central
been able to observe a continuiag stable relationship between roney ;:m incomea')
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the model ermloyed Ly other econcmic wndts in crrreting gueh

rinug compulsory reserves) and chereby interest rates, credit and the demand

palicymakers pervslag ) : for money. The influence of policy on ultimate goal varistles 1s not perceived
LY

subdect to the same uncertainty. W! ﬂw

after the hopes of the turn of th ecade) an environment tha ngs to . i
¢ ELHORER i s, ironze s : to operate through changes in the stock of money balance, but rather through

- 219 P
mind passanes from the Radecliffe Report the pursuit of a (imace targel n—
- peEesy 220 L2 HEa BT 8 ¢hanpes in the asset composition of bank portfolivs that cause changes in
is both half-hearted ““° and also subje to no obvi trateg vhich to comauit 5
= LR = blect 221 Yapus 8 gy in & expenditures through chauges in availabili and cost of eredit. 1In this
such instruzents of y 2§ are i . Zos [ 13, polic s .
& ! of policy §ar avalladle. adide: OHG.Ba 44, Bokicy < Fogw respect the emphasis is on flows rather than stocks, and the money stcek ic

g

akevs now know Lhat even if the dezand functions for menetary appregates were

ceeeat . 5. s« - conceived as a conse of the effect of policy on other intermadiate Largeis
scatistical inforration make 1t difficult to '...act :
- - 22 * RAEEEME and of their eifect on the goal variable

r 2 5
to offset... divergences from forecast' while there 15 aleo the caveat that

petter behaved delays in

'...steble and steady monetmry growth carvies wita ft the risk of instrument

223 By the bepinning of the 1970's there are sounds of regard for men
L}
T

instabild in that inte g wil increas 1y i . " . . 1
= LS EhALHd Test rares 1 need to fluctuate increasingly widely a determinant of expenditures. Changes in bank eredit are
factors on which '...the Bundesbank... pays special attentlen, not on

simply in quantitative terzs, bank loans are normally the mo
West Carmany

I affecting monetary conditiens, but also because this is a field : .
At first pight at lecast the situation In Germany appears to have bee Puideshank can exercise the strongest Influence, by © -]
rather different, From a lonper run percpective, the high priority sccoiced to rcnetary policy, on changes in the meney mnonx..mwm Yet, &
srice stability thicuphout the postwar pericd, and the relative emphasis on is notod that the fact that its '...instruments have not ensd
monctary, Tather than fiscal, policy for much of this peried, were iettures that to cxercise strict control over the woney creation of the
digtinguish West Cermany frem the other twa countrics considere?, n.ike the dosoite the preat effectiveness of liguidity vawwmw in many
LS and the UX the role ascribed to wonctary uopunw was nevir deemed Lo be that be considored a disadvantage imscfar as goniral of
£ accommodating fiscal vowwnw.nmb Indeed until 1967 the Bundesbank's actiens the sols ivgortant factor in the contrel of aparesate demand dn the aconymv]
(revealinz warked differences in cbjective functlons beowie. {veaad che verieus egusily wors 5o
tiers of goverazment regarding the pursult of priee stabilicy, and crewth) influsnces aloulations borvrawe
Invarizbly simed to counteract not only the influence of purely = facoivra reainal expectes
but also the procyclical responses of the varicus tiers of mo<n11th:n. And when ©  future course of the value of wmoney, ‘7 a

ie 1967 a move towards limiting discretion occurred, it was to comstrata ficcal Indeed, al..ouh some howmage is paid to money stock cemtrel, at least
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13 1972, "i4 guided by the basic conecept of contvolling the bank

freedonm, a3 the Stability aad Growth Act sought to ensure greater co-oralnation ' 1373, enc feels it to be incidental. 'Monetary policy in
t



Dut the analysis that follows guch statezents focuses entirely on frec liguid
resevves, and credic nouapnaouu‘
and henc

is that perceived to attach

wille the {mpression that, wich repard to

expenditure timata gesl variable, the tize lag betweaen policy action

and effect to changes in free liquid reserves and

effect on bank credit to the private sector (without further ado) oon:;:cam.wum -

Interestingly the latter e so notuithstan xdin;, awareness '...that the

glze of tha money st n‘vm cqual to private-resident-ncn-bank heldings of currency

zad sight namOh»nmm. is closely relzted tou the course of ecoucmic activity

as reflected by, say, the grosa national vnoncnn_nmo and th:

finding '...that
divergences in the movement of the two aggregates, that is, mpcnncUnwa:m in

the veloeity of circulation, follow a ropular
and with

L

vprrr‘s that zay be linked vonr :

Lhe 236

with the level of intervest rates nwnHHnuH;chrnr»oJ

For while noting that vepressions vesBugpest that fluctuatiens observed 1z the

velocity of circulstion are wore a symptom of

; cyclical movements than a -
g E 3l .
reaction to interest rates' (notice the similarity to more recant

utterances reparding the nunwmnpw behaviour of CB), it wee stressed caat ..

15 Fa i
By thelr very nature woonn‘_ ioa computations do not indicate the cause of the -

batween the apgregates

statistical correlation cuticned -~ k~pher, than '

{8, wonetary movements determine ceencmic movementa or whethar the course of

cconozic activity, dictated by other influences results in fluctentiona ir =he

232

5 ;5 '
wonetary sphere', Hor is there any evidence later invoked to resolve this

quandary., Pather the increasing erphasis on wonetary aggregates in offlciil

gtateuents colneldes (and 45 often referred to in connection) with the advent

¢f floating rates and with a Lreak in the stylised facrs previously invoked

the mﬂ.m1ungp relaticaship between free’ liquicd rceserves aad .
233

credit expansion. Insofar

adjust

as floating rates do parmit greater rﬂnnacu in

ing short-term rates to demestic conditicns a shift in empha mMm fron

baak liquidity te the monctary liabilities of the Governzent/Central bank e

consistent., But the shift was Induced ;o less by the facr that 'From Spring

1970 onwards xm e/

24 sic prenise of liqu FJMﬁm policy becawme increasingly

tie free liquid reserves had been reduced to a level

questionable.../fcs

even when

which pravicus experieace had showa to be 'critical' credl expansion continucd

unabatad or even accelerated, It \n :ax became evident that the basic conditicn

£ Tia: i - pleoe + :

for liquidity policy, /nemely that 'there is a general tyzical tizme lag of about
year sbsexved in every phase of the cycle between the chanpe.in the liguidity

position af banks and hence theilr crod on'the one hand aad

it creaticn potential
5

the zctual use of this potential on the o Unﬂ.rubw“

235 -

the fera hitherto -

purgued wag no longer assuved, "It ig in this context that the stock of

ia wefpentwil back

. bmv
mwm th
resultant increase In the money stock via bank _»a:pannw. and in addition,
of influencing non-banks demand for credit by changing the interest icce anow..nwu

central bank woney ermerged as a po
the task of
policy
And yet a year

authorities its role as a policy indicater,

are to wy knowledge to be found in

Bundesbank's policy con

236

indicator, as the index perfoerming

effcect of monatary

'...oeasure of the ewxpansive or vestrictive

+237 that free liquid reserves ware previously deemed to perform.

lzter, without relinquishing 1t scems in the eyes of the

228

t cozis to scrve as the

In the latter context although no allusions to the variance approach’”

any offi

ception and dasign mraJ wotd coaslisient

interwediara) targets than policy in el n;oq of the two countrice so far

1

examined. In parvticular, the choice of single value yearly targets o

that the degre: of error atraching in the Bundesbank's cpinion to the

describing the demand for CEM was at least initially thought to be epmall.

And theugh in first announcing a monatary tarpet the Bundesbank pointed out

in the short-run there is no clese relatlonship between the covezeat of the

240

natienzl product and that of cemtral bank money' the extent to which sueh

recarxs referrad even to random fluctuations in demand for thic appregate

is somuewhat unelear granced the tendency to augment such statoments by refe

LA

cant

to & systezatic patrern of behaviour, thet Is that

bank mouney...to the nowinal gross matlonal product 1is subject te procveliczal

the national product rises

(az, 0201

fluctuations /so thac/...during an upswing

stock and the opposite occurs in the downsw

ized

than the money

4
©
n
i
L
s
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tock 1t was cla shows

342
from special influesces,

Otherwise the central bank maney s a cou
is subs

relationship of this agg

tzntially free
regate to nominal GDP was thoupght to be not responsi

for the choice of
243

to changes in interest rates, this being a wa’o: reason
£

or
v

aggregate in preference o My or Mp im th tha behaviour of

could be said to posseas by 'divine ordiaance election, the

characterisides traced above as mecessary the variance

approach for the treatment of a monetary aggre target to

be efficient. i ) . "

Table IVa to IVd, do reveal a contrast between experience

wr two countriles considered. As In the case of the

Gerumany and the o

States and the United Kinpdez the precise parameters recorded da depend

the ecsticated ﬂa‘:nuo:msuvc.
s cmg can!

other two countries, the teozporal stability of ¢

CiM seocs

the mature of

cribe demand for
ﬂ A
of a wesn»ncdut prior wnp;nr about the structure soe:n

more cobick n\vnﬁOﬂ‘v__.

n of selection '...the best avallable demand for

ey
c

cial grarements certaln aspects cof the

Ay suZfest
Eun

b
tna

4y
rriag
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On the other hand, unlike the
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compatible with experience. But the results also reveal that from a ' s
; - : T the debate on monetary theory during the last fow
variance approach stendpoint 2 mat ar - 4 w b o g i wary ¥ o
@ PP tendpoint a proxluate target strategy ia CIM is oy _ . yoats central banks who have chosen an interest rate
Fateken et al = Ben Fricdman reasening, likely to have beea infericr to a . target have often been charged in trusting a 1iphly )
) { - o f ~ el 211 . f....10 i
feedback rule that allows for a comparatively s o 1f4 . N unreliable compass. It is argued that a fall ¢r a zise |
v } y, serangiand opurainly elguiiieont - in interest rates on the credit marker canaob La .
(see also ¥y and x} in Tables IVb and IVd) interest elasticity of demand for . © dnrerpreted as indicating a8 casing or tighrening of : .
CEM. -, wmonetary policy as they may only be duc to nycumnm i
3 ' Y domand for credit. A central bank :ﬁpnﬁ is guided by
' * il ponctary developzents it 1s claired iley o
L 5 ; ! of guch misiarerpretation. If & e .
vot 46 i doubtivl whethor the Zundesbank! 1 Ok BURhET ,
; ) s stritegy vas (and/or is) _. " an economic upswing, the argument
perceived from & variance approach perspective. Certainly appeals to * fank will not be able to coustrue
g - y) £ ary
intellectual antecedents reveal cleser kins : ; a restrictive pelicy il monetasy g > .
05 inship to our dfscu .wwoz of policy further at the same time, Conversely, falling
e mmoar badnky, _ interest Tates are not jndicative of a successiul
. oycouuuorunx policy as loug as the growth rates of the
uoney stock continue to deciine.'249 )
'The we¢latiens
sod whar 4t -
notes, 'is ¢ One . can hardly fail to be struck by the similarity to T. Savings'
eccented vic centrii bank
. - 1,1 5 s g e R
be directly by 1t. Hence the Pundeshank, iike approach to the polley problien in a world characterized by lack of, complete
gtheropited wke is_following a two-stage nrocodur:. knowledge of the structure and information laps discussed on pages above.

The real obje
for axazple,
Stabliity and

s of nconuuun policy, as set out,
Gorman 'Act to Proaote Econooie
of 1567 with repard to uviee

stability, emnleyment, extermal caullibrivam, and

The cephasis on intermediate targetsan @ two-sinfe procedures spriaging fron

isnorance of the precise effects of policy on

' : i mmistal . ment £lection however so unveils the stotement &
£teady end upropriate ecconomic grewth, are ivansiormed unmistakable. Momentavy reil on however alao uaveiis ine ra.m enL as
FR P s e Sl ; : ; ] ; 25

into a senciary prowth tarpet, Mosctary policy uses ite ™ one that conflates intermadiata taygobs and policy juddcsiovs. In-~tlue

instruments to come as elesely as it can to this target,

We fully realise that in theory serious ebjlectlonz can

be raiszed apainst this two-stape puo-edure of monetary '
pollzy: '...the two stapes of the woactary polley process

first half the discussion focuses firzly on intermediate targets; but when

we come to 'In spite of...' we are moving to policy indicators, and im che

quotaticn that follows we are eclearly there.

ora fact s.muﬂcr;wuw independent in the presence of
i noer Y In the case of the dotetmeciate bari?
Veonoy nrock! £ . : o
GneY BLOCK or stance, ipterost v 5 PlLiy art £
b LR E: intere rates pla : nd mor 2 to ¢t
oy o1 ates y A part bn Froa o narrow standpoint one may lend more emphiasis to the fcimer

Lirh ntupen, not ounly dn the velationsblp hetwoen
{nserusents and momey stock but alse da the relatfoenthip
between the noney stock and the reai obiectives of
monetary policy.288 In spite of these difficulties a
case can be oade for {eo Humneu o. an “nnnnanrugha
target that no:mﬂa tha
field, HJ srinciple the

vu nm in a sticug

(that 4is intermeciate targets rather than policy indicatars) by noting

the concern expressed in Bunde ank statements regarding the necd to
251
Jigpinguich CBM [rom the comcept of the monctary base.
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the fact that (as our discussion of policy indicatora Te eveals) &

positior an beeau 2 b 5 woney nqouﬁ*o; cannot beund to accept for all fmstitutional structuras the
function without it ; Oa the other hand it s ' ' 1 i 1
canact cchicve v wmy the vouwn and their tdontification of 'the base' with 'the 1deal poliey lacticator' this is
CHACDEALE B Even linlting coaetiry cleariy tri sufficleat to regolve the issue. More revealing pevhaps are
expansion iz not a: “tay be supposcd on the hasis

I ipposed or e hagi "
of the dictum th L n.n“ utterances regarding 'the second stape’ of the 'two stage procudure'.  Here

=k statemcnts stress a close connection between CEM and ultizmate zoal variadles
. g 252

5 ¥ i

And in discussing 'which variable best zeflects the impact of monctary policy {dantdfy net only an aggregate the demand for which
248 ) ; antify n an aggies 2 -

——in the financiszl-field 7' bLe continues -~ ' T+ . . o 0 i ‘subjent tysndfts {induced by interest, male LOVanEals A

(or more | recisely the jross national procuct

the infercnce of a causal seguence froz the forwer

oi 'CE{ 1: & targec' being on several cccaslons presen

a
i.e. rhe sizple sunzation of currency plus sight plus tize plus eav

v oefcould have gezved



could ru<o nandra just as well), but also an aggregate 6o structured as to

252

reflect the "ronayness' of differect kinds of deposits.

i Since no detailed account exists of what the expected coanfiguration - . .|

of output and price developments during the year has been at the pelnt of

each yearly policy review, the extent to which the authoricies have sought

to purcue a proximate or Intemscdiate target strategy cannot be ascertailned &

: sieply by looking st the actual path of CEM, On thé other hand the

deseriptive accounts of the conduct of policy since 1875, the tendency

-~
to overshoot the target in the light of errors in prediction regarding

. velocity or ocutput, the pericdic emphasis on external comsiderations, and the
occasional concera with stabilizing bend rates ond securing oﬂcoﬂwq _
v ;
cenditicns in socuriiy varkets, " do reveal that the annotnced cunnrhc ,

for CEY have not cc Zaed 2 target to be pursued AD oblivion ol other

objectives cr of the Iinforzmation forthcoming in nro coukse of the yeax.
Acknowlcding such features of behaviour in the years since e

introduction of CIM targetu,one cannot dismlss the possibility than thia

reflects & Lo p¥ ier beliefg which experlence sinca 1974

groweth of CEM

has poucd.

E e w¥prorot oaly.have wTOﬂntﬂcz deviaciens from .khe targeted rate of
income
255

been stressed net to bear any velationshlp to movements in nowinal

{and further "that the trend of a few wonths must not ba overrated', J but also

tervals (over the eace has neot ceniormad

clginally o

even over longer in eycle) expeti

ts hold between real

anrd the stock of CEM. A3 the President of the Bundesban

] '

hos proved difiicult 1s te torrvectly forecast

the velceity of woaey or its rate of turnover. OQur present economle recovery

15 not following & normal cyclical pattern and thias probably explrins why
255
the velocity of money has not quite conforzed to histeric eyclical vunn‘nﬁu.. -

4s the roaults presented sbove sugpest the lack of conforuity to

"hictoric eyelical’ pattarne tusk,to come extent, be due to lack of

2
conforuity of neminal f{nterest rates to nisto

riz cyclizil patterns aad tha

tendency of the Bundesbank te wnderplay the influence of such varlaties
257 .

on the relaticaship of money to inceme, Yot Beslier "ol

relatlonship in speciiie pericds, Certa k.ww in decleing on wc;vnu at . ay
given point the Dundesbank has cont
thug lis

acetounting for unantl

nuously sought to establish the nature
zof the disturbuince ting over the years & wide mesu of faciors
cipated decreases (or more precisely, for the fallure

of zatieipeted dncrveses to materialise) 4n the v

we of aovilual ONP to CEY;

. «w sufexplanaticnn .

‘or justne
explanations that have ranged from 'errors in scascnal mzun“u
c
5 i

{ncreasing the currency component, to 'growing

‘precautionary wotives'

holdings of Deutsche Mark notes outside the Foederal Republic [rlius/ the
. trd =11
disproportionately steep increase {n income of pensioners who traditioaall

Ty
hold more cash, and the increase in cash payments im the "grey
busincss non»cnnw..umc to lags in response of expansionary solicy.
Correspondingly one notes increasing emphasis on 'explaining the reasons

for divergencies from the target', a feature that redlects &

- 1 i
in operating procedurcs analogous to that traced de facto for the US snd the
UK, as well as the abandoumant {n Dacerbter AG78 of the single
- )

- v I -
year on year average,targe favour of average of last quarter to

quatter targel range of €-% per cent for

acknowledgements both to the effect that '...when setting the tazget %
provad particularly difficult to gauge the extent Lo which t
262
L}

stocl could be used and that '...the tavrget range attestiso that poiicy

to adapt itself to changing rona»nﬁoau both at :oab Vs mun vig 4 vis the rest

of the world.' 3853 I



PUBLICITY AND COMMON NOWLEDGE

IR FULL

While permitting the iunfervence of greater attentlen on monetary aggregates,

ard of greater awareness of longer vua aspects of policy In coaueptions of

the responsibilities of the conetary authorities our preceeding discussion Lol

coes aot supgest that these dardve frem perceptions of relative st :ability of .

real @nd fiaarcial marhets or Irca clearer evidence on nrmﬂnnronh’;ﬁn of ;
behaviour. Furtheimore.it will appear that in none of the three countries has

the behaviour of the authorities been such as to f£it the description of:

policymakerz who por ide on the growth of rosrnmnv angregates

{en the inforx

icdinally dec

deezed cation avallasla at podnt in tiue) censistent wit
. x : 3 3

4 2 deaEivas an
G Dujociives dn

the attaiazent of ult . procexd to puiaue tha s

vlar path of ths wonetacy aggregates thus derived in disregard of the

usiv by the environwent except insofar as such

-

the monetary appregace objectives

rendered contl

furthers the attatmuent of

got ond declaved. Racher experience since the intvoduction of nublicly

announczd a2 cetting 4n whieh policy vakers seek t

wonefary tar

infer the izmslicaticny of curvent develupzeats for uwltimste goal variables and

henee perceptions of policy that (provided we recognise the izpressloaistic

nzture of the policymakers knowledge of his envireonment and correspondingly . . -

the grey arca in which the outcomz that docs not call for policy revision melts

into the one that Joea) can be :mmm to Le consistent with the spivit of d{aformation

foedbock strategics and unnnﬁnpzh:w; turget/policy Zudicator setticgs, but a3 such

do not detract froz a position where '...judicious asseasment of the

tual conjuncrture \Ha deened no\ ¢llow a better selection of
264

complexities of ac

policy then sticking to any predetermined poature’,

Way then zeretzry tavgess 1 rature o. the pledge 7

Policy Anticipations and

hag ge far been said of

the fpubliely

peet of recent

informaticn laga of random disturbances, on

265

described was scen &

lack of knowledze of cn private

-
=
i

]
~

bug nof, exnlicit

egents perception of policy and om the way policy =sy impinge op the

Yet publiely wnnounced tarvgeis, emerging as they do in a

and uncesteinty owe wmuch ¢l thelr x»rnﬁ:nr to such conside snnhn

P

ve ooflnat policy

st e

. Btréss the

L
L

That policy outcomas would mot in genersl be i3
perceptlon of the aims of policy, of the policy ragl
shocks, is a relatively old position

What 1s

how the policy maker will respond to

9
that, though many often. moq>nn.ou few would deay.

atter of
dispute, 1s the izplications of such behavieour for n:o choice of strategy Lo
br followad by (or more generally the role that should be assipned to) the

authorities,

Starting from the '...presumably unobjectionable idea that people fully

268

exploit whatever information they have' mﬁ is pertinent I believe to

distinguish between two circuzstances., The muﬂnn relates to a situation iz

which private ageats hold a vmﬂn»ncwpﬂ (stochastic) perception of the
as in our diccussion of policy under uncertainaty,

envirenment., The cecond,

affords no such unique {and mx:ucmnwdov prior belilef.

curreat

cerception about

1o the forwer case the assusption of a particular prier
the structure cntitles us to reason, following J. Mutl ‘that expectations, eoince
they are informed predictions of future nﬁnJﬂm~ are essentially the saze as the

§ .
and henmce, provided

predictions of the relevant econcuic nwnoﬂw.n

: durability of a partienlar prior heldef, wnvirage s-gitearien ia

'which people's expeccations are identical to the corraspending expectations
270 ..
conditional on the process genorating these outcomes'. £ Tue lacter of

course incorporates the response functions of the aulhoritics.

about the

public

the authkericies are assuned to hold a particular priex

structure and to Le endowod with the same information as the about

the path of the exogenous variables in the system, thelr precise vesponse

to suy given eventuality can be accurately infevred by

any ection by then s fully onnun»uuﬂnn. 1f furthermore we a

‘the relevani cconomic theory

itz foll

reveals that wonetary »nlicy cannot

real wmagnituces ows that monctary policy = bein

and as all other phenomena, ratdonally processed in

-
effect the probebility distribution of real oulput,

output does not cepend feeds

272

ba the parazeterc of

'a definlte 1en w2 ass

sunply’

functi v/ incorporates a tavget value for the price level

rule ¢merpes oaly [
¥y L

goal

In te'vs of output (and esploymen

actlocs matter only to the extent that

Frelowant

Sgurprise’, ¢r (4f they exbod
274
zmoney 1s mol meuttal. Furthermur i

the

horizon’

[
o
o

vesthere 25 mo way that ¢
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conetary authority can base a countercyclical mometary policy on.../surprise/, ; the conrentive. EHAL Ehede dowuca too ...MmMs thelr expecranions “am il
3 - ; R v
since there is no way x»n can regularly chocse /the randos tern that they know the true model of the cconomy.
constitutes the surprisc/ ia response to the state of cconomic affairs ia
o iy & = o C - e B by

order to offset other disturbances in the wmnana.wum %0 output gaing sra to : Either of these departures from the macro-rational expectations assuzptlions

be had from diseretionary (surprise) policy. Conversely since ‘an iheisased provides us with a role for wonctary policy. As R. Darro and §. Fischer note,

- . v :r n,l n .uw
variance /s distisct from cystematic feedback, 7/ of money reduces the _ " : s, if '...the policy maker has superior information about the economy - for exazple

£ 5 T— . 1 . T 5
information content of obscrved prices and therefore makes it more difficult he obtains informatien more rapidly than the public about aggregate prices,

for individuals to respond 'appropriately' to changiug patterms of relative and output /~then/ ...countercyclical monctary polley ... can work to move th
gupplics and demands ... there io an efficiency argument for waking moncy as cconony toward the level of output that would be chosen undar full curreat

276 b inforzation mmunnaw policy can be mnc»msna p:un induces individuals to act &s

s '
predictable as possible'. 1283

. though they were aware of the cxtra anonUbﬁﬁoJ possessed by the policy mukaer,

Even in the absence of such informational asymetries, a systezatic "...active

It should be noted that this analysis does not lead divectly npxmwr
¥
wonetary policy can effect the behaviour of output if there are leag term

aded to it, namely that '...following Freedsan'a

corclusion that has been ap, . !
1277 naunnnnnw..mmb since by responding to shocks that oceur after wages

X percent growth rule,..con be defended as the Lest rrn:_rrsonynm can Go.
W contracts have been concluded by part of the labour for:e it cun Influence

the variation in o:nvcn.umm

There o cany 'e alip twizt cup’and 1ip'. TFor it is certainly not enough to
have reached the conclusicns of the previous paragraph, nor the result that

Yooz unigue equilibrium price level doeo not exict Manmw the monetary

i . - Ea L - el —r ot o
asthorlty peps the rate of interest peried by peried rogardless o hov 3te Fron ;. nore esbracing standpoint however we may note that non-neutralities

. i I e . : g s £ g = . Fara i
value varics from peried to pewiod.' 78 1ndeed in a vorld oo <ha kind defised “ g are the cownterpart of costly to acquire aad process or Inceed Incouplete

" by Sarzent and Wallace 1s Geems hazd to comprehend why the mometary =* ¢ informacion. Waether ia our conception of the monatary cconomy we enphasi S
suthority's goal fuaction imcorporates ameng its argusente the srice lival, an "uneven & . tribution of Information' with momey resulting 'from econonic
And though one can readily accept the argument agalnst an increased agents innovational responses to the operation of information and adjustment s
vartance of money, we may be Hamm disposed to readily accept the yet unproves "umn@.mma e ve etress '...the fndlissoluble link between money and unknowledge,' "’
esirned to ensurs non-neutralities have to be recognisad. The existence of contracts denominatcd
e — 39
are semaller <han thesa af any other i in money temi - & Tecorrolary' of which in Reynes is liquidity prefevence,”™”
¥ 259

and 1n Hayek reflects '...the existence of a generally used zedium of exchange'”

| g - - W F £ th " i
FREL. W SHEETd BE ANALELe FanE. m gignifics at least the fact that the costs of collecting

inforration wiil result in centracts that are conditional o
subeers. Sush reasening dees imply thot the poliey meker will in prirciple

At sny rate one may (and many have) challenge(d) the arsuzptiens seading
el always be able to 'expleit' some non-neutralities. It alss admits that the

to the co usion

e

hat with regard to output and cxzployment there is nething

1 o - - -nw 1 in b i oy
to choose hotween foedback rulas. Objections to acutrality - ranging from informaticn sets upon which contracts (or more mo:u.uwlm decisions) are mace

o - A b tor E g
effacts 6f expocted Znflation i Ehe desand for nomnwmqm Iy . contingent will not in gemeral be independent of the characteristics of the
5 g 280 oo 3 1 5 s
to Franco Modiilani'e contrasts between inside and outside moury, :o sticky econcamy including the policy of the authorities.
231 fo
exznzle B spring easily to mind. No lees

= s gor radpk t
subicctive exsectations sre Cn the other hand this feature (which even with reg
. price movements implics a change im the opportunity set of the social group)

identlical to the ationg couditionsl on the

: - T g ed £ ’] e syt e [N
process generating those outcomes. For cven if we are willing (as cur has as its counterpart a pezecepiion of the envirooment in which the

discussion of pp above suggests authors to be) to endow n e policy decisions of private ageats cannot be said to rest on exhauctive ennvacratien
4 £ np. tgs aut! .

ssker with such 2 perspective, the fact that the acguisition aed processing - ve =+ of all possible-alterratives. We cannot suppose the eocacmle agent '...to have

" gt o P, T | . L LN 2 Tt o e
of inforzatlon is not costless suzgests that we should be reluctant to accept lovked at every value in the legleally possidle range of the variadle and

assigned toit a degree of standing as & hypothesls In anewer to his question:

.fthe rontention that



- i
. B oty

’/ll.r it - . ) . ’ .

bhat will the measur

carcely be supposed to miss cut or neglect any contingency wiich another

ement prove to be ? ...a sweep of thought th-o can N

rwind could point to or which the course of events will be able to vnocwmm.nuo

Correspondingly, ocur mode of thought and cur conception of rwn role of .~ |

policy must acknowledge that economic agents base their decisions on VLT
251 W
'fregmentary evidence', ’ o W )

Whecher we still cheoose to describe priva.c agents decisious iu terms
252 .
of probabilitice vhich are 'subjective', whether wo-append to the
293

Bayesian perceptions, degrees of 'confidence', or whether we choose . :

"tncertainty over ;

- .
that situationg can arisae

te opt for & wode of thought that seeks to recognise
294

model gelection', ‘ncomplete information adumita

such ag run nter to judgezent

the

agents oind;

duly paszced upon their claims to conform to

3 [} Ll o
capacities of the world or eaven such as have mever_cutered the econcuaz
L}

situatlone that gsuggest '...that the nature of things has been

cture of tha
1295

falaclously concelved \n:onw wake it scem that the prevailing pl

world is wrong io some wors ur

legs essential and radlel resprct.
¢ . .
so we wmay accodd te policy the rele of seecking to engure

ings
they are ordarly revised. 1

zczononde agents perceptions of the nmature of tn arn nreserved -
perhaps, at tilves when elreumatances command tlat
This ohkvicusly fmplics that other things equal policy itself £ uwid nat be
But, unless we assume that nothing else can

It 13 rather a

the source of the unoxpected.

challenpe priocr vopﬁnmm\ olizy has a role to plav.
e85

delicate role since wal the iatent 1s elear it way itself couse people

to think that the nature of chings is falaciously concedived. I£ the event

ounted for in other economic apents pulor perceptions neith

One

has not been ac

hae the policy vesponae required to meet 4t, senges that policy should

g % 296
receive, to us nou_m phrase, fueofull publicity ard comned ka wledga',
and that the et ghould exnlain such diverzencles as may in che
couvse of tiwe Cf course to do so reduces, vwe may say, the costs ©o the :

public of inferrving what pelicy may be; it also implies that fewer rcsources

'...have to be devoted by private agents ta nObnusm ey planning to

adjusting schedules and designing for flexibility' s thig vnﬁam all a
cernterpart of on econszic orsendsation that deleg 6 tome mh the responsisilities
to & covzon body, Again pinee frn the sbsence of a unique vHMOﬂ belicf

must preguse that, even with regard to progspects of comzon »wnﬂnnma.

-cconeaic agents.uill Interprot policy actions differently vpvw»nuw gunouaced

targets can contribute to consiasteacy of plans. m

vo oo/It will bu noticad

Lo

A

!
# .

1t will be noticed however that inherent in this process of reasouing

is the belief that the authorities have a positive role Lo play and that
they can and do play this role. DBut what if circumstances prove that the rtole
previously ascribed to them io nunnc:nnwcnu in that eithex owuonnwcon
or that the pursult of euch objectives causes changes

other ways prier beliefs 7 Then private apeats ca

action to ensure the particulay pieture of the world previ

The result way be a different assignment, more consistent you mizht
the capabilities of the body in acnmnwo=.h But except parhapa i1in the
transltion, wihen that Hn.pnouo sic agents geck to ascerctain what
due to ervers in poliey and what way otherwise ba the naturc of
will be to casure

it seems ualikely that the anmuwuacsn of the policy maker

that ps.lcy ditself is oot the source of rhe umexpected. 2

The Hature of Public Announcements

As mentioned carlier the experience of the phwn 196Cs

of the 1970s has, In geperal, induced com siderable refleciion

which governments cam to expected to cdeliver some of the ohjoctives
(and f. particular 'full employment’ in the sense ¢f a socispelitically
desirable level of employment) previously thought to
provinit, Furthermore inflation (now more prominent

whether in fact the outcome of the authorities eavrlier wlsconcepticons anpumvﬁm

the im?lizations of changes in monetary agpregates, or of rational TeSponses
195
9

by them to pressures for monetary sccomodaticn” ", has been increasingly

perceived by the nubliec as a wonctary phenomenon - 2 ef which howewver

gubject to qualiffication by the specialist,cannot be treated as of no

5
consequence by the policy waker.

ehang

Frem this standpoint vﬁru»npw annocunced monetary targets

in objective functions, statements of the nature of Yhe urexpested
T

sgainst which policy undertakes to provide in a lanpuage tha

(but in the process also reinfarces) what

cescieibed as

the Covernor

'...the laymans apparently {ntuitive

relationship between manetary growth and inflation - clearer

As wucw Volcker soted

'Marerary targeting is firvst of all a useful tool

of coamumication to the publde. The relatisachis
' betwean woney and inflation In irs broader terms

1s readily understood. So long as the wmoactary

i -
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authority's expression of intent has a degree

of credibility{and maintainance of credibility
will be crucially izportant over time) tie
announcement of the so-called mnc:n: Taages atb

2 minimum sets 2 general framewori fer oernrunHo :
of infiation, dofining at least the upside poteatdal.
Thera is no doubt that no;nﬂor of iuflation,..depends
zportantly on centaining price expectations,. Any
publie sction nrnﬂ can dampen fears of new inflationary
: outbuvrces improves our chances of satisfactory acononde
results dacluding prospects of redueing inflatien' =00

Even wore revauling pechaps is the Bundesbark's view that
o

'the pricary aim...ef specifying a monatary growth
targer 1s to glve those involved in ccounondc .
activity..,copeeially those who have te wako faw \\\
reaching decisicns on costs and prices...an
indicaticn of the ﬁuJOrmﬂ% course they coa expect LE B
in the coming yeaz' 304 B

2 positicn echoed in the Pank of England's Bulletia which notes

“In publicly specifying these monetary objectives ’
the intenticn iz to give those responsible for

5 cconemic cecluicns throughout the econczy = s

ircluding,decislons efiecting coats and

o ciear indlcation of the course the authoricica

. wnnonncvcmncp»mnsnwnu«muropa,LOm_

'"Publiciy announced monetary nbnnonu...NanHnnhw an
cffort to adopt In the world of today a moJthuo and
couprehensible symbol of policy’ 303

Such ststeasnte hovewver ralee o numbex of questions and perzit a

nuzber of doterpretaticas regarding the nature and eignificance of the
\g

Ia the first instance, 2nd as ocur previcus discussicn reveals

define over the hovdzon

I o]

clieymakers rocognise, monctary targets in no wvay

to most convracts 'the upsi

dz potential® for Inflatien.

- T R B A - T 3
Mapgly freow thc standpoint of those making 'far reaching declsions

5 end prices' wmonetary targe atvibute little or no indication ol

vhat they can expect 'in the coming &ran.. as both inflatiwn zad derand are

mcvumnn to longer (and variable) lags in res to varlations 1o monccary

growth, whil

ruupe e
preteble into statezents regarding intevest rates and wcaa cvailability
nditional upon)
Convergely if

ating aima ab consisterncy of plana, and Nﬂpznom our earlier

d¢iscuszion sujsestiag policy resneases that ave coaditicaal (or &t Jeast

rofer) to ultizate poala, the quastion ariges £y to w

//ff;:u'ej : L

pricea = .0 W e

‘bascd oa inflation forecasts are mare accurate than anti

N 58,

reveal commitments to monetary targets or descriptions of conditions during

the coming year that combine intentions to cmploy policy dnstruments in such
a fashion as to achieve the verificatien of predictions regarding spzcliis )

variables deemed to enter directly in decisions of economic azents.

Focusing on Germany for example our discussion in section II above -

reveals that policy anncuncements contain cxplicit in flation forecasts.

Furthermore an appraisal of performance since the introduction of publicly

announced tatgets reveals for the period woum to 1978 {inclusive) a much

smaller mean ervor in the actual rate of fnflation to that forccast a year
wmu

earlier than in the actual to 'targeted' ceatral bank money stock.

Thisc is true in all four years and en average describes crrors ia the former

of les
izplies that the aanouncement of Zenctary

than ene third of those in the latter. While this ° In ns way

to the

tarpets 1is irrelevant

attainment of the forccast vate of inflatien, of that the

on annowmcencnts of sinple duH::WHDHMrn: rather than ranges,was in any way

T

it dees sugpest that other things equal

wmigplaced,

announcements of the rate of growh of C3M. Th 1a 1Te 50 when wo

acknowledge the errors ia forecastiag real GNP over the peried.

Correspondingly one cannot on this evidence dismiss the possibilicy that

public announcements, aiming to ensure convergence of cxpectations of inllation,

not ealy provide direct inforumation regavding expected inflation but are

also interpretted to denote a pledje regaraing inflation rather than the :

pursult of a monetary target bteyond the stage st which the authorities beliave

that violaiion of the announced targat for CBY may threaten the public's

confidence in the inteat of policy regavding prices.

On such reasoning, and in conjuncticna with eur earlier discussion of

actusl policy, one may supzest the following descripsion £f Cerman policy.

At the moint of deeisioa of target rate of growth the auth
G

rx.
D.
"y
o
ft
o
o

a particular rate of inflation is implicit in contracts ceoaclu

comlng year, Publicly announced targets comoine with erpliciv inflation

forecarcs - that unavoidable rate of price changes centinvously stressed in
their caleulation - aim to provice informatic

rot yetr =ntered in {ized contracts &6 to whal

cxpectations embodied in such contracts ocught ¢

orices can b2 wmade to adapt to the level of the sticky ones

Policy then aix nmzvuonn to all the qualificaticas valsed in our ecariier

focussion Te g policy effects) to ensLid



sa.to later

59.

e

expectaticons, sful in so doing would other things cgusl (1i that

J
is output and velocity forecasts prove to have been correet),widl also result

and if succes

in the ottainzent of the 'tarpeced' rate of growth of CEM. The attainment

of the 'target' comprises a manifestation that expectations art verdfled wund

not the shsence of dlscrationary poliey aiming at ultdmete seal variables.

.o attaincent of the 'tarpec' constitutes an objective in itself only to

the extent that continuous divergencies from forccast =may vaotwithe vanding
explanacicns of the reascns for the divergence) undermine the credibility
of the simple {(quantity theory) model that the mcucnuvqu euploys in

"veinforce' people's confid ngno in the inflation

ublic announcecents Lo
P

forecasts pregented by it. x

s
1f g0 the Central Dank Money stock serves ncither as a pollcy indicator |

these have been defined in our earlier

/.
clasticlty to nouinal-CHP ic exhiblts ls

nor as a target, in the gense that

discussion. Tho unitary long-run
’

of conscquonce nob in the context ‘nonnnoHnnﬂnoﬂﬂnvowunmtwwnﬂbcpHnmw but in

answer to the question of how best to comvince the public that such

inflation objectives as the authoritles regard d fessitle are dndeed feasible.

The scarch for an aggregake whase relationahip to nominal CNP is not subject

sut indueedwchifbs - howevey irraticnal the composition of Lhat u

.

aggrepate =ay ba ~ and the cholee of single value targets are part and parcel

of the

saws confidence "ewperiment'.

S are (perhaps - for one may not
preclude the pousibility that policymakers fall victims of thelr own ploys)

the cleims for mora accurate veflection of meneyness' described dn the

;elphtn of CBEM.

'the overviding aim is...to co-urdinace dzcicions of

cconomie grouns move cffeetively' publicity stend of ...womatary growth

e
07

l.-) T
=

Jra mx acting as a signpost...’ has not in Cermany been uasuccesaful,
Yor &s H. Schlesinper notes '...expericnce...peroits /the ﬁnﬂonacamw that the
formulation of thic nnmwcn helpzd ro bring

all

about a 'gsocial consensis' ameng

308

zroups, aven though o fzctors may have contributed to this cons 1gus”

But what of the other two countries 7

. In the United Kingdowm even more than in Cermany one observes a change

in the policy makers goals and objective functions. ﬂ..n:oﬂuenn. epein, 1f

we treat tevget ranges as deacting a 'mean of i range' ouuonfy<n. we £iod

that over the period of publicly ennounced monatary ﬁbﬂMn"m"ﬂwu evrer in the

thau

equivalent Sor £¥; and over the three years of targets & iratino of the avevage

cetualoto forewuszt vate of inflation has each year been lés the

of the former {as derived from the OECD ferccasts) to :hat of the latter of

IR

vhean

‘thaa ua

(wide) ranges opted for in _the -United Xiapdon;

! !
s _
_
i

less than one-third., On the other hand whila the authoritics derfvact

of monetary torpets combines inflation forocasts, mOAGLAry LATgel announcements

do not; and insofar as attempts through incosmes policies over the pericd 1976
to 1678 1 be sald to articulate an inflarion commit :Jvon should note that
these have not gought to present 4 CORSCNsus view between such vates of

{nflacion as the 'layman' is encouraged (In Banx of Enpland statements of the

relationsi.p between maney and prices) to infer frew p ublicly announc

and the wapge agreements he 1s asked to engage ia. Such dlscrepan
Latdly corviucdve to cenvergenca of expectations of inflation,
of vowvnw.

of plans, to clarifyiag the role Byt they reflect not
=

{ncons!stzicies in overall policy desiga, .uu they also denste the fact
in the
4

effcct a ravisien of aspirations regarding real in

7 monetary targets combine with other aconczic policies in an

cow and of earlier

perceptions and trends regarding income digrributicn, to & greater extent

ve gaid to be true of Germany and certainly, pince 1977, with lesser

in that and some other similar ccenomies.

puccess tha
.
As regards expectations and comsistency of plans however, one ust
also note the difference between the Cerman cingle valuzd targete and the
the absence

ranges that - In

of the qualifications reparding the relatfonship betwenn woney

Ynowe to the specialiss, and, depending on the int erpretation

of policy,even for spocialist = permit a wide dispavsion af

on the alms CY,

forecanta of the magnitudes that impinge directly on the decisicns of easnonic
units. In this connection one perceives also Gifferences between the United
Kingdos and Germany regavdiag how in the light of past expevienc

B o o ot

fnstizutiena’ chavacteristica one way best nurse the requived cenfidenze in

ghe intent of policy 5:nucnn.

Such contrasts alsa become any atteipt Lo genera Cerzan perceptions

regarding monetary targeis to United States targeting and expericncae.

I1f Amcrican targnts are to be interpretted To compris

'gocial consensus' regarding inflation can be achieved,

ar the conclusions to be drawn regarding econcmic wman

when reflecting on

- The Aserican's find 1t necessary {desirable) to announce (stress) four,

cuarterly rvevisable target ranges.

- The German's have been particularly anxious to adhers to a sing
P Y L

yearly target.

vo oo fone may of

GUTeS

&



e -

One may of course ratlonalise the contrast vm noting the vOc:wv~w~vx

that, in the gres of American poliey makers, econonic units focusing on the
game variables (e.g. pricas) hold different perceptions of the nacure of
things and thus rely on differeat models and require

regarding monetary aggregates. Similarly it wmay be argued that any give

eccnomle unit sy draw pere cecurate inforences vegarding & wider vange of
wLy =238

&
variables {or repavding the time path of variables) that dmpinge divectly

on ivs actions from onnouncementis that convey inforzatlon of the ralative paths

But in either event monetfary tavgato in the United
\

States and Germany seem ameanable to treariment ag créatures of the same gpecien

of a number of aggregates.

oaly for purposes that peraft a very wide (and otherwise vacucus) defiinition

o the specics Interccticnly this also appears to reliect oo attitudes of
v ¥ ) 5

Urirish and Amsricar rarket partieipants compmed  to those da Cemmany.

gcenm to comprise a vital mnmnacnmm {for participants in

financial earkets in the Us aad the UK aad relatively~less so for

Honetary tavgets

participants in labour ﬂbnronu\cwnnﬁpu the converac wmay be said to zpply to

West Cerzemny, For both the US and the UK one way note the thuncer and smoke

that coviaciors of actual growth rates fzom thetr reages (particularly

often ¢ nd correspondingly one may wonday whether

upper hounds) have
greater stability of financial markets has engued frcm monetary tavgets.
But on another plain the US aleo coatrasts with the UX as inflation ome finds,

has carried there a much lower priority, among titimate goals than in the other

two (or 4a fndecd all cther major strial) countries. For the US the

errovs in inflaticn forecasts have been lavg corresponding crrove

for Mi. For the US the focus with repard e ult vies has been,

with conziderable success, on output end empleyment ra.ser than srices. GE
noth!inz in the dictexn arzers that

course thore ls relatling to wmonetary t

o2l funztion., Yet all 4n &'l our discussicd supgests

coup a8 mnnnuuﬁpap

colisaticna other then of & kind that way have been diawn for

that foew gao

try ncﬂqsa»nOJm during the

wollcy in yateryesrs con be drawa froz cross-cowm
-}
?

the) era of monetary targets.

diffeent irputs H

_
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THE ﬂbmw,ncMH}Hz WITH THE GEOSTS OF THE PAST

(=
(753
ey
o
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Alwmost a century and three-quarters ago, the Bullion Commictes (of

concluded that:

. 'The most detailed Knowledge of the actual trade
of the Country combined with the profeund seience

in all the Principies of Momey and Cireulation would
not enable any man or set of men to adjust and keap .
always adjus ron thae right proportien of circulating

Ll

zedivm in a country to the wants of trade
r

In 1927 Covernor Strong and other Witnesses testifying before the

Comcittee of the United States Congress oa Stabilizaticn appointed to exaunine

the wisdos of a proposed swmendment to the Federal Raserve fer, the af

which would have been to lay upen the Federal Reserve the cuty of us

the powers at its disposal to 'promzote a stable price level

in moanﬂbv..wrc expr

Jor comad
essed considerable doubts towards the idea that

Ythe Federal Reserve System has the powar to raise or lower the price-level

311

by sowmc automatic method, by some magle mathematical formula!

Strong's pesition is sumsed up in the following excerpt:

. ' belicve that administration of credit such
as 1a afforded by the Federal Roserve System,
is capable of exerting an influcnce upon the

. voiuze of credit empleyed by the country and

the cost of that

tatlon wich the voluma and

. exert an infl

withia that lim

3

Fedaral Reserve System influence
will be times when even the power to &
cost will

e the valume of credit and its
complete or anything like e
. price=level because Liwre are
beyond the influcnce of the
such as the wmooed of n e peopl

1 expressions is contalned in
which appears to vepresent to.the
;Jﬂm_ wN1n¢<n nxmnou nauuma [o

t

11

of ﬁonno. ng,

when there are fluctuarions ef p
nosﬂﬂo,pru within the scrict lizl
described, '3l

2

-

ne. Lodn amuuMn thit df
i

T

Commenting on this posit iz 1930, Keynes found himself to 'have =zore

sympathy with some of the doubts than he had had a few years befeve's Eut

he reasoned:

: L
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'{ think that in one fundamental resprct they have 3 . x | s
mistaken the character of the problem and under- g oy '...4f /cconomic_fluctuations/ are cven partly under
estimated the possibilities of control...if the H “huzan nonnnou /3o indeed the distrubances due to
fnability to scll current output at the current cost . mohgtary factors are/, it is of the cfdoun_x ROrranCe
of production fa general,..this 45 an dadication of <. for the betterment of :CJupunw and the stability of
& maladinstient on the side of demand rathar than of ot ow . o . soclcty that such methods of control as may exist
supply « ,mu the only way of influencing demand 1z by . should be marked out and put fnte practice, evea if
v Ll i ir 2oz _ £ i
increasing investment relatively to mndmnc...po refrain as “u and :pww qhnbpd true, ther b cxls n‘n & ple
frea wo.n‘pnr the rate of interest during a ¢lump...could ; 3 N mnpﬂsnnmun rules ww the mere nvw.HnQHWOL ich
only have the cffect of accentuating the vielence of the @ ‘ i such control can be exercised. The managemeat of
Credit Cycles T currency and credit is essentlslly an art and not
P ; ' 318 &
According to my own deflinition 'sound credit conditions' a science! 31
would of course be those in which the market rate of
intevest was equal to the :ar:nppnnmrw ond both the valuz .
and the cest oa new dnvestment were equal to the volume of By 1936 Xeynes' position on the role of monetary policy had, as we
curreat savings. Lf we take rhis as cur criterion, many of o : well know, shifted to one in which the ability of the menetary authorities
Covernor Strong's perplexities will baceme much less : o e
Faraldabila. zm could, I think, in cach case tell him in . ﬁ. . to influence the level of -demand was thought to be very limited.’ And so
general terze what he ought to do to preserve mnurhwun%..uwo .. } ) he reasouzd that: B
~ ) ) '...it sccms unlikely that the influence of
And though in the paragraphs following (as perhapa in the ' banking policy on the rate of interest will be
) ; sufficient by itself to waintain an optimum rate
parentheticel refevence to 'in general terms' quoted above), 'certida : o0f investment.'3L9
limitations' wers recognized by Keymes on'...whether In practice 1: doea
always lde within the power of the banking aystem to control the rate of . Others, however, did not share Keynes' views oa the limitatioens of
invescment', as, for nauﬂvwo when 'non-wonctary causes of imstability...arise . - [ monctary instruzents; aod wary of the capacity of wmortal men to wield such
go suddenly that it is impopsible to counteract them 4in time xnum rnsnn\ i o o N power for the common weal, sought to devise rules to limit the exercise of
14 v =
...an interval should elapse before atability is unmnoﬂom.w " the era of discretionary power by the monetary authority. Thus in the same years as
stobilizaticn policy had clearly begui. . ) : * The General !Hnar< there appeared Henvy Simons' Rules versus dissvetiza in
P ¥ b ; ¥
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1] o - monetary policy.: A rule to deliver the objective acught by the 1527
Tha shift in ethos was eloquently presented in the 1931 Macmillaa wnuonnupm Cormittee of the United States Congress mentioned above was favoured b
q Yy P 393 e ¥
3 Simons and Mintz.” ~ Sl atl -aa feed
‘Botween liberty and government', the Committee noted, RS g gniffeantly, for it pre-emprs more recent feeddack
'there is na age-long conflict. It is 27 vital 1 rules, the rule propesed was that the ceatral baak be required to eagage
g il ol otiag !
n:wo cance that m: new vcr»nw”~r_» le trily prome iag ; in open market purchascs and sales of securities whenever a broad imdex of
14berty by sccuring better condiclons of life
fur the noople of this country, ould not, in ite prices moved outside 2 specified narrow vange.
zeal for interference, depiive therm of thelr faftiative
and independence which are the nation's wost valuable
assets. H Simons and Mintz, however, cid censider other rules. Sizons, to gquotie
The lesson Jof wvnnhnnnn\...uu that in the case of our 2
fedman, 'vacillat tw i 3 T ros of Che cuancit
political and social instfitutions we may well have reached P » va nted between favoring a cwn expressad memou of the guantity
a stape vhen za era of censcioun and deliberate : of money...and aerule expressed in nnﬂJa on .Hrnn 4ndex. ' And, just as for
mararesont must succeed the era of wndirecte natuzal .
evolution M must M....MUOMA our path del ch..ﬂrh% som Keyoesilans ortholoxy hatdened to a position in which demand mongpemaat
LRy eaw U wlia Miow we L - i .‘, - d -
and consclously. Iun other words we gtand ia need as was the answer to all evils but withian that frame the role ascribed to
never before of a definte national polic ma ous
. financial nkvamurHosu 1316 J ’ ! monotary policy was that of accommodating fiscal policy, so also, at the
\ . opposite end of the pprctrum, those disposcc to inmterpret the evidencs cn
In the latter vein the report stressed the uniu1|bnnm of ecconcmic the ability of the warket to disseminare information and en the
314 ' ; :
research but éid mot expect it to deliver the ﬂ:»HOmouvoﬂ 8 Btone. i significance of monctary changes differently sought to hatness the
Thus it was reasonad: ' sl ¥ P H By RS L .hpanu:nwbbfhpphEdn to the wmonetary suthoriiies. Thus, L:3959, Friedz=ars
I noted: i

vt wwfleaalE
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'The granting of wide and iImportant reeponsibilitizs

that are neither limited by clearly defined rules fox

guiding policy, nor subject to test by external

criteria of performance is a serious defect of our

present manetary arrangesments. It Tenders manctary

policy a porential ssurce of uncertainty and inscabllity.

It also gives greater power to the men in charze for good

or 111, greater 'flexibility' to meet the problems as they .
.- crise, to use the phzse that the Rescrve System likes to '

emphasize, [Yet/...expericnce suggests that eliminating

the dangers of Instability and -ncertainty in policy

a

is far mwore urgent than preserving flexibilicy,' 22

g

Hence the recommendation to::

'Ingtruct the System to use 1ts open market mowmne\\

to produce a A% per year rate of growth ir,..[curcency

and cemaemwial bank depositu of ti vckumw‘..¢ 1) RKeen
the vate of growth as stcady as it'can week by wees

and month by.mcath and to introduce no scasonal adjustment
wmovement of the money stock,'324

Yet Friedman's rule has not had the impact chat his <cachivrg on tis
importance of momey have had., The Simens~Mintz favourit: is in some ways
]

conceptually more okin to the experience described 11 this paper; in that
+ L3 o

e

although the oumaonufnm of the monetary authorities biwv. cuzo piosed other
goals besides a reduction in the variance of prices or the rate of change in
prices, the emphasis on the latter and the elemont of feedback trom
currently available information are unmistakably contemporary. 3ut then
again vhen a range of objectives replaces a sinzle ovjective, when diflercuces
in time perspectives ave voecopnised, whea revisions of proximate tavgets ave
the rule, vhen in each partiuvclar circumstance jucgesent iz, anu has lo be,
exercised so as to distinguish a particular zanifestaticn from other appareatly
eimilar events recorded in the past, no less when our appraisal ¢f zny
particular vecommendation 1s so subject to uncertainty regarding the

characteristics of our econewmy, the brave new-world cf (fcedback) rulaes
zffords a great deel of roon to ﬁnuarmmwmnw resembles much cf) yesterday's
Art of Central Banking.
i
. To be pure policy makers have not beea immune to axperience nor to the
;
ctrides that ecomomic analysis has made. Leoking back they may not object to
315
the view of the Radecliffe Coumittee: \
"That the suthorities...have to regard the |
= structure of interest rates rather than the !
woney supsly as the centreplece of the monetary .
m:chaniss, /fwhich/ does not mean that the woray
il its control ls
'32

supply is unisportant dbut t
incidentsl to intercst rate policy.
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But they will also take heed, when in yesterycars others failed, of the
- Committee's view that:

'The authoritics should not aim at corplete

stability of intercst rates, but should take

a view as to what the long-term econozic situstion
demands and be prepared by all the means In their

power to influence markets in the required directicn, ' 327

As we have scen, the latter has not implied that they are cblivious
to the ghort=xun; for they '...pay attentlon to the ghort-ter:z ag well

as to the loeang-tern auannuoz..mwm

But whatever the perception of trade-ofifa
there 1s now ezphasis on the need to provide information of the centeat of
‘policy; tliere is strong awareness that, in the words of the Macmillaz

Committee:

'...a chanpe of no great significance vaich is likely
to be merely tewmporary or seasonal may cause undue
alarm and may have a serlously unfsvourable
psychological reaction on business confiden

nQ.-wwo

a fac: for which, that same Committec reasoned,

G '...the only remedy...is to be found...in/r
s 5 A the part of the avtherities to wasure/ a di
¥nowledge as to the relevant facts.'330

11 & world where failure to predict ecvents or even to expilain then
munwumnnnmnwwm with bencfit of hindsight is not the exception, even this iz

quit2 a ta.l order., But, though in so doing,

cconcnic analysis is

invcluable we may also bear in mind Edgeworth's vemarks of leoag ago:

'The theorist must anct pretend to wisdsa, 1f he knovs
so littla what he is about as to mistake hi
abstract formulae for rules imzedistely app

to practica,'33i
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