To “exit” now or later? Why do reasonable people differ?

William White

Today, there are differences of view within the Federal Reserve Board about “exiting” from
the extraordinarily easy monetary policies followed over the last few years. This is not
unprecedented. There was dissension within the Fed both about how to lean against the
stock market bubble of the late 1920’s and also about how aggressively to clean up
afterwards.

Today, those worried about exiting “too early” rely primarily on Keynesian demand side
arguments. For them, if aggregate demand remains weak relative to aggregate supply, then
there is no case for tightening. The future is likely to be more deflationary than inflationary.
This school of thought sees the Great Depression as largely a byproduct of post-crisis
monetary policy mistakes, and is determined not to do it again.

Those who worry about exiting “too late” put more emphasis on longer term supply side
considerations. Very easy monetary conditions keep zombie companies and banks half alive.
Moreover, they help companies and governments to avoid the adjustments needed in
changed global circumstances. Both reduce potential growth, increasing the chance that
easy money will encourage yet another bubble or even overt inflation.

Economics is not a science and reasonable people can differ about policy prescriptions.
Nevertheless, there should be more of a bias to exiting from what everyone instinctively
feels are “unnaturally” easy policies. And if this applies to monetary policy, it applies to fiscal
and structural policies as well.



