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effect got into a zero interest rate situation, the outlook for prices and the labor market was bearish, so 
the FRB started to implement quantitative easing through massive asset purchases in November 2008. 
Subsequently, the FRB promoted communication with the market by providing forward guidance to 
indicate its intention to maintain the monetary easing policy. Around 2013, the FRB started to explore 
the timing of reducing the value of asset purchases (tapering) while examining the status of economic 
recovery, and in January 2014, it started tapering. Later, the FRB also removed the zero interest rate 
policy in December 2015 and raised the target for the policy interest rate to 1.50-1.75%. in March 2018. 
In October last year, the FRB started to reduce its asset holdings by decreasing the value of reinvestments. 
Over the next three to four years, the size of the balance sheet is expected to shrink from 4.5 trillion 
dollars to 2-3 trillion dollars.5 6 

In Europe, in order to deal with the global financial crisis, purchases of covered bonds and 
government bonds started in 2009. In addition, in order to ease the increased stress in the financial 
market amid the European debt crisis and support the economic recovery, the provision of long-term 
funds to banks has been implemented several times since 2011. Moreover, in March 2015, purchases of 
assets including government bonds started in earnest, and until this year, 2018, the balance sheets of the 
European Central Bank (ECB) and central banks of euro-area countries have continued to expand as a 
trend. However, as the European economy is regaining strength, the value of asset purchases has been 
reduced twice since December 2016, and attention is focusing on the timing of the termination of the 
asset purchase operation itself (on the possibility of not extending the asset purchase operation beyond 
September 2018, when the last scheduled round of asset purchases is planned to be implemented). 

As described above, while major advanced economies have until now been implementing bold 
monetary policy measures, the United States has taken the lead in shifting to the normalization of the 
monetary policy, followed by Europe. In Japan, the economy has recently been recovering moderately, 
but measures have not yet been taken to move toward an exit from the non-traditional monetary policy 
for reasons such as that the inflation rate is still somewhat short of the target of 2%. 

(2) Spillover effects on the global economy 
(A) Global accumulation of debts 

Against the backdrop of monetary easing policy measures implemented in various countries, debts 
are being accumulated worldwide. The global balance of debts as of the end of June 2017 was 169 
trillion dollars, more than twice the size of global GDP (Figure I-1-1-12). The pace of debt expansion 
varies from country to country. According to the Bank for International Settlements (hereinafter referred 
to as “BIS”), from the experience of analyzing past financial crises, the risk of facing a financial crisis 
is high for countries in which private-sector debts have expanded at a higher rate than the GDP growth 
rate. More specifically, when the deviation of the ratio of private-sector debts to GDP from the long-
term trend is higher than 10%, there is a two out of three chance that a financial crisis or severe recession 

                                                                                                                                             
5 FRB Chairman Jerome Powell stated at a public hearing at the Senate Banking Committee on November 

28, 2017, before taking office, that the appropriate size of the balance sheet is 2.5 trillion to 3 trillion dollars. 
6 For the relationship between the U.S. policy interest rate and long-term interest rate in the United States, 

refer to Column 2 “Relationship between the U.S. policy interest rate and long-term interest rate.” 
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Table 1-1-1-22 shows a comparison of the GDP growth rates, current account balance, primary balance, 
the total balance of government debts and the value of foreign currency reserves of major emerging 
economies in 2013 and 2017. Although the average GDP growth rate for emerging economies in 2017 
declined slightly compared with the average in 2013, it still remained relatively high at 4.3%. Meanwhile, 
the average ratio of the current account balance to GDP improved significantly, from 0.5% in 2013 to 
1.9% in 2017. As the average ratio of foreign currency reserves to GDP has stayed at around 30%, we 
may say that emerging economies have an abundant amount of reserves, considering that the ratio was 
around between 10% and 20% at the beginning of the 2000s. Moreover, the inflation rate in emerging 
economies tended to be lower in 2017 than in 2013. Let us compare the situations in 2013 and 2017 in 
terms of the exchange rate and the inflation rate (Figure I-1-1-23): in 2013, there were many economies 
that recorded a steep decline in the exchange rate and a high inflation rate (e.g., India, Turkey, South 
Africa, Brazil and Russia), whereas in 2017, such countries were few, with many economies recording 
a rise in the exchange rate and a low inflation rate. On the other hand, it has been pointed out that as the 
situation of emerging economies in terms of the primary balance and the balance of total government 
debts has deteriorated slightly as a trend, the room for fiscal measures has shrunken, making it difficult 
to support the economy. However, FRB Chairman Jerome Powell commented that the challenges posed 
to emerging economies by the normalization will be “manageable.”13 This suggests that during the 
current process of monetary policy normalization, FRB officials have paid attention to the favorable 
performance of emerging economies.14 It may be said that the United States has been able to smoothly 
move toward an exit in its monetary policy management because of the favorable performance of 
emerging economies. 

The current monetary policy normalization has not surprised the market very much, but the U.S. and 
European monetary policies could change in the future depending on the economic conditions, so even 
though predictability has increased, this is no time to let the guard down. Market participants have 
pointed to the possibility that if the U.S. and European economies improve more than expected by the 
authorities, the U.S. and European central banks may revise the existing policy stance and shift to 
tightening and have raised concerns over the risk of a rapid rise in interest rates being induced by such 
a policy change. Meanwhile, the Institute of International Finance (IIF) has warned that since the latter 
half of April, when the U.S. long-term interest rate surpassed 3% for the first time in four years and 
three months, there has been a conspicuous fund outflow from emerging economies.15 It is necessary 

                                                                                                                                             
economies may be a factor that explains the fund flows to these economies. On the other hand, he also 
commented that it was necessary to keep a close watch on the level of external debts (‘Prospects for 
Emerging Market Economies in a Normalizing Global Economy’ (October 12, 2017) 
(https://www.federalreserve.gov/newsevents/speech/powell20171012a.htm)). 

13 A comment made in the speech (October) mentioned in the above footnote. 
14 For example, in a speech on March 3, 2017, then Chair Janet Yellen said that “risks emanating from 

abroad appear to have receded somewhat” 
(https://www.federalreserve.gov/newsevents/speech/yellen20170303a.htm). 

15  The IIF noted that during the period between April 16 and May 4, fund outflows from emerging 
economies were conspicuous in the bond market in particular, with funds totaling 6.1 billion dollars 
estimated to have been withdrawn during the same period. This is a faster fund outflow than the outflow at 
the time of the taper tantrum in 2013, indicating that the market has become more sensitive to interest rate 
changes in the United States than before. During the same period, funds totaling 3.1 billion dollars flowed 






