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Perplexing time for central bankers:

Finely balanced moment in the business cycle.

Ongoing adjustment in the financial system in wake of 2008.

Not obvious that central bank balance sheets will ever return to normality.
Large parts of fixed-income sliding into negative yield.

Surprising technical disturbances in money markets.

In the eurozone, unresolved structural.



Number of Tweets

Trump's Tweets Criticising the Federal Reserve
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Note: Tweets are collected from Trumptwitterarchive.com. Tweets are selected if they contain the
key words 'Federal Reserve', 'Fed', 'interest rate' or 'Powell’, and if they also contain direct
comments or criticisms of the Fed policies.

Source: Fulcrum Asset Management.
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Contrast to the period before 2008 is pretty stark.
= Tempting to cling to familiar mantras:

independence, mandate, price stability
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This is intelligible as a defensive reaction when institutions are ‘
. under threat.
But we should recognize that pre-crisis normality was
a. framed against great moderation
b. has constantly changing content.

S C. was a relatively recent historical artefact.
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Hlstorlcal origins of central bankmg arein an eI|te creditor
cartel for managing public debt.

Anchored not in democracy but in parliamentary
representation of wealthy stakeholders.

= solutlon to problem of orlgmal sin.
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A key test was the historic deflation of the post Napoleonic
period.
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St. Peter's Field, Manchester, sixteenth day of August,
1819



®6 To avert panic,
central banks should
lend early and freely,

to solvent firms,
against good collateral,
o = | and at high rates 99
AN S U | WALTER BAGEHOT

Modern lender of last resort goes back to Bagehot (1873) and
his interpretation of the global financial crisis of 1859. Even in
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International monetary affairs began to
take on a modern form with the formation
of the international gold standard from
1871.

It is a conservative international framework
that constrains monetary policy.

It also makes central banks into key
managers of reserves and triggers tough
deflation of the 1870s.

-> Modern monetary economics emerged
as effort to make sense of this.



Table 1

The Origins of Central Banks

Year

Country

Name

Motivation

1668

1694

1800

1816

1876

1882

1893

1907

1913

1934

Sweden

France

Norway

Germany

Japan

Italy

Switzerland

USA

Canada

Bank of the Estates of
the Realm. Forerunner
of the Riksbank

Bank of England

Banque de France

Bank of Norway

Reichsbank. Forerunner
of Bundesbank

Bank of Japan

Banca d’Italia

Swiss National Bank

Federal Reserve System

Bank of Canada

Finance war and the
consequences of excessive
inflation

Finance war, debt
management, and banker to
the government

Manage public debt, issue
notes, : note issue, improve
state revenue (seigniorage)
Economic crisis in
neighboring Denmark
prompts monetary reform
(note issue, lending)
Consolidation of previous
note issuing authorities
following unification, upholds
Gold Standard, under
government management
Part of modernization of Meiji
regime, reserves
management, vehicle to
promote industrialization
Consolidation of previous
note issuing authorities
following unification and a
banking crisis
Centralization and
standardization of note issue,
banker for the government
and custodian of reserves
Creation of lender of last
resort and other banking
related functions

Lender of last resort

Key nodes in modern network of
central banking are founded in
late 19" century.

First modern central bank is the
Fed created in 1913.

Why first modern? Because itis a
central bank created to manage
monetary policy under
democratic conditions.

Source: Adapted, updated, and expanded from Siklos (2002), Table 1.2. Several of the
central banks in our sample have posted historical time series but they do not always
include prices or real economic information (e.g., the Swiss National Bank’s Historical time

series: //www.snb.ch/en/iabout/stat/statrep/statpubdis/id /statpub histz arch#t3).
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THE STAR. FRIDAY, OCTOBER 22, 1920,
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The Runaway Steamroller.

Aftermath of World
War | saw central
banks for the first time
contending with 20t-
century forces of class
conflict and organized
labour.



Tempting to
think of socialist
parties as big
spenders. But in
fact historically it
is militarists who
have been far
larger.




Gold standard of
1920s was effort not
just at economic but
at political and
geopolitical
stabilization.



' Adolf Hitler and central banker
Hjalmar Schacht at the ceremony
to lay the foundation stone for the
new German central bank

(Reichsbank) in 1934

- —



After the crises of the interwar
period, the era of Bretton Woods
was one of “boring banking” and
“financial repression”.




Through central banks are centuries old, it is only in the 1970s that the
global monetary system as we know it today comes into existence: fiat
money, flexible exchange rates, zero capital controls, increasingly
large-scale financial flows = system typified by Eurodollar market

1000 +

Billlons of US dollars

1970 1971 1972 1973 1974 1976 1976 1977 1978 1979

1980

1981

1982
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Figure 3.

Inflation Rates -- United States, Germany and Italy
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The 1970s — after collapse of Bretton
Woods and in face of surging inflation
- is first moment when the
Bundesbank model first comes into its
own.
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The Deutsche Bundesbank Act of July
26, 1957 gave birth to the present
German central bank.

Shaped by Germany’s traumatic
experience and occupation comes
into its own.

1973-74 Bundesbank becomes first
central bank to adopt monetary
targets.

-> establishes norm of price stability
and low inflation as low-cost optimal

policy
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Inflation Rates -- United States, Germany and Italy
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The Sqjueeze of '79

{ Tighter Money - Higher Prices - Wall Street Woes

Federal Reserve Chairman Paul Volcker
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Figure 3: Average degree of ECBI across regions
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1990s spread of
central bank
independence.

By 2011 9000
academic papers

had been
devoted to the
topic.
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The inside story
of how the

Three Marketeers
have prevented a
global economic
meltdown—so far

Rubyn, Creempan and Surmces
 the US. Treasury st Wednesday




Great moderation: heroes or accidental beneficiaries?

15%

<] Start of the Great Moderation
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FEDERAL RESERVE
CHAIRMAN
BEN BERNANKE

The crisis of 2008 disrupts the great
moderation.

The most dangerous crisis ever — Bernanke.

Vast expansion of both national and
transnational action (liquidity swap lines)

Huge expansion in balance sheets.
QE

Macroprudentialism



Global inflation rate
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Donald J. Trump @ @realDonaldTrump - 3m v
As usual, the Fed did NOTHING! It is incredible that they can “speak” without
knowing or asking what | am doing, which will be announced shortly. We
have a very strong dollar and a very weak Fed. | will work “brilliantly” with
both, and the U.S. will do great...

Q 754 11 1.5K Q 49K J,

Donald J. Trump &

@realDonaldTrump

..My only question is, who is our bigger enemy, Jay
Powel or Chairman Xi?

10:40 AM - Aug 23, 2019 - Twitter for iPhone




It is tempting to think of the economic policy dilemmas and the political problems as separate.
But they are surely linked both in triggering and enabling conflict.

Faced with slow growth and
resentment at inequality,
economic nationalism is

tempting. Nationalism causes market stress. But a politician like Trump
pays a minimal price for his aggression against the central bank

in demanding looser policy.

Despite giant deficits, there is no risk of There is no risk of inflation

bond vigilante punishment.

Furthermore given limp economic conditions.
Many on the central bank and large cross section believe that

he is right.




WSJ | OPINION John Adam Tooze
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The Fed’s Mandate Is Up to Congress and the President

Lawmakers in the past have broadened the central bank’s goals, directing it to boost U.S. competitiveness.

By Judy Shelton
Sept. 16,2019 6:39 pmET

Experience
Management

is here.

‘Connect experience data (X) and
‘operational data (O) to understand what
‘employeeswantand give it to them.

Learn more »

The Federal Reserve building in Washington, Aug. 22, 2018. PHOTO: CHRIS WATTIE/REUTERS
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t Trump Speaks to Reporters in the Oval Office

Economics

The Fed Shouldn’t Enable Donald Trump

The central bank should refuse to play along with an economic disaster in the
making.

I understand and support Fed officials’ desire to remain apolitical. But
By Bill Dudley Trump’s ongoing attacks on Powell and on the institution have made that
August 27, 2019, 6:00 AM EDT untenable. Central bank officials face a choice: enable the Trump

7 administration to continue down a disastrous path of trade war escalation,

or send a clear signal that if the administration does so, the president, not
« the Fed, will bear the risks — including the risk of losing the next election.

There’s even an argument that the election itself falls within the Fed’s
purview. After all, Trump’s reelection arguably presents a threat to the U.S.

and global economy, to the Fed’s independence and its ability to achieve its
employment and inflation objectives. If the goal of monetary policy is to
achieve the best long-term economic outcome, then Fed officials should
consider how their decisions will affect the political outcome in 2020.




The entire German yield curve is now negative

German and Japanese government bond yield curves (by maturity, %)

Germany, -
5 Aug 2018 .

Germany,
5 Aug 2019

2-yr 3-yr S5-yr 7=yr 10-yr 15-yr 20-yr 30-yr

Source: Refinitiv
©FT
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German and Italian populism have opposite
views on euro — too soft v. too hard — but a
common enemy in the ECB.
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Memorandum on ECB Monetary Policy by

Issing, Stark, Schlesinger

Bloomberg News
October 4, 2019, 4:31 AM EDT

R T RBLE Explore what’s moving the global economy in the new season of the

. B Stephanomics podcast. Subscribe via Pocket Cast or iTunes.

SHARE THIS ARTIGLE The following is a memorandum on the European Central Bank’s monetary
K] share policy published on Friday and signed by the people below. Jacques de
Larosiere, a former governor of the Bank of France, shared their judgment.

Y Tweet
in Post The text is reproduced in the original format of their statement.
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% Email
® Herve Hannoun, former first deputy governor of the Bank of France

In this article e Otmar Issing, former member of the ECB’s Executive Board

Eﬂ’:o Spot ® Klaus Liebscher, former governor of the Austrian central bank
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A +0.0007 +0.0635% ® Helmut Schlesinger, former president of Germany’s Bundesbank

® Juergen Stark, former member of the ECB’s Executive Board

® Nout Wellink, former governor of the Dutch central bank
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