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After such a tantalizing display of hors d’ oeuvres yesterday, Greenspan’s  menu for the New Chairman seems more like a blue plate special. The meal was tasty but plain: no sauce, no décor, and no brisk cup of dark roasted coffee to savor after the meal.  Has he said too much already?  Yesterday’s major enticement was the explicit introduction of asset prices as part of the deliberations when choosing the appropriate monetary policy setting.  Today’s speech placed that item as a tart desert at the end of menu with a humble caveat that we don’t know enough yet to target asset prices even though we know that their behavior has major economic impact.
“Debates on the relative merits of asset price targeting also will continue and possibly intensify in the years ahead. The configuration of asset prices is already an integral part of our evaluation of the large array of forces that influence financial stability and economic growth. But given our current state of knowledge, I find it difficult to envision central banks successfully targeting asset prices any time soon. However, I certainly do not rule out that future work could improve our understanding of asset price behavior, and with it, the conduct of monetary policy.”
It would be unfair to Greenspan to claim he ought to know enough about the impact of asset prices after 18 years and so many alleged bubbles.  Only the immodest could assert a more knowledgeable stance. After five meaty paragraphs on the impact of asset prices on the economy’s behavior, we were savoring his reprise today.    Perhaps, when his memoirs are released, we will have the ‘Compleat Guide to Monetary Policy Strategy’ for which we all long.  It will indeed be a best seller.
The actual menu that policy makers must deal with going forward, such as it was, consisted of  four basic items: the economics of a geriatric society; the unwind of the housing boom; the required flexibility in coping with the imbalance in the current account; and, the evolution of the risk-management paradigm.

He seemed quite optimistic that a solution to the commitments issue engendered by an aging society will be solved, but if they were not, he was totally resolute that the Fed would “resist any temptation to monetize future fiscal deficits.”  The picket fence of Fed independence was asserted once more for the New Chairman to observe.  It goes with the territory.
The housing boom “will inevitably simmer down,” with some possible implications that consumer spending could be weaker.  How much, no one is quite sure.  His brevity on the subject underscored a lack of true concern that such a development would destabilize the economy.
The current account, while not mentioned explicitly, joined the menu via the tight linkage observed between “home equity extraction” and the rise in imports.  The mechanism connecting the wind-down of the housing boom and imports would be through an increase in the savings rate.  A large contraction in imports has some global consequences which in turn mean that the international economy has to have considerable flexibility in order to accommodate the shift in American spending patterns.  Implicitly, he is warning the large surplus countries to be ready to adjust.

The evolution of his favored risk-management paradigm (echoed again in the commentary by Board Member, Donald Kohn, today), contained a very explicit statement on the ranking of growth and price stability objectives.  Economic observers have often commented upon the dual mandate of the Fed and Greenspan carefully managed to bridge the twin goals by making “maximum sustainable growth” the target, while the pursuit of price stability became a “necessary condition to promote that goal.”  The Game Plan for the next HH hearings has been sent out once again!  

Within the risk-management paradigm discussion, Greenspan countered many advocates of explicit inflation targeting by observing that the actual behavioral difference between Central Banks that have explicit inflation targets and those that don’t was minimal.  He admitted that the topic would stay on the research agenda for monetary theorists and that ‘open minds’ and ‘remaining attentive to the evidence’ was the key to shaping future practices on this item.

Last, but clearly not least, was the debate “on the relative merits of asset price targeting…”  His own view, stated once again yesterday, is that asset price levels are part of the data matrix that the Fed evaluates when setting monetary policy.  Their impact, undoubtedly large, shows up in measures of financial stability and economic growth.  But his key thought threw cold water on how to deal with asset price bubbles. “But given our current state of knowledge, I find it difficult to envision central banks successfully targeting asset prices any time soon.”  He didn’t rule out improving our knowledge of the connection between asset price behavior and the behavior of the economy.  Awareness, not targeting, is still the order of the day, however strongly he hinted differently in the speech yesterday.  Perhaps the reaction in Wall Street was sufficiently strong for him to indulge in a bit of temperance at the close.
His closing praise for the FOMC and for the staffs of the Board and the banks was appropriate and surely heart-felt.  
This has been a remarkable period of economic history, in which he has without question, played a central, if not the, central role.  He has left not just big shoes to fill, but truly enormous ones.  Even his critics know that.  He has crossed the boundaries (or perhaps redefined them) in speaking out on a number of non-Fed issues.  Professor Blinder’s 90-some page review pointed to those excursions across the line of Fed propriety as the singular fault of his regime.  That seemed appropriate on first blush, but monetary policy is not made in a vacuum chamber.  The Fed always has to have concerns about fiscal issues, regulatory issues, and long run budgetary issues.  If it did not, it could not be said to be attentive to its tasks of promoting maximum sustainable growth and stable prices.  

Considering the crises through which the world economy has passed during his tenure, we can only admire the results we have gained.  If you think of Greenspan as the nation’s Portfolio Manager, he has produced a record that may never be surpassed.  The terse menu he presented should not mislead the new Chairman that brevity is not exactly simplicity.  Big shoes and plenty of armor will be required. 
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