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Into The Fray of Monetary Policy Central Bank Poilcy Rates Did the Holidayvs Lead to credit Use?
The latest episode in the ocwment saga of o = ST " Concumers have ‘been cuthing  their
monetary policy in the Unites Siates g o Dutstznding credst balances at
happened last wesk betwesp the Fed wnprecedented rates.  Conswmer credst
Chaimman Ben Bernanke and “Taylor's .o balances outside of morigage loans have
Fule” proponent John Tayplor, The Latter been cut in ag of the 15 months throagh
arpues that monetary policy was at the o Detober zocg—with an agzrezate decline of
heart of the causes of the last recession, 5087 biliom. At the same tme the
while EBernanke argues that Jack of e Personal saving rate has remained well
regulation, not lax monstary policy, was above the levels we saw daring the last
the problem. v BEDADSiOn. However, did consumers
This iz pothing new. Economdsts are still :;ngetim;o]?ﬁ about ci:ii;;huse_ azam
arguing aboat what cansed the Great Wheld Curva faving e hiidaly SeesonT - PErmEns pek 25
D?&':DL back in the iggos The omly wes — o mpl:-m.?aﬂ}'. did h""ﬂ;E“ change their minds
thing that iz clear is that when voa generata == _.__ﬂ___._-——"_".":'“" en credit standards in the early stages of
ECONOMAE actvity by pushing interest rates. o= — : oo the recovery?

too low it causes the ecomomy to grow ' — [*== Holiday sales have come in better thap
faster than its long-ran snstainable rate. At e [ro=  expected than in early reports. Movember
the bepnning of the cycle demand outpaces  #== J [o=  retad salss ware considerably better than
supply and when supply catches ap and """ [*™* origmally anticspated and reports from
many tomes surpasses demand . something ' ! [  retaflers have besn penerally positive om

1

nnexpected happens. This coadd be a shodk ;
to the economy, like a reversal in capital [“*=  abowt credit pooviders remains: did
flows, or a sudden collapse of the fimancial "™ 2 T " ponsumers Use 5avings, income or Credst
sector, etc, and the house of cards accoumts © Gnancs this year's holiday

collapses. iipbysic i buying? Wa get an early Teading late on

(1" December sales as welll  The question

Thiz t5 what happened to the East Asian
countries (the so called Asian Tigers) back
in the late iggos. They put forward a
development model that was dependent on
exports and very low, subsidized mbterest
rates. Thiz policy of very low duterest Tates
pushed demand over its sustzinable limit
and supply way over this limdt

Monetary policy xists to SUpport economse
activity bt ff this policy 5 not also
conductve  fo  sustaipable growth, the
responsible monstary instihation or central
bank has to adjust its conrse. And it is very
deifienlt to argae that interest rates wersa
oot extremaly low during the preceding
period i the United States and that
honsing demand was not growing without
bound Trae, the Fed was argaing that a
“warld awash in savings” was the problam
not Fed policy. This gives the impression
that the Fed has lost its abdity to miluence
monetary vanables. Both Bernanke and
Taylor have pood arguments, but the
question remains, why did the instimotions
not work to prevent the crisis?

- % Friday afterncon with 2ovember consumer

credit data  The market i= locking for
another drawdown in outstanding balances
of £5 bdlion.

Strong gamns m outstanding credst are
unkikaly before the labor marker shows
more meanmzinl mprovemant And while
Eains are likely oo trend within the next fesy
months, December data showed an
unexparted sethack.



