
On Thu, Aug 1, 2019 at 10:31 AM Jeanna Smialek wrote:

This is Jeanna Smialek from the New York Times -- nice to "meet" you. I hope you don't take 
o�ense to my emailing you instead of debating this out in public. I �nd that sometimes when 
people use loaded words on Twitter, it's a signal that they're more interested in embarrassing 
a journalist who they think is liberal/conservative/(insert insult here), rather than actually 
having a back-and-forth. I'm not sure if that's you, and I hope it isn't, but I don't �nd those 
conversations constructive and I worry that they risk spreading information that is biased 
but catchy.

Your points are interesting and well-taken. Please let me explain where I'm coming from. I 
understand that de�ationary spirals are rare historically (with the possible exception of the 
Great Depression, but even that episode doesn't match up with theory exactly). However, 
what I was describing in the story was meant to be a simpli�cation of how I think the Fed
thinks about this issue, and de�ationary spirals are clearly a threat, at least in theory, that 
they watch out for. I didn't get into it in this story, but they're also quite concerned with 
the fact that de�ation would make it harder for households to pay o� debt. And Janet 
Yellen sometimes describes in�ation as grease on the wheels of the economy -- something 
that creates a little bit of headroom for companies to raise wages without entirely hitting 
pro�t margins.  

As you're aware, I'm sure, de�ation in one or two categories (TV + electronics) is not 
comparable to de�ation in the overall economy. That's like comparing the fact that my local 
co�eeshops just raised their prices from $2 to $3 to hyperin�ation. I'm still going to buy 
co�ee and it doesn't matter hugely to my life as an economic actor --  that doesn't mean 
hyperin�ation wouldn't.

Finally, on your point on saving/dissaving, I certainly never mean to suggest that savings 
are bad. I think your own logic implies that consumption is necessary to a healthy 
economy: who are banks going to lend to if consumers aren't buying? Companies don't 
invest in machinery and new buildings out of the goodness of their hearts, they do so 
because they see a solidifying demand picture. Demand is driven by consumption. 
Intelligent people can debate where that equilibrium between savings and consumption 
should rest, and as journalist and non-economist I think I'm probably ill-equipped to 
pinpoint the right fulcrum, but I don't see a fault in the basic logic there.



Anyway, I'm a journalist and not an opinion writer, so I'm trying to represent the world as 
accurately (but comprehensibly and simply) as possible. Now that I've explained my logic 
and where it's coming from, I'm very happy to hear out yours, especially if you think it can 
inform my reporting going forward.

Best,
Jeanna

On Thu, Aug 1, 2019 at 5:04 PM Gene Epstein wrote:

Jeanna, thanks for your gracious note, and sorry for the delay in getting back to you.
, m

You wrote: "Outright de�ation is dangerous because it causes consumers to hoard cash, 
knowing that goods and services will be cheaper tomorrow.”
,,,,can be summarized this way:

A. When consumers notice that prices keep falling, they have a strong tendency to hold
 back and not buy, knowing that prices will be lower tomorrow.

B. This pronounced tendency can be dangerous in a de�ation, when prices are generally 
falling.

On point A, notice from the chart below (blue line, right axis) that prices of durable goods 
have been falling quite steadily since the mid-1990s. If Point A applied, we'd expect some 
noticeable hesitancy from consumers to buy. Now notice the red line. If Point A, applied, 
there should be evidence of consumers holding back. But apart from a decline during the 
Great Recession, purchases of consumer durables have steadily risen in real terms--now 
at a record high (red line, left axis) of nearly $1.7 triiliion.



Durables are a good test case, since these purchases generally can be delayed. But do 
you see any "danger" of a fall-o� in the above chart?  That's why I mentioned computers 
and electronics in my tweet. But re my other tweet--purchases of food, fuel, rent are 
generally more urgent.

So there is no evidence that a general fall in prices would cause consumers to hold back 
and hoard, certainly not to the point of being "dangerous."

You raise other issues about de�ation. Notice the tweet I addressed to you about a paper 
in the prestigious American Econ Review: "De�ation and Depression: Is There an 
Empirical Link?" concludes: "A broad historical look �nds many more periods of 
de�ation with reasonable growth than with depression, and many more periods of 
depression with in�ation than with de�ation."--American Economic Review May ‘04  

You--and Powell--should read that paper in the AER.

Cordially,
Gene



On Thu, Aug 1, 2019 at 8:00 PM Jeanna Smialek wrote:

That’s an interesting point, thanks for sending this along! I’ve been digging out of post-Fed
 meeting work, but I’ll give the paper a read tomorrow once things slow down a little.

Best,
Jeanna


