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THE WORLD'S CENTRAL BANK IN THE TRAP OF QE

The article analyzes the policy of the Central Bank in developed countries as for questions of
monetary stimulation of the global economy; It is justified that the Central Bank of developed countries
in the near future will not be able to stop monetarist stimulation and reduce the volume of assets on their
balance sheets without serious negative consequences for the world economy. When the Central Bank
implements such actions, officials lose the incentive to maintain a stable fiscal policy. In this case, the
effectiveness of monetary programs over time is reduced to zero, leading to inflation of the value of fi-
nancial assets, but not helping the real economy.
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Formulation of the problem. Many of
us have repeatedly heard the phrase "history
repeats itself," but it never repeats with abso-
lute precision. And in order to learn a lesson
from the past, it is necessary to draw conclu-
sions and clearly understand what is happen-
ing in the present. This applies to analysts and
strategic investors, to our great regret, because
many of them make the same mistakes. And if
the last 30 years were prosperous, then they
made their assessments and forecasts based on
economic well-being. But still, it seems to us,
despite the fact that no one can accurately
predict the future of the global economy, it is
possible already to make some predictions
and assumptions.

Analysis of recent research and pub-
lications. In this article we used methods: bib-
liographic analysis of literature and Internet
materials, analysis of statistics, study and
generalization of the data obtained, experi-
mental-theoretical methods, such as induction
and deduction.

The materials for the article were: the
article of A.V. Kievich, "The program of the
newly elected US president as the embodi-
ment of changes at the macroeconomic level
of the global economy,” the article of Mikhail
Khazin "World forecast for 2017", as well as
an analytical review of scientific articles on
this topic for 2016 -2017.

The purpose of the article is to ana-
lyze the policy of the central bank of devel-
oped countries in questions of monetary stim-
ulation of the global economy.

Statement of the main material of the
study. Today's talk about the deepening of the

crisis and the possible new depression are
perceived by them as a tracing-paper from the
model of a similar situation of the past, but in
reality the situation in the economy today dif-
fers significantly from what it was in the
1930s and in the 2000s . For most, depression
means those conditions that were in the 30s of
the last century and which are widely de-
scribed, but since the conditions have changed
now, analysts and investors can’t imagine de-
pression. They know what she looked like,
but they don't know how it really is. It is diffi-
cult for them to imagine something they can-
not fully understand. But still, it seems to us,
despite the fact that no one can accurately
predict the future of the global economy, it is
possible to make some forecasts and assump-
tions now. Currently in the world may have
started to occur tectonic shifts in the global
political system: a British exit from the EU,
the victory of Trump and his reforms and so
forth, which will directly affect the global
economy as a whole. However, one thing re-
mains constant - the growth of American debt,
and this process will directly affect much of
the global economy [1, p.15].

At present the media are actively dis-
cussing the reform of the new US President
Donald Trump, in particular the withdrawal
from negotiations on the TRANS-Pacific
partnership, the revision of the agreement on
free trade with Mexico and Canada.

All this is really important, but for some
reason almost no one recalls that that on Sep-
tember 12, 2017, the US public debt sur-
mounted a colossal mark of $ 20 trillion [2].

-55-

ISSN 2221-8440

YACOIIUC EKOHOMIUHUX PED®POPM Ne 1(29)/2018

A



-56 -

ISSN 2221-8440

( YACOINIUC EKOHOMIUHUX PED®POPM Ne1(29)/2018

The figure is really huge, moreover, it is
unbelievable, because it turns out that at its
maturity every U.S. taxpayer in that case need
to pay $160 thousand and in most cases it is
impossible to service that debt [3].

If you look at history, it becomes clear
that to a certain point, the U.S. national debt
was on more or less acceptable level till the
time when in 2000 George Bush came to the
power. The President administration has man-
aged to increase its debt burden by almost 2
times, but this means that they has borrowed
as much as all the predecessors of Bush com-
bined, including Clinton. The process was al-
ready unstoppable, and Obama for 8 last years
has decided to repeat the "success” of Mr.
Bush and increased the debt from $10 to $20
trillion. In fact, this phenomenal increase in
debt will have a serious impact on many eco-
nomic processes around the world. First of all,
it concerns the FRS and its plans for normal-
izing of interest rates. It's good that the regu-
lator finally realized that zero rates will not
lead to anything good, but unfortunately it is
impossible them to do higher significantly.

If you go back to the 2000s, you can see
that the US government then has borrowed an
average of under 6%.0bviously, the normali-
zation of interest rates implies the return of
these rates just in this area, but how to do it, if
then the national debt was of absolutely other.
Arithmetic here is very simple: can you imag-
ine what is mean $ 20 trillion at the rate of
6%? This means that only $ 1.2 trillion per
year will be spent on debt servicing. This, by
the way, is 31% of the federal budget. Moreo-
ver,

$ 1.2 trillion per year - this is $ 15 thou-
sand a year for one family.

Theoretically there are several outputs
from that situation:

1) America can bring down the dollar
and start paying off debts by printing new dol-
lars, but only at a much lower cost. However,
even difficult to imagine what will be the con-
sequences of such a decision.

2) The next option is from the category
of fantastic: the US will go to measures of
austerity, as, for example, in Greece, and by
all means will reduce the national debt. In this
case, the US will very quickly become a

country of the third world, and it will be also
meaningless to talk about the consequences.

Obviously, the US public debt has al-
ready grown to such a level that the problem
needs to be solved somehow, but nobody
knows how to do it at the moment. Mean-
while, the cost of borrowing has also started
to grow, so that the loop continues to tighten.
Of course, for a while the process may be as if
frozen, but for how long, no one can say now.
Let's look at how Mr. Trump will make
America great again.

And this all directly affects the real sec-
tor of the world economy (and partially upon
trade), because the main problem here will be
a serious excess of production capacities over
sales opportunities and inadequate revenues.
Roughly speaking, the entire world economy
in the last 30 years was built on the basis of
the forecast for constant sustainable growth,
while in reality, demand has fallen for 8 years
already (official government figures have
nothing to do with reality). For some time this
process was compensated by the growth of
debt, that is, the financial sector took on the
risks of producers, but today, when it became
clear that emissions in the same volume are
not expected, this opportunity for previous
support of producers is exhausted.

What does it mean in terms of the con-
sumer? The scale of production will be re-
duced in two directions:

a) Either part of the production capacity
will simply be closed, which will reduce
competition and lead to an increase in prices,
or:

0) New capacities will be built, but they
will be created under a new level of demand -
much lower.

From the point of view of prices the
conclusion will be the following: the offer of
more cheap, but low-grade production will
increase; Products are more or less qualitative
will grow strongly in price. Roughly speak-
ing, what is now called the "average price
segment” will disappear from the shelves,
gradually moving to the segment “luxery”,
and their place will be occupied by low-
quality goods for the poor. At the same time,
investments in the creation of new capacities
(we recall that the previous have not yet fully
paid off and "large amounts of debt" hang on



them) will be limited, since it is not very clear
how these investments will pay off. The fact
is that the "normal™ model, in which the pay-
back is due to profits arising from the excess
of income over costs, has not been working
for several decades. More precisely, since the
beginning of the 1980s, it has been replaced
by a model in which aggregate costs, taking
into account credit servicing, are higher than
total income, and financial sustainability is
supported by the growth of debt (that is, its
refinancing). In the conditions of the ongoing
crisis, this opportunity will be exhausted, and
2017, perhaps, will be the first year, in which
the transition of individual enterprises and
industries will begin to a new model. How it
will occur, what the consequences will be -
we will follow this during the year. Today, it
IS impossible to answer this question precise-
ly, especially since in different countries and
branches this process can proceed in com-
pletely different ways [4].

Note that the current idea of a sharp in-
crease the rates in the US was largely prede-
termined by the desire to quickly destroy the
system of debt refinancing, to force the real
sector to begin working on a "normal” model
immediately and unconditionally. This idea is

understandable, but it has many negative con-
sequences. But still, the general problem has
not gone away: most of the constructed capac-
ities are arranged so that their "breakeven
point” in terms of sales volume is higher than
the opportunities of today's sales. As a result,
the overall level of the division of labor will
fall, and the process of creating currency
zones will receive an additional push. At the
same time, some innovative production facili-
ties will be closed completely, because in
conditions of falling demand, increasing costs
and complication of access to credit, they will
become fundamentally unprofitable [4].

In the meantime, we continue to see
how the world's largest central banks in 2016,
in an effort to accelerate the slow economic
recovery, are rapidly buying back assets that
support stock and bond prices (and thereby
increase their balances at the fastest rate since
2011, when there was a European debt crisis).
And today the 10 largest Central Banks of the
world owns assets for a total of $ 21.4 trillion,
which is 10% more than at the end of last
year, according to data compiled by Bloom-
berg agency (See picture below) [5].

The rest of :
Central Banks of .«
the World /
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Fig 1. Almost % of the combined assets of the World Bank
belong to four Regulators
Source: developed by the authors
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Meanwhile, there are still disputes is
whether the asset purchases of the Central
Bank and the persistence of low interest rates
probability for the emergence of bubbles, es-
pecially in the bond market, because quantita-
tive easing programs are aimed at raising the
value of the securities that the Central Bank
purchases to reduce bond yields, to stimulate
investment and accelerate economic growth.
Growth of the CB's assets coincided with the
predominantly upward trend in prices for
shares and bonds. While the 10 largest Central
Banks of the world increased their balances
by 265% since mid-October 2006, the consol-
idated world stock index MSCI All-Country
World grew by 19%, and the bond market in-
dex of Bloomberg Barclays Global Aggregate
Index added 50% [5].

In general, $ 21.4 trillion - how much is
it? $ 21.4 trillion is 29% of the global econo-
my as of the end of 2015, and this is twice as
much as it was in mid-September 2008, when
the bankruptcy of Lehman Brothers Holdings
Inc. provoked the global financial crisis. This
is almost half the value of all debt obligations
in the world bond index Bloomberg.

Now almost 75% of the assets of the
Central Bank of the world are under the con-
trol of politicians in the US, China, Japan and
the Eurozone. The remaining six regulators
from the top 10 - the central banks of Brazil,
Switzerland, Saudi Arabia, Britain, India and
Russia - have for an average of 2.5% world
assets per each. The rest 107 Central Banks
by Bloomberg data, mostly based on IMF da-
ta, control less than 13% of assets.

It turns out that with the help of printing
money from the Central Bank, Western coun-
tries actually finance their government ex-
penditures. It should also be added that, con-
trary to the widespread misconception that the
US Federal Reserve "completed QE™ in 2014,
the Fed every month continues to reinvest the
proceeds from the redeemable assets in the
amount of $ 30-40 billion, thereby restraining
any sharp reduction in assets on the balance
sheet. And one of the key facts for today is
that the Federal Reserve owns 35% of the to-
tal volume of bonds with a maturity of more
than 5 years. The Fed thus continues to mone-
tize the debt of US.

When the Central Bank implements
such actions, officials lose the incentive to
maintain a stable fiscal policy. In this case,
the effectiveness of monetary programs over
time is reduced to zero, leading to inflation of
the value of financial assets, but not helping
the real economy.

Conclusion and prospects for further
research. And for today, as we see it, the
Central Bank of the developed countries will
not be able to stop monetary stimulation and
reduce the volume of assets on their balance
sheets, i.e. World CBs are forever trapped in
QE and can’t go on to reduce this huge
amount. This seems to be a forced measure,
since it makes it possible to control volatility
and maintain certain price levels for assets
(that is, at least somehow to maintain the
functioning of the global system). Thus, the
World Bank may have ended up in a cycle of
quantitative easing for good without serious
negative consequences for the world economy.
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KieBuu O. B. Kupauyk B. C., Yernpoox H. II.
CeiToBi neHTpasbHi 0anku y nacrui QE

VY craTTi aHaANI3y€eThCS MONITUKA HEHTPaIbHOro OaHKY PO3BUHEHHUX KpaiH 3 MUTaHb MOHETap-
HOTO CTHUMYJIIOBAHHS TTT00AIBHOI €KOHOMIKH; OOTPYHTOBYETHCS TOH (DaKT, IO LIEHTPAIbHUIN OaHK
PO3BUHEHUX KpaiH B HAWOIMKUYOMY MailOyTHHROMY HE 3MOXYTh MPHUITMHUTH MOHETAPHE CTUMYIIO-
BaHHS 1 CKOPOTUTH OOCSTH aKTHBIB Ha CBOiX OanaHcax 0e3 cepio3HUX HETaTMBHUX HACIHIJKIB IS
CBITOBOI eKkoHOMikH. OOrpyHTOBaHO, 110 koyiu Lb BmpoBamkye Taki nii, YUHOBHUKH BTPAvyarOTh
CTUMYJI MATPUMYBATH CTa0UTbHY (picKabHY HOJITHKY. Y I[bOMY BHUIAAKY €(EKTUBHICTh IPOIIOBUX
porpam 3 IJIMHOM 4acy CKOPOUYY€ETHCS 10 HYJIS, IO MPU3BOAUTH 10 1H(IALIT BapTOCTI (hiHAHCOBUX
aKTHBIB, ajie HE JIOTIOMarae peayibHiii EKOHOMIII].

Knrouosi cnosa: cBiToBa eKOHOMIKa, TiI00abHA KpH3a, pedOpMH, IIEHTPATIbHI OaHKH, KiJib-
KICHE ITOM'SIKIIICHHS.

KueBuu A. B., KuBauyk B. C., YUersipook H. II.
MmupoBblie neHTpajibHble 0aHKH B JoByliKe QE
B crarbe aHanm3upyeTcs MOJMTHKA HEHTPATBbHBIX 0AHKOB Pa3BUTHIX CTPAH B BOIPOCAX MOHE-
TApHOTO0 CTUMYJIMPOBAHUS I7100aIbHOM SKOHOMUKH; OOOCHOBBIBAETCS TOT (DAKT, YTO LIEHTPAIbHBIN
0aHK pa3BUTHIX CTpaH B Onmkaiiem OyaylieM He CMOTYT MPEKPaTUTh MOHETApHOE CTUMYJINPOBA-
HUE W COKPAaTUTh OOBEMBI aKTHBOB Ha CBOMX OayaHcax 0e3 CephE3HBIX HETaTUBHBIX IOCIEIACTBUN
JUIs. MUPOBOM 3KOHOMHUKH. OOG0CHOBaHO, 4uTO Korja LlenTpanbHblil OaHK OCYIIECTBISET Takue Aei-
CTBMsI, YUHOBHUKHU TEPSAIOT CTUMYJ MOJJEPKUBATh CTA0MIIBHYIO (PUCKAJIBHYIO MOJUTHKY. B 3TOM
ciryyae 3QPEeKTUBHOCTD JEHEXHBIX IIPOrpaMM C TEUEHHEM BPEMEHU CBOJUTCA K HYJIIO, YTO IPUBO-
T K MHQIIALUN CTOMMOCTH (PMHAHCOBBIX aKTUBOB, HO HE TIOMOTAET PEeaTbHOI SKOHOMUKE.
Kniouesvie cnosa: MupoBasi 5KOHOMHKA, TII00ATBHUAN KpH3HC, peOpMBIL, IEHTpaJbHbIE OaHKH,
KOJIMYECTBEHHOE YIy4llIECHUE.
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