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Lessons learned
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19). The WMP sold by Huaxia appears to
have been used to repay a defaulted loan
by a failed credit guarantee company, says
J Capital Research, a boutique China firm.
Fitch bank analyst Charlene Chu estimates that WMPs may grow to 13 trillion
renminbi ($2.08 trillion), or 25% of estimated GDP, by year-end. Alive to the
risk, authorities have a plan. They will,
according to a Dec. 6 Reuters dispatch,
remove the entire 13 trillion from official
estimates of the country’s shadow-banking sector. Problem solved. •

Lessons for a willing student
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Bank of Japan’s assets (left scale)
vs. year-over-year change in CPI (right scale)
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year-over-year change

The Bank of Japan “can do a lot learning from other countries and other central banks,” Adam Posen, former Bank of
England policy maker, told Bloomberg
TV on Tuesday, referring to cooking up
a proper inflation, that is. Judging from
the most recent data, Governor Masaaki Shirakawa already got the message.
Over the past three months, the BoJ has
expanded its assets at an annual rate of
21.4%, not too far from the BoE’s rate of
growth (see box to the right).
Other banks teach other lessons. The
Fed, it would seem, teaches that it is better to do something—anything—than to
be accused of doing nothing. The Fed’s
maturity extension program, a.k.a. Operation Twist, under which the Bank
of Bernanke sells short-dated Treasurys
and purchases long-dated Treasurys, expires at year-end. Unable to do nothing,
the chairman is expected to announce
a new Treasury purchase program, i.e.,
QE4, on Wednesday after we go to press.
This comes on the heels of the Fed’s
Sept. 13 declaration of QE3.
The Bank of Japan has held its policy
rate at around 0.1% since Dec. 19, 2008.
Perhaps Shirakawa might take a lesson
from Danmarks Nationalbank, the Danish central bank, which announced on July
5 that banks with excess reserves would
pay a penalty rate of 0.2%. Or he might
learn from UBS and Credit Suisse, which
recently informed depositors that they
must pay for the honor of holding Swissfranc-denominated accounts.

China, on the other hand, might take a
lesson from Japan, a past master of credit
excess. As we note elsewhere (“Market
of the absurd”), the People’s Republic
is back to boosting debt in order to raise
up growth. However, China is still struggling under the burden of the 2009-2010
credit expansion. The situation came to
a boil outside a Huaxia Bank branch in
Shanghai where customers are protesting
a failed wealth-management “product.”
Banks use WMPs to invest off-balance
sheet in long-term projects using shortterm deposits. Bank of China Chairman
Xiao Gang believes that many banks use
WMPs to hide problem loans (Grant’s, Oct.
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Evan Lorenz writes:

