* November 2004

FRB Cleveland

18

.Fo;"ez':gn Central Banks

Percent, daily Trillions of yen Trillions of yen Basis points, daily
7 [ MONETARY POLICY TARGETS? =35 39 [ BANK OF JAPANP 18
6 — -30 36 = — 16
5 — 25 Current account balances (daily)
Bank of England 3B H 14
4 -20
5 15 0 M Current account balances =1 12
European Central Bank -
) 10 27 10
. Federal Reserve 5 24 |- 3
0 — 0 21 — 6
1 — 5 18 Excess reserve balances_| 4
Bank of Japan 15|i J J K
. 3 — 55 \ I .
12 b | L ] "' LI | 0
“r L 12 9 :—p Uncollateralized ovemig!tca\lrate i
-5 = — 2
6 | 30 6 - 4
|—| Current account less required reserves
7+ 35 3 -1
-8 | | | 40 0 | | | | | | -8
4101 5/6/02 6/10/03 7/14/04 41 10/1 41 10/1 N 10/1 41

Percent, monthly average

2001

Normalized index, daily

% [ SPREAD BETWEEN 10 YEAR GOVERNMENT BOND 240 ['STOCK MARKET PERFORMANGE®
YIELD AND OVERNIGHT INTERBANK RATE
4 = =
Us. 210
3 180 =

European Union®

-2 | | |

2002 2003 2004

150

120

90

60

] ] 30 ]

1/1/99 1/1/00 17/01 171/02

S&P 500

FTSE 100

DJ STOXX 50

NIKKEI 225
| | | |

1/1/03 1/1/04 1/1/99 1/1/00

11/01 171/02 1/1/03 1/1/04

a. Federal Reserve: overnight interbank rate. Bank of Japan: a quantity of current account balances (since December 19, 2001, a range of quantity of current
account balances). Bank of England and European Central Bank: repo rate.
b. Current account balances at the Bank of Japan are required and excess reserve balances at depository institutions subject to reserve requirements plus the
balances of certain other financial institutions not subject to reserve requirements. Reserve requirements are satisfied on the basis of the average of a bank's
daily balances at the bank of Japan starting the sixteenth of one month and ending the fifteenth of the next.

c. Yields on European Union bonds are as of the end of month.
d. Indexes are normalized to 100 on January 2, 1998.
SOURCES: Board of Governors of the Federal Reserve System; Bank of Japan; Bank of England; European Central Bank; Wholesale Markets Brokers’
Association; and Bloomberg Financial Information Services.

None of the four major central banks
has changed its policy setting since
the Federal Reserve’s Federal Open
Market Committee adopted a 1.75%
target for the federal funds rate on
September 21. After 10 months, the
Bank of Japan’s ¥30-¥35 trillion target
for current account balances remains
consistent with excess reserves near
¥25 trillion and an overnight interest
rate hovering around zero. According
to recent remarks of Governor Fukui,
“...zero percent [inflation] is merely a
passing point,” not an ultimate goal in

deciding when Bank of Japan policy
might let the overnight rate move
above zero.

Rising dollar-denominated energy
prices have tended to dampen the
real growth outlook around the globe.
This has been reinforced in many
countries by the potential trade-
related impacts of recent currency
appreciation relative to the dollar.
Both events might raise prices directly
or lower prices through weaker eco-
nomic activity. At the same time and
no doubt reflecting these factors,

nominal long-term interest rates
denominated in the dollar, euro, yen,
and U.K. pound have been falling
relative to central banks’ policy-
related rates. Likewise, equity price
indexes in all four currencies have
been falling. The difficulty for central
banks concerned with preventing
inflation always comes in judging the
extent to which movements in these
nominal variables reflect reduced
inflation expectations rather than
reduced expectations of real returns
to capital.
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