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(1)

Another lesson to be drawn from the experience of the past
decade is that internationally co-ordinated discretionary use of
monetary policy for the sake of exchange rate stabilisation of
major currencies can run the risk of increased domestic eco-
nomic instability, in particular when fiscal policies are mis-
aligned or, more generally, when cyclical positions diverge sig-
nificantly across countries. (pp.34-35)

(E2)

Poole argued that the outcome of the 1985 Plaza agreement of
the G5 Finance Ministers and Central Bank Governors to man-
age the exchange rate was mismanagement of domestic mone-
tary policy. His judgement was that the Plaza agreement led to
a situation in which US monetary policy was too expansionary
for too long in 1985—6, by providing “an international stamp of
approval on US policies to achieve that result [dollar deprecia-
tion]” and “to prevent the Federal Reserve from reacting to de-
preciation by tightening monetary policy.” (Poole, 1990, pp.59,
63).

(1E3)

Nevertheless, I would add that, unlike in the earlier period, the
Federal Reserve did not wait for unequivocal signs that inflation
was in fact rising before taking the first step to tighten mone-
tary policy: the first tightening action in 1987 came...... &k 6
p.48]

(E4)

In this context, the orientation of monetary policy in Japan was
particularly problematic. Monetary expansion there started to
accelerate in early 1986 in the face of the deflationary demand
effects of the yen's sharp appreciation and fiscal contraction.(’&
# 6 pp47-48)

(#E5)

1)
(2)
(3)
4)
(5)

USA 4Iapan

Fiscal thrust™

1l... I | 2
. | ) LI 0)

(2)

Structural balance* “

1985 1990 1995 (6) 1985 1990 1995

4 Germany Notes:

*Structural budget balance as
percentage of GDP; a positive
number indicates a surplus.
“Fiscal thrust is the change in
structural deficit ratio to GDP;
a positive number indicates
stimulus.
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o <§%

HEBEET v

ACSHFETHAS oA T ADRTRES ASRES

HrSEEEE (OH4m) |

o

WEBEE) e AN T ey A YR Tt

ANFTEASHESAT ), T IR LTRSSy

[PINONNS) WhsSEES BT | SHWIE DTSN SA LGOS ERIS kSR o 8 A I S kit
HAE

wSIT e oG

okl (9UeRq

S+

WOTE) el S I ATET S ARSI
N SBT S (NE) LT AHSHETATRESHS TSy

gu
-0d

TSP I A S A

FrO@eO TR e

m=m
i B ()

O WY



610

UKEQREUER OV I O’ WwaB” —nd NN K
({EHEREHIE) BSBEO R 9O 0EEIN Q BE B &
PREUS OV ILAD U WO e Loy R R EENVELS-
PR CEHKEECOHRER UL REEMICESL VI rmBUKSE
RORY (NPT ANUIL) VIoHUPRT ) RTEREERVEE
A LIRM L inconsistent (IREZO W 5 50) 48 O {20 S0
e

EHE (RREKRY]) UBUORRECENY (Ee—m<iE
HOEPoFEEOW Sadtk)” SO IEEECUHRKILISmw
R BRGTIAE O L S fEER W RO bR omoAag
B R CmURRKONRD (M) FEIICE Y HEREKS
X0 {5 rQ B U T ITII G 4900 A0 S0 ) AU O 1 50 Sarden® (KT
-] S QER—TUNDNNWIERI 5% ) HERERS
YOS OER U DK ARG NESIE B RECEK VR
SO O - S (A ORNEE)°

HFEME QM L Qow O OROAQEERELIRI, 4%
BONVWOLRT 10 LaieatR Y 5 5 HL0 R4 40
HOV FL0m0oAUiE0 L4005 0V 1)e S nBIed O
A S A 1) AU T NS WV RED S VED O A S D0 1) R
&S IENEE LR A @ A KT (o Ao

(IE] SHEEE = S L0 2 OHKKERKREXNE S 0 £
QOEECR LR 0L VLoV EART

(213 VAN SR NGRS U NVAN FF SRS SHR P NS NN
Ao € 48 Q TS T IE QI B QWK MUsSTIR N A N T A A
AR O LR O R URODIVITRBEERKR-»EZIRE U D

CIES

LA A RETIAE O 42° Qs HERRR
BMQHELR LAUNRMK—FRNNYT - -
ERRT AR A0 ImOAfA s —KR D
INT A A0 IR mEkY OV OREN
ﬁ?é@%%&%? NA—NT N - —KRD
INT AR 0e” HEEERPRSEY B
= DR T A A UERE QD IR Qv
IR L BEEREN Q KW e
LR UEERRWTESITTIVE (NP N Q)
STEM S S HAUIRIVAE O LU 5o
BNRST:: R ER L n SRAEN = B AN

(3259 AR N NN -
A AT 1) Sae Al IR AT A G
& O W HE U A% S AR °

(ize] 6 5°

[E] VR V-2 LR O
A S A AR RO

[HEizs] VR QD B RE DS OF O
4640

Sl 3l

NN

F 7
VA2
+ T

(1£6)

Since end-1985, monetary policy has been significantly eased, with monetary growth sub-

stantially exceeding that of nominal income and the discount rate being reduced in steps
to 3 per cent, its lowest level ever. Further relaxation may risk triggering excessive

monetary growth and rekindling inflationary pressures in the future. There is perhaps

somewhat greater scope for fiscal policy.(p.93)
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Monetary authorities are now faced with the task of gauging and responding to the de-

GE7)

mands for extra liquidity arising from financial unrest while ensuring, over a slightly

longer-term horizon, that liquidity increases are not such as to give rise to an upsurge of

inflation. (p.VI)

(£ 8)

The Japanese authorities will need to remain vigilant to ensure that domestic activity re-

mains on an appropriate growth path conducive to non-inflationary external adjustment.

The prospective strength of demand in the immediate future underlines the need for

control of domestic liquidity as well as the usefulness of import liberalization. (p. x)

(1:9)

Interest rate projections for Japan by OECD (call money, per cent)
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1989/1H 37

1988/1H 34

1988/2H 36  1989/2H 3.8
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(1997)

and Ohara
looked into this issue using a simu-

ercise suggests that, if monetary
policy had been tightened a year
and a half earlier than was in fact
the case (in late 1987 instead of
May 1989), the business fixed in-
vestment cycle could have been
smoothed by reducing the annual
growth rate of investment during
1988—9 by 3—5 percentage points.
This would have sustained double-
digit growth rates for investment
for three more years, into the third

quarter of 1991. But, thereafter, in-
vestment would have dropped to

lation model. The result of their ex-
the actual level.

Yoshikawa

(7%:10)
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Maintaining an easy monetary stance would help to ensure that the recovery continues

(i111)

despite the possible short-run adverse effects on demand stemming from the planned fis-

cal tightening.(p.5) By strengthening economic activity, the maintenance of easy mone-

tary conditions would also help improve banks™ balance sheets and so restore their ca-

pacity to support economic growth.(p. 6)
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In 1998, monetary stimulus showed signs of depreciating the exchange rate. The yen/
dollar exchange rate depreciated to 145 in June from about 100 a few months earlier.

(1112)

Then Deputy Secretary Summers came to Tokyo and ended that policy. The yen soon
appreciated to 105, a massive and foolish change in an economy with falling prices and

rising unemployment. The policy was mistaken, wrong, and it failed. The major mistake

was a failure to recognize that the yen was overvalued. If Japan could not depreciate its
nominal exchange rate, prices had to fall until Japan had a real exchange rate that was
consistent with steady growth and stable prices. (Alan Meltzer, “International Economic

Policy in the Clinton Administration”, prepared for “American Economic Policy in the

1990s”, Harvard University, Cambridge, 27 June 2001)
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