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about losing it; we want stability even if it
means less freedom
-and openness.

Chinese don't seem
to know much about Xi
Jinping, the man who
this week became heir
apparent to President
Hu Jintao, beyond the
factthatheisa“prince-
ling” son of power and
that he is married to a
star singer.

This makes him a
man who is likely to maintain the status quo
— and perhaps reform the system and
spread the wealth just enough to keep any
dissenters quiet. For most Chinese I encoun-
tered, those qualities seem to be enough.

“You don’t find many idealists in China
today,” says Alan Guo, a former Google em-
ployee who has treated an online shopping
business here. “It's more important to solve

.cmaa

. a traffic jam in Beijing than vote for presi-

dent”

There’s protest in China, to be sure, but it’s
largely about economic and propertyissues.
The freedom agenda of Tiananmen Square
in 1989, embodied today by the imprisoned
Nobel Prize winner, Liu Xiaobo, has been
mostly throttled. Among the elite in China’s

~ wealthycities, fear ofthe peasantsin the hin-

terlands seems to be a bigger concern than
the opaque Communist Party leadership.
For a snapshot of China’s future, talk with
students at Befjing High School 101. Decked
out in their blue-and-white uniforms to
meet visiting Western journalists (orga-
nized by the Committee of 100, a private
U.S. group that promotes Chinese-Ameri-
can dialogue), the children are astonishing-
Iybrightand well-spoken in English. .
But even here at the top of the heap,
there’s a fragility. They're all products of
China’s one-child policy, and you sense the
heavy expectations of their parents: study,
succeed, prosper, don’t lose your seat on the
expresstraintoriches.

Massacre Forgotien

Aboy with a wisp of a moustache worries
that the gap between China’s rich and poor
iswidening, and that the wealthy “just want
toplaygolf”

Agirl classmate agrees: “In this society, ma-
terialism prevails. People chase after rich-
es.” But these kids don’t seem likely to rock
the boat. Many look quizzical when the visi-

‘tors advise them to follow their dreams in
choosinga career.

At Tsinghua University, a %»&Hmﬁm stu-
dent named Yin Wang offers a catchy and
probablyaccurateline:

-“Young people don’t care who succeeds
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What Would Milton Friedman Say
About Fed Policy Under Bernanke?

DAVID BECKWORTH AND WILLIAM RUGER

man’s thoughts on monetary policy re-

main as relevant today as they were 30
years ago. Even Fed Chairman “Helicopter
Ben” Bernanke (whose nickname comes
from Friedmar’s famous “helicopter drop”
idea for overcoming deflation) has refer-
enced the Chicago don as an inspiration for
hisactions.

However, Friedman’s views may not be
well understood even by those who would
claim him as their intellectual fountainhead
— which could be problematic for policy-
making. So what would Milton Friedman
say about our current monetary policy?

First, low interest rates do not necessarily
meanmonetary policyis loose.

Friedman criticized the policies of the Fed
in the 1930s and the Bank of Japan in the
1990s on this very point. Both central banks
claimed to be highly accommodative at
these times, pointingto low interest rates as
evidence of easy monetary policy. Fried-
man countered, however, that low interest
rates may reflect a weak economy rather
than easy monetary policy.

Back in 1997, in fact, he called the idea of
identifyinglow interest rates with easymon-
etary policy an interest-rate fallacy. The
only time low interest rates do indicate
loose monetary policy is when they are
below the neutral interest-rate level, which
is the interest-rate level where monetary
policy is neither too simulative nor too con-
tractionary and is pushing the economy to-
wardits full potential.

The implication for today’s Fed is that al-
though its target federal funds rate is low,
its stance still may not be very stimulative
given that the neutral interest rate is also
Tow. The Fed should not rely on the level of
the federal funds rate to measure the stance
of monetary policy to determine whether
its actions are supporting or hindering the
economy.

Second, the Fed should aim to stabilize infla-
tion expectations.

Inhis1992 book “Money Mischief” Fried-

w‘oﬁﬁﬁm after his death, Milton Fried-

man called for legislation requiring the Fed
to stabilize the spread between the nominal
yield on regular Treasury bonds and the
real yield on inflation-protected Treasury
bonds (TIPS). This spread is the market’s es-
timate of future inflation.

Friedman wanted the Fed to target expect-
ed inflation, and to promote price stability.
As a forward-looking approach, this would
also avoid the “long and varying lag” prob-

lems associated with backward-looking -

monetarypolicy.

Though it has recently picked up, expect-
ed inflation, as measured by this spread on
five-year Treasuries, has declined for most
of the year. If nothing changes, this down-
ward march of inflation expectations will
lead to deflation expectations in spring
2011

The market is expecting aggregate spend-
ingto further weakenin the future and, con-
sequently, inflationary pressures will weak-
entoo. Ifleftunchecked, faltering aggregate
spending could eventually result in defla-
tion. This troubling possibility is exactly
why Friedman believed the Fed should sta-
bilize inflation expectations.

Third, the Fed should try to minimize
swingsinnominal income.

Throughout his life, Friedman promoted
‘the importance of money and price stability
asameansto macroeconomic stability, with
stable nominal income growth as one mani-
festation of this goal. He considered stable
nominal income growth desirable because
sudden swings in it (and thus in nominal
spending) cause huge macroeconomic prob-
lems when wages and prices fail to adjust
quickly.

Today, slow adjustment of wages and pric-
es is common and underscores the impor-
tance of maintaining stable nominal income
%.osmv

Thus, in 2003 Friedman praised the m&
for offsetting a “velocity bubble” in the
1990s with slower monetary growth, a

. move that stabilized nominal income

growth. On the other hand, Friedman also
lamented: that the Bank of Japan had al-
lowed H_oB.E.& income growth to collapse

inJapaninthe1990s.

Had he been alive, Friedman would have
been shocked to see the Fed inlate 2008 and
early 2009 allow nominal income, as mea-
sured by nominal GDP, to experience its
sharpest downturn since the Great Depres-
sion. He would also be atnazed to learn that
nominal GDP forecasts are once more head-
ed down.

Given these developments, Friedman
would likely be calling on the Fed again to
doabetter job stabilizing nominal income.

Fourth, the Fed isnot out of ammunition.

Friedman believed central banks are
never constrained in their ability to shape
nominal values. The only requirement is a
desire to do so. Thus, Friedman argued that
the Bank of Japan could have removed defla-
tion and stabilized nominal income in the
1990s had it persistently stuck to a higher
money growthrate.

For Friedman, worries about “pushing on
astring” (because the Bank of Japan had al-
mostreached the zerobound onits policy in-
terest rate during this time) were ared her-
ring. Only a commitment to a higher money
growthrate was necessary.

Similarly, were Friedman alive today, he
would balk at the notion that the Fed is out
of ammunition. He would remind us that in
the early-to-mid-1930s, when the economic
environment was far worse and short-term
interest rates were near the zero bound,
monetary policy easily generated a recov-
ery. Therefore, the Fed could do likewise
today.

Friedman would E_S@ Emwm the case
ﬂommw for more aggressive monetary action.
It is time for “Helicopter Ben” to earn Em
nickname.

I Beckworth is an assistant professor of
economics at Texas State Universityand a
formerinternational economist at the De-
partment of the Treasury.

E wcmm_‘ is an assistant professor of politi-
cal science at Texas State University, are-
search fellow at the Cato Institute, and
author ofthe forthcoming book “Milton
Friedman” (Continuum).
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stream media have gotten it nearly upsi
down. What strikes me about so-called’
Party candidates —
those with little or no
political  experience
who have won Republi-
can nominations by op-.
posing the - Obama
Democrats’ vast expan-
sion of government —
is not that some of ~~

them are bumblers but g_n—_mm_
that so many of them
seemiohaveterificpo. DATONE
litical instinets.

Consider the performance of Nevada
publican Sharron Angle in her single pu
debate with Senate Majority Leader H:
Reid. Longtime Nevada political repo
Jon Ralston, no admirer of Angle, said 1
Angle clearly won. Reid, wrote Rals
“looked as ifhe could barely stay on a lir
argument, abruptly switching gears and:
ingtoeffectively parry or thrust.”

If Angle could do better than Reid, 4
elected to statewide office 40 years ago
aveteran of 28 years in Congress, the Ser
Democratic leader for six years, maybe
isn’'tsuchadogafterall.

Similarly, Delaware Republican Chris
O’Donnell held her own against Demo
Chris Coons in their debate. O’Donnell
some significant political baggage an
trailing in what has been a heavily De:
cratic state since the mid-1990s. But
didn’tembarrass her party in debate.

A Future In Plastics

Mainstream media have paid less ati
tionto Wisconsin Republican Ron John
a plastics manufacturer from Oshkosh, v
has surged to anearly double-digitlead
three-term incumbent Russ Feingold |
state that voted 56% to 42% for Bar
Obama.

Johnson has no political experience,
he seems to me to have perfect polit
pitch, articulating anti-government-spe
ing themes with precision and gener
avoiding statements that would put him
the defensive.

That wast’t initially true of Rand Paul,
libertarian-minded Senate nomineeink
tucky, who after winning the May prim
dismayed Republican insiders by questi
ing the public accommodations provisi
ofthe 1964 Civil Rights Act.

Hehasavoided such gaffes for months
is now capitalizing on his Democrat op
nent Jack Conway’s ad questioning his1
giousbeliefs. Conway has much more po
cal experience but looks more amateu
atthis point.

It’s hard to keep up with all the seriot
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