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Monetary system stability as a precondition for local and 
international order

Paul Tucker

INTRODUCTION
Novels can tell us a lot about the world, and about a time. At the beginning of the Nobel Prize 
winner José Saramago’s The Year of the Death of Ricardo Reis – the avatar of Pessoa, the poet 
not the LSE economist for whom Portugal can also hope great things – the eponymous hero is 
disembarking in Lisbon after a long journey. Away for 16 years, he lacks local currency but that 
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as well as everywhere. Neither side is currently or foreseeably capable of knocking out the other, 
and their rivalry is deeply ideological. That combination of characteristics is so unusual that I 
�¿�Q�G�� �I�H�Z�� �R�I�� �W�K�H�� �D�Q�D�O�R�J�L�H�V�� �W�\�S�L�F�D�O�O�\�� �G�U�D�Z�Q�� �E�\�� �F�R�P�P�H�Q�W�D�W�R�U�V�� �X�V�H�I�X�O���� �7�K�H�� �F�X�U�U�H�Q�W�� �F�R�Q�W�H�V�W�� �L�V�� �Q�R�W��

like the old Cold War because, while everywhere, evenly matched and ideological, that was 
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they would come up with language that could become part of international law. Problem solved? 
Well, no, because that kind of old-fashioned commercial diplomacy has no chance in the WTO 
regime since the treaty contains a provision that gives every member – and remember the WTO 
has lots and lots of members – a veto over proposed amendments. In other words, for practical 
purposes the treaty is unamendable. 

�7�Z�R���W�K�L�Q�J�V���I�R�O�O�R�Z���I�U�R�P���W�K�D�W���V�W�R�U�\�����7�K�H���¿�U�V�W�����Z�K�L�F�K���L�V���U�H�P�D�U�N�D�E�O�H���H�Q�R�X�J�K�����L�V���W�K�D�W���W�K�H���R�d�F�L�D�O�V��

�G�U�D�I�W�L�Q�J���D�Q�G���Q�H�J�R�W�L�D�W�L�Q�J���W�K�H���:�7�2���W�U�H�D�W�\���P�X�V�W���H�c�H�F�W�L�Y�H�O�\���K�D�Y�H���W�K�R�X�J�K�W���W�K�H�\���Z�H�U�H���S�U�R�G�X�F�L�Q�J���W�K�H��



welfare costs of friendshoring, we would do well to hold onto the fact that it could help the liberal 
�S�D�U�W�V���R�I���W�K�H���Z�R�U�O�G���Q�D�Y�L�J�D�W�H���±���H�Y�H�Q���V�X�U�Y�L�Y�H���±���V�X�S�H�U�S�R�Z�H�U���F�R�Q�À�L�F�W��

I suspect few multinational corporations have got their heads around this.  A few months 
ago the Financial Times reported the big boss of a giant European manufacturing multinational 
saying that withdrawing from China is unthinkable. But if withdrawing from China is truly 
unthinkable, that implies that withdrawing from the United States and Europe is thinkable, or 
�D�O�W�H�U�Q�D�W�L�Y�H�O�\���W�K�D�W���W�K�H���¿�U�P���K�D�G���Q�R�W���W�K�R�X�J�K�W���D�E�R�X�W���W�K�H���F�K�R�L�F�H�V���L�W���P�L�J�K�W���I�D�F�H���R�U���¿�Q�G���L�P�S�R�V�H�G���X�S�R�Q��

it. That is sobering.

Making and keeping friends around the whole world

The second of the Three Musts is to make friends and keep them; and, where judged appropriate, 
cement and develop formal alliances. In its spell as hegemon, Washington has varied in how well 
it does this, and even in how hard it tried (which might amount to much the same thing). At times, 
US administrations have seemed to lose interest in some parts of the world, including Central 
Asia, parts of the Middle East, their own backyard in Latin America, and even their partners in 
Europe. But the awkward truth is that a hegemon must retain a close interest in every part of the 
world – if only for the realpolitik reason that it cannot discount the possibility of a rising power 
�F�K�D�O�O�H�Q�J�L�Q�J���L�W�V���V�X�S�U�H�P�D�F�\�������5�H�F�D�O�O�����K�H�U�H�����W�K�H���V�L�J�Q�L�¿�F�D�Q�F�H���R�I���'�R�F�X�P�H�Q�W������

�$�Y�R�L�G�L�Q�J���V�H�O�I���L�Q�À�L�F�W�H�G���P�L�V�W�D�N�H�V

And then comes the third of the Three Musts, which is that to hold on to our way of life the rich 
�O�L�E�H�U�D�O�� �G�H�P�R�F�U�D�F�L�H�V�� �F�D�Q�Q�R�W�� �D�c�R�U�G�� �W�R�� �P�D�N�H�� �X�Q�I�R�U�F�H�G�� �P�L�V�W�D�N�H�V�� �D�W�� �K�R�P�H�� �R�U�� �D�E�U�R�D�G���� �$�� �O�R�W�� �F�R�X�O�G��

be said about this but I want to focus on one elemental thing. A necessary precondition for any 
�S�R�O�L�W�L�F�D�O���V�R�F�L�H�W�\���E�H�L�Q�J���F�D�S�D�E�O�H���R�I���À�R�X�U�L�V�K�L�Q�J���L�V���W�K�D�W���W�K�H�U�H���L�V���V�R�P�H���N�L�Q�G���R�I���E�D�V�L�F���R�U�G�H�U���D�W���K�R�P�H�����D�Q�G��

�H�[�W�H�U�Q�D�O�O�\�����$�P�R�Q�J���P�D�Q�\���R�W�K�H�U���R�E�Y�L�R�X�V���E�X�W���Y�L�W�D�O���W�K�L�Q�J�V�����Q�R�W���O�H�D�V�W���H�c�H�F�W�L�Y�H���E�X�W���O�H�J�L�W�L�P�D�W�H���S�R�O�L�F�L�Q�J��

under the rule of law, this requires stability in the monetary system. 

The twentieth century was littered with examples of political instability following monetary 
instability – most dramatically and tragically in the interwar years. Both massive banking crises 
�D�Q�G���U�X�Q�D�Z�D�\���L�Q�À�D�W�L�R�Q���I�U�D�F�W�X�U�H���F�R�Q�¿�G�H�Q�F�H���L�Q���W�K�H���V�W�D�W�H�����6�L�Q�F�H���W�K�H���J�O�R�E�D�O���¿�Q�D�Q�F�L�D�O���F�U�L�V�L�V���R�I�����������±

09, many rich democracies have experienced dangerous toxicity in domestic politics, and yet the 
�S�D�L�Q���L�Q�À�L�F�W�H�G���Z�R�X�O�G���Q�R�W���K�D�Y�H���E�H�H�Q���Y�H�U�\���K�D�U�G���W�R���D�Y�R�L�G���L�I���S�R�O�L�F�\�P�D�N�H�U�V���K�D�G���R�Q�O�\���U�H�P�H�P�E�H�U�H�G���Z�K�D�W��

bankers never will: that banks are inherently fragile. Central banks are meant to institutionalise 
the memories of what can go wrong.

A bureaucratic implication of the Three Musts: The end of policy silos

�7�R���W�D�N�H���W�K�H���7�K�U�H�H���0�X�V�W�V���V�H�U�L�R�X�V�O�\�����Z�H���P�X�V�W���K�H�H�G���D���E�U�R�D�G�H�U���S�R�L�Q�W�����6�L�Q�F�H���W�K�H���H�E�E���D�Q�G���À�R�Z���R�I��

the geopolitical contest will be everywhere and in everything, and since the basic order of the 
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world can no longer be taken for granted, it will render redundant the policy silos that recent 
generations comfortably inhabited. To give just one example, for many decades it was perfectly 
possible to be a monetary policymaker without knowing much at all about trade policy (as 
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A striking example comes from not long after the Bretton Woods regime unravelled in the 
�H�D�U�O�\�����������V�����Z�K�H�Q���S�U�H�W�W�\���P�X�F�K���D�O�O���R�I���W�K�H���P�D�M�R�U���F�X�U�U�H�Q�F�L�H�V���À�R�D�W�H�G���D�J�D�L�Q�V�W���W�K�H���G�R�O�O�D�U�����3�H�R�S�O�H���W�H�Q�G��

�W�R���W�K�L�Q�N���R�I���W�K�L�V���D�V���W�K�H���H�Q�G���R�I���D���J�O�R�E�D�O���V�\�V�W�H�P���R�I���¿�[�H�G���H�[�F�K�D�Q�J�H���U�D�W�H�V�����D�V���R�I���F�R�X�U�V�H���L�W���Z�D�V�����%�X�W���L�W���Z�D�V��

�P�X�F�K���P�R�U�H�����7�K�H���G�R�O�O�D�U���L�W�V�H�O�I���À�R�D�W�H�G���D�J�D�L�Q�V�W���J�R�O�G�����H�Q�G�L�Q�J���U�R�X�J�K�O�\���W�Z�R���D�Q�G���D���K�D�O�I���F�H�Q�W�X�U�L�H�V���R�I���D��

monetary order based on a commodity standard; the only arrangement known since commercial 
�V�R�F�L�H�W�\���H�P�H�U�J�H�G���L�Q���W�K�H���V�H�Y�H�Q�W�H�H�Q�W�K���D�Q�G���H�L�J�K�W�H�H�Q�W�K���F�H�Q�W�X�U�L�H�V�����7�K�H���H�U�D���R�I���¿�D�W���P�R�Q�H�\���K�D�G���D�U�U�L�Y�H�G����

and no one – including the central bankers – knew what would happen. Washington was really 
worried that this uncertainty could threaten the dollar’s status as an international currency. 
Cutting through the details and nuances, a US government team travelled to Saudi Arabia to 
�R�c�H�U���H�Q�K�D�Q�F�H�G���V�H�F�X�U�L�W�\���D�V�V�L�V�W�D�Q�F�H���L�I���W�K�H�\���S�U�R�P�L�V�H�G���W�R���F�D�U�U�\���R�Q���L�Q�Y�R�L�F�L�Q�J���R�L�O���H�[�S�R�U�W�V���L�Q���G�R�O�O�D�U�V�����6�R����

when today you read about maybe Saudi exports or Iranian exports to China being denominated 
�L�Q�� �5�H�Q�P�L�Q�E�L���� �W�K�L�V�� �L�V�� �Q�R�W�� �P�H�U�H�O�\�� �R�I�� �L�Q�W�H�U�H�V�W�� �W�R�� �H�Q�H�U�J�\���P�D�U�N�H�W�� �D�¿�F�L�R�Q�D�G�R�V�� �E�X�W���� �U�D�W�K�H�U���� �L�V�� �D�� �J�H�R��

economic move in a geopolitical game with the very highest imaginable stakes.

The ways that reserve currency supremacy both supports and is supported by military 
dominance brings us to a prosaic constraint on domestic policy. No state’s currency is likely 
to survive as a widely used international reserve currency unless it maintains domestic price 
stability, and so avoids secular nominal depreciation in its exchange rate. In other words, the 
scope of our third Must entails avoiding big mistakes in domestic monetary policy. For listeners 
�D�Q�G���O�D�W�H�U���U�H�D�G�H�U�V���Z�K�R�V�H���P�D�L�Q���L�Q�W�H�U�H�V�W���L�V���P�R�Q�H�W�D�U�\���D�c�D�L�U�V�����W�K�H���E�X�U�G�H�Q���R�I���W�K�L�V���O�H�F�W�X�U�H���L�V�����W�K�H�U�H�I�R�U�H����

�W�K�D�W���W�K�H���V�W�D�N�H�V���L�Q���P�R�Q�H�W�D�U�\���D�c�D�L�U�V���D�U�H���K�L�J�K�H�U���W�K�D�Q���W�K�H�\���K�D�Y�H���E�H�H�Q���I�R�U���K�D�O�I���D���F�H�Q�W�X�U�\�����D�Q�G���S�U�R�E�D�E�O�\��

since World War II.   

Sticking to the knitting: Monetary-system stability

For central banks, the practical import of that is that they should concentrate on their core 
�P�L�V�V�L�R�Q���� �S�U�L�F�H�� �V�W�D�E�L�O�L�W�\�� �D�Q�G�� �¿�Q�D�Q�F�L�D�O���V�\�V�W�H�P�� �V�W�D�E�L�O�L�W�\���� �,�W�� �K�D�V�� �E�H�H�Q�� �D�E�X�Q�G�D�Q�W�O�\�� �F�O�H�D�U�� �L�Q�� �U�H�F�H�Q�W��

�\�H�D�U�V�� �W�K�D�W�� �K�L�J�K�� �L�Q�À�D�W�L�R�Q�� �L�V�� �G�H�H�S�O�\�� �X�Q�S�R�S�X�O�D�U�� �Z�L�W�K�� �D�O�P�R�V�W�� �H�Y�H�U�\�R�Q�H���� �D�Q�G�� �L�W�� �V�K�R�X�O�G�� �K�D�Y�H�� �E�H�H�Q��

�H�T�X�D�O�O�\�� �F�O�H�D�U���W�K�D�W���W�K�H���:�H�V�W���F�D�Q�Q�R�W���D�c�R�U�G���D�Q�R�W�K�H�U���E�D�Q�N�L�Q�J���F�U�L�V�L�V���� �$�Q�G���\�H�W���R�Q�O�\�� �D���I�H�Z���\�H�D�U�V���D�J�R��

the top central bankers seemed variously to be prioritising inclusive growth, climate change, or 
broader aspects of social justice. It matters, therefore, whether policy mistakes have been made 
in their core mission over those years. Arguably, they have.

We start with mistakes in maintaining price stability. Some people, including me as it happens, 
suggested that the government bond purchases in spring 2020 should have been conducted 
as market maker of last operations rather than quantitative easing (QE), meaning that they 
would have been unwound when markets stabilised, and the money injection sterilised in the 
�P�H�D�Q�W�L�P�H�����6�H�S�D�U�D�W�H�O�\�����P�D�Q�\���¿�J�X�U�H�V���D�U�J�X�H�G���W�K�D�W���W�K�H���J�L�D�Q�W���8�6���¿�V�F�D�O���V�W�L�P�X�O�X�V���L�Q�������������Z�D�U�U�D�Q�W�H�G��

higher monetary policy rates and the suspension of QE purchases in order to avoid excess 
�G�H�P�D�Q�G�� �F�U�H�D�W�L�Q�J�� �X�Q�G�H�U�O�\�L�Q�J�� �L�Q�À�D�W�L�R�Q�D�U�\�� �S�U�H�V�V�X�U�H�V�� �L�Q�� �F�L�U�F�X�P�V�W�D�Q�F�H�V�� �Z�K�H�U�H�� �F�R�V�W�� �V�K�R�F�N�V�� �K�D�G��

�D�O�U�H�D�G�\���G�U�L�Y�H�Q���X�S���K�H�D�G�O�L�Q�H���L�Q�À�D�W�L�R�Q���U�D�W�H�V�����6�L�P�L�O�D�U�O�\�����L�Q���W�K�H���8�.���V�R�P�H���Y�R�L�F�H�V���V�X�J�J�H�V�W�H�G���W�K�D�W���S�R�O�L�F�\��

needed to be tightened after so many people –   especially early retirees who could sustain their 
spending habits – dropped out of the workforce, reducing the economy’s productive capacity. 
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Each of those shocks – a monetary shock, an aggregate demand shock, and a supply shock – had 
a bearing on how much of the energy-price cost shock could prudently be accommodated by 
�P�R�Q�H�W�D�U�\���S�R�O�L�F�\�P�D�N�H�U�V���F�R�Q�V�L�V�W�H�Q�W���Z�L�W�K���H�[�S�H�F�W�D�W�L�R�Q�V���R�I���I�X�W�X�U�H���R�I���L�Q�À�D�W�L�R�Q���U�H�P�D�L�Q�L�Q�J���L�Q���O�L�Q�H���Z�L�W�K��

the target, which is to say consistent with the anchor holding. Arguably, then, risks were taken 
�Z�L�W�K���L�Q�À�D�W�L�R�Q�����D�Q�G���W�K�R�V�H���U�L�V�N�V���F�U�\�V�W�D�O�O�L�V�H�G�����(�Y�H�Q���L�I���W�K�H�\���Z�H�U�H���Q�R�W���E�R�X�Q�G���W�R���G�R���V�R�����V�X�U�H�O�\���G�X�U�L�Q�J��

�W�K�D�W���S�H�U�L�R�G���W�K�H���U�L�V�N�V���W�R���W�K�H���L�Q�À�D�W�L�R�Q���R�X�W�O�R�R�N���Z�H�U�H���D�V�\�P�P�H�W�U�L�F�D�O�O�\���R�Q���W�K�H���X�S�V�L�G�H�����F�L�U�F�X�P�V�W�D�Q�F�H�V��

�W�K�D�W�� �L�Q�À�D�W�L�R�Q�� �I�D�Q�� �F�K�D�U�W�V�� �R�I�� �W�K�H�� �N�L�Q�G�� �H�P�S�O�R�\�H�G�� �E�\�� �W�K�H�� �%�D�Q�N�� �R�I�� �(�Q�J�O�D�Q�G�� �Z�H�U�H�� �Z�H�O�O�� �G�H�V�L�J�Q�H�G�� �W�R��

capture because they force policymakers to think about the balance of risks given the whole range 
of feasible scenarios. 

�*�L�Y�H�Q���W�K�H���L�Q�W�H�U�Q�D�W�L�R�Q�D�O���V�L�J�Q�L�¿�F�D�Q�F�H���R�I���W�K�H���G�R�O�O�D�U�����W�K�H���P�R�V�W���Q�R�W�D�E�O�H���R�I���W�K�R�V�H���H�S�L�V�R�G�H�V���Z�D�V���W�K�H��

�)�H�G�H�U�D�O���5�H�V�H�U�Y�H�¶�V���I�D�L�O�X�U�H���W�R���D�O�W�H�U���F�R�X�U�V�H���D�I�W�H�U���W�K�H���%�L�G�H�Q���¿�V�F�D�O���V�W�L�P�X�O�X�V�����6�R�P�H�W�L�P�H�V���R�O�G���R�U�W�K�R�G�R�[�L�H�V��

have something to be said for them. In this case, the political economy orthodoxy was that the 
institution of independent central banking enables separation between distributional choices 
and macroeconomic stabilisation. Elected politicians in a representative assembly choose how 
to redistribute resources, and unelected central bankers, using powers delegated to them by 
the elected legislature, merely decide how to ensure that the pace of growth is sustainable and 
consistent with price stability. 

That rather straightforward set-up has a bearing on the quite spiky debates, here in the UK, 
�R�Q�� �Z�K�H�W�K�H�U�� �¿�U�P�V�� �K�D�Y�H�� �E�H�H�Q�� �J�X�L�O�W�\�� �R�I�� �S�U�L�F�H�� �J�R�X�J�L�Q�J���� �R�U�� �P�L�O�L�W�D�Q�W�� �Z�R�U�N�H�U�V�� �J�X�L�O�W�\�� �R�I�� �L�Q�À�D�W�L�R�Q�D�U�\��

wage demands, or both, or neither. There is one simple way of thinking about this, which starts 
from what should be expected in conditions of excess demand when monetary policy is not 
directed to bringing the path of nominal demand and aggregate supply back into line. Broadly, 
�X�Q�G�H�U���W�K�R�V�H���F�R�Q�G�L�W�L�R�Q�V�����R�Q�H���Z�R�X�O�G���H�[�S�H�F�W���¿�U�P�V���W�R���L�Q�F�U�H�D�V�H���W�K�H�L�U���S�U�L�F�H�V�����D�Q�G���Z�R�U�N�H�U�V���W�R���Z�D�Q�W���W�R��

catch up as their real wages are eroded. With a single labour market, the public sector faces those 
wage demands but is likely to resist because it cannot pass higher costs into higher prices, so 
public sector unions are likely to contemplate strike action, and the state is likely to contemplate 
cuts in the quantity of services provided and in its workforce. As summarised, there is no price 
gouging or militancy here. Of course, in a richer story there could be elements of both, but the big 
point is that on the surface things will look like militancy or gouging when, in fact, the driver is 
unchecked excess nominal demand. 

To the extent that that simple story has merit, we can also say that the implied policy mistakes 
�G�R���Q�R�W�����F�R�Q�W�U�D�U�\���W�R���Q�R�W���D���O�L�W�W�O�H���F�R�P�P�H�Q�W�D�U�\�����O�L�H���L�Q���À�D�Z�H�G���P�R�G�H�O�V�����Z�K�H�W�K�H�U���1�H�Z���.�H�\�Q�H�V�L�D�Q���R�U���R�W�K�H�U��

varieties). The blame placed on models is not wild but risks being a distraction. For what it is worth, 
in my time in the policy world the top people did not believe in the models in any absolute kind of 
way, which after all would amount to believing that we have reached the frontier of economic science, 
with nothing more to be learned. As soon as one puts it like that, the absurdity of completely trusting 
the models becomes obvious. There is always an element of judgment, bearing on what the models 
do not cover, and on estimates of key variables such as the natural rates of interest or employment, 
and indeed whether those concepts hold up. As economic science pushes out the frontier, the realm 
of monetary judgment shifts too, but it is not remotely eliminated. And that is true even before 
contemplating the realistic possibility that useful knowledge is lost or willingly discarded.  
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�6�R�����W�K�R�V�H���Z�L�W�K���U�H�V�S�R�Q�V�L�E�L�O�L�W�\���I�R�U���P�D�N�L�Q�J���G�H�F�L�V�L�R�Q�V���D�c�H�F�W�L�Q�J���P�L�O�O�L�R�Q�V���R�I���S�H�R�S�O�H���V�X�U�H�O�\���N�Q�R�Z���±��

�R�U���V�K�R�X�O�G���N�Q�R�Z���±���W�K�D�W���W�K�H�L�U���W�R�R�O�V���D�Q�G���W�K�H�L�U���V�W�D�c���D�U�H���À�D�Z�H�G�����O�H�D�Y�L�Q�J���W�K�H�P���K�D�Y�L�Q�J���W�R��think about 
what is going on in the economy; a remarkably interesting but hard job, and one that central 
�E�D�Q�N�V���K�D�Y�H���W�\�S�L�F�D�O�O�\���W�U�L�H�G���W�R���F�R�Q�Y�H�\���L�Q���W�K�H�L�U���L�Q�À�D�W�L�R�Q���U�H�S�R�U�W�V���D�Q�G���V�S�H�H�F�K�H�V������

Reckless regime reforms

Given the stakes, it is uncomfortably relevant that some central bank monetary regimes were 
�W�Z�H�D�N�H�G�� �L�Q�� �U�H�F�H�Q�W�� �\�H�D�U�V���� �,�Q�� �W�K�H�� �8�6�� �F�D�V�H���� �W�K�H�� �F�K�D�Q�J�H�V�� �V�H�H�P�� �T�X�L�W�H�� �S�H�F�X�O�L�D�U�� �Z�L�W�K�� �W�K�H�� �E�H�Q�H�¿�W�� �R�I��

hindsight, and some would say without any hindsight.  This was highlighted during 2023 in a 
paper and presentations by Don Kohn, a former vice chair of the Federal Reserve and, earlier, 
�D���O�R�Q�J���V�H�U�Y�L�Q�J���'�L�U�H�F�W�R�U���R�I���0�R�Q�H�W�D�U�\���$�c�D�L�U�V�����(�J�J�H�U�W�V�V�R�Q���	���.�R�K�Q�������������������,���G�U�D�Z���I�U�R�P���W�K�D�W���K�H�U�H��

As you know, Congress gives the Fed a dual mandate covering, crudely, price stability and full 
employment. In 2019, the Fed changed the way this is presented in their own documents, listing 
�H�P�S�O�R�\�P�H�Q�W���¿�U�V�W�����*�L�Y�H�Q���W�K�H���D�P�R�X�Q�W���R�I���D�J�R�Q�L�V�L�Q�J���W�K�D�W���J�R�H�V���L�Q�W�R���V�X�F�K���W�K�L�Q�J�V�����W�K�D�W���Z�D�V���V�R�P�H�W�K�L�Q�J����

More interesting, perhaps, is that in its 2020 elaboration of the framework, the Fed said that 
the maximum level of employment is a broad-based and inclusive goal, which is not directly 
measurable and, actually, not directly controllable. Indeed, as Don points out, the Federal Reserve 
does not have any instruments that can address hopes for inclusive growth, hugely important 
though inclusive growth is in terms of the wider public policy goals an elected government might 
pursue with its hugely richer set of instruments. So, what the Fed was up to in making these 
statements is somewhat mysterious. Unless, that is, they were planning to keep the foot on the 
accelerator in the hope that a period of strong nominal demand growth would draw people back 
�L�Q�W�R���W�K�H���Z�R�U�N���I�R�U�F�H���D�Q�G���G�U�L�Y�H���X�S���U�H�D�O���Z�D�J�H�V���Z�L�W�K�R�X�W���L�J�Q�L�W�L�Q�J���L�Q�À�D�W�L�R�Q�D�U�\���S�U�H�V�V�X�U�H�V�����D���S�R�O�L�F�\���W�K�D�W��

�P�L�J�K�W���K�D�Y�H���E�U�R�X�J�K�W���E�D�F�N���P�H�P�R�U�L�H�V���R�I���W�K�H�����������V���D�Q�G�����������V������

Consistent with that – although few seemed to notice at the time – the Fed said, in terms, that 
when they looked at measures of the employment objective, they would be looking at shortfalls 
against full employment but not the other way around. This asymmetry was a quite a big thing, 
�D�Q�G�� �R�U�G�L�Q�D�U�L�O�\�� �Z�R�X�O�G�� �K�D�Y�H�� �Z�D�U�U�D�Q�W�H�G�� �D�Q�� �L�Q�À�D�W�L�R�Q�� �U�L�V�N�� �S�U�H�P�L�X�P�� ���D�Q�G�� �L�W�V�� �D�W�W�H�Q�G�D�Q�W�� �U�H�D�O�� �F�R�V�W�V����

being priced into nominal bond yields. That that did not happe0Tle[ls 



10

Paul Tucker



avoid overheating and underheating, and which is absolutely dedicated to ensuring the nominal 
anchor is secure. In continental Europe, given all the speculation, it would mean the European 
�&�H�Q�W�U�D�O���%�D�Q�N�����(�&�%���� �P�D�N�L�Q�J���F�O�H�D�U���W�K�D�W���L�W�V���¿�U�V�W���S�U�L�R�U�L�W�\�� �L�V���S�U�L�F�H���V�W�D�E�L�O�L�W�\�� �Q�R�W���F�O�L�P�D�W�H���F�K�D�Q�J�H���� �D�Q��

absolutely vital task where the ECB cannot decently (and arguably cannot lawfully) exercise 
discretion in how to support EU policies (Tucker, 2023a). 

�+�H�U�H�� �L�Q�� �%�U�L�W�D�L�Q���� ���������¶�V�� �µ�P�R�Q�H�W�D�U�\�� �D�F�W�L�Y�L�V�P�¶�� �Z�D�V�� �U�H�P�R�Y�H�G�� �L�Q�� ������������ �Z�K�L�F�K�� �F�R�L�Q�F�L�G�H�G�� �Z�L�W�K�� �D��

�F�K�D�Q�J�H�� �R�I�� �¿�Q�D�Q�F�H�� �P�L�Q�L�V�W�H�U���� �P�D�N�L�Q�J�� �R�Q�H�� �Z�R�Q�G�H�U�� �Z�K�H�W�K�H�U�� �W�K�H�� �%�D�Q�N�� �R�U�� �P�D�Q�G�D�U�L�Q�V�� �V�R�X�J�K�W�� �W�K�H��

change. But it would be still better to return to a more vanilla remit. A useful exercise for the 
�D�X�W�K�R�U�L�W�L�H�V���Z�R�X�O�G���E�H���W�R���O�R�R�N���D�W���W�K�H�������������Y�H�U�V�L�R�Q���D�Q�G���V�H�H���Z�K�H�W�K�H�U���W�K�H�\���U�H�D�O�O�\���Q�H�H�G���W�R���D�G�G���D�Q�\�W�K�L�Q�J���;������

�0�R�U�H���F�D�Q���E�H���V�D�L�G�����2�Q�H���W�K�L�Q�J���W�K�D�W���F�R�X�O�G���E�H���F�O�D�U�L�¿�H�G���H�Y�H�U�\�Z�K�H�U�H���L�V���W�K�D�W�����D�O�W�K�R�X�J�K���E�R�W�K���L�Q�Y�R�O�Y�H��

purchasing bonds, there is a fundamental distinction between QE and acting as a market maker 
of last resort. The former is aimed at stimulating aggregate demand, while the latter is aimed 
at stabilising temporarily illiquid and malfunctioning capital markets. In fact, bonds might be 
purchased for other purposes too. Each purpose needs its own governance and constraints, which 



During 2023, there were banking failures on both sides of the Atlantic. A bunch a large 
regional banks failed in the United States, and in Switzerland a globally systemic group, Credit 
Suisse, unravelled and was rescued with government help. In both cases, one can say in broad 
terms that the authorities had decent plans but did not apply them. In the United States, following 
lobbying the Fed and Federal Deposit Insurance Corporation (FDIC) exempted large regional 
banks from resolution planning, even though they had been warned that some of those banks had 
large runnable uninsured-deposit books, were unlikely to be resolvable (without state-sponsored 
subsidies) via transfer to another bank, and that any such episode risked contagion to other 
regionals (Systemic Risk Council, 2019). This was a straightforward instance of moral hazard 



bonds and equity, or change its asset book. In other words, its business model would have to 
change.

That, by the way, is a description in just a few words of a fundamental reform of banking 
policy that would make banking much safer, and so more socially acceptable because less prone 
to rescue by taxpayers. It would not stop banks making money, although no doubt they would say 
that it did until they passed the costs on to their customers. As with the reforms described earlier 
to help get back to preserving price stability, this is important not just because it would promote 
�H�F�R�Q�R�P�L�F�� �H�d�F�L�H�Q�F�\�� �D�Q�G�� �V�R�F�L�D�O�� �F�R�K�H�V�L�R�Q�� �±�� �D�O�W�K�R�X�J�K�� �J�R�R�G�Q�H�V�V���� �Z�H�� �Q�H�H�G�� �E�R�W�K���� �,�W�� �L�V�� �L�P�S�R�U�W�D�Q�W��
because monetary system stability is not something we should continue to gamble with when 
we, the world of free liberal democracies, likely face the greatest challenge to our way of life for 
a very, very long time.

 

SUMMING UP: MONETARY STABILITY IN THE SERVICE OF LIBERAL 
DEMOCRACY IN STRESSED TIMES

It is true what those ancient Greeks said about hubris and nemesis. The end-of-history moment 
�W�K�D�W�� �J�U�L�S�S�H�G�� �P�D�Q�\�� �:�H�V�W�H�U�Q�� �F�D�S�L�W�D�O�V�� �D�I�W�H�U�� �W�K�H�� �H�Q�G�� �R�I�� �W�K�H�� �&�R�O�G�� �:�D�U�� �P�D�N�H�V�� �W�K�H�� �S�R�L�Q�W���� �:�H�� �¿�Q�G��
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ENDNOTES

¹ https://en.wikipedia.org/wiki/Document_Number_Nine (accessed 30 April 2024).  

�ð���6�H�H���7�X�F�N�H�U�����������������F�K���������������D�Q�G���I�R�U���D���W�H�F�K�Q�L�F�D�O���Y�H�U�V�L�R�Q���R�I���W�K�H���V�W�R�U�\�����0�D�Y�U�R�L�G�L�V���D�Q�G���6�D�S�L�U��������������������

³ Seasoned attendees of the delivery of this lecture told me afterwards that they had not known about 
this reform. 

�;�� �7�K�H���V�D�P�H���J�R�H�V���� �E�\�� �W�K�H���Z�D�\���� �I�R�U���W�K�H���8�.�¶�V���)�L�Q�D�Q�F�L�D�O���3�R�O�L�F�\�� �&�R�P�P�L�W�W�H�H���� �,�W�V���U�H�P�L�W���J�U�H�Z���I�U�R�P���U�R�X�J�K�O�\��

���������S�D�J�H�V���L�Q�������������W�R���R�Y�H�U�����������S�D�J�H�V���L�Q���������������,�Q���Z�R�U�G���F�R�X�Q�W���W�H�U�P�V�����W�K�L�V���Z�D�V���D���W�K�U�H�H���T�X�D�U�W�H�U�V���L�Q�F�U�H�D�V�H��

(Aikman, 2021.) It then shrank back to around 5.5 pages in 2022, but retained a new emphasis on 
routinely getting on with supporting government policy so long as doing so does not damage stability. 
Again, this elicited next to no commentary. It was later described to me by an insider as profound in 
�L�Q�W�H�Q�W���D�Q�G���H�c�H�F�W��
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