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Central Banking:
from history to the present

Kazuhiko YAGO
Waseda University
(RIBA Academic Forum, 16 June 2015)
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Central Banking: A retrospective

» Progress from the past to the present
» Retrogression from the past to the present
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Foundation of Central Banks

« Swedish Riksbank (1668)

Bank of England (1694)

Banque de France (1800)

Banque Nationale de Belgique (1851)
Reichsbank (1876) > Bundesbank (1957)
Bank of Japan (1882)
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R.S. Sayers on “Central Bank”

» “The term ‘central bank’ had been creeping
into public discussion in the second half of
the nineteenth century but had not yet any
settled concept behind it.”

» “At the end of the nineteenth century,
however, ‘central bank’ meant scarcely more
than a single bank distinguished from others
by unique public responsibilities eclipsing its
commercial interests.”

(R.S.Sayers, The Bank of England, 1891-
1944, Cambridge University Press, 1976, p.1)
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Bank of England today




Central Bank in history

 Central bank was not something created
ex-ante; it was created ex-post, to become
a central bank.
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The BIS definition of
“Central Bank”

» Central bank means the bank in any
country to which has been entrusted the
duty of regulating the volume of currency
and credit in that country (The BIS
Statutes, Hague Agreement)




Bank of Japan and Waseda:
together founded in 1882

» Shigenobu OKUMA, excluded from the
Meiji government after the political coup in
1881, founded the Tokyo College in 1882,
later Waseda University.

» The winner of the political debate,
Masayoshi MATSUKATA, paved way to
found the Bank of Japan in 1882.
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Bank of Japan in 1882
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The Bank of Issue:
a long way to go

« The monopoly of banknote issue has been
established after years of free note issue.

» The case of the United States: Bank of the
United States (1791)>the Second Bank of
the United States (1816)>State Banks
(1836)>National Banks (1863)>FRB
(1913)

* Friedrich von Hayek “Denationalisation of
Money” (1976)
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Central Bank during
the Gold Standard era

+ Classical gold standard was a “golden
fetter” for free banknote issue.

* Currency Debate in 19the century Great
Britain, between the Currency School and
the Banking School.

* Recent historical studies deny a strong
correlation between the gold reserve and
the money supply.
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Central Bank as
the “lender of last resort”:
diverse paths

« Walter Bagehot, Lombard Street (1873)
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Central Banks evolution to
become “the Bank of Banks”

Central Banks to become “the Bank of Banks”
during the interwar period.

Different paths to “the Bank of Banks”: European
continental countries and the UK.

« Cf. Banque de France counted 126 branches
and 47 local offices in 1900, 159 branches and
102 local offices in 1929.

Cf. Bank of England aimed to do the same in
vain, then established a particular structure of
“the Bank of Banks” .
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Banque de France headquarter
in the 19t Century
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Local branches of
Banque de France
(Quimper and Montbéliard)
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The Bank of Government:
a misleading concept?

Central Banks today act on behalf of the
governments (tax, public debt, foreign exchange
operations, etc).

However, the government does not own the
Central Bank.

The way to nominate Central Bank Governor
differs among countries.

“the Bank to mediate the Government and the

market” (Institute for Monetary and Economic
Studies, The Bank of Japan).

$— k19

Central Bank Independence:
everlasting debate

Central Bank must behave for the Government:
wartime debt issue, cheap money policy during
the economic crisis.

Central Bank must be independent from the
Government. Central Bank experts to operate
monetary policy for macro-economic goal,
independent from the short-sighted view of
voters and taxpayers.

Central Bank independence during the interwar
period: “Le Pape et 'lEmpereur”.
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Central Bank in the 215t Century:
changing role

* The relation between monetary stability and
macro economic growth-stability.

+ Central Bank’s aim and governmental goal.
» Aim, Reasoning, Efficiency, and Responsibility.

Welcome
to the RIBA Academic Forum
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("The Role of Monetary Policy" ,1968)

The first and most important lesson that history teaches about
what monetary policy can do--and it is a lesson of the most
profound importance--is that monetary policy can prevent money
itself from being a major source of economic disturbance... There is
therefore a positive and important task for the monetary authority-
-to suggest improvements in the [monetary] machine that will
reduce the chances that it will get out of order, and to use its own
powers so as to keep the machine in good working order... A
second thing monetary policy can do is [to] provide a stable
background for the economy... Our economic system will work best
when producers and consumers, employers and employees, can
proceed with full confidence that the average level of prices will
behave in a known way in the future--preferably that it will be
highly stable.
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* “Put one’s house in order” vs. “keep global village in
order” (Claudio Borio, 2014)
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Qutline of U.S. dollar funds-supplying operations against pooled collateral by the Bank of Japan
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Source: Shirakawa, “The Central Bank from the Viewpoint of ‘Law and Economics’“ 15
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Within a country, the Central Bank occupies a unique
position. It has no real confréres in its own country,
because the objectives of other banks and bankers are
very different in many respects from those of Central
Banks. Central Bankers, therefore, must feel rather lonely
in their own respective countries. It is only when they
meet Central Bankers of other countries that they find
real companionship. Their views and interests may differ.
But they can easily understand each other. They can
sympathise with each other’s difficulties. This is what
happened in London last summer.
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A New Epoch in Central Banking ?

Wt esiT wiemTSRE  Francesco Papadia
Blog:http://moneymatters-monetarypolicy.eu/
Tweet: @FrancescoPapad1

OPapadia 3. SHOEKELHRL TS0 HAITHFLB L EIFE 3. A2 TeTd
INLWTY, BRIZRBEAE., 720 AINEEOBF*Z ) C#ETE 2222 THINLL
BoTkBh T,

BOBRL ETFTHZ L 200HOFEIIPZD) Y7 L72bD%DT, BEE NP D T
BupbBwEd, TELLRTEBEIIET L2720, BIC2Z0HFANN—-SNzZ ik, RoiZ
IMBITENEZHET AL VIR TBHZHEDL L TENT LR STEY 9,

BIE7 14 > 9 v FOREMEE HIRITERICOWT, EFTRZEBEVTO T T, I RiT2 4Rl
EROP TRHAZRBRIZEDSCLDT, RARFZFIESVTBIEL T,

FORBIE, LS WEER L DT, ECB#IZ Lo, HEE A4 AT, 1> 75 ¥ Fififr &
Vo 2k & R RYLRATAS, Ao TR EZ SN oL ) RIbE LT&EF Lz, ECB Ao
7228, LA LHIEEZRETIEIMEERLHTRD Ao Twlhrdb LlEdA, L2L, R
LEDLEBEPSIZEN)DONEFETHL L NI LT, TLRZORE Lon) LS 27285
BIERLAPEILN TR o7zl Wn) T EIIRDOEFELADOT, TNTIEHE AN EWVH Z & T,
REHENTVDLRETT,

(y=12) SGHBHELLEZVOR, ETLY IVl T, FTHIMITOETVIZE
ARLDTH 5720, EHERTOLEEORLED L > Tzl il EAZ b D5 7200
w9y ik,

FNHho, 2HEBELT, 2OETFTLVTREVO L W) EIEREZITVWET, ZORMOE I
FEHTBY) I A KFEHOY A PNV ZAF 3 =20 DONTWAERE W) DI, H
FEATIZH L WD EBR L7200 ) 0l v ) DILE 7200 T ene w) 2 & T3, £72
EITETTRE, HEFOARL EDLIIEDLLONEESBHELTHILIETERVDTT A,
BIANL, FRIZRBIEE, F28)IEErLaX Y P22 I N L WwTd,

(¥=1F3) ZhTld, TTMORAE - —HER LD 1004 SV THILERITO P
TEPEDL > TE20N, HONE D> TEX720OE W MBETYT,, FIFITICE o TIHEE
DERZH->TnLLIA0HL0b LNFRATNED, BrotEXZTARATL I ),

HRGRITORERIOET VIEH W/ LEL T, ZOLEDETNIEE ) W) ERELSLKD A7




STVDOPEEZEZET A T7Viay - F=TT A TEPHTA 7 VR T Tu—F&
WHbo, T, FREITORISHEE. 74T — - V= VIZDOWTEZTAET, TOH., &Rl
BHEDPETHIBITORBERHOET IV TIEL oK ) Thholzb )T i b ) —HFERHELT
HRIWEBRSTEY I, 2, REOELE AT, w7 OF., SRBEHE. MR LiIzon
TR LHMIANTL—b - Vv arolEx I LIlhoTLESOMNEN) T
bEZTHLEWERSTEBY 7,

ST, KA LHNEALEbN . RRFATIIHRIATICR o 72, RO SHRIUTE L
THAELZDITTIEZWE W) JIZOWTTT I E S, PRGITIIEMLEETH Y . &I
REFEB & L TR L CAMEBIC o7k vy 2L BwvwE S, Fed L 22ECB D X ) %k
LT & 7o PO RATIERE L B 2 5 AR Tl H o -0 TT I & (P Rdifro B9 b $i+4F.
F7o, RPN TREMIZE Do TE o) 2B vwE g,

FERLZHUPAED Y, €O 4 EPEREELHR G- TEE Lz, WMKE. SQE. B
DIT7 Uy TAYYT, TLTREEREAEVH) ZETTUNEDL, 420HMIZOVWTIET v F &~
THEDTRICHERVNLET,

R R GUTHEDP B L S 21X, TNRBRFRIERLTWwE L nw) LT, BFICH
720 TR FEDEONTE VD) F L7, LA L., Sl CRIFEHRN 2 FES 2R ) b
WET, FLTCHEOHMNEDH DL W) 2L THY) T, BORTEISHEMILEZ RO SN LT,
EORMEBELETL2OPEVIBEREOY L VST 5L 0w) 2 ETH,

(¥—=14) ST, YHLEEIZOVWTEZTAHAEL LI EHEINCIIWMZENTE— M H
FHTOBBEBTHWEEZ N TwE L, KERIFE, 4 » B CRIEGFM) 12oWT 1861 F4 5
Yifik#E G HE) DR ERL T T, AWK ELZDTZDEENA ¥ 7 LRIIR
DET. F1HO, SRMAFIORARICIED 2 BEWMKEIEDLY . ZLOL T LHRI 572
LEbdholTnEd, A7 VIR ML Y FTIIRLTH) TEATL,

FOWEELTWZADIE, 03y Fa—)LZIEa X P2 EV, W% sl oW Tl
100% MRS Nz TR B WA, BT HTDEIATLL, ZO%, —HOHMBREEWN (77
FVF—) BEEPE - RKEEDP I8 E - THE RKREHE L THWiztw) 2L TT. MMV
TREINAN=AT7VLbHY T L7z FAVUNTERETERVHIORREHTA 7LD
I Fa—ViE)FL EFHEATL,

TU MYy IO A RELEXMVRT I LIETEE Lz, 2 LT, 70 4148
DRDIZFNEELED) VI PRHBESNTDITTY . FINEELS ZTELZFHIESH 72 B
TYo ZDH A5 ) THEFIZT X)) ARA X)) ATYMARLEELLIz—T. FA Y ORK
BEVRELTWE L LW DIE, R4V R@NA =1 2 7 L 2RI 20 EMRIRER L 720 T,
FN AT CERRER MENZIERTHERIICA YT L EIT Y PV L5 TY, Z0F%,
DWIRITIZ e o TR ESFOER L T3, ZOHMIZWIGZEE & ) B gk



TG 26N TBY £9,

9 L7z AR R EDS R ZE S N Do, WilifEE e 5ic, mRgifrs By Xs& K0 H
EAPMOLE L V) RPN Szl w) 2L REEBnE g,

(=15) LALEHFL, BIEFEIHL ETFE L2 L) IS, WRENFEICHRITO EE
HIITH 72D TIE RO T, 1IN 3D2OHENRH LD TT L. BRI L - T
LELUAMIBLR SN BN H ) 9,

KIELHEIZOWTIE, K& 1929 £ LI, BIRIZ GDP 2T L, EH A L7zE v
LT Fed ICHHPEF LAHBERETEAHBETYT, —FH., REOEHEAEKRLZ 2T TEMO%R
EEWV) HEPEHINTWEST, T, BIFO 77 T4 72 n) LT, BHICE-
TIIBF OGS OMMEILDS, mIRTOEELZBNIC R > 72583 H o bIF T,

(= 1F6) ZTHNIREIEFZEOWMEEICETLHEBTHETA, ZESIFBUFICHT ST
7TYTA Y TORRERBRLIZLDOT, ERMREITOEREL72NT Y AT — OB E GDP
SILTRLZDDTT, 1900 FE0SMHFEF->TBY, EIZOVWTIE3ID2OE—-7, $abbN
T YA — M GDP M TIEEICH 2 7B o726 ) T ETT, D 2O0OE — 713,
ZooMHEREORHTHY ., 3FHOE -7 IZBAETT,

(¥y=17) COBRBENLEETERIRY., LilEEESREEDEO 7L —F - kv v ar
FEICHR S 722 9 v 7 ORE ST, ZOOREICILHT 52D T L7z, 7272, BUE & KRR ORI
WIEENSH Y 9,

—DOHDEWIE, 2200KEIHLI3E ST, NT VAT = MPIREIERLTLEMIZS » 7
VICIZ e bedolzl vy 2T, /2, ZOoHD@EW T, FIRITA IR o FAUCFF L T,
EIFICH L TEET EALAMB LI W) 2 ETH R, EMOKRIBLEAIZIEORDE 205
2wy T ETY,

(Y—=1F8) ZTHELDOF¥—FLITELLEZI WV, TNEEFIZOVTOLOTTIINE DL, &
ARALHFIERACIC BV CIE, SFIERE L T E L7z, Autarky DR E 5 ZIRREZ IR TLE
W) ZETT, SIS HIZEHDET Ly SRMEERICHERTO &K Ao T E T,

FEFRICATHHRED L ) REREFAFEH L Twzoid, HiEr. 1500 £/ CH0nETE
POIED, Lad, BrELPREBRLTOUARWE ) T H—K, 60K, PogifTidm
BIEDTZO B2 XL, A Y 7L, mafREZIHE T LA, £9 LIRS RE R
ENTWihwnEWw) 2 ETT,

BEICH L ETEL2E912, 9 12o&R (A7 24) ZEE V) FRGUTIZRE SN B
V) ET, COFRMEEL V) HE2NEH SN L720IESHOEHKIEZ > Thr5TY, &
TR Y 2 BRI L T E 57

(¥=110) ZTELDF¥—=FETAN=DPEUOTTOEENLSOFIHT, LHED T A
73w 7 BPATERORIE 70y FLAZLDOTY, &ML ESHIREITOHEL LTHEVE




FEHIN TR o7200E, 1930 FEMRIHE L7z & ) REAN ST aHKS. 7L by - vy X
BifG, ZOBROUBTICEL T TR P05 TT,

Pl Z BT EERHEIN T T EMELEILS TV EER SN TR o72bif T, PIgRfT
ELTIE, BOICRELNAFE L BPMZEIZH D LB o Tl w) ZETT,

(=111 PMliEEL V) BESZEBESNLHWII R o720l v ) EEr B S 50w
L. %) OREMZ724ERE IR LTBEF L7z, IR VAVALERIENTS
DIEREBNTNEDOTT,, RMOERIL, FTHREATOMTETY BT EEZHERLAZIZD
BBHFOWWR DI SR W THMiZEEL I ) KCBRTEDLE0w) 2L T, TIUIHEFRTIC
bR R SN TV D TT,

B2k, 74 )y TAMBOTY T N TT, TNICE-TL AV TLERFEDINL—F - FT7OD
BarMBEIES N, WHLEDITIAMELTORELE V) BEVPEBRLF Lz, 3HFHOERIL,
FUINSEA ARG S N7z T EATRIFICD 7T A% D BEFEFE DL 7253 bIF Tl 2w,
WMRICET AL V) MBI NTEZ LT, 4FHIE, #IENLRME T, MLk
BATIZT 7=V I A7 2 EAbEL I LIITELIINE D, BUANREBZ bADESL Z LI
TERVDTT, EXTrL—F - F7%&00 A7 VLERE, EHE02EHTLINEN)
e BE THIIBREW BRI R D) RIRITOMVEICEESE TR 2 IR £9,

DF0D, TNEBIEIRT 7 = ANVGETIE R, Bual, REERW LTI 5 E8) 71—
DFECR BT HREBATHT 7 =AW NG EBIEPOWMEEE IO EBEE S TWAHRD,
M HEERT A ENTELEWV) ZETT,

(Y= P12 ZTHRE7A4V Yy TAMBOY 7 v ZRLIZAF) ZAOBITY . £ FOFEIZE
WD A, 1950 FEAR, 60 ERDIRI T, REEA TV TLOMIZMNL—=F - FT70H5 L) 1A
2EFTe COMNLV—=F - F72EHLT, 2004 v 7 VEEZHFRELCEMZENSE L) v
VERDBEONDL BT, 74) v TAMBEAIEHICY 7 P LTWEE Lz, Mo LHicy
7 hLZOPIZOWTIIHEGRZHIA L2 E T3, MRICET LA ¥ 7 LREKEROHMA
BEOEERRIENTEL LWV IR L 720 TT,

(¥Y—=1F13) Znho,. A1V 7VEENNZEREICE ST/ FRALEEDND LI IR -T
72l n) ZETY, MERFA ZEOREREA VT LRIZOWTOTE L EITREVWEHHO T
—ZERLTVET,

SHEEOLE O PO %BDOHOA 7 LRTHLERLEVRERLMHLIENTEET,
FEED AT LAVIGELRD 925 AR L TMZEICENE ) M v 7 LVEOTT—F
BWRERIZRDLEW) ZERGNY TT Bho S EWMBRENRFLAEADLEE W) 2k
WD L7z, REZEBANITE/MASETICRNWIIRIHEF LVWEREZREOZOIZH 26T
CENTEL, TN RGITOHMIZ 2 o722 0wy 28 TY, 29 L7242 T, SRERERTIC
(. AT L 7o R RAT A o A 4H D & ) BEIKIATHESL L TV E L7z,



ATV =7y MIOWTH) —BHE) T CEZET A VIV - F=FFT127 7T
TH—FIE, ZLAETRTCOFRPFATPEALTBY . GO FRFITET VL L TEER
bOD1DTLZe A7V - ¥ =0y Fo®EKIE, RRGFTHSHIIIC, FIIX24, 34,
AENIZA X T L DREDLSEWVIZR DD E V) RBL 2 R$T5 28 TY, ZORBIRRA >~
ZUVEFPHELD S BRAIY 29 2565 &fHO. THYZ) 2 5&EMT 50T TY,

(=1 14) PHIMZRA > 7LV EBEEZEROZDICWA WA RIBELSH ) 3, ECB 2V EEf-
TV LOTIEFERBL. 17 VHIfE SERE. 70oFllEOFHL w722 L2 BEL T
MWL F 9

ATV -7 =7y MIOoWTIE, N BEZEZT 201X, BEERIZIESZP5F., A
BYTHLEVHIFLDH Y £5, - T, ﬁﬁW%%iﬂ WEAGE 2 &b @Y %y — iz
HbrwnEn) kil F9,

(=1F17) SHREHF T4 22T v - 7 7H—F LIEN TV S GEHETO SBEHEIC DWW T
D7 TU—F % FLObDTY, EMIZEMARRER, GANIBEEN ZEAVR S, EABIE. T
AHHE (KEK) THH. P IAP2L—HT25AI12. SHEHHOWMA—H L., ¥us 7
LEWw) 2R Ed, 374bbHRAFEITRIPITOIET 5 EWHEFFEN—HT 5 LW
YT ETT TNDHT 4 7 VG EBBERICH L7 7a—F LIiFEnTB) 3, Th
7= vl 7 7a—FLid—HemT5L50TY,

(=1 19) fElRioORRPITEFTVICONT, L) BEAMICRTAT T, &MBGEIR.
TEMERODLLDTYT, &FETEI R THRDLDN% ECBIZOWTRLAFT ¥ — FTT,

Zhigay F— (| 77a—F LiEh, st RkrSR#ICE > TE A HET, Iht
flio TEH L ORIATHEFERH L T E T, &R0 ) F—%23%F, I3 F—O FRIZPR
BTN EARGETUED AN THEMTT, ERIZ, FIRITHEALBEDOT R —IZDWVT
bF 77 —TEBHEMTT, b LTI NEALRBEDORA—TIHLEHMDOL L TS &
WD THo7zb, TNNTRIZEZE VW) ZE T, FREITEF 77 —F2UTOE£FITEH
FErBELZWVWEE) NTW2nd 5 TTE L ERMLEOEFITIEHEY ANIELZNTT DS
COHEOH TER ZHETH L) T EIZR) T

HHE I F=25KRE 200 XR—2 A - KAV M TIThE, &FIE 2% B FH0H ) F L7z, X
DIERE ST A ISR TOF XL =Y a v %220 ) DTz - 352 L1ckh F
To TV AL THIITOKRELHMATH L 3 F—DOP TEME HMRET 5 LW
IR THBY T3,

(=121 THIFHBYZEERITOH 408X Ty, 2—uBEOEE. EROREHEH
GHERLTVET, THIRIEIF—ETRED L ZATETEHVTWS 2T TS, FRGUTIIN
o b VIl TEMETE LTI F—DHFICEDIT L) ELTwE L7,
HARD TN — L BB O ERITRBEOTRIE T PRIUTHIIEITORD 2 B4 MG 5 =




ET, EFIIHERLE LTI F—DOHDO L ZAITEDVTWIE W) T ETT,

(¥=123) 7X)AOKRKEETRERY ET25, AENICEA»Z)BTEY), Tyt 2
FIEEAERULEZ 272V HTL L) TNERERLIAIO R ILRITOIRIT L 72 MLt
WhoT, WhEELTEHWNICA 7L - =7y ML, @fZX—AZ L7zt - 74
ZENWVIRT TO—Fo FLT, MIhVARL—2 a3 Y ETo TEMERE-RAfE LTwE L.
ZOM. EROLEICIOWVWTIE, BURBIEE LTOT Y 7B TFHR> TR ZOREFTT, L)
DIZ. fEHERTIEMZEOLERNZ LD >720 TS, ECBOBMZ AT, £RZEIZOW
Ty ECBEAL—X%a vy 7 MZHEST2R LMW, IEEX L Thwe, BARW 2R
FEBT A2 LN 2GR E, HED)EBHICIEIFRL I TwESA, WHLEIZDWTIE, £5
% ECBOHME LT MO0 % ) BIEMIZHWERBITHE SN TWAEDTT,, Fed DFLH.
ERXTE, WMMZENPFEEHN T, EHICFed 3TEOHMWMEH - T, K, WEICHEE
THEN)Z LIG5> TWDLIDT, EREEIIL I VF—ICIZIEFIZENT V712> TWw
7,

ECBIZHM D% T30 7 — Fbflio TE&MLEZERL TV 5 —1, WiliLEIZOWTIX
54 77— FL2EHL CWE A, MEMNICEREEDIT) PMMEELD S 6/ O WML
N, ENZT SRADREREEDLLRVEGHITE o7zl n) T LI b B nET,

bHH AT EMEENDOBRELS T PRFUTIC L o TE SN T ARwn, ) Zwnin)
AbWFE LA, HLLEFTOPHERCTL, SRIZERRZIEIT v 7HICIEE A o722 vwH 2 L
T, BhEEIN T ol nw) 2 ETY,

ZITIE, 2007 455 2008 4EDOMIZ V7 2 LR RIE LERRICE o 7202 fatds ouh
T o 72A, 2007 4EA 2008 4E A, B AIFANICL > THATL L ). 272, AEEbEbhz k
I VbW B R\ LEEE V) BN D - 720 T, 1980 £~ A 5 2007 4£,. 2008 45
EHE TRV T V=72 (Y TREIZ) booTwE Lz, [RABBEIIESAX -
VAo NVETy NO—=VTELEREARDITFIZDZ] Lo FEBE, ZOMT A HIZBWT, 1~
TLER WERBORT T A )T A4 —=DBENETTICHRTELIETFTLE Lz, £ L TG E
THFEBROBLEAELE S, THFEAL, kEICHESOTE 2w BEbhTnE L7,

RGO, XD IwEplr 7 /ol —-BlEE T /Y —=0lRAMIN, 1TV - ¥ —
7y MWV ENERMBORTFESH T 220 L DABES727~6TT, LAAL, 2L
727 22Ty AERIIIZ W O DDA OKN R D EEDORRIIRA L TLEWE L7,

CHE3MORIZBWTFHFMICEEENTVWE T 1 DEF Y FAN=T =T ) N=D b DT,
SRIERPERN 2 Y — FIZX o THBMICHA SN TWET, 2HFHEII—2V - T4
N= T ITIRFENLLOT, 25 LTSRN EOMM 2T LT, iz bizoT
SHLTWET, ZLT, SHEHORBINAYY - IV AF 2L H0DT, SRR
D, EEfeRkEEBLI)ELTE T,



CD3OOFRIZHMER DX, ERIEEOTNIIIEFFICKBE LG5 EBMMABH 5 L) T LT,
LHEAAGEOMINDSLTERE D753 DI TIEH ) AN, RIS L X2 TE
DBEHNZGEOWRYEH ) £ L7z,

EEE, R\ 2 ZEOMMIC, B4 2B THE. FRRICEBEINIHEMLE L2, BiioT
WDIET A ) AL a—ua 8T, TAYMIEEEM E KRG, T2, -0 v NIEBEENICE
HLE L7z, Wb R MK, BRI —T3, SE7HEDICOMRL. H2HI% D
STHEIZR->TLE-72E V) T LT,

AR LI RoTDh ERFEMEZ LBZ/2E V)T L, SOMEYAR - H A7),
LYy b A I VET PRV TELEEsTwWzgh &b, #RENITLTBIZT E R,
FoEv) T ETY . F7o, RbEEIS R L. BB 5 EEI B A h o DI, R
MOBXIZHIEDENITAZENTEXLNs720TY, £ LT, &fgHrafIcERL, 7Y
INT 4 TRGEHAL, ABS (BEMHRALSR) % EWife, AREEHBS LT A T 7 BRLIES
NGPRH, TNODEHSIN, BEICLI o TAEEHEINTLEVE L, 29 LAY ES R
L CEBERIchoTLESsE V) 2 ETT,

INTHROFHIIZEAERD) ZDOTTN, brobFlolowiBwvnid, Kitdilbzo
TRAGFRFATET IV EV) D EREA LR LTEE L SOETIVIE, ZLH Y FT—H
HLH Y, HAMIZHEL THAD ) LB TWizblF T Wi E ORI L. S
bHEREIN TN L, A VTV - =TT AT T4 7)) 7y, 2 F—O&FHE L Vo
72y H T 70 —F O T TOEMBN. 29 LT, SEEEE V) BEMHISENR S
NBZ o TWE Lz, EIATEZ ) W) RO 2 TRGEARE L. SR o Bk
F o Tz, fERENDBWEE L T, 2007 4. 2008 FEDfEtkr 726 F L Hfinilz->TLE
272DTY,

ZLCHEHEPL P L )12, PRETIIERoOBRGRE T 572012, BENOBEEEFATL
TEFE L7z B RRERE ZRRBEARORLEA ) TN T2 ebdboT, TAYAIRHA
T, EULEDTR—ATA =58, 6FMEZL2E V), VUNTIOL) ZELMEI S %
WEH R E A SHR, T A, I—0 v N ST S A WERICOREE TL 72,
—77 FRBORICITRTIEMBECRIZIFRISE 2o TE W) T LT, I—1v/XTIEFE
SUCHIRERITAEIG- LT, FU T xx2 LI LEHI L)L aE5EXTWDEDLIFTT,

CNEHFDICLBUEMNARME R DI T, FY Iy B12—aBEIK2 OO0 T 2 0208w
IMEIZS 2o TETWADbIFTT L, EMLEICHECBE L Thhbblwnorzd) il
bHNOOHLHEN) T LBDT, bL2LAOHRFITETVEEZEZBE S 2 L TUTWIT RV
b LNz, b LI, SOREREN) DIZHEL L —RHNZEFETH ), wInfalgiio €7 )V
WCIRZDND LNk w) 2 ET, FEEREIHTWRVDTT,

RBREMOIT =¥ VT, AOTB T, VA9 —DT FLAZFENWTCBEE L, 74




O —ZIEHAD) =5 —DFbnboLeW0nET, TXLLZTHLEAHRDHIZE ZTE W
PZEVWOT, A=Yy VTIEITEVWT LD, TRLAZDIFEETWEEXT L,
PETYT, TEEEILDNE ) TSVE L7,



RIBA Academic Forum

Tokyo, 16t of June 2015

A New Epoch in Central Banking?

Francesco Papadia

With the assistance of Madalina Norocea 1

\'/
|
-
—_

= I, -
Scheme of the presentation

1. The changing nature and objectives of central banks
2. The dominant central bank model before the recent global crisis

3. Inflation targeting, the Neo-Wicksellian approach, central bank
reaction functions and the Taylor rule

4. The unsettled issue of financial stability

5. Planting the seeds of the Great Recession: macroeconomic,
regulatory, financial and intellectual failings




1. The changing nature and objectives of central banks

= Public vs. private nature

Changing objectives
v Price stability
v'Financial stability
v'Government funding

Central banks- — v Growth/employment

Complex institutions
Tools: Traditional vs. non-conventional

nd

Policy dilemmas- primary objective?

Chart 1. Long term price level indices
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Importance of the objectives

Price (in)stability-

Inflation control

Unemployment and growth-
Critiques brought to the FED for failure to act during the Great Depression

Financial stability-
Recently grew in importance

Government funding-
In acute difficulties
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|
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Chart 2. Central Bank assets relative to GDP
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Central bank balance sheet relative to GDP
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Chart 3: Long term interest rates, Annual averages, 1861-2014
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Chart 4: Proportion of countries with systemic banking crises
(weighted by their share of world income)
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Chart 5: Banking, currency, default and inflation crises
(Advanced Economies aggregate, 1900-2008)
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2. The dominant central bank model before the recent global crises

Prevalence of price stability as main objective
1. Better inflation control with an independent central bank

2. Shift of the Philipps curve- no cost in terms of reduced
activity and higher unemployment ( Chart 6)

3. Low and stable inflation favours growth (Chart 7)

4. Independence in pursuing a limited objective

1

= Hh11

Chart 6: Shifts of the Phillips curve ( United Kingdom)
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Chart 7: The cost of inflation for long-term growth.
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3. Inflation targeting, the Neo-Wicksellian approach, central bank reaction
functions and the Taylor rule

Institutional set-up

Objectives

An Elegant Central Bank Model
Strategy
¥

Inflation targeting

Economic conditions CPI

Inflation expectations Inflation targeting
ECB <> Exchange rate
indicators Credit and monetary developments Intermediate targets

Professional forecasters Interest rates

1




Quantitative approach to monetary policy

“...the links between Reserve action and the money supply are sufficiently close, the
effects occur sufficiently rapidly, and the connections are sufficiently well understood, so
that reasonably close control over the money supply is feasible, given the will.”

“No substantial movements in the price level within fairly short periods have
occurred without movements in the same direction in the stock of money, and it
seems highly dubious that they could. Over long periods, changes in the stock of
money can in principle offset or reinforce other factors sufficiently to dominate trends
in the price level.”

“While the stock of money is systematically related to the price level on the average, there
is much variation in the relation over short periods of time and especially for the mild
movements in both money and prices that ize most of our experie and that
we would like to have characterize all.”

Friedman, 1960 15

Chart 8: Money multiplier in Germany (1980-1999) and the
euro-area (1999-2014)
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Chart 9: The Wicksell-Richter Arbitrage Diagram
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1+i,,=P1(1+i)/P2;

(1+ m) =P2/P1
(1+i,)=(1+i)/(1+m) Fisher equation

The original Taylor rule had the following form:

r=p+0.5y+0.5 (m-2)+2 (1)
and can be rewritten, maybe more intuitively, as:
r=4+0.5y+1.5(n-2) (2.)

‘Where:

r is the federal funds rate

7 is the rate of inflation over the previous four quarters

y is the percent deviation of real GDP from a target

and 2 is the desired inflation rate while 4 is the equilibrium interest rate when both the
inflation gap and the activity gap are zero




Chart 10: The ECB corridor of interest rates
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Source: ECB

Interest rates within a corridor system
rt =E.(r") = BR' + RR°

Where
r® is the market interest rate on day t
rT is the interest rate at the end of the maintenance period
E*® is the expectation operator based on information available on day t
R' is the rate applying when banks are long on liquidity and depositing it with the ECB
P, is the probability of banks being long on liquidity at the end of the maintenance period
R* is the rate when banks are short of liquidity and borrowing from the ECB
F. is the probability of banks being short on liquidity at the end of the maintenance period.

20




Chart 11: Liquidity and overnight interest rate before the Great

Recession
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Chart 12: Excess liquidity (Jan 1999-March 2015)
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Chart 13: Monetary Policy Implementation in the Unites States
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4. The unsettled issue of financial stability

Independence

Price stability
Pre-crisis Central Banking Inflation targeting

Taylor rule

Interest rate control

Financial stability

“contribute to the smooth conduct”, “may

offer advice”, “may perform specific tasks”
Vs

“The primary objective of the European
System of Central Banks shall be to
maintain price stability.” 24




Chart 13: The dilemma between financial and price stability
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5. Planting the seeds of the Great Recession

Chart 14: US GDP growth and inflation
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5. Planting the seeds of the Great Recession

Macroeconomic failings
Regulatory failings
Financial failings
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Central banking at a crossroads

“You shall not crucify mankind upon a cross of gold*
William Jennings Bryan, July 1896

Shinichi Yoshikuni
Waseda University
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Dual Mandates: challenges for
Emerging Market Economies
(outline of Dr. Watanagase’s presentation)

Dual Mandates
> Price stability (employment as an implicit target)
» Financial stability (Asian crisis as an wake up call)

Challenges of broader mandates
» Excessive reliance on MP

Additional challenges for EMEs
» Inadequate tools for econ and risk management
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Recommendation for EMEs
» BOT’s experience (flexible inflation target, use of macro
prudential tools)
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Prologue
“I have always told my students, to whom I teach monetary economics, on no
account become a bank supervisor........ the task of devising good and effective
financial regulation is truly like the labors of Sisyphus”
---Professor Charles Goodhart, London School of Economics June 2004
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““A central bank in a democratic society is a magnet for many of the tensions that
such a society confronts. “ Alan Greenspan, December 1996
source:2012 BIS Annual Report

Consolidation lowers Overindebtedness
incoma growth Hous olds |eads to defaults

Necessary - Tight credit
deleveraging weakens
slows growth Provide growth

manatary
stimulus

g;

Ease fiscal strains Ease funding strains

Loss of risk=lroo status woakens banks

Banks' capital needs increase fiscal burden




central banking at a crossroads

®Monetary policy --- 2% inflation becoming a cross of gold in the 21st century?

————— Pros and cons of rigid inflation targeting
----- BOJ’s “2% in 2years” commitment facing a “catch 22” dilemma

®Prudential policy --- Are we already heading for Basel IV?

------ introduction of the TLAC and fundamental reviews of Basel Il risk weight
------ together with various local initiatives and their extra-territorial implications

®Two types of errors

Type 1 error --- too early exit of monetary policy and/or too tight
implementation of new regulations end up suffocating the economy

Type 2 error --- delay in the exit policy, and/or unexpected loopholes for
regulations serve to revive financial bubbles
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Impossible trinity of central banking?

Price stability

BIS view FRB view

Financial Stability Employment and growth
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How to make impossible trinity possible

22nd Century
enhance co-operation

financial
literacy
governance
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Epilogue
"Europe will be forged in crises, and will be the sum of the solutions
adopted for those crises.” Jean Monnet




Questions for panelists

¢ To Mr Shirakawa

Do you still think that Tinbergen rule should be reconsidered in
light of the new realties after the global financial crisis?

* To Mr Papadia

Can Grexit or even Brexit serve as a crisis that will forge Europe
as Jean Monnet predicted?

* To Mr Packer

How would you evaluate the AlIB proposal in the context of
regional economic and financial co-operation?
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Postgraduate Studies in Economics at Istao, Ancona. 1973-1974, Master's Programme at the aan o a®
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