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Lord Turner’s proposal should be treated with caution
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Sir, Adair Turner (November 11) tempts us with the seemingly unmitigated benefits of breaking the taboo against printing money to
pay the government’s bills. According to him, monetising debt will extend the benefits of deficit spending without creating debt, and it
will cure the curse of low interest rates, via the “Fisher effect” of increased inflationary expectations. He argues there are no “technical
reasons to reject this option”, except for the fear of going bonkers once the restraining influence of the taboo has been cast aside.

I think Lord Turner’s proposal, while intriguing, should be treated with caution for two reasons.
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One is that taboos often exist to counter destructive impulses. The track record of debt monetisation is
o not a good one. It generated hyperinflations that destroyed civil order in central Europe and Latin
F Z?"St America in the 20th century. The other reason for caution is that helicopter money is very difficult to
take out of circulation once it has been created. In open market operations, the central bank purchases
bonds in exchange for the money it creates. It can reduce the money supply by reselling the bonds or by
retiring the money paid in as the bond debt is serviced and retired. With helicopter money, by contrast,

FirstFT is our new essential the central bank does not acquire debt and so has nothing to offer in exchange for the money in
circulation.
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The medium-term risk of inflation — in the US and the eurozone — remains real, notwithstanding the
deflationary forces that now predominate. The money multiplier collapsed during the financial crisis and it has not recovered since. In
response, central banks massively increased the supply of high powered money. Yet when deleveraging has run its course, and when
animal spirits recover, the money multiplier might rebound like a coiled spring. In order to counter the inflationary effect, central banks
will need to take money out of circulation by shrinking their balance sheets; and to do that, they must have bonds to sell. Lord Turner
suggests the money multiplier could be held down another way; by increasing reserve requirements on banks to slow credit creation.

But that is an untested course which might not work, and it would distort credit markets.
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