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Abstract

The basic aim of this work is to give a review obmetary policy and also to
distinguish between short-term and long-term irderates. Monetary policy represents
the entirety of all instruments used by policy-makiellowing specific monetary goals.
In general, policy-makers are represented by cebaaks which have the power to
influence a nation’s economy. In this paper, ddfdrways of targeting are discussed
and illustrated by dint of an empirical study whidvers the last three decades and the
geographical areas of the United Stated of Ametlta,United Kingdom and the Euro
Area. The short-term interest rate is the mostdoaisd important factor in this work. It
is directly influenced by the monetary policy ofyagiven central bank. Usually, these
policies are employed in order to react to cergiants. Hence, a data analysis of the
different trends in certain areas shows specifialggoAs far as the theoretical
framework of this thesis is concerned, | will comdithe results of short-term interest
rates with long-term interest rate data, and roaffithis, in my opinion, precise survey,
with diagrams, which are meant to exemplify thé&adige between short-term and long-

term interest rates.

Additionally, | would like to stress the fact thalt the tables and figures used in
this thesis were developed and analyzed by mysklivever, the differeninternet-
databaseglescribed inAppendix Aand in theBibliography provided the background

and the necessary tools for the data-acquisitiothie work.
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1. Introduction

1.1. Motivation

My motivation for choosing this actual financialpto with its origin in
macroeconomics and banking theory was a coursaiversity held by Prof. Dr. Erich
W. Streissler namehllloney and BankingHe illustrated theoretical financial approaches
by means of actual financial events. Suddenly, &éaorks and complicated formulas
became easy to understand, and with his long-tagtkperience in this sector, he was

able to mesmerize each student, including myself.

Moreover, some critical incidences in the finans@ttor which occurred in the
last few years have also influenced my selectiothisfissue for my thesis. Worldwide
recession, the credit crunch and the sub-primescrierror attacks and wars have
influenced the economy drastically. The basic qorss how things are connected and

how they are regulated behind the curtains.

Why do the globalization and the credibility of kanplay such an important
role nowadays? Why are some financial factors itgmbrin a certain decade and more
or less negligible in others? Why can interestgagach a maximum of historical
importance at one point in time, and are then ¥edid by an era of interest rate-levels in
the range of zero?

As | pointed out above, these issues will be amalyand discussed in the

theoretical part and in the empirical study of thissis.

1.2. Brief Overview

Chapter 2of this work deals with the basic theory of Hickdthough his ideas
have their origin in the early thirties of the lasgntury, the conclusion of his
assumptions is up-to-date, so that contemporangtewian be expressed by the meaning
of these results. Essentially, the influence of imterrelationship between different

financial and monetary factors on national econdsnljustrated.
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CHAPTER 1 IRDDUCTION

In chapter 3 the relation between short-term and long-terraregt rates will be
discussed, and hence the Taylor Rule plays an tapiorole in this chapter. Interest
rates depend on monetary policy and are regulatextitral banks. The Taylor Rule is
very useful for a forecast of the behavior of cantranks. The money and the capital

market, which constitute the stages of interest sattlement, are also distinguished.

Monetary policy in theory is the topic athapter 4 Central banks which
represent monetary policy-makers are the essetujat here. Basically, it will be
demonstrated which systems are used by the difféanks, and which goals they are

trying to achieve by targeting specific factors @@en market operation.

However, the most important sector is illustrated¢hapter 5 —the connection
between short-term and long-term interest ratesal®e policy-makers not only
regulate the short-term money market but also alieence on the capital market (on
a long-term basis), | will stress how special Valea are interrelated and can be guided
by monetary policy.

Chapters @and7 illustrate the theoretical rudiments on the basithe empirical
study. It summarizes the last three decades aslttyipoint the differences in monetary
policy between the USA, the UK and the Euro Areael@o the basis of the theoretical
chapters before the different kinds of targeting anplementing monetary policy by

the central banks are shown following the trendsr @pecific time periods.

Finally, chapter 8will provide a summary of the key findings frometlilata
analysis. Additionally, critical aspects will bedadssed and thus this last chapter can be
read as a conclusion of my paper.

-20 -



2. The Basic Theory of Hicks

The work of John R. Hicks with the nam& Suggestion for Simplifying the
Theory of Money'was published in London in 1935. It is based @nekistence of the
theory of value, from which in turn the so-callé@dry of money is derived. In essence,
these theories deal with frameworks which serveetmonstrate how monetary systems
work. Even though Hicks was not an educated ecostoime tried to express his own
view of the world of money, and how it can be iefheged by various factors including
the behavior of individuals and by various risktfas. In general, his paper criticizes
the epoch’s monetary theory. In my opinion, it ca@rve as a useful reference for
contemporary economists. Especially in these teridutimes of financial crises and
crashes, economists can make good use of it todeno#heir horizon in terms of

monetary understanding.
2.1. The Conception of Marginal Utility

Hicks first stresses that the general inabilityitmlerstand what really should be
taken into account, in terms of theory of valuethis limited view of economists who
always only look at the same frameworks and egnatibat try to demonstrate how the
world of money is working. The most common equatbthem,the quantity equatign
states that the price of goods multiplied by thargily of goods equals the amount of
money which is spent on them [Hicks, J. R. (1933agrived in the century before the
paper of Hicks was published, this framework hadextly problems to adopt it, even
more in terms of present financial and economicenlsions. He alludes, taking the
marginal utility into account, is the only reasolealpossibility to implement a
framework. This idea has been taken into consittersibeforé but never been yielding
to any satisfying marginal utility theory of moneSince the research of Pareto and
Wicksteed, who derived a good working conceptionmairginal utility, it is clear that
money also must have a marginal utility [HicksRJ(1935b)].

! See Wicksell and Mises.
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CHAPTER 2 THE BASIC THEORY OF HICKS

Later, Hicks picks up one of Keynes’ theories thegiresent the idea of a so
called price-level of investment goods. It evidgmntépends upon the relative preference
of the investor — to hold bank-deposits or seasitiHicks, J. R. (1935b)]. This is
supplemented by Hicks with the conceptionnoérginal utilit” which leads to the

ability to form a theory of money.
2.2. Preferences regarding the Holding of Money

There exists a main recommendation concerning ade&/idual’s choice. If

someone wants to reduce his holding of money healoahat like this:
* By spending, i.e. buying something;
* By lending money to someone else;
* By paying off debt which he owes to someone else.

For an increase of one individual’'s holding of mpribere are also three

different ways to do so:
* By selling something else which he owes;
* By borrowing from someone else;

* By demanding repayment of money which is owed bymesme else
[Hicks, J. R. (1935¢)].

These explanations actually make sense and are@gea by one simple case.
If one individual has a certain amount of moneylebme call it capital resource, he or
she has the choice to deplete it for present wantsold it for future needs. It now
depends on the individual's preference of how hsl@ wants to act in each specific
case. Usually, either one, or a combination of #t®ve-mentioned potentials is
realized. Nevertheless, it has to be mentionedtigamajority of people will not spend

all of their assets right away.

2 See Pareto and Wicksteed.
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CHAPTER 2 THE BASIC THEORY OF HICKS

In addition, another interesting thing comes up nvtiee rate of interest is taken
into account. On the one side, there is holdingegowhich is normally preferred, and
on the other side, there are capital goods. Heig,durious to note that capital goods
have a positive rate of return, but money does Inotomparison to lending or paying

off debts, the act of holding money is not veryfipable.

This now leads to one of the basic pillars in teoha theory of money:Why
do people prefer to hold their capital resourcesewht evidently does not yield to a

positive rate of return?”

2.3. Cost of Transfer, Duration and Net Advantage

Now | come to the point at which transferring assibm one to another
apparently indicates specific costs. These cosstlae reason why individuals are
generally frightened of investing only for shortipés. It is, in other words, because of

arising accumulating expenses. | think that a ndetailed explanation is in order here.

The factor of most interest is theet advantageof a given amount of money
which is invested. It is derived from the meansnbérests of profit earned minus the
costs of investment. The transaction is only megfainf the outcome is positive and

amounts to less than the cost of investment. Nowé&eassume:

* We neglect, or better keep unaffected, the amoumtomey invested and

the duration for which it is invested;

* We keep in mind that, with these two factors, wevehancreasing

expected interest and;

» That the costs of investment are thoroughly autangrof the duration,

and they intensify as the amount of invested chaitelifies.

The result leads me straight to the claim thasimore profitable to hold a
relatively small amount of capital resources — nyondor periods with short durations,
than to invest it. It is only worthwhile for invesents for a specific level of invested

capital and for a specific duration (both will roe allowed to be undertaken).
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CHAPTER 2 THE BASIC THEORY OF HICKS

There are various other important factors whiclugrice this topic, however, |
am now able to point to the three main pillars tiglo my observationscost of
investment, expected rate of return on this investmand the period of time until

payments are made — the duration.

To round off this part of the discussion, | woukklto underline that in order to
yield a low demand of money the following equatoam be applied:

* The further ahead the future payments;
e The lower the costs of investment and;

* The higher the expected rate of return on the invest.

2.4. People’s Expectations, Uncertainty and UpcomgnRisk Factors

If one thinks about an individual’'s behavior regagdhis or her expectations of
the future, the probability that a person has geeciotions of what could or should
happen to his or her money is rather low. In teafnssk, a secure position is replaced
by a bundle of risky ones, which might yield a muigher positive return but could
also lead into a negative one — a loss. On avepsggle cannot know beforehand when
or if they will need a specific amount of moneyaaspecific date in the future. This is
exactly the stage where risk-factors are takenactmunt.

The uncertainty of a specific period can be inadaer decreased, both by
objective facts, as well as by subjective ones.egaly, it can be said that uncertainty
inhibits an individual's willingness for investment~urthermore, the uncertainty of the
yield of investments has to be mentioned. This s@dactor also leads to a certain

feeling of inhibition for investments.

In the end it can be pointed out that these riskefs, which act like a deterrent

for investments, generally yield an increasing dednf@r money at the present moment.
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CHAPTER 2 THE BASIC THEORY OF HICKS

2.5. Total Risk, the Law of Large Numbers and the Blation between

Lenders and Borrowers

Until now, | have singled out and analyzed variosg&-factors by themselves
But what about the total risk? In order to expliis point, it is useful to keep in mind
the law of large numbers which is also used to derive the total risk oftfmios® in
terms ofasset pricing theoriesTo invest into a portfolio with several titleshigh all
have their own risks, will finally lead to a totpbrtfolio-risk. This total risk can be
minimized through diversification effects. In othewords, the more titles there are
inside a portfolio, the less the total risk ofigcause the majority of titles with “good

risk” will intercept the few ones with “bad risk”.

In fact, however, it is not that simple to real&eeduction of total risk. The need
for a suitable amount of money for investments ty dew people really have these
resources; and even then, the inability of indiaiduto diversify the total sum of it in a
qualified way by using the law of large numbers tabe taken into consideration —
limits the opportunities drastically. If one warits reach a total risk-position that is
close to the preferred one of the individual, thpital resources should be divided into
two parts. The first one is devoted to more or lesgy investments with diversification
effects, and the second one is devoted to secuestments. Therefore, only a good
objective sensitivity for secure and risky investitse and, on top of this, a sensitive

mind about preferences and distribution, can leaghtisfaction.

There are individuals who possess an extended anodwapital resources and
are able to diversify their total risk, in any fommatsoever. If these individuals decide
to become borrowers, they will suddenly be “safetduse of their ability to command
that specific amount of money. People without thislity will only choose to hold

money if they are not offered any safe possibdite investments. My point is that

% The mean of random variables in the long-termdafined through this rule. The sample mean
will stay close to the expected value, if its valusre repeatedly sampled, as the numbers of these
observations increase, with given random variabi#is finite expected value.

* See Markowitz and the Markowitz Efficient PortfoTheory. Further the Capital Asset Pricing
Model (CAPM).
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CHAPTER 2 THE BASIC THEORY OF HICKS

holding money is the only real substitute for safeestments. Thus, it can be concluded
that as soon as safe investments turn into sutestifor holding money, the demand of

money is reduced.

This basic assumption is made use of by many utitits which compete in the
monetary world: banks, insurance companies, goventsnand other big firms. These
are what | call “safe” institutions, as they offdifferent kinds of financial substitutes
for holding capital. Normally, their promises toyp@nder this “circle” possible. Bank
deposits are, therefore, enabled to substitute ynina greater extent, because the cost
of investment is reduced by a general belief in #iisence of risk [Hicks, J. R.
(1935d)]. But in the present situation of finanaakes and crashes, one must be aware

of the inherent inability of the system to keepsth@romises.

That now leads me to the topic of bank credits atiter contracts between
borrowers and lenders. If an individual depositgited in a bank, this does not lead to
any change in his or her liquidity-position becatisis bank deposit is equivalent to
money. On the other hand, the deposit is mainlythvdrile for the bank because that
way, it can improve its liquidity-position. If oreessumes that an individual with a credit
which is higher than the average — in terms ohgpt wants to become a borrower it
only can be a more or less voluntary action, paldity if he does not really need a
loan. Subsequently, he or she has to pay interest which puts the individual in a
worse situation than without that loan. If this eelbed rating of the borrower is
relatively high, the liquidity of the lender — thmank — will not be impeded much.
Another effect is that the demand of money by #redér — the bank — finally is less

than without having made the loan.

It can be said that for obtaining a specific lersl&quidity-position, a so-called
purchase of capital goods by the borrower is thetnmoportant feature, more important
than a sale of capital goods by the lender on kis.drhis net effect of a loan is

generally described as inflationary

® Inflation is the rate at which the general levieA@ood’s or service’s price is increasing.
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CHAPTER 2 THE BASIC THEORY OF HICKS

On the other hand, it also has to be mentionedatsituation of deflatichis
also possible. A deflation takes place if borrowsith relatively low credit — in terms
of rating — enter the monetary circle. The resegidls to very high rates of interest for
loans offered by the lender — the bank — and thisiin causes an evident detraction of
the liquidity-position and, in order to re-estahlithis position, in a strongly reduced
offer of risky titles combined with a much highenaunt of capital.

Simultaneously with this so-called voluntary bormogv and lending, which
manifests in monetary expansion accompanied byeasing prices, distressed
borrowing arises. This dubious policy is put inti@en when lenders force people to
make loans they actually do not need and want, thithmain aim to restore their own
liquidity-position. Essentially, this method is dd during periods of world-

depressioh

2.6. Assets, Liabilities and the Banking Theory

| have already pointed out that the examined th@dmnoney does, above all,
represent an extension of the known theory of valloav, | will analyze the situation of
private individuals. The most important factors foy considerations areacome and
expenditure accounboth of which are influenced by the individual that he or she
can attain his or her preferred position. Likewideere is the production side with a
profit and loss account, which is more or less Isinb the previous example. As far as
the theory of money is concerned, Hicks now arghes the only way to achieve a
framework is to apply equal factors, however, rtihcome accounts, but for capital
accounts. The fundamental point is to focus on fdwors which affect assets and

liabilities.

® Deflation is the extended reduction in prices thlo has the potential to undermine the
economy by stifling production and increasing unEyment.

" Depression is a period when excess aggregateysapptwhelms aggregate demand, resulting
in falling prices, unemployment and economic caotiom. It is the superlative of a recession which
represents a temporary downturn in economic agtiusually indicated by two consecutive quarters of
falling GDP (gross domestic product).
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In fact, monetary policy can be seen as a formaoiking theory, but more in a
general sense, as each individual is perceivethésreated like a small bank. The only

difference is that banking theory is limited thrbuggally obligatory reserve ratios.

The analysis of assets and liabilities, which carrdpresented through a simple
balance sheet, entails an attempt to reach anilmguih which is affected by
anticipation and risk. The first one influencesesassand liabilities in the same way. The
second one, we already went through it before,iveded into risk influencing the
period of investment, and risk influencing the gialf investment. Speaking of the
factor of investment, it can be mentioned that saswestment represents some sort of
starting-point for a production-process. This prithn-process can either obtain a
specific positive return if it is not interrupted @ huge negative return if an interruption
takes place. As far as risk is concerned, | am e to stress that a short run
optimism will usually be enough to start a StoclclEange boom, but for an industrial
boom, long run optimism is necessary [Hicks, J1R35e)].

Finally it can be said that, in terms of equilibny we must distinguish
subjective factors which influence anticipation ajective ones that influence prices.
The gap between them leads us to the assumptibththeheory of value must be much
more precise than the theory of money.

2.7. Wealth, Money and Prices

According to the theory of one individual’'s equililon, we can emphasize some
factors that impair itprice, anticipation and a change in total wealth spite of the
fact that these terms are taken from the worldheftheory of money, the last one in the
list, total wealth, does have an equal countenpattrms of a theory of value, namely
total expenditure. But how does one individual’sndad for money react to a change in
total wealth — in terms of a theory of value tdhamge in total value of net assets?

In the past, there have been attempts to answee theestions by employing

basic assumptions, which are, | might add, quiter@sting. Marrog for instance, came

8 See Marrod: “Expansion of the Bank Credit”.
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up with the proposition that under certain theaadticonditions, the whole banking
system must have a more or less secure stabilitgrdctice, however, this assumption
was promptly refuted because it is not that sim@lee special factor has to be taken
into account herewealth Furthermore, it was claimed that the demand fonay

increases in proportion to total net assets.

Consequently, Marrod’s idea of the theory of mongg adopted. The attention
to anticipation which now had been very strictly distinguishednir prices which are
variables inside the theory of value framework,dme more important. Finally, the
statement that the demand for money increases piropally to the total net assets lost
its validity, because wealth can either lead tanarease, or a decrease in the demand of

money.

In order to demonstrate the sensitivity, but als® addity of the whole system,
let me assume that the demand of money is set totakly independent to changes in
wealth. For one individual who is trying to increabe holdings of money, prices will
decrease and drop down to zero, and on the othet, len attempt to decrease the
holdings of money will increase the prices up thnity. If there is also an extremely
high demand of money, this system can only workcogtinuous adjustments of the

supply of money.
In such a peculiar environment, a fast-acting iaseein savings leads to:

» The provision of better-paying money accounts teapected on the

security owner’s side, and to;
» Smaller ones on the consumption-good producerss sid
The exertion to restore these holdings of monelyyigld:
* A higher purchase of securities by security ownleesnselves;
* The reduction in purchasing consumption-goods eir firoducer’s side;
* A swing of prices;
* A price-reduction of consumption-goods and;

* Increasing prices of securities.
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These extensive effects can only be stopped if:
» Security owners start buying goods of the produoers
* Producers start selling securities.

According to the facts listed above, which close gap between money and
prices, it becomes obvious that any predictionahis in time relating to an entering in

such a period is very difficult to handle.

2.8. Sensitivity, Monetary Stability and the Dilemna

Until now, | have analyzed two fundamentally diéiet conceptions of
environment: a stable and an unstable one. Whatailty needed now is something in
between these two extremes. Thus, let me assurharthiacrease in wealth constantly
leads into an increase in demand of money. Howehisrtime one will not be in direct
proportion to the other, as opposed to the caseissed above. Furthermore, one has to
bear in mind that there are two types of individu#the sensitive and the insensitive

ones

This entails a higher sensitivity to changes incgpditions for the former type.
Accordingly, an increase in wealth will lead to ectease in demand of money. To
characterize the second type, one has to see thholds the majority of the
community’s stock, which results in an insensifivib changes in anticipation. This
implicates the absence of incentives to reducelémeand of money. In other words, an
increase in wealth yields an increase in demanaarfey, more or less proportionally,

and a decrease of it results in a reduction ofdkatand.

If this assumption is correct, price-fluctuationsl Wwe cranked up very easily,
and Stock Exchange booms will lead into industiams. Additionally, a depression
of Stock Exchange will then result in industrialpdession. Accordingly, it can be
pointed out that periods of fluctuations are ondhe side characterized by distribution
of sensitivity, and on the other side by a disttitou of the production periods between

the different kinds of industrial units.
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The appearance of these increasing fluctuationthesresult of insensitive
individuals who keep whole circle stabile and whe &ying to reduce the costs of
asset-transfer, in order to create capital. Thist-ceduction can only be achieved
through the aid of institutions like banks, or bynare focused view of individuals on

lowering costs.

The inherent dilemma here is that these capitalfsittors are an adversary of
stability. An analysis of the present situatione@lg that financial crises and crashes are
an unavoidable result of ill economic policies whiare employed to keep monetary

stability, but evidently, they do not live up tathpromise.

Hicks, for instance, suggests to implicate tariffhese instruments create
relatively small losses for the majority of indivials, but at the same time generate
huge gains for a couple of recipients. One coultithes practice unscrupulous, but in

fact it works.

To sum up my investigation, it can be said thatneoaists are having a tough
time finding a relatively appropriate way to comibitheir conscience with the strong

will to find the right conception for obtaining metary stability.
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3. The Conception of the Taylor Rule

John B. Taylor, who was born in 1946, is a teachingfessor at Stanford
University and indeed one of the most relevant enusts of our times. He is an expert
regarding the subject of monetary policy, and hawesl in several governmental
institutions and administrations. In 1993, afterarnge of service at the famous
universities of Princeton and Columbia, he publisiinss paper about the so-called
“Taylor Rule”. The main idea of this work is to prde a specific framework for all
central banks which enables them to analyze mongptarcy effects in terms of interest

rates.

In the following years of investigation and crifioi, the original rule has been
adopted by some economists, but also continuoudbnded by others. As far as my
reflection is concerned, | will provide a few nedeas which should be taken into
account in my view, however, | will not go into dittwith these. After all, the most
important point is to understand the main concéghe rule in terms of its effects on

interest rates.

First of all, it is important to understand how fFreylor rule is working.
3.1. Real and Nominal Interest Rates

In order to get a better understanding of the tajbie two basic types of interest
rates have to be distinguished first. However,atidh, which is the key to the

difference between real and nominal rates, willb®tiscussed into detail here.

The nominal rate of interests defined by the real rate of interésto which the
expected inflationz® is added. It represents the expected changeside pevel.
Furthermore, the real rate is derived from the mamratei, from which the expected
inflation 7° is subtracted. It can be expressed by the follgviimmulas [Mishkin, F. S.
(2007b)]:
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= _ =T e
=1 *71

Formula 1: Nominal Rate of Interest

Formula 2: Real Rate of Interest

The equation for the nominal rate of interess a simplification of Fisher’s

formula:

i =i+ 77 +(i" 77)

Formula 3: Fisher's Equation

As far as this specific analysis is concernedyéiaé rate of interest is the most
important factor because it is already diminishgdhe impairment of inflation on the
cost of borrowing. It has to be stressed here thatreal costs of borrowing are
represented by the real interest rate. Moreovererg low level of the real rate of
interesti’ leads to higher incentives to borrow — loans wél\ery cheap — and to little

incentives to lend — it will not be as profitabte the lender as with high rates.

In terms of return, it can be said that the nomma&R is derived from the real
returnR’ plus expected inflation®, and the reaR by the nominal returi® minus the
expected inflation®. The real returfi} can now be defined as an extra amount of goods

or services resulting out of holding a security.

° See Irving Fisher: “The Fisher Equation”.
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R=R+m

Formula 4: Nominal Return

Formula 5: Real Return

Since the importance of the real rate of interest wnderestimated in the United
Stated of the 1970s, only observations based omdmeinal rate were carried out.
Unsurprisingly, this resulted in misinterpretatio=or instance, an extremely high
nominal rate of interest led to a deterrence ofdwers, but in fact the real rate of
interest was very low. This was actually a hugeaatlge for the borrower’s side

because the loans were very cheap.

Only in the year 1997, after the introduction ofwneystems, the U.S.
government did start to close the gap of infornrgtemd began publishing the real rates

of interest on a current basis.
3.2. Financial Markets

According to Mishkin, financial markets perform thessential economic
function of channeling funds from households, firam&l governments that have saved
surplus funds by spending less than their incominase that have a shortage of funds
because they wish to spend their income [Mishkir§.K2007c)].

A differentiation of financial markets can be danemany ways. In terms of
maturity | discern between short-term securitiethai time-horizon up to one year and

long-term securities which last more than one year.

In addition, one can distinguish between a primeargt a secondary market. The
first is the financial market in which only new ugs of securities, such as bonds and
stock, are offered to initial buyers. Normally,shype of business runs behind closed
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doors. In the second market that has been mentigemdirities which have already
been issued can be resold. This is the market plaeee individuals buy and sell.

Through this observation, the most important dition between the money and

the capital market is made visible. This differerecdefined in the following way.

3.2.1. Money Market — German and International Poim of View

Generally, the money market can be defined asamdial market in which only
short-term debt instruments are traded. This tyjpénancial market is so important
because a monetary policy is executed through $&ort operations which take place

in this very context.

In literature, several definitions from differentipts of view are given. Schinke
speaks about the English, the former German andmbéern European definition
[Schinke, S. (2004a)].

The English Definition of Money Market
The English version has three main pillars.

Firstly, financial instruments which are tradedtie money market only have
short maturities, a very good debtor’s validity ahds a very low exchange risk. One
result of these factors is that international tfarssare followed by low transaction-
costs and are easy to handle [Wilson, J. S. G.2d99Usually these securities are
traded‘over night” but also do have maturities of one day up to @ae.y

The second pillar relies on the different particigain the money market, which
are commercial banks, central banks, corporatiobsjkers, households and
governments [Cook, T. Q.; La Roche, R. K. (1993A}.far as these individuals are
concerned, commercial banks are the most impodaes. They operate in the money
market and are responsible for the horizontal epmtdn of liquidity between
commercial banks, which means they establish thaliegum between demand and
supply of federal funds. The determined equilibdpnte is called~ederal Funds Rate
Central banks, on the other hand, provide centaakbmoney to the money market.

They affect and control this market through centrahk policy — which is in fact
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monetary policy — by the use of open market opanatto increase or decrease central
bank-money reserves. Finally, there are the govemtsn Through fixed or variable

interest-bearing obligations they borrow in thershan.

The third and ultimate pillar deals with the allboa function of the money
market. The hard competition between supply andateins followed by a better
allocation of liquid funds. Furthermore, the lodreded are short-term ones, and have
the characteristic cdfame day monegr over night moneyhich means that they are

payable on the same day or in the same night [W;l30S. G. (1992b)].

The German Definition of Money Market

In German literature, three different explanatians given: a narrow, a medium

and an extended one.

The narrow annotation is geographically limitedtite national money market
and is defined as the mutual exchange of Reichgatiexcess and -deficit between
commercial banks [Gestrich, H. (1957a)]. It is gabjto severe criticism because the
role of central banks and non-banks is not taketo iaccount. Moreover, the
classification of traded securities is difficult handle and modern financial aspects are

completely disregarded.

The medium definition is characterized by operatidretween commercial
banks and central banks and represents the sumh todiresactions between these two
actors. In the money market [Lipfert, H. (1975&h the one hand, this specification
seems to be realistic, but on the other hand a latsits the geographical context to the

national market, which does not represent the aotodern situation.

Finally | would like to address the last and extemasion of how the money
market is defined in German literature. Here, muoaeticipants act in the market and
operate via a wide range of transactions. Shomt-teank-loans are given to customers,
short-term distributor-loans are given to retaitlamhole sale, and short-term central
bank-loans are given to government. Generallyg d@dfined as the market for short-tern
loans [Deppe, H. D. (1980a)]. This whole extendoamt is based on the connection
between money and capital market regarding theie fpattern. But it must be pointed

out here that this is not that helpful, neithergorentific nor for practical uses.
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In essence, it can be stressed that the former &eduefinitions of the money
market have their drawbacks. The main points inett@anation of the market serve as
a good basis, but must be extended in terms otdtians and, which is the most

important aspect, in terms of a modern and dyn&uropean thinking.

The Modern European Definition of Money Market

As regards the German definition, it is importémtdistinguish between the
Euro money market and the money market in the Buea. This second expression,
which is the more modern one, will be discusseérlaThe Euro money market,
however, is part of the whole Euro-market, whichfugther split up into the Euro-
capital market, and the Euro-credit market [Pemjdb.; Steiner, M. (1999a)]. It is
independent from governmental intervention anddhast run characteristics. Primarily
U.S. Dollar deposits are traded in the Euro monayket, the accumulation of interest
is only executed through supply and demand, andraiebanks did not intercede.
Generally speaking, specialist literature focusedrading in which central banks are

excluded.

It must also be mentioned here that there is a ocomg of interest between
national money markets and the Euro money markieis Teads to the individual's
latitude concerning the right place for an executiof transactions. Debtors and
creditors perform both in the national money maslatd in the Euro money market,

which is to say they conclude transactions in fpreiurrencies.
Let me stress my point with an example:

A German bank asks for a U.S. Dollar loan examirboth, the U.S. and the
Euro money market. Since the Euro money markedtisubject to strict regulations, as
it is the case in the U.S. market and the claiméerést on the loan is higher in the U.S.
market than in the Euro money market, the bankivesethe loan much cheaper in
Europe than in the U.S.A. Generally | can quoteetibat U.S. interest on debt is a so-

called“upper limit” for U.S. Dollar loans in the Euro money market.

In addition, it can be pointed out that deposittJi6. Dollars in the U.S. money
market are endued with lower interest than in tbeoEnoney market. That leads to the

claim that interests on deposit are thaver limit” for U.S. Dollar loans in the Euro
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money market. In fact, European commercial banksiatoneed to conduct minimum
reserves on deposits to central banks however,shianthe U.S.A. do have to conduct
them to the Federal Reserve System (F£D)

Finally, it can be claimed that the generation miest in the U.S. money
market occurs through the interaction of supply dechand of liquidity which also has
wholesale-characteristics and a compound of interes

3.2.2. Money Market in the Euro Area

In this chapter several definitions will be givendistinguish the money market
from the capital market. In terms of a broad moddisposition of a money market,
several branches have to be taken into accoumey trade between commercial banks,
business between commercial banks and central batfles issue of short-term
securities through commercial banks, corporatiomsl governments and, last but not

least, trading with derivatives.

The European Central Bank has divided the monekenhanto four categories:
the cash-sector, the sector in which money mam@trgies are traded, the sector for
derivatives, and the regulation sectdirough this regulation sector, central banks are
able to intervene in the money market through mamygtolicy [European Central Bank
(2001a)].

For a better understanding of the matter, the manayket will be defined
according to Schinke's view, in which it is dividetto three main parts which are
shown in the following illustration [Schinke, SO@4b)].

° FED: The Federal Reserve System is the centra &gstem of the U.S.
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Commuodities in the
Euro Arsa
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Figure 1: Basic Structure of the Money Market

In the course of this paper, | will only examineotwf the three main pillars.
Within the domain ofloans, securities and specific operationshown infigure 1, the
branches of banks and governments are the mosestitey ones. Furthermore, the

domain of‘money market settlementilays a basic role in terms of monetary policy.

3.2.3. Capital Market

Mishkin specifies the capital market as one in Whieng-term financial debt
and equity instruments are traded. It is subjeceteere price-fluctuations, in spite of
the fact that the instruments which are tradecherhoney market are only faced with
small price-fluctuations. The performing securiti@socks and long-term bonds) are

held by financial intermediaries, such as insuramreorations and pension funds.

Stocks, mortgages, corporate bonds, consumer amid dmmmercial loans and
government securities can be named as instrumleattgérform in the capital market.
In my opinion, government securities are the motgresting ones. They are issued by

governments and used to close a state’s deficgy Hppear in the form of bonds and
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are held by individuals like households, banks arckentral bank, which makes them
the most liquid securities traded in the capitatkaet

Financial instruments in the capital market cardéfned through three aspects
which are characterized by Chouldhry; JohannasiRerPienaar. The first one that is
mentioned is thenaturity aspect, which is classified as “long-term” regagdmaturities
of ten years and longer, “middle-term” if we spediout maturities of one year up to
ten, and “short-term” less than one year. The sgtespect is theizeof funding, which
is described as the amount of required capital. [&beaspect combines thisk which
is borne by suppliers of financial instruments, &hd return demanded by these
individuals as the cost of bearing this risk [Chitbuy, M.; Johannas. D.; Pereira, R.;
Pienaar, R. (2005a)].

Capital market instruments are, for example, stoeli@tgages, corporate bonds,
government bonds, government securities, consuntebank commercial loans. In this
thesis, long-term government bonds — with a matuit ten years — are the most
interesting instruments, and thus they are alsertato account in the empirical part of

this work.

3.3. The Taylor Rule

Generally, the rule developed by Taylor serves &armework which provides
recommendations for central banks. In essencejdebece of intervention of monetary
policy into a state economy is represented. Asdaaly pointed out above, this kind of
policy making only affects the short-term horizam,other words short-term interest
rates. Besides the short-term goal of stabilizing €conomy, the long-term goal of

reaching specific inflation levels is also conseater

According to Taylor, theeal short-term interest rate is determined througbehr
factors:

« What is the actual level of inflation?

* How huge is the gap between economic activity arbemployment

level?
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+ What would be the level of short-term interest riaterder to achieve a

situation of full employment?

These factors are addressed by different formsafatary policy in the Taylor

Rule:

» Tight monetary policyhigh interest rates if the inflation level is albov
the target or if full employment is above the targesed in order to

reduce the inflationary pressure.

» Easy monetary policyjow interest rates if the inflation level is beldle
target or if full employment is below the targesed in order to stimulate

output.

* If the conditions are not like this (e.g.: inflatidevel below and full
employment level above the target) the Taylor Radeocates a support
of monetary policy-makers in order to reach a $flgtdevel of interest

rate.

The Taylor Rule is not only an instrument to guadmtral bank decisions, but
also to evaluate one specific period’s monetarycpand to cede interest rate forecasts.
This reaction—function uncovers, through simpleatqus, how sensitive central banks
behave to macroeconomic parameters like econonmomband inflation. Essentially,
the rule deals with the coherency between shaomt-teterest rates, economic boom and
inflation. The only problem was the implementatairthe rule. In particular, it was the
imperfect information about one period’s data

3.3.1. The Taylor Rule — Original Version
In 1993, Taylor published his reaction-function ethis basically a description

of the FED’s monetary policy. The most importaritapiis the short-term interest rate

(Federal Funds Rate), which displays the basicnpetexr of the central bank to control

11993 - 2005: Use of the original Taylor Rule’ssien by the FED that also entailed imperfect
information because of the data’s historical poihview. Not until 2005 the FED invented the fordar
looking Taylor Rule.
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a nation’s economy by monetary policy instrumerfayfor, J. B. (1993a)]. In this
context it is vital to point out that the FED’s en¢ést rate settlement reacts to two

factors:

« Deviation between effective inflation and targeteffation'* inflation-
gap
* Deviation between effective growth and targetedwdino production-
gap
Now | will discuss the production-gap, or gross @stic product-gap (GDP-
gap) in greater detail. A national economy’s prdatunccapability is defined through
the maximum production that can be reached withioyporting any additional

inflation-pressure. This macroeconomic productiapability depends on the quantity

of production-factors (capital, labor), and on #wailable production-technology.

A positive production-gap is only reached if theeefive gross domestic product
(GDP) is above the potential growth. Similarly, egative production-gap is reached if

the effective GDP is below the potential growth.

By taking a closer look at the inflation-gap, ilnche pointed out that it shows
the difference between effective inflation and taggeted inflation through the central
bank. It is also named consumer price index-gapl-@B) because it is measured
through the same.

The Equation

The following formula illustrates the original Tayl Rule of the year 1993
[Taylor, J. B. (1993b)]:

I, =i’ +¢77t-_7f)+‘9(yt _yt*)+£t

Formula 6: Taylor rule — Original Equation

12n the following the inflation is described by tbensumer price index CPI.
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The effective nominal interest rate in perioé defined byi;.. The weighting-
factors [Sauer, S.; Sturm, J.-E. (2003®]> 0) and(@ > 0) are flowing directly into the
inflation-gap (. — = ) and into the production-gap respectivély — \ ). = is the
inflation-rate of period andz represents the targeted inflation of the centaaikby;
stands for the effective real GDP in pertoandy; for the potential real production in
one nation’s economy during peridad Furthermore, the factdr is integrated into
Taylor's framework and stands for the weighted nahinterest rate of periadthat is
observed ex post. For this framework publishedhe year 1993, Taylor used an
observed period of time prior to the year 1990,achHed to the parameters iof2 and
¢ =2. The last element in the formulads It is the not correlated normally distributed

error. The used distribution feris: & ~ (0,0%).

Understanding the Model

| will now assume a situation in which the effeetinflation rater; equals the
targeted inflation rate by the central bank(inflation-gap equals zero), and in which
the production-gagy: — %) is also closed (equals zero), the nominal interat i,
yields the sum of the balanced nominal interegtirgtlus the errok; .This is shown in

the following equation:

I, =1 +&

Formula 7: Nominal Interest Rate

If (x> =) the central bank applies a restrictive sort of@ethaking which is
also calledight monetary policyBecause of the positive inflation-gap, the cdriieak
reacts with an increase in interest rates in adimeeduce the inflationary pressure.

If (y; > vyt ), the central bank also follows the rules dfight monetary policy,
resulting in higher interest rates. This happere $ituation of economic boom (positive

production-gap).
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Suitable Weighting-Factors

The intensity of a central bank’s monetary policighmthe aim of closing the
inflation- and the production-gap depends on the weighting-factors? and . The
value of these factors is equivalent with the “@ggiveness” of a central bank. In other
words, the higher the weighting-factors, the bigther steps in interest rates. In 1993,
Taylor suggested values @ = 0 = 0.50) for the weighting-factors.

As a result of various studies conducted in the 1#90s, the so-callé@aylor
Principle” was put forward [Taylor, J. B. (1999a)]. Accorglito this principle, the
weighting-factor for the inflation-gaa; — 7 ) in the Taylor Rule framework was settled
with (@ > 1). This is based on the following facts: if a cehtvank administrates a
stabilizing force on the economic progress in aasibn of an effective inflation which
is higher than the targeted inflation, it has tore@ase the nominal interest rate by an
amount higher than the positive inflation-gap. Bssaeconomic subjects react on real
interest rates, this really is the only possibitityincrease the real interest rate inside a

national economy.

If central banks increase the nominal interest bgtan amount smaller than the
inflation-gap, the real interest rate would deceehscause of the increased inflation
compared to the nominal interest rate. This leads further inflationary dynamics

which do not create a stable equilibrium.

This emphasizes that only the real interest rasep@posed to the nominal
interest rate, is crucial for the economy’s evalntin the real-economic sector. The
nominal interest rate can be seen as a varialileeimonetary policy through which an

economy can keep its equilibrium.

In the context of the weighting-factor for the pustion-gap(y; — ¥t ), it can be
claimed that it ig6 > 0). In various studies conducted by the FED, the teg-factor

for the inflation-gap has constantly been highantthe factor for the production-gap.
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Critical Aspects

The concept of the original Taylor Rule has hadsitpve impact on monetary
policy nevertheless it is interesting to note hituag this framework is only based on a

variety of abstract assumptions.

As far as real GDP and inflation are concerned;treee data must be available
and taken into account. In the early years, onlgaled“flash estimations”had been
available which led to huge miscalculations andvtong results. In some cases, data
from governmental institutions had to be revisedesal times, and seemingly accurate

data turned out to be wrong after years (in the W\8as refuted after two years).

According to Taylor, real-time estimations of margt policy are an
impracticality. In other words, they cannot be ddmezause of a misinterpretation of
historical policies. One basic assumption in themfework is that central banks only
orientate themselves by the means of historicalpaadent data, which means that only

already available data is taken into account.

However, the key factor for monetary policy deanrsias the orientation towards
the future. Incidentally, aspects such as expexctatiregarding a future economic
progress were dealt with by Clarida et al., andéh@nally led to theéforward-looking
version of the Taylor RulgfClarida, R. J. et al (1998a)].

Another valuable piece of criticism regarding Taydorule is the fact that
Taylor’'s original version concentrated on a natsodomestic economy, a so-called
closed economyAs far as ammpen economis concerned, it must be taken into account
that factors like foreign interest rates and fonegxchange rates, which tend to have a

great impact on central bank decisions, need toéioned and kept in mind.
3.3.2. The Taylor Rule — Forward-Looking Version

Caused by the criticism and by the shortcomingsheforiginal Taylor Rule,
Clarida et al. developed a forward-looking framekyavhich was, however, grounded

on the historically-orientated rule. The aim ofstkvas to close the gap of information

which led into misinterpretations.
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By implementing such a forward-looking Taylor Rutentral banks justify their
monetary policy on inflation-gap and production-gagpectations. These expectations
are defined by specific points in timg+m) for inflation-gap andt+n) for production-
gap wherdm =n =1, 2, 3,...]Clarida, R. J. et al (1998b)].

The Equation

The central bank’s reaction-function is now displdyn the following way:

it = i*+ ¢Et(nt-+m _lf‘Qt) +a£t(yt+n - yt+n*‘Qt) +£t

Formula 8: Taylor Rule — Forward-Looking Equation

The main parameters are the same like in the @lidiaylor Rule but expanded
by the impact of expectatiof; describes the generated central bank’s expecsation
of the bulk&; that rely on the available information at the maine This equation
demonstrates that, according to decisions aboutdhenal interest ratg, central banks
do take expectations about future economic expangsi@eriodm and in perioch into
account[Sauer, S.; Sturm, J.-E. (2003b)]. The variablerepresents the weighted
nominal interest rate of the last years. Howeveerd are no explanations about the
proper duration of that period given in relevargqais of literature. The last factor in the
formula, &, displays once more the unsystematic error whaaiot accounted for by the

equation.

The forward-looking Taylor Rule also can be intetpd as the central banks’
reaction-function. The expected inflation-gap isivkr by the difference between the
expected inflation in momentm and the scheduled targeted inflation by the centra
bank. The expected production-gap is characteteitie difference between expected

real GDP and the expected potential real GDP, ¢h ease in the mometin.

The key difference is illustrated through the bafkinformationQ; which now
also takes the future evolution of economic groimtb account. The sensitivity of the
expected inflation- and production-gap dependshemteighting-factorg andé.
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4.  Theory of Monetary Policy

This chapter deals with the question of how certtaaiks can affect economies,
and also with which instruments they can reactr ttaegets. The first important step is
to select and evaluate the targets. During thesaetimaking process, central banks
should not act unsuspectingly. After all, they amely a small constituent in a
democracy, and therefore they cannot act irrespbngi the decision-making-process
in terms of monetary policy. A central bank’s degref political independence
influences the relative targets’ significance imnte of monetary stability and full

employment.

One of the key objectives is the creation of mowhich has an immense impact
on the development of prices. In recent times, rtiwern interest rate policy has
displaced the monetary aggregate policy. Centrakddry to stimulate prices and

output directly via specific interest rate instrurtse

Monetary policy is constantly competing with otfi@ctors, such as political and
economic concerns. On the one side, central barnke o improve their reputation and
plausibility continuously in order to prevent labonions from imposing expansive
wage-politics. After all, the constant fear of pbksreal wage reductions could lead to
inflationary pressure. On the other side, finangialitics could be interested in
inflationary pressure in order to reduce state lme@gness. On top of this, one is

confronted with the assent holder’s request fdslstenonetary value.
4.1. The New Consensus Macroeconomics — NCM

In order to push my considerations forward and eanttem with a state-of-the-
art character, let me now turn to tidew Consensus Macroeconomics” (NC\Bean,
C. (2007a)] It was invented by Bean in the year 2007, and @lslevith the following
basic issues [Bain, K.; Howells P. (2009a)]:

* Inthe long run, monetary policy has no real eBgct

* In the short run, nominal rigidities create a traffebetween output and

inflation;
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* Monetary policy is the principal mean of influengiaggregate demand,
and policy is linked to inflation through its alylito influence the

pressure of demand;

* Policy outcomes are improved under an independenitral bank, and
further improved if the central bank operates inogen and transparent

manner,

* Ends (a specific inflation target) matter more timeans (intermediate

targets);
* The management of expectations is critical,

* The policy instrument is the short run nominal iag rate set by the

central bank in supply and refinancing of bankserges.

4.2. Instruments and Goals

Targetsare quantified objectives (or quantified goals)d ahe achievement of
them increases the material well-being of the pajoorh [Bain, K.; Howells P. (2009b)].
In the following chapters, the empirical study vdémonstrate how monetary goals and

targeting have changed their character over thetpeaese decades until the present.

Instrumentsof monetary policy are variables which the pokeyhorities control
directly, and their value is determined indepeniyeindbm other variables in the system
[Bain, K.; Howells P. (2009c)]. The short-term irgst rate through which central banks
try to stimulate the economy, are of particular amgance here. Generally, it can be
stressed that the longer the term of interest]abg central banks are able to influence
it. Of course, thenonetary basalso can be put under control but as far as epis

concerned, only the effect of monetary policy aeiest rates will be explored.

One of the main challenges for central banks ie#tablishment of a connection
between one specific instrument and the respetdingets to obtain the best results. In
the so-calledprinciple of effective market classificationMundell applied himself to
this problem and generated a technique to appraadptimal result. According to him,

the main pillars are external (balance in the badaaf payments) and internal (full
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employment with low inflation) balances, which déise the targets and the basic
instruments consist of the monetary (interest jateswell as the fiscal policy (budget
balance) [Mundell, R. A. (1962a)]. He focused oa tise of a fiscal policy to obtain
internal balance and a monetary policy to obtaires®rnal one in a fixed exchange

rate system.
4.3. Open Market Operations

With the assistance apen market operationgentral banks try to fulfill their
monetary policy. Financial instruments are emplotgedontrol and guide the supply of
money in order to achieve specific targ&ténterest rates, exchange rates). These
operations appear in both, the money market and ctygtal markéf. As my
professional expertise is limited, | will focus d¢ine money market in the analysis,
simply because the effect on interest rates in ecion with the different policies is

clearly visible in this context.
4.3.1. Open Market Operations in the Money Market

In modern monetary policy, open market operatiagsrmaore important in the
money market than in the capital market. The redsothis can be found in the higher

significance of supply of money than supply of dred

In terms of supply of money, | have to mention tthas topic deals with the
satisfaction of the want from banks and privateneceic subjects to hold money. This

can be done via central banks which have the msuapyly monopoly.

4.3.2. The Dilemma between Capital Market versus Meey Market

When talking about long-term financing activitiesne problem suddenly
emerges:“How is it possible to create and strengthen thesipon of creditor and

debtor in the capital market, which is locally caiked by the long-term interest rate?"

13 See chapter 4.4.
4 See chapter 3.2.
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As money supply and credit supply take place in diferent markets, they should be
observed in terms of monetary policy.

If central banks operated the supply of liquiditpugh the capital market,
technical errors and fluctuations could negativieljuence the allocation-function of
the interest rate of the capital market. Even steyrh actions could accidentally emit
signals that would have impacts on long-term investt decisions.

The central bank is one basic player in the capiarket and therefore
influences the supply-demand-constellation. Thie information-function of the
capital market could be disturbed heavily. Intemaesé effects could override aspects
like inflation-expectations. This illustrates théechma between the general aim for
relatively undistorted information, and the aim fdirect control of interest rate

constrained demand rulings for goods.

If central banks intervened directly in the capitarket, the interest rate in that
market would turn into a political price. Therefpoentral banks are likely to be faced
with a situation of political pressure, as they alde to influence the cost of interest

rates.

To sum up the arguments above, one has to saycémital bank money is
regulated in a money market in which central bageeerally follow three basic pillars:

. The liquidity of the whole banking sector has to be maintained
which assures that the sector is able to operatkisanot breaking down

in crisis. Central banks also can appediiesders of last resort”.

. Liquidity-constraintshave to be employed because of efficiency-
matters. Central banks must conduct solvency cheoks of own

concerns, to implement some sort of selectionenettonomy.

. If central banks want to influence tlewolution of the business
circle via reactions in the banking sector, the fundingettbons have to
be adjusted in correct way, and also diversified.
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4.3.3. Money Market and the Short-Term View

As regards the points above, | am now able to ramrthat short-term interest
rates are the main variable in the efforts of @drtanks to conduct monetary policy.
The short-term interest rate is the rate which reg¢ritanks claim from commercial
banks in the refinancing-business. Operations is slector are calletibopen market
operations”. Usually they are defined as short-term inter-blmaks which are verified
through securities that are deposited by commebaaks at central banks. This short
maturity increases the flexibility of the whole nedary policy, which implies that

conditions of refinancing-operations can be adplispackly.

4.3.4. Refinancing-operations

Generally, there are two different refinancing-@iens that are distinguished
between [Spahn, H. P. (2009a)]:

. “Fixed interest tender or quantity tenderCentral banks fix the
interest and cede the choice of money supply toneercial banks.
Fluctuations in money demand do not lead to changesterest. If
central banks determine a specific upper limit hog whole business-
volume, this results in a so-callédversubscription”, and this leads to
the fact that commercial banks only get a fractbthe desired amount

of money.

. “Interest tender”: Central banks fix an upper limit for the volume
of the refinancing loans and usually a minimumnesé On the one side,
this implicates that a specific amount of monewgustioned, and on the
other side this causes increasing interest ratearfdncreasing demand
of money. There are various types of interest tex)dike the Dutch and
the American, for example [Spahn, H. P. (2009b)].

If there is no apparent need for central banksntervene via stabilizing
monetary policy actions, they will choose an ackoown as‘quantity tender”, which
denotes an elastic refinancing of commercial baoksa fixed interest. Therefore, a
change in the policy of a central bank to therest tender” implicates a restrictive

money supply with increasing interest rates. Ircfica, the difference between the two
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kinds of policies does not have a drastic impacthenshortage of central bank money.
In connection with this, one important point fornt@l banks is to estimate the
commercial banks’ need for central bank money inaanurate way. Because the
demand of money tends to fluctuate ambiguously, itiieimum reserve-obligation
stabilizes the demand for central bank money. The¥e the minimum reserve-
obligation assists a better forecast of centrakbmaney. Hence, liquidity is not a prime

issue in monetary policy anymore.

4.4. Monetary Policy Targets

In this chapter, several targeting-techniques gllexplored. For this paper, the
most important one isflation targeting,and thus | will refer to this technique in
greater detail. In fact, this alternative interventof the central bank plays a major role
in many countries since the beginning of the 1990sll now introduce the advantages

and disadvantages of the different techniquesrgétang.

4.4.1. Inflation Targeting

Within the scope of policy-making, central banks aespecific level (specific
numerical value) for the inflation over an upcompeyiod in time. Already in the late
1800s, economists like Marshall and Wicksell depetb a system with which they
wanted to bring the purchasing power of the curyarhase to an absolute standard.

In the 1990s, the UK implemented this system andgas followed by other

countries in Europe. Inflation targeting generalbeys the characteristics below:

 The most important issue is the focus of policy-arakon what they
want to achieve, rather than the question of wtudtical parameters
could influence the system or might lead to coiglitn other words, it is

established that a clear aim has to be formulated.

* The specification of an inflation target entailsttipolicy-makers must
have a clear notion of their expectations. They @aly act under this
proposition. Generally, it can be said that deasiavhich rely on
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superior information are more precise than thosehvbdo not. One of
the key pillars of inflation targeting is to adjuke target. If agents have
accurate pieces of information about the inflatiemel they want to

reach, the adjustment process will be shorter.

* The credibility of policy-makers (like central ba)kis one other
important factor. Sometimes the publication of aftation target itself
can increase the trust in them. This means thalr ded transparent
targeting makes it easier for others to judge andasure the
performance. Therefore, policy-makers always trydach the aspired

target, as their own reputation is at stake.

Due to the arguments mentioned above, policy-makéght be forced to invent
a more conservative kind of monetary policy whilgrig to specify a targeEormula 9
describes théoss functionand represents the attempt to implement such secaoative
policy [Bain, K.; Howells P. (2009d}}

L :(Yt+l_Y*)2 +/](77£+1—]TT)2

Formula 9: Loss Function

The most interesting point here is how the losgtion is formulated and

where the target comes from.

Although inflation targeting is the most populadamportant kind of targeting,
some critical aspects must not be disregarded.

Choice of the targetUsually monetary policy-makers use a target endhea of
2 percent p.a. increase in the general price |[fB&ih, K.; Howells P. (2009e)]. The
main idea in defining the target is to avoid negatinflation. Normally shocks have
impacts on policymaking, and therefore the bespwtutor central banks is to obtain a

!> General loss function which represents the intaae in terms of Taylor, in order to reduce
that loss.
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means, for a certain period of time, that is maréess equal to the target. In order not
to change the price level, it is clear that polgkers therefore try to target a positive

inflation rate, as they also have to keep the erist of variance in mind.

However, extreme situations are likely to aris¢hé target is set too close to
zero. This then leads to falling prices, which @tgularly bad, since prices should not
be changed. This fact has its origin in the momgrof the index and in the use of
different update periods. For instance, an increasthe price of specific goods or

services affects the cost of living in the way Weights are set prior to the price rise.

Another problem emerges in the context of laborketathoughts. Normally the
market has a clearing function when it is in eduilim. If one assumes that a decrease
in nominal wages is not possible this will leadbimt situation in which the equilibrium
in real wages is not given. The effect is thatriteket is not cleaned. Therefore, prices
have to be increased, as this is practically tHg way to handle the problem, dealing

with a low level of positive inflation.

If policy-makers yield a positive inflation, negadireal rates of interest can be
established. Therefore, if prices are decreasiritl), & zero nominal bound of interest
rate, the whole monetary policy-making can become#fective. In terms of the present
economic situation, and the fact that we are ir@pdrecession, negative real rates are

needed but cannot be obtained.

Choice of the measure-index of inflatiohhe biggest challenge is to find an
index, which represents the changes in the levelioés of individuals most precisely.
Each index represents change in a different wag, @mparing one to another also
poses problems. Most central banks use the'®fficause it is the most common

measure of inflation worldwide.

Characteristic of the targetThe last basic issue is whether to use a specific
point of target or a specific range in which thegé should be bordered. Generally
speaking, a point sounds more plausible, but cehgmaks like the ECE operate by

means of ranges because the loss of specific poirttargets always entails additional

18 CPI: Consumer Price Index.
" ECB: European Central Bank.
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expenses, and harms the reputation of central ba&ksinstance, the ECB dictates
“below but close to 2 percentind the BoE18 a rangkbetween 1 and 3 percent”

At this point, another aspect which | will not diss in greater detail has to be
mentioned:symmetrylt does not matter if the BOE overshoots or undmrsha target
by 1 percent point, and here one has to keep il thiat | am talking about a range, in
both cases the same penalty will be executed. MNeless, in case the ECB
undershoots a target, no execution will be inducAd.a result, it can be stressed that
the ECB follows a monetary policy with a downwaehdency, and it also leads to a

lower inflation target than the BoE.

4.4.2. The Inflation Forecast as Target

Svensson [Svensson, L. (1997a)] described inflatimrgeting asinflation
forecast targetingoecause of the long reaction time in the monepaticy sector and
the huge delays regarding the publication of rédiadata. Here, the basic idea is to
establish an accurate way to define the policy-mglknstrument for a forward-looking

point of view, based on a forecast horizon forgkpected inflation.

For instance, the Bank of England freely definesttrget horizon. This entails
some sort of independence in terms of performarneasare of the bank itself, because
it chooses the horizon ex ante and then it is jddge post. However, even if central
banks are not constricted regarding the choiceheir tpolicy horizons, it is a tough
topic, as accurate definitions and forecasts d&iioin are difficult to make. The most
hazardous errors in this respect are over- andrastimations of future prospects.

The Bank of England has made several mistakeseirséitilement of assigned
forecasts over the last three decades. In the piened between 1971 and 1996, their
forecast was too low and, between 1993 and 19@6Gptiecasts were too high, reaching
an error for eight quarters ahead of +3.31 and4-ie8pectively. So the question arises

if central banks should be inspected by indepentestitutions in defining targets by

18 BoE: Bank of England.
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objective handling. Another sensible point is wieetto include the private sector or

not.

The FED generally outperforms the private sectoedasts. This brings up
another critical fact. If the private sector canmotdoes not trust the FED’s data
forecast, there is no second opinion and error®lligatory. The provision of accurate
forecasts and data are the main incentives forraemanks because their own
credibility is measured by these parameters. Skgtdrs denote an accurate policy, in
contrast to huge ones, which reveal policy-makeasdurate forecasts over periods of
time. It also has to be pointed out here that thierdence of the forecast from the target
can be seen as a means of measure for the crgddfia central bank.

4.4.3. Nominal Income Targets

The act of targeting a specific nominal income asoves as an alternative to
the implementation of monetary policy. Although riheare some advantages, the

disadvantages prevail. Some of them are specitéminb

* For exact forecasts, a monthly basis should beeaige, but nominal
income targeting is connected with quarterly awddadatasets. This

makes it difficult to respond for monetary policyakers.

* The invention of this kind of monetary policy idltaved by giving equal
percentage weights to real output and to the derarg of prices from
the price level target [Hall, R.E. (1986a)]. Halls@ addresses the
advantages of including the parameters of unempéoyrand price level

instability, in terms of a social welfare function.

* One of the basic problems, as far as nominal incdargets are
concerned, is the conflict between monetary poti@akers — the central

banks — and governments.

* Nominal income is also influenced by fiscal polgid@his kind of policy-

making is not subject to the central bank’s supseoni.
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* The major problem in targeting a nominal incomeexpressed by the
fact that it is not easy to influence two paranetat the same time.

Balancing a decrease in output could therefore ecars increase of
prices.

4.4.4. Targeting an Index of Monetary Conditions

The act of targeting an index of monetary policydaitions is characterized by
taking more variables, for instance the exchangg rato account. Making use of the
exchange rate is, on the one hand, a very thodghthg to do, but on the other hand, it
raises the question of who should be in chargbisfihdex on global scale. Who should
be responsible for changes in this factor?

The main problems in the invention or formationaopolicy which targets an
index of monetary conditions are the selectionariables which should be taken into
account, and finding responsible institutions tha¢ able to control them. At the
moment, there seem to be no answers to these apesti
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5. The Linkage between Short-Term and Long-Term

Interest Rates and the Impact of Monetary Policy

5.1. Brief Overview

If the risk of inflation is manageable, the majpraf central banks follow a
monetary policy strategy with the goal to stimuldte economic growth and therefore
employment. Thiseal effectcan be illustrated in connection with the Philliparve?®

discussion:

* Expansive monetary policy in short-term concernsbe to increase

national economy’s GD®
* However, in the long run this is accompanied biatrdn.

Expansive monetary policy in the short run is egpeel by several points of
view. On the one side, if the nominal GDP increaties increase in value of money is
likely to be followed by expectations about inftati On the other side, the circulating
value of money inside a national economy could leéd hshort by individuals
themselves in order to escape the danger of ioflafThis argument has already been

addressed iohapter 2in connection with the Theory of Hicks.

The most important point here is that short-terrmetary policy does have an
impact onreal and nominal growttand therefore influences employment. The Taylor
Rule, which is discussed ithapter 3,is able to give the right explanation here. It is
used to give the participators in the market théitalio forecast the future monetary

policy of central banks.

9 Phillips Curve illustrates the inverse relatiopshbif inflation rate and unemployment in an
economy. In the sort run a tradeoff between irdlatitnd unemployment can be observed which does not
appear in the long run. In general it can be sdekdisat the lower the rate of unemployment, theshtige
increases in nominal wages.

% Gross Domestic Product: GDP.
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5.2. Monetary Policy and the IS-LM Model

The model is used to illustrate the effectivendssonetary policy (short run),
and its impact on the real economy (long run) irm& of economic growth and

employment.

[i] Interest Rate
r

IS-Curve LM-Curve

ip Equilibrium

-
-

Yo [Y] National Income

Figure 2: 1S-LM Model (Original Source: Lochel, H[2009] “Praxiswissen Volkswirtschaft in
Banking & Finance”, page 80)

l: Investment
S: Savings
L: Demand of Money

M: Supply of Money

Y: National Income

I Interest Rate

Yo Level of National Income in Equilibrium
io: Level of Interest Rate in Equilibrium

The 1S-curve represents the equilibrium betweemplsuand demand of capital

in the capital market, in the long run context, @rfths a negative slope.

-62 -



CHAPTER 5 THE LIMGE BETWEEN SHORT-TERM AND
LONG-TERM INTEREST RATES AND THE IMPACT OF MONETARYPOLICY

The LM-curve represents the equilibrium betweempsupnd demand of money
in the money market, which equals the short rud, eas a positive slope. It can be said
that a rise in short-term interest rates in the @yomarket leads to an increase in

national income, because of the higher inflatide,rand vice versa.

The model combines the two different curves anadsithem together. The
interception between the IS-curve and the LM-cuaxpresses the equilibrium between
the money (short-term) and capital market (longa)eThus, the national economy can
be said to be characterized by the level of natiolme and the level of interest rate
in the equilibrium. This is underlined by the félcat a reduction in interest rates leads
to an increase in national income followed by arease in investment. This illustrates

the positive impact of expansionary monetary policy

5.3. The Feasible Malfunction of Monetary Policy

As far as the expansionary monetarism of centralkbdas concerned, two

problems arise: the appearancehaf investmerdndthe liquidity trap

Theinvestment tragmerges when the investment of firms is no lomdgstic in
terms of interest rates. This is illustrated byaitons in which no reactions to interest
rate cuttings become apparent. The reason foighie bad expectation by companies.
Big companies argue that the fear of high interatds accompanied by a high cost of
capital is outperformed by problems regarding taki& of business circle, return and

benefit.

Generally this can be stressed via an extreme deartipshort-term interest-
rates decrease, interest rates in the long-termease. However, the important long-
term interest rate in the capital market, whicheigvant for the real economy, does not

increase as sharply as the short-term interes natihe money market.

If monetary policy loses its power to impair ecornyris is called théiquidity
trap. This liquidity trap is characterized by situaowhere interest rates cannot be
decreased any longer because they have alreadyerkacvery low level. An example
is the credit crunch, with its origin in the subrpe crises in 2007. The level of short-
term interest rates had already reached a levgerhhetween 1.00 and 0.00 percent. So
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the real effect on national income remains absEspecially in relatively uncertain
periods of time, such effects might appear becae#ber households nor firms spend

money for consumption or for savings. Basicallgitlonly goal is to hold liquidity.

However, these issues have already been discussedapter 2by dint of

Hicks’ theory.

5.4. Interest Rates and the Term Structure

Interest rates are a crucial variable within a oral economy because they
combine the money market (financial market) witle dapital market (real market)
accompanied by the assignation of investment amgwuaption costs. It has already
been pointed out that central banks always aimateeha specific influence on the
capital market in the long run, mostly by regulgtthe short-term rates in the money
market. The accurate interest rates in the capitaket are determined via supply and
demand in the bond market, but guided by settlesnentthe short run. Bonds are

defined to be the long-term financial products vdthrations longer than one year.

5.5. Summary of Key Facts

Short-term interest rates which are settled byrakbtnks in the money market
have a specific impact on long-term rates in th@tahmarket and this is expressed by
the bond market in this work. Long run factors I&@nomic growth, rate of inflation
and the expectation about benefits are affected.

Generally, it can be stated that a rise in shomrtenterest rates leads to an

increase in economic growth because of higher invexst, and vice versa.

If short-term interest rates decrease, stock priceease, and vice versa. The
bond market is also influenced by short run interate changes in the money market.
Bond prices rise with decreasing short-term interates and vice versa. Thus, with
diminishing short-term interest rates the yieldommds and long-term interest rates are

decreasing and vice versa.
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CHAPTER 5 THE LIMGE BETWEEN SHORT-TERM AND
LONG-TERM INTEREST RATES AND THE IMPACT OF MONETARYPOLICY

Keynes™ invention of the IS-LM model combines thegpital market of the
national economy with the money market. The impatt monetary policy is
exemplified by the argument that relatively lowerdst rates lead to an increase in
investment into real capital, as well as to a higip@wth in employment, and vice

versa.

The danger of the liquidity and investment trappaisis to be mentioned here.
The best example in this context is the sub-prinscwith its origin in the year 2007,
subsequently followed by a worldwide recession. Btary policy was not able to react
to this outstanding event sufficiently. The reasanthis is grounded in the low short-
term interest rate level, which was at that time range between 1,00 and 0,00 percent.

Therefore, a cut in short-term interest rates wdgnssible at that point.
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6. Empirical Study A

6.1. Brief Overview

The basis of this paper is an empirical study. Ten idea is to show how
interest rates, particularly long—term and shortatenterest rates, react over a specific
period of time. At first, | intended to portray amdhalyze a time span of 15 years,
however, | soon realized that in order to gain #ebensight into the dynamics of
interest rates, so to say, it is necessary to &iak longer period of time. This is why |
decided to focus on a time period of 30 years atstén essence, it can be said that it is
easier to identify changes in a 30-year period thanl5-year period.

Nevertheless, | decided to split the total timéan 15-year periods. For the first
period, | analyzed data from 1979 to 1993, and lieseimportant to note that this data
consists of yearly observations. The second padabh, covering the time between
1994 and 2008, is based on monthly observationsusecof the enormous importance

in this time.

For the present study, | chose three different gaycal areas: the United
States of America, the United Kingdom and the EAmea. The last area on the list has
to be explained in greater detail. The reason wiil Inot deal with the development of
the Euro area in this work is the fact that an gsialof data from a changing number of
member states is quite difficult. In consequencehdse to obtain data from available

databases for the so-called Euro Atea

The following analysis of data is divided into tanmain parts. At the beginning,
I will deal with the whole span of time, all in &hree decades, followed by a more
detailed portrayal of the first 15 years from 19391993. The second half of the time

series analysis, ranging from 1994 to 2008, wilbtiseussed in the end.

At this point, | would like to stress that this maihapter 6 Empirical Study A
will deal with the differences in Monetary Policy ithe three geographic areas

mentioned above. This means that only short-teti@srare observed in this context.

%! Euro area: EA11-2000, EA12-2006, EA13-2007, EADB® EA16.
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However, in chapter 7, | will focus on the connectbetween short-term and long-term

rates.
6.1.1. Description of Long—Term Interest Rates

Maastricht Criterioff bond yields are long-term interest rates, usedaas
convergence criterion for the European Economic mhetary Union (EMUP
(central government bond yields on the secondarketf, gross of tax, with around 10
years residual maturity). In the available datg see can find 10-year government
bond yields, which are reference rates, based aergment bonds with a maturity
close to ten years. These bonds used for the a#ilwulof the yields can only be issued

by governments itself.

In specialist literature, long-term interest rates defined as interest rates with a
maturity of ten years or longer [Mishkin, F. S. (Z@)].

6.1.2. Description of Short—Term Interest Rates

The short—term interest rates used in this workdag-to—day money market
interest rates which are defined as average rates for the EugaAFfhe time horizon

which was taken for the analysis stretches overdimperiods. This is due to the

%2 The Maastricht criteria (also known as the eurmveogence criteria) are essential for
European Union member states to enter the thigkstd European Monetary Union. Third stage’s main
scope of duties is to adopt the euro as the sffjigal currency. The four main criteria are laldwn in
the European Community Treaty: inflation rate, goweent finance (annual government deficit,
government debt), exchange rate, long—term intea¢ss.

% European Monetary Union (EMU): All European Unimember states have to be a part of the
EMU. Its aim is to adopt the euro as a single @ficurrency and covers over three stages (1 RO 1o
31 December 1993, 1 January 1994 to 31 Decembd, 19%anuary 1999 and continuing).

% The secondary market is a financial market in Whsecurities that have been previously
issued can be resold [Mishkin, F. S. (2007a)].

% Day-to—day money market interest rate represdrdsaverage for the Euro Area (Euro
Overnight Index Average — EONIA): 1-, 2-, 3-, 6-dah?-month interest rate averages for the Euro Area
(EURIBOR).
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restraint of data availability in the United StatdsAmerica and the United Kingdom
(EURIBORY®.

Once again, | would like to point out that interestes are short-term if the
maturity is less than a year. Long-term interetgg&ave already been discussed above.
However, in case the maturity is between one angéars, one speaks of intermediate-
term interest rates [Mishkin, F. S. (2007a)].

6.2. Monetary Policy in the USA

The Federal Reserve System (FEDS the central bank of the United States and
the most powerful central bank in the whole wohidthe last chapters, | elaborated on
monetary policy and on its definition. Now, | woulkle to take a closer look at the last

three decades, and particularly at the differemsathe FED was trying to achieve.

In the context of this work, | am mainly interestedshort-term and long-term
interest rates as main parameters. Firstly, | avilyze the short-term data because this
data is a vital aspect of monetary policy. Afterdgrl will take a closer look at the

combination of short-term and long-term rates.

In terms of U.S. short-term rates, there is theeFadFunds Rate or the Fed

Funds Rate. It has a huge effect on all other dleam rates.

% Euro Interbank Offered Rate (EURIBOR): daily umthrate based on the average rates at
which banks lend other banks funds in the interbaokey market.
" Federal Reserve System: FED is the central battkeof) SA.
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6.2.1. Analysis of Data from 1979 - 1993

us
Annual Data
17,00
15,00
T 13,00
@ 11,00 — Short-Term
x 3 Month Rate
@ 900 : - : {(Money Market)
S \
£ 700
5,00
3,00 T T T T T T T T T T T T T I-.
=) (=] o o (=] o (=] (=) o (=) o ] (=) o o o
(=] (=] [=] =] (=] (=] (=] o (=] [==] (=] (=] (=] o (=1
R EEE EEEEE-EERE:
I~ o [+ 9] w o w0 [<'s] w0 o w0 w (53] [o7] [+7] [e)]
(2] o [o7] o [s7] [o7] [e} (7] (e] [#7] o 7] o [+7] o

Time Period [Year]

Figure 3: USA; Short-Term Rates; 1979 — 1993

Since the beginning of the 1980s, the FED’s moggtaticy was characterized
by one specific aimprice stability In comparison to other central banks this was not
encouraged through a certain level of a targetafteflation. In 1979, the FED started
to operate employing a theory that was later cghettical monetarisniFazzari, S.;
Minsky, H.P. (1984a)]. Within this theory, the mewahi-term target of monetary policy
is defined through the quantity and the rate ohgeaof monetary aggregate. As a result
of this, the known interest rate targets were igdaby reserves targets. The idea
behind this was that an increase in the demandesérves, which was no longer
restricted by interest rates targets, would be mpamied by an increase in the Federal
Funds Rate (in terms of this work in short-ternerast rates). For outsiders, this shift in
the FED’s monetary policy heralded a trendnodnetary base controHowever, the

FED still had a huge problem to solew to handle the reserve growth
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In 1982, an attempt to avoid the effects of thisbpem bytargeting borrowed
reservesvas made — but it failed. The FED’s Funds Rate dexseasing because of the
increase in demand of the reserves. As a resudly thrned back to interest rate

targeting.

Even in 1984, when the FED picked up the idezaiftemporaneous reserve
accounting the problem of handling the reserve growth wassaodved. Through this
inability, short-term interest rates rose up are HED tried to react through changing
their monetary policy strategy in terms of conirgl banks once more, by the
replacement of quantities by prices. Some econsnuall it the era okexperimental
monetarismbecause the first and foremost aim of the FERzim$ of monetary policy

was to convince the public and the government ¢ejichigher interest rates.

In 1989, and in the early 1990s, short-term interates (Federal Funds Rate)
had a higher level than in the 1980s, with 8.15@a. The beginning of the 1990s was
characterized by several rate-cuttings by the FEDabse of the overall economic
slump in all branches. In 1991, the Federal OperkdtaCommittee (FOMCY cut the

rates to 3.68 percent, leading to a minimum of pditent in the year 1993.

8 Federal Open Market Committee: FOMC.
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6.2.2. Analysis of Data from 1994 - 2008
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Figure 4: USA; Short-Term Rates; 1994 — 2008

After the enormous cuttings up to the year 199% thS. economy was
recovering, and this resulted in increasing shemttrates for a longer period of time.
In 1994, the Funds Rate was increased by a useonétary policy several times with
the result of an almost doubled level from 3.2&pst to 6.34 percent in the beginning
of 1995. After this overmastered year, the FED w#ting the rates once more in order
to calm the economy down, and this led to 5.75¢y@rm late 1995.

The period from 1996 to the third quarter of 1998svalso characterized by
relaxing aims. Towards the end of 1998, the sitwmatchanged because of the
emergence of a serious financial crisis, which it&drigin in Asia, and spread to Latin
America, Russia and subsequently influenced akrodtonomies. In the end of 1998,
the FED reacted quickly, and cut the short-terra tata level of 5.22 percent to counter
this dangerous situation of a beginning financrakb. Incidentally, the big crash failed

to appear, and so the FED started to increaseathe again, namely to 6.54 percent by
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the end of 2000. The impact of increasing oil @jcas well as of increasing energy
costs resulted in a general fear of a possibleativeconomic recession, and thus the

FED implemented extreme interest rate cuttings 5 ercent by the middle of 2001.

In spite of the fact that the FED’s only aim waskeep the economy out of a
huge recession, this dangerous downward-slopingl treas unavoidable since it was
accompanied by the attack on the World Trade Certdrthe Pentagon in September
2001, and followed by rates under 3.00 percent®@ percent by the end of 2001. In
the following two years, the U.S.-led invasion dfjAanistan, and th8econd Gulf War

reduced the rates once more to a historical minimtiln11 percent in August 2003.

Once again, | would like to stress here that thapgp deals with short-term
interest rates, which are led by the Federal Firate, which is a short-term rate itself.
This explains the gap between the original Fundie R&1.00 percent and the short-
term rate of 1.11 percent, which is also used is fhaper, in August 2003. The
difference between these two rates is based onddee of this work, which is to
compare the short-term rates of three aspiring iggdgc areas which all have the same

characteristics.

Until the end of the second quarter of 2004, th® Ried to stabilize the rate
around 1.00 percent, and this action was subjectlisapproval, but nevertheless
followed by a period of high increase. The reaswrttiis was the change in the housing
market. Prices increased dramatically in relatmpeople’s income which was guarded
by high interest rates. The housing boom continued July 2006, and was followed
by increasing interest rates with a maximum of Sd&dcent. The FED foresaw the
cooling down of the housing market and therefocerdit increase the target rate for the

following month.

The sub-prime crisisalready announced itself in early 2007 howeverRE®
did not decrease the short-term rates becausectireomy still seemed to grow in a
modest way. Thus, short-term interest rates amdutdeabout 5.30 percent. After
September 2007, rates fell because suddenly thersaleffect of the sub-prime market
on economic growth destroyed the future expectatafninvestors. This resulted in the
anticipation of a short-term interest cutting. Afteeptember 2007, the FED finally

reacted with a series of enormous cuttings, fromatea of 5.49 percent to a temporary
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minimum of 2.69 percent in June 2008. After a shogh which amounted to 4.06
percent by the end of October 2008, an absoluténmim was reached by the end of
the year at a level of 1.80 percent.

6.2.3. Summary of Data from 1979 - 2008
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Figure 5: USA; Short-Term Rates; 1979 — 2008

Now that | have explored the details of the poscéenployed by the FED, | will
now turn to a more general view of the three desadal the different aspects of how
FED tried to lead U.S. economy. In the 1980s, FE&dtto intervene into the U.S.
economy by using different kinds of monetary palithe result was a relatively huge
fluctuation in short-term interest rates, which géirectly linked to the central bank’s
monetary policy. However, the FED’s policy of th@8Ds was to inflective the reserves
via open market operation. The result was an edtsnward-sloping trend in short-
term rates.
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The 1990s were characterized by a relaxing of titensity of the economy.
Consequently, the Funds Rate was subject to remtutithe period between 1990 and
1993, and this period was followed by an upstreaanet lasting until 1995.

The decade since the year 2000 saw several senmacts. A threatening
recession reduced the rates in the first two yeard,peaked in 2001, the year of 9/11,
which was followed by the beginning of the war errdr. In 2003, the rates rose again,
but were subject to a huge dilemma, sub-prime crisiswhich caused the worldwide

economy to collapse and forced it into a deep sorsn the year 2007.

6.3. Monetary Policy in the UK

It is vital for the analysis of the monetary poligfthe Bank of England to point
out that the basic system was changed in the n@<9After these changes, the
Deutschmark became the benchmark for British poliayil the introduction of the
Euro.

6.3.1. Analysis of Data from 1979 - 1993
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Figure 6: UK; Short-Term Rates; 1979 — 1993
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Monetary policy in the UK had not been subject tandatic changes since
World War Il. The main goal in the period until thed-1980s was to lead and control
the monetary aggregates. The idea was to havebluigggregates with the desired
effect on the economy in general. Moreover, thentjityaof money was to be regulated
via monetary policy. However, it was known that téas like exchange rates,

availability of credit and interest rates also kadenormous significance in this context.

One basic aim in early 1980 was to target a speibnetary growth rate via the
increase of the short-term interest rate up tovallef 16.62 percent in the year 1980.
However, the Bank of England was not certain iftdes like nominal income and
monetary growth were that closely connected, anidtérest rates would be able to
inhibit monetary growth. During the 1980s, exchargfes were very high. The reason
for this was the fact that there was a relativeighhlevel of interest rates at the
beginning of that decade, and the fact that thebd&ame a crucial oil producer. By the
end of 1980, short-term rates were reduced to 1gedfent as a result of decreasing
inflationary pressure. During the year 1982, inderates fell again to a level of 12.29
percent because of exchange rate concerns andtly steflationary budget. In order to
make the whole system more efficient, monetarycyatnakers invented a new plan
with the aim to characterize monetary institutiomsre precisely. Thenonetary sector
was born. Just like in the U.S. system, all membearsto deposit some sort of reserve
into the Bank of England in order to boost theuafice over short-term interest rates.
In December 1982, the approaching political eletioesulted in short-term interest
rates with a level of 10.13 percent. In the follogiyears, concerns about the value of
specific targets were voiced, and in 1985, it bezapparent that monetary policy-
makers were no longer able to target a certain snetaek by the use of interest rates.
A reduction in the velocity of money was the restinally, in 1986, the Bank of
England declared the period of formal targetingbto finished with accompanying
short-term interest rates of 9.70 percent. It teresting to note here that the idea of
targeting the rate of growth of money stock byuke of short-term interest rates had its
origin in the 1970s, but was already abandonedhénmid-1980s. The reason for this
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was the inability of monetary policy-makers to gohinterest rates efficiently in order
to have a positive impact on the aggregates of smone

There are two different factors which are oftenduseexplain the proceedings
in the first half of the 1980s, and why monetaryigyofailed in that periodfinancial
innovation and liability management! will now turn to the second term for further

elaborations on the matter.

Until the middle of the 1980s, the basic aim caesi®f the desire to control the
aggregates of money. This was done guantity control (direct control)or price
control (market control) Both incentives were meant to influence the @esif the
community to hold deposits, to limit the demandbarrowing, and to restrict the ability
of banks to lend [Bain, K.; Howells P. (2009f)]. &tall-overlapping keyword was
deregulationwhich was characterized by the entry of banks ihékomortgage market in
1981.

The then following chapter in this so-calleda of monetary targetingvas
characterized by deregulation. It began in the J€&1, when banks were entering the
mortgage sector, accompanied by decreasing sharntitderest rates with a minimum
of 9.94 percent in 1984. In 1986, tBeilding Society Actvas established, in which
guidelines for funds and their channels were setRiupancial institutions, especially
banks, were entertained which had to pay intenestetected check accounts in the time
between 1983 and the intervention of the act. Byitmplementation of the act, policy-
makers started to have greater influence on moneiggregates. Now, however, the
Bank of England wanted to diminish the connectietween short-term interest rates

and deposits, yielding a rate of 10.94 percenB861l

The basic goal was to eliminate targets which hexbime irrelevant. Now, the
main aims of policy-makers were declared to beepsitability and the minimization of
inflation. In this process, one factor became y@ominent in the period to follovthe
exchange rateBecause of the strength of the British Pound, Bamk of England
started a policy which granted a greater extenh@épendence to the British currency.
As | already pointed out above, the Pound had tiakad to theDeutschmarkbefore.
Since 1985, British short-term interest rates vagglied on the basis of the connection

between these two currencies, and this was exgtedseugh the exchange rate.
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Exchange rate targeting was the conception fofdlh@wing years. Until the year 1987,
the Bank of England was continuously cutting shemntr interest rates as far as to the
minimum of 9.70 percent, in order to react to vasi@vents like the stock market crash
of October 1987. The problem of inflationary pressand increasing prices in the
housing sector resulted in an increase of ratédsowgh the British Pound remained to
be a strong currency.

In 1990, the UK became a member in the Europeahdhge Rate Mechanism
(ERM)?® and the short-term rates reached a maximum of7Jgefcent. In the following
year, an incipient recession emerged accompanieddoy of the rate to a level of 11.52
percent. Once again, the authenticity of the Briffound in the ERM and the falling
house prices were the origin of the problems. Thvesee represented by decreasing

rates of 9.62 percent in 1992 — the crisis started.

6.3.2. Analysis of Data from 1994 - 2008
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Figure 7: UK; Short-Term Rates; 1994 — 2008

% European Exchange Rate Mechanism: ERM.
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As | pointed out before, the crisis had its origmthe year 1992, and the
problems which arose after that were the reason tiwayJK left the ERM. The years
from 1994 to 1996 can be termed the first periothBation targetingwith relatively
big fluctuations in short-term interest rate. IN9T9the need for a greater extent of
independence of the Bank of England led to thebéstanent of the Bank of England
Act in 1998. Due to the establishment of the aet tdsponsibility of setting interest

rates was given from the Bank of England to a ed¢&onetary Policy Committee.

In the year 1997, which was characterized by irginggshort-term interest rates
up to a level of 7.72 percent, the need for a gdrieuropean Monetary Union became
apparent. The time from 1998 until 2008, which rsatke end of my empirical study,
will be discussed in the following chapter abowd Buro Area, as the aims of monetary
policy, as well as the challenges that it was amntird with, were tightly interwoven
with this general topic.

The first big step was the introduction of the Eatsrency in 1999, based on
the Maastricht Treatyfrom 1992, after which it became the only curremtgide the
Euro Area resulting in temporarily increasing skertn interest rates in the UK. The
only countries which did not accept the Euro wée WK, Sweden and Denmark. The
UK bargained for special conditions, so to sayhuiite objective that the British Pound
would persist as official domestic currency. Thasan for this can be found in the UK
Treasury evaluation from 1997 to 1998. GeneralBagmg, the UK was willing to join
the European monetary system, but the results effitte different tests during that
evaluation caused concerns regarding the compstitof the different systems.
Basically, the skepticism was based on the eraefUK membership in the European
Exchange Rate Mechanism between 1990 and 1992ndptivat time, the UK economy
went into recession various interest cuttings fe#d. In the year 1992, the former
Deutsche Bundesbank increased their short-termestteates and the Bank of England
had to follow in order to hold up the exchange mtéhe British Pound against the
Deutschmark because of its exchange rate targefimg.boost in interest rates by the
Deutsche Bundesbank led to worries about an inere&snflation after the German

reunification towards the end of 1989. Thus, th8718K Treasury evaluation reached
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the conclusion that the British economy seemedeédoekiremely different from the
remaining European one. That was finally represebie UK short-term interest rates
of 7 to 8 percent in contrast to the European raetsveen 3 and 4 percent. These
different levels of short-term interest rates segnb@ confirm the UK'’s fear that
European rates might be too low for the British dstit economy. Moreover, the

following inflationary boom discouraged an entrjoithe European system.

Between 2002 and 2003, another evaluation wasedaonit by the UK Treasury.
Once again, the predominating argument by thedBritvas that the domestic economy
as a whole might be incompatible to the economma® fother member-states regarding
variables like taxes, wages, production and sellligwever, critics argued that the
British evaluation did not take some important gapg@ic areas of their own country
into account, and therefore they advocated an wasen from another point of view.
In connection with the British labor market flexity, one particular result came to the
surface:“The slower the progress in flexibility within threst of the Euro Area, the
more important a high level of domestic labor markexibility in the UK.” [Bain, K.;
Howells P. (20099)].

In 2001, the huge impact of the terror attackshim JSA left its traces in the
UK, as short-term interest rates achieved a levdl@b percent towards the end of that

year, but were then followed by a short recovery.

There had not been another evaluation since 2@@3hb situation remained the
same: the Bank of England still competed againstBhropean Central Bank in terms
of monetary policy. In 2008, the Bank of Englanch@mced that a new evaluation of
the business cycle through the UK Treasury would Iéo the result that British
economy now tended to be closer to the European ®his proximity would be
expressed via UK inflation rates which came clasdturopean inflation rates, and by a
British growth rate of more or less the same |lagein the year 2004.

Nevertheless, there was a serious problem in séort-interest rates. As |
already mentioned before, the UK rates had leviglsen than those in the rest of the
Euro Area. European supporters in the UK streskatl this was the result of the

credibility-problem of the monetary policy of thak of England, and that an entrance
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into the Euro Area would lead to a remaining inflatrate, but at the same time to a

lower level of interest rates.

Some argued that the British Pound was too higlnagthe Euro, and that an
entrance into the Euro Area at such an exchangewatild lead to problems in terms

of a long-term development in the UK.

Finally it can be mentioned that for the supportdran inclusion of the UK in
the Euro Area, the year 2008 would have been teeymar ever with a UK short-term
interest rate of 4.25 percent towards the end aff year — not that far away from the

European rate of 4.24 percent.

6.3.3. Summary of Data from 1979 - 2008
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Figure 8: UK; Short-Term Rates; 1979 — 2008

In order to summarize my analysis of the UK datayould like to point out
some of my findings. Prior to the 1980s, the plarixed income regimefailed and
was followed by a so-calleactivemonetarism. This incentive was characterized by the
aim to control money.

-81-



CHAPTER 6 EMPIRICAL STY A

In the early 1980s, up until 1985, the limitatiohneonetary growth was a big
challenge. It was conducted by scheduling targessran order to give more credibility

to commitment. The consequence was the insuffigiefinterest rate instruments.

In 1986, the system changed its priorities andedrimto an exchange rate
targeting system, but only until 1992, when the l¢K the European Exchange Rate
Mechanism. The current goal in this modern peribdnonetarism is inflation rate
targeting. In 1997, first indications towards a @ean Monetary Union with a system

based on the one by the Deutsche Bundesbank agdpeare

What is most important in this context, howeverthat since 2003, UK short-
term interest rates were always kept at a highel khan the European rates in order to
defend the exchange rate risk of the British Pouflis exchange rate risk was
measured via the connection to the Deutschmark)aadto the Euro. An entry of the
Euro Area would have led to a decrease of the abshpital for British companies
however the critics had always been stronger tharstipporters.

At the end of the decade, even Euro-pessimistsgdiadmit that an entrance into
the Euro Area with all its regulations would leadth a relatively high probability, to

an increase in quality and quantity of investmarthie UK.
6.4. Monetary Policy in the Euro Area

Before | start my analysis of the Euro Area, | wblike to point to the fact that
the data related to events before 1993 was obtafrmd the former Deutsche
Bundesbank and therefore relates primarily to Gagm&or the remaining data from
the years 1994 to 2008, | based my analysis orEthhepean Area and the European
Central Bank. Furthermore, this period of time ésldl with in a more detailed manner

because of the topicality of my findings.

After the Euro Area was born, the introduction bE tEuro as the unitary
currency followed in 1999. Generally speaking, Eheopean System of Central Banks
(ESCB)® consists of the central banks of all member statbich are guided and led

30 European System of Central Banks: ESCB.
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by the European Central Bank (EGB)The whole European monetary system has three

basic aims [Bain, K.; Howells P. (2009h)]:

» Determination of the inflation rate target level.

* Whether to target the rate of inflation directlytortarget an intermediate

variable like the rate of growth of money supply.

* The choice of adequate monetary instruments.

6.4.1. Analysis of Data from 1979 - 1993
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Figure 9: Euro Area; Short-Term Rates; 1979 — 1993

The monetary policy of the Deutsche Bundesbankr d@fte World War 1l
between 1948 and 1999 is characterized by a &toehder until 1973 in which the so
called Bretton Woods Systenollapsed. Until that year, the central bank’s sk

was to handle the topic of external exchange tatglgy, and to fight against domestic

31 European Central Bank: ECB.
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inflation. Since 1973, the new aim of the Deuts&wmdesbank was the control and
guidance of domestic price stability.

From the mid-1970s onwards, German policy-maketstbacounter the rising
inflation by an increase of the short-term interage. At that time, monetary policy was
quite successful, and the German government swggbtiie Bundesbank in its policies
with the result of minimizing inflation. The oilisis in the late 1970s was the reason for
the establishment of a tougher monetary policy. édeer, criticism regarding the
alleged boost of the recession of 1980 to 1981earbs those years the short-term
interest level reaches a level of 12.11 percentth®yend of 1981, the interest rate level

was dropping even more.

The following period was characterized by decrapsitierest rates. They fell
until they reached a minimum of 3.99 percent in7.9Bhe second half of the 1980s
was characterized by a cagey slow-down of the lessirtycle and by a reduction of
pressure on inflation. The Bundesbank reformednitmetary policy system and open

market instruments became more important.

By the end of the 1980s, the level of short-tereriest rates increased, and
reached 8.43 percent in the year 1990. The Germanfication also had a deep impact
on the increase of interest rates in 1989 and @919

As | already pointed out in the last chapter, tha@abtricht Act was designed in
1992. Its basic objective was to guarantee and atigphe European Union with a
unified economy and a common currency. This isesgmted by a 1992 short-term
interest rate of 9.46 percent.
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6.4.2. Analysis of Data from 1994 - 2008

EA (Euro Area)
Monthly Data
8.00
7,00
£ 6,00
4]
T — Short-Term
E 500 3 Month Rate
g (Money Market)
2 400 .
= .
3,00 :
2‘09 IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII-II‘I‘I;ii‘l‘l‘ll‘l‘ll‘llIIEIIII.IIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIIII
seb3scebIscesIsesIdsesd
= 2 2 2 = 2 2 2 22222222 22222
= = D © M~ M~ 00 O O O N OO OO DD O O M~ O
D O O O g 00 0O O 0 0 90 090 0 00 Q9 0 9 0
Dl 3 O 00 G O O 0O 0 O 0 0 0 o 0o g
rrrrrrrr O O O O O O™ O O O O O ©N
Time Period [Month]

Figure 10: Euro Area; Short-Term Rates; 1994 — 2008

From 1999 to 2000, with the establishment of theoEArea and the plan of
introducing the Euro as an official currency, mamgtpolicy did quite well, mainly
because decisions were based on data from forntemabhpolicy-makers. Enormous
efforts were made in order to fulfill the Maasttichiteria, and these actions paved the
way for the ECB’s increase in power. However, ngboould forecast how the ECB
would perform in the future. The result was a daseein Euro short-term interest rates
until the third quarter of 1999, because Europeanpanies started to invest intensively
in the US economy in order to prevent possibledsssithin the newly founded Euro
Area. The US economy was growing rapidly and thddavas getting stronger, and
thus the value of the new Euro currency fell. Téitsiation was illustrated by several
short-term interest cuttings in the USA by the Fat®eserve from the beginning of
1999 until the middle of 2000. However, until theddie of the year 1999, the ECB
tried to keep their short-term interest rates &bva level in order to help the newly
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united European economy in its starting phase. rates decreased from initially 3.14
percent to 2.63 percent by July in that year. InoBer the rates started to increase

rapidly although the inflation rate lasted unchahge

In 2000, the ECB also increased their short-tertestaand was willing to
support the Euro currency with the aid of JapantardJSA. The effect, however, was
minimal, and thus the rates did not change dra@atiover the next short period. In
October 2000, the US became aware of a threatemiogssion, which could have
affected the economy on a global scale. The iwitatates were under pressure and the
situation in the oil market deteriorated, and s® Hederal Reserve started to cut down
interest rates in an aggressive manner. The reasctod the ECB were slow, but it

followed via a monetary policy in the end.

In 2001, the FED cut down its rates, however, th@Elid nothing and kept its
rates untouched because monetary growth rose withog-term interest rate of 4.35
percent in August. The terror attacks of Septen20€1 functioned as a catalyst for a
worldwide recession. The ECB reacted and decredsedates to a level of 3.98
percent. It was argued by critics that in comparisbUS monetary policy-makers, the
ECB reacted too slowly to the fear of a world-wrdeession after 9/11. The September
rates amounted to 3.56 percent in the USA and pedfent in the UK. Even the Bank
of England reacted to the new situation althoughdbmestic economy was better off

than the European one.

The year 2002 did not bring any interesting chanigeshe policy making
strategy of the ECB. However, European rates weatrelawn to a level of 2.94 percent
by the end of December, but this decrease did a®t tlthe desired impact on the

economic situation. The Euro followed its upwaehtt in value.

In 2003, further cuttings were conducted, andwas illustrated by rates of 2.15
percent in the Euro Area, and 1.11 percent in t8AUThe Federal Funds Rate was
close to 1.00 percent for the very first time mhistory, and the Euro still increased its

value.

The year 2004 brought little difference in the aiton. Now the interest rates
increased again, the US rates increased by 1.5@meithe UK rates by 4.79 percent,
and in continental Europe by 2.11 percent. Oncenaghae ECB did not follow the
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policy of other central banks in a sufficient wand only kept its rates in a range
between 2.09 and 2.17 percent with no extensiveambwnovements. Although the
FED increased the short-term interest rates, thdol&r was weak. In October 2004,
for the first time in history, the US rate becanighler than the European one, and this
resulted in November-levels of 2.31 percent in tf#®A and only 2.17 percent in the
Euro Area. The ECB reacted to these developments,asgued that further upward
movements of short-term interest rate levels woady put pressure on the Euro

currency.

This situation continued in 2005. The political ggere on the ECB’s strategy
related to its monetary policy increased dramdtiday the end of that year, and led to

several interest rate mark-ups with a level of 31i8&ent by December 2005.

This trend continued in 2006 and in 2007. BothE@B and the FED increased
their rates, which were framed by a weak Dollar arstrong Euro. In June 2007 (with
an Euro rate of 4.15 percent) another serious prolarose: theub-prime crisisand the
credit crunch with its origin in the US system, emerged. Sudigethe fear of a
worldwide recession spread from Europe to the oéghe world. The FED tried to
react, and cut down its short-term rate resultmg ihuge pressure on the US Dollar
and, once more, in an increase in the value oEtm®. In January 2008, the European
short-term interest rate with a level of 4.48 pat@xceeded the US rate of 3.92 percent
for the first time. Other demographic effects wdoe,example, the rising prices in the

food and oil sector.

Of all these events and implemented measurestehd of inflation targeting set
by the ECB was, and still is, the most importanaibfictions. Moreover, the worldwide
recession with its origin in the US financial sectad, and also still has, a huge

influence on the behavior of central banks.

The trend of European short-term interest rates wasnatically sloping
downward during the 1990s, and until the introductof the Euro as the official

currency in Europe.

In 2001, the terror attacks on the World Trade €eand on the Pentagon were
followed by a worldwide recession which lasted L2004, when monetary policy tried

to calm down the economy. Consequently, the intewe increased. Then the sub-
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prime crisis with its origin in the US financial tsgm spread to Europe, and was
followed by a huge worldwide recession, and by gleaittings in interest rates.

6.4.3. Summary of Data from 1979 - 2008
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Figure 11: Euro Area; Short-Term Rates; 1979 — 2008

As far as the monetary policy in Europe over tist flaree decades is concerned,
it becomes obvious that one has to distinguish éetwthe time when the Deutsche
Bank was in charge, and the time when the Eurofeatral Bank took over.

In the 1980s, the ultimate goal of the DeutschekBaas to achieve price
stability. By the end of the decade, a politicakmivhad a deep impact on monetary
policy: the reunification of Germanyin 1992, the settlement of the Maastricht Act

paved the way for the European Union to freelyrigistnonetary policies.

- 88 -



CHAPTER 6 EMPIRICAL STY A

6.5. Comparison of the Different Examined Monetary Polices

Once again, this sub-chapter illustrates the diffetrends in short-term interest
rates over the last three decades, and comparediffagent rate levels of the three
different geographic areas. However, | have alrezdyied out an in-depth analysis in
the previous chaptersigure 11 figure 12 andfigurel3 are only meant to provide
further information for a better understanding dfavwas going on during the last 30

years in terms of monetary policy.
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Figure 12: Comparison of Short-Term Rates; 1979 998
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Figure 14: Comparison of Short-Term Rates; 1979 608
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7.1. Overview of Long-Term Interest Rates

As | already mentioned ichapter 5 the connection between short-term and
long-term interest rates is quite obvious. In theney market (financial market), short-
term interest rates are regulated by central bmksigh monetary policy. In the capital
market (real market), the long-term interest rades influenced by the equilibrium

between the supply and demand in the bond market.

In figure 17 the declining trend illustrates the situation idgrthe three
decades. As | already illustrated, short-term ggerates have an impact on economic
growth, on the rate of inflation and on benefit,iethis illustrated by the long-term 10-

year government bond.

In 2009 Ldchel explained some important facts whach also shown in the
following three figures [Lochel, H. (2009a)]:

 An increase of households in wealth and incomesléadhn increase in
demand of bonds. Therefore a given bond supplys riee prices and

reduces the return and vice versa.

* Expectations of benefits by firms increase the Bupb bonds which
leads into deflation and a higher return becauseesrapital is needed

and vice versa.

* An increase in the expectations of interest rasesdgcompanied by a
reduction in the bond demand, by falling prices agd rising demand

of bonds and vice versa.

* The result of rising expectations in inflation radee followed by a
reduction in demand of bonds and the resulting ghreinancing costs

yield an increase in the supply of bonds and versa.
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Long-Term Interest Rates
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Figure 15: Overview of Long-Term Rates; 1979 — 1993
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Figure 16: Overview of Long-Term Rates; 1994 — 2008
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Long-Term Interest Rates
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Figure 17: Overview of Long-Term Rates; 1979 — 2008
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7.2. Short-Term vs. Long-Term Interest Rates in th&JSA
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Figure 18: USA; Short-Term vs. Long-Term Rates; 197 1993

Figure 18 shows the development of short-term and long-tertarest rates
during the 1980s. In terms of short-term interedes, this era was characterized by

relatively high fluctuations in the rate and vasdavel cuts.

Generally, it can be stressed that increasing 4bort interest rates in the
money market lead to increasing long-term interatds in the capital market. This is
followed by rising prices for capital, and thessacaincrease the demand in the goods

market with congruent effects for the price lewagld vice versa.
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Figure 19: USA; Short-Term vs. Long-Term Rates; 149 2008

During the 1990s and up to the year 2000, the deweént of the trend of long-
term interest rates was similar to the short-teateg’ one. In 2000, harbingers of a deep
recession were detected, and therefore the FED tdereact to this situation, and
supported the economy by cutting the short-terner@st rates dramatically. This
continued until the year 2003, when the problenthefliquidity trap emerged. The
short-term rates were set to a range between h@®@80 percent and therefore could
not be cut further. In 2004, a boost in short-temerest rates began. This trend in
monetary policy was not followed by long-term iglr rates in the capital market.
Because of the high level of uncertainty of rateshie long run, and because they are
determined by the supply and demand in the bon&ehahe long-term rates were held
relatively high to the short-term ones. FED haddact to the impact of 9/11, but the
credibility in long-term bond was still unbrokendaso rates had high levels.

-95 -



CHAPTER 7 EMPIRICAL STY B

us
Annual Data
18,00
16,00
14,00 /\
= 12,00 N A
= 4 / v \ —Long-Term
2 N A 10 Year Gov.Bond
3 1000 1
n \ g —— Short-Term
g 2 i 3 Month Rate
E 6.00 e M (Money Market)
4,00 : ' '
2,00
0,00 +— —_——
(=] o (=1 [=] = [=] (=] [=] [=1 =1 (=] [=] [=1 (=] [=]
(=] (=] o (=] (=] (=] (=] [=] (=] [=] o o o (=] (=]
F = 5 & £ & £ 3 58 &£ 2 &2 3 3 B
P~ =] o0 oo o0 =] [=3] [=:] o (] =] o (=) [=] (=]
[=2] (=3} (=7 [=:] 7] o (=1 [=>] [=>] (=2} (=] o [=] (=] (=]
= = - — - S - - - -~ - o o~ o o
Time Period [Year]

Figure 20: USA; Short-Term vs. Long-Term Rates; 197 2008

Figure 20illustrates the trend of the whole period obserfggdhe study. Here,
it can be stressed that the relative trend of dleomt and long-term interest rates was
nearly equivalent. If one takes a closer look atl#ist ten years of the study, the impacts

of both 9/11 and the credit crunch do not seenetadsignificant as expected.
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7.3. Short-Term vs. Long-Term Interest Rates in th&JK
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Figure 21: UK; Short-Term vs. Long-Term Rates; 19791993

During the 1980s and up until 1999, the Bank of |I&mg kept its short-term
interest rates above the former German rates.ddmé because the Deutschmark was a
strong currency and British policy-makers wantedst@ngthen the domestic national
economy. The predicted trend of long-term interagts following the movements of
short-term rates came true. In 1990, the UK becam@ember of the European
Exchange Rate Mechanism. Because of the Britisinsere against European policy
making, a conflict surfaced in short-term intereste cuttings. Thus, long-term rates

which already had a lower level than the short-tenas, also decreased.
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Figure 22: UK; Short-Term vs. Long-Term Rates; 19942008

The 1990s were characterized by huge fluctuatianshort-term interest rates
which were followed by reactions in long-term leveh the same way. The only
difference between both trends appeared betweed 488 1997. This difference was
based on a certain change in the monetary polidgimgaf the UK, as well as on the
first period of inflation targeting. Essentiallyhat period was characterized by various
huge short-term interest rate fluctuations. Gehergpeaking, the long term rates
remained constant at a relative high level. In 199%ninimum of long-term interest
rates of 5.17 percent was reached followed by mtog. This era was shaped by
enormous fluctuations in the long-term rate ur®@. The money market rate was still
at a higher level than the bond related rate, loth lchanged their shape at the same

time.
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Figure 23: UK; Short-Term vs. Long-Term Rates; 19792008

To sum up my observations of the UK, | have to tahe that short-term and
long-term interest rates seem to be closely coedect each otheFigure 23represents
the continuously declining trend, but in comparigonthe USA where differences
between the two rates seem to be quite high, thes Wéte divergence appears to be

smaller.
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7.4. Short-Term vs. Long-Term Interest Rates in Euro Area
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Figure 24: Euro Area; Short-Term vs. Long-Term Ratp1979 — 1993

During the first part of the 1980s, the main trehdt can be detected was a
decline in short-term interest rates. In this périthe long-term rates remained at a
higher level until 1989. At the time of the Germraanification, both rates were rising,
and continued to do so until 1990. The interestisgect here is that both rates had
almost similar levels. After this boom, the intéretes of that era were cut once more
in reaction to economic problems and in order tergjthen the national economy.
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Figure 25: Euro Area; Short-Term vs. Long-Term Ratp1994 — 2008

From the mid-1990s to 2008, parallel shifts in bioterest rates occurred. Long-
term rates constantly outperformed short-term o@edy in the last two years did the
money market rate get higher. It is interestingate here that the fluctuations in long-
term rates seem to be very high in comparisondéaibvements of the short-term rate.
Even in the period between 2003 and 2006, the ¢biort interest rate was practically
frozen at a level slightly above 2.00 percent, #mel long-term capital market rates
fluctuated heavily. In 2006, both rates startedntrease, just like in the other two

geographic contexts mentioned before.
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Figure 26: Euro Area; Short-Term vs. Long-Term Ratg1979 — 2008

In conclusion, the three decades of monetary pdlicyhe Euro Area were
characterized by a high divergence between short-tend long-term rates. This was
especially the case in the time between 1979 af8,1f contrast to a relatively small
divergence from 1994 onwards. Maybe this outcomeomed in the use of two
different rates in the context of the Euro AreatilUt093, the former German rate was
used, and for the time sector between 1994 and,2088ip-to-date European rate was
taken into consideration. Nevertheless, there arallgls in the shift of the curve in the

period since 1994 illustrated figure 26

-102 -



8. Conclusion

In the context of this work, | tried to give an owiew of monetary policy in
three main geographic areas, and | attempted tdic@rmy results with theoretical
approaches. The main challenges were the colleofidiata for the empirical study, the
difference between short-term and long-term interates, and the question of rate
selection. | have to admit that the collection atadturned out to be tougher than |
thought, mainly because data sets about the tinog pr 1985 are very difficult to
obtain. The first challenge was to browse the mgefor websites of central banks, and
to collect enough material for my work. After | hathitained the basic data for my
empirical study, I still had to do research conoegrihe topic of monetary policy. Here,
| primarily focused on the article by Hicks from3B It is interesting to note that he
thought about issues like the connection betweenaric factors and their interaction

within a national economy as early as in 1935.

The Taylor rule is the second pillar of this woik t® speak. First, | learned
about the original one, and then | discovered tlemmodern and future-oriented
theory, which argues that severe mistakes were rimadkecades. To me, it seems a bit
blue-eyed to base a framework like the originalsi@r of the Taylor Rule only on
historical data, as we live in a world of a dynam@iconomy nowadays. Thus, |
concentrated on the future-oriented theory, whakte$ more factors into account.

Chapter 4serves as a basis for my work, as it explains ttuetsire of monetary
policy, and therefore helps the reader to gain somght into the topic. To me, it
seemed impossible to be able to distinguish betvgbent-term and long-term interest
rates without knowing anything about monetary pehtakers. Once | was able to
differentiate between money market and capital etaik was easy to understand how

short-term and long-term interest rates interact.

In my view, another important aspect is in whichrkets the different rates are
settled. The short-term interest rate is connedde money market (financial market)
and is constituted by the central bank. The lomgteterest rate belongs to the capital

market in which the supply and demand for bondsrd@he the level of the rate.
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The empirical data analysis underlines the effettdifferent targeting within
monetary policy making. | pointed out in my worlatmearly each period had its own
targets, and | demonstrated that central banks tesedperiment with their policies.
Moreover, | believe that the figures in the lasbtehapters enhanced my explanations
even more. Important events in the 30-year periodeied by this paper were, for
example, the UK membership in the European ExchaRg&e Mechanism, the
implementation of the Maastricht Act, the Germauniécation, the introduction of the

Euro as an official currency, 9/11, and finally therldwide recession.

To me, monetary policy seems to be a valuable unstnt to influence a
national economy. But | think it cannot be the oyl to set interest rates because its
limits have already been reached. For instanc0BB8 when the level of short-term
interest rate was near zero percent in the USAFEI2 was unable to react. | believe an
option model should be implemented to support amatrol the activities of central

banks.

Furthermore, an exact definition of the connechetween long-term and short-
term interest rates is also a tough challenge. Génepeaking, long-term rates tend to
follow the trend of short-term rates, but in certageriods they act differently. In
Chapter7, | portrayed several approaches which deal Wwithway variables interact
within a national economy. Via the IS-LM model, thgerception between the two

curves can be classified.

On a personal level, central banks and their mopegtalicies bear a frightful
potential. The consequences of their business, hehetuccessful or not, cannot be
estimated so easily. On the one hand, central barg&kseemingly able to improve the
economies of countries, but on the other hand, #reyunable to react and remain

passive. This dilemma is expressed by the liquitdép and by the investment trap.

Finally | have to admit that this thesis does novme any new information on
monetary policy, but rather illustrates the poliol central banks of the last three
decades. Essentially, my paper consists of dismussof dependencies of financial

variables.
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| hope my thesis contributes to the work that Hesady been published in order
to provide a valuable interpretation of monetaryigqyy and the connection between

short-term a long-term interest rates.
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Appendix A

Datasets 1979 — 1993 (Annual Data)

Database
EuroStat ECB OECD DBB
Long-Term Interest Rates
10 Year Gov.Bond
Annual Data
1979-2008
Extracted on 24.02.2009

E

g A 5 < 2
1979A00 9 9,44
1980A00 8,4 9 46
1981A00 0 4,88 9
1982A00 8,9 09 00
1983A00 8,08
1984A00 96 44
1985A00 04 0,9 0,6
1986A00 6,16 0,14 68
1987A00 6 9 8,38
1988A00 6,49 0,68 8,8
1989A00 0 0,19 8,50
1990A00 8 80 8
1991A00 8,46 0 86
1992A00 8 9,06 0
1993A00 6 48 8
1994A00 8,18 8,15 7,21
1995A00 8,73 8,32 6,69
1996A00 7,23 7,94 6,54
1997A00 5,99 7,13 6,45
1998A00 4,71 5,60 5,33
1999A00 4,66 5,01 5,64
2000A00 5,44 5,33 6,03
2001A00 5,03 5,01 5,01
2002A00 4,91 4,91 4,60
2003A00 4,14 4,58 4,00
2004A00 4,12 4,93 4,26
2005A00 3,42 4,46 4,28
2006A00 3,84 4,37 4,79
2007A00 4,33 4,94 4,63
2008A00 436|450 365 |
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Database
EuroStat |EcB OECD DBB
Short-Term Interest Rates
3 Month Rate (Money Market)
Annual Data
1979-2008
Extracted on 24.02.2009
£
E 8 5 = 3
)
1979A00 6,69 69
1980A00 9,54 6,6 0
1981A00 9 9
1982A00 8,88 9
1983A00 8 0 9,0
1984A00 99 9,94 0
1985A00 44 4 8,0
1986A00 4,60 0,94 6
1987A00 99 e do 6,86
1988A00 4,28 0
1989A00 0 88 9,09
1990A00 8,4 i 8
1991A00 9,18 84
1992A00 9,46 9,6 68
1993A00 4 94
1994A00 6,52 5,57 4,75
1995A00 6,82 6,75 6,04
1996A00 5,09 6,11 5,51
1997A00 4,38 6,92 5,76
1998A00 3,95 7,42 5,57
1999A00 2,96 5,55 5,42
2000A00 4,39 6,19 6,53
2001A00 4,26 5,04 3,77
2002A00 3,32 4,06 1,79
2003A00 2,33 3,73 1,22
2004A00 2,11 4,64 1,62
2005A00 2,19 4,76 3,56
2006A00 3,08 4,85 5,20
2007A00 4,28 6,00 5,30
2008A00 4,63 5,51 2,91
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Database
EuroStat ECB OECD DBB
DE /EA
Annual Data
1979-2008
Extracted on 24.02.2009
[} § L 28 g % g § -] g % g
I R oo RS o
= LlJngm UJ'T,-C_,E <(|T§;’m <|TE§
2 Qoo 0553 weoz W55%
o S0 £=5 S0 £=5
® = ® =
1979A00 6,69
1980A00 8,4 4
1981A00 0
1982A00 8,9 8,88
1983A00 8,08 8
1984A00 96 99
1985A00 04 44
1986A00 6,16 4,60
1987A00 6 99
1988A00 6,49 4,28
1989A00 0 0
1990A00 8 8,4
1991A00 8,46 9,18
1992A00 8 9,46
1993A00 6 4
1994A00 8,18 6,52
1995A00 8,73 6,82
1996A00 7,23 5,09
1997A00 5,99 4,38
1998A00 4,71 3,95
1999A00 4,66 2,96
2000A00 5,44 4,39
2001A00 5,03 4,26
2002A00 4,91 3,32
2003A00 4,14 2,33
2004A00 4,12 2,11
2005A00 3,42 2,19
2006A00 3,84 3,08
2007A00 4,33 4,28
2008A00 4,36 4,63
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Database
EuroStat ECB OECD DBB
UK
Annual Data
1979-2008
Extracted on 24.02.2009
2 - S 53
£ c88 Tel
8 293 558
=) S0 5256
©Z
1979A00
1980A00
1981A00
1982A00
1983A00
1984A00
1985A00
1986A00
1987A00
1988A00
1989A00
1990A00
1991A00
1992A00
1993A00
1994A00 8,15 5,57
1995A00 8,32 6,75
1996A00 7,94 6,11
1997A00 7,13 6,92
1998A00 5,60 7,42
1999A00 5,01 5,55
2000A00 5,33 6,19
2001A00 5,01 5,04
2002A00 4,91 4,06
2003A00 4,58 3,73
2004A00 4,93 4,64
2005A00 4,46 4,76
2006A00 4,37 4,85
2007A00 4,94 6,00
2008A00 |  a59] 5,51
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Database
EuroStat ECB OECD DBB
us
Annual Data
1979-2008
Extracted on 24.02.2009
) E_ k= £ E %
£ 288 Te=
3 20 3 55%
=) S0 5256
©Z
1979A00
1980A00
1981A00
1982A00
1983A00
1984A00
1985A00
1986A00
1987A00
1988A00
1989A00
1990A00
1991A00
1992A00
1993A00
1994A00 7,21 4,75
1995A00 6,69 6,04
1996A00 6,54 5,51
1997A00 6,45 5,76
1998A00 5,33 5,57
1999A00 5,64 5,42
2000A00 6,03 6,53
2001A00 5,01 3,77
2002A00 4,60 1,79
2003A00 4,00 1,22
2004A00 4,26 1,62
2005A00 4,28 3,56
2006A00 4,79 5,20
2007A00 4,63 5,30
2008A00 3,65 2,91
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Datasets 1994 — 2008 (Monthly Data)

Database

EuroStat |EcB [BofE OECD DBB
Long-Term Interest Rates
10 Year Gov.Bond PART 01
Monthly Data
1994-2008
Extracted on 29.01.2009

5 £

S ! = 3 5 ! = 3

S )
1994M01 6,69 6,32 5,83 | 1997M01 6,23 7,66 6,69
1994M02 6,88 6,71 6,06 | 1997M02 6,06 7,29 6,52
1994M03 7,35 7,42 6,58 | 1997M03 6,32 7,55 6,80
1994M04 7,46 7,82 7,09 | 1997M04 6,39 7,74 6,87
1994M05 7,75 8,29 7,31 | 1997M05 6,18 7,25 6,82
1994M06 8,37 8,72 7,23 | 1997M06 6,09 7,24 6,49
1994M07 8,39 8,54 7,43 | 1997M0O7 5,83 7,13 6,32
1994M08 8,68 8,69 7,37 | 1997M08 5,94 7,17 6,29
1994M09 9,12 8,99 7,60 | 1997M09 5,66 6,88 6,11
1994M10 9,16 8,88 7,89 | 1997M10 5,75 6,57 6,02
1994M11 9,12 8,75 8,12 | 1997M11 5,59 6,70 5,86
1994M12 9,14 8,70 7,96 | 1997M12 5,46 6,43 5,89
1995M01 9,34 8,84 7,93 | 1998M01 5,22 6,16 5,63
1995M02 9,19 8,76 7,61 | 1998M02 5,12 6,10 5,65
1995M03 9,43 8,70 7,33 | 1998M03 5,01 6,05 5,64
1995M04 9,26 8,55 7,18 | 1998M04 5,00 5,88 5,72
1995M05 8,78 8,28 6,74 | 1998M05 5,06 5,92 5,65
1995M06 8,75 8,24 6,27 | 1998M06 4,91 5,87 5,49
1995M07 8,71 8,39 6,38 | 1998M07 4,82 5,92 5,45
1995M08 8,47 8,26 6,60 | 1998M08 4,59 5,63 5,32
1995M09 8,36 8,07 6,30 | 1998M09 4,27 5,16 4,87
1995M10 8,48 8,24 6,13 | 1998M10 4,25 4,99 4,52
1995M11 8,16 7,97 6,02 | 1998M11 4,24 4,93 4,82
1995M12 7,82 7,97 5,79 | 1998M12 3,95 4,54 4,69
1996M01 7,44 7,55 5,73 | 1999M01 3,82 4,20 4,73
1996M02 7,66 7,90 5,89 | 1999M02 3,97 4,37 4,99
1996M03 7,83 8,20 6,37 | 1999M03 4,18 4,60 5,23
1996M04 7,62 8,21 6,62 | 1999M04 4,04 4,54 5,18
1996M05 7,48 8,23 6,85 | 1999M05 4,20 4,83 5,54
1996M06 7,51 8,20 7,03 | 1999M06 4,53 5,09 5,90
1996MO07 7,39 8,06 6,99 | 1999M07 4,86 5,27 5,80
1996M08 7,31 7,96 6,62 | 1999M08 5,06 5,31 5,94
1996M09 7,13 7,95 6,95 | 1999M09 5,24 5,60 5,91
1996M10 6,68 7,64 6,64 | 1999M10 5,47 5,78 6,10
1996M11 6,43 7,69 6,30 | 1999M11 5,18 5,23 6,03
1996M12 6,31 7,68 6,40 | 1999M12 5,30 5,36 6,26
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Database

EuroStat |EcB OECD  DBB
Long-Term Interest Rates
10 Year Gov.Bond PART 02
Monthly Data
1994-2008
Extracted on 29.01.2009

£ g

= 50 %5 ] 3 s 5 5 3

S S
2000M01 5,70 5,83 6,66 | 2003M01 4,27 4,31 4,02
2000M02 5,66 5,63 6,52 | 2003M02 4,06 4,29 3,90
2000M03 5,49 5,34 6,26 | 2003M03 4,13 4,41 3,79
2000M04 5,41 5,30 6,00 | 2003M04 4,23 4,56 3,94
2000M05 5,562 5,41 6,42 | 2003M05 3,92 4,31 3,56
2000M06 5,35 5,21 6,10 | 2003M06 3,72 4,19 3,32
2000M07 5,45 5,24 6,04 | 2003M07 4,06 4,47 3,93
2000M08 5,40 5,32 5,83 | 2003M08 4,20 4,64 4,44
2000M09 5,47 5,38 5,80 | 2003M09 4,23 4,76 4,29
2000M10 5,42 5,20 5,74 | 2003M10 4,31 4,96 4,27
2000M11 5,34 5,11 5,72 | 2003M11 4,44 5,10 4,29
2000M12 5,07 4,95 5,23 | 2003M12 4,36 4,94 4,26
2001M01 5,01 4,94 5,14 | 2004M01 4,26 4,84 4,13
2001MmM02 5,02 4,95 5,10 | 2004M02 4,18 4,88 4,06
2001M03 4,94 4,82 4,89 | 2004M03 4,02 4,76 3,81
2001M04 5,10 5,03 5,13 | 2004M04 4,19 4,99 4,32
2001M05 5,26 5,21 5,37 | 2004M05 4,35 5,15 4,70
2001MO06 5,21 5,30 5,26 | 2004M06 4,41 5,24 4,73
2001mM07 5,25 5,30 5,23 | 2004M07 4,31 5,14 4,48
2001M08 5,06 5,07 4,97 | 2004M08 4,15 5,03 4,27
2001M09 5,04 5,02 4,76 | 2004M09 4,11 4,95 4,13
2001M10 4,82 4,86 4,55 | 2004M10 3,98 4,81 4,08
2001M11 4,67 4,67 4,61 | 2004M11 3,86 4,74 4,19
2001M12 4,96 4,94 5,07 | 2004M12 3,66 4,58 4,23
2002M01 5,02 5,02 5,00 | 2005M01 3,60 4,60 4,21
2002M02 5,07 5,04 4,90 | 2005M02 3,59 4,66 4,16
2002M03 5,32 5,34 5,28 | 2005M03 3,75 4,87 4,49
2002M04 5,30 5,33 5,21 | 2005M04 3,54 4,67 4,34
2002M05 5,30 5,35 5,15 | 2005M05 3,39 4,45 4,14
2002M06 5,16 5,19 4,90 | 2005M06 3,22 4,31 4,00
2002M07 5,03 5,02 4,62 | 2005M07 3,28 4,31 4,16
2002M08 4,73 4,67 4,24 | 2005M08 3,30 4,34 4,26
2002M09 4,52 4,45 3,88 | 2005M09 3,14 4,25 4,19
2002M10 4,62 4,53 3,91 | 2005M10 3,30 4,40 4,45
2002M11 4,59 4,55 4,04 | 2005M11 3,51 4,37 4,53
2002M12 4,41 4,49 4,03 | 2005M12 3,40 4,27 4,46
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EuroStat |ECB

Long-Term Interest Rates

10 Year Gov.Bond
Monthly Data

Database

OECD DBB

1994-2008
Extracted on 29.01.2009
£
g 5|5 8
&
2006M01 3,38 3,97 4,41
2006M02 3,54 4,05 4,56
2006M03 3,72 4,19 4,72
2006M04 3,99 4,37 4,99
2006M05 4,05 4,49 5,10
2006M06 4,05 4,50 5,10
2006M07 4,08 4,49 5,10
2006M08 3,96 4,49 4,88
2006M09 3,83 4,44 4,72
2006M10 3,87 4,51 4,73
2006M11 3,79 4,45 4,60
2006M12 3,85 4,54 4,57
2007M01 4,09 4,94 4,76
2007M02 4,12 4,97 4,73
2007M03 4,02 4,88 4,56
2007M04 4,23
2007M05 4,37
2007M06 4,66
2007M07 4,63
2007M08 4,43
2007M09 4,37
2007M10 4,40
2007M11 4,25
2007M12 4,38
2008M01 4,23
2008M02 4,14
2008M03 4,07
2008M04 4,28
2008M05 4,42
2008M06 4,81
2008M07 4,81
2008M08 4,50
2008M09 4,50
2008M10 4,42
2008M11 4,20
2008M12 3,89

PART 03
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Database

EuroStat |EcB OECD  DBB
Short-Term Interest Rates
3 Month Rate (Money Market) PART 01
Monthly Data
1994-2008
Extracted on 04.02.2009

g g

= 50 %5 ] 3 s 5 5 3

S S
1994M01 6,91 5,44 3,28 | 1997M01 4,39 6,42 5,57
1994M02 6,86 5,26 3,55 | 1997M02 4,43 6,29 5,53
1994M03 6,75 5,23 3,88 | 1997M03 4,50 6,30 5,67
1994M04 6,57 5,29 4,11 | 1997M04 4,39 6,45 5,85
1994M05 6,24 5,23 4,64 | 1997M05 4,30 6,53 5,84
1994M06 6,30 5,19 4,64 | 1997M06 4,29 6,76 5,81
1994M07 6,34 5,27 4,86 | 1997M07 4,30 7,04 5,76
1994M08 6,43 5,58 4,92 | 1997M08 4,36 7,24 5,73
1994M09 6,38 5,77 5,13 | 1997M09 4,31 7,30 5,74
1994M10 6,43 5,97 5,63 | 1997M10 4,44 7,36 5,78
1994M11 6,40 6,13 5,88 | 1997M11 4,49 7,63 5,89
1994M12 6,69 6,43 6,39 | 1997M12 4,37 7,72 5,90
1995M01 6,66 6,64 6,34 | 1998M01 4,26 7,59 5,67
1995M02 6,59 6,80 6,26 | 1998M02 4,24 7,54 5,64
1995M03 7,58 6,73 6,27 | 1998M03 4,11 7,57 5,74
1995M04 7,29 6,74 6,24 | 1998M04 4,09 7,54 5,74
1995M05 7,04 6,78 6,11 | 1998M05 4,06 7,49 5,73
1995M06 7,08 6,71 6,01 | 1998M06 4,02 7,71 5,69
1995M07 6,92 6,88 5,90 | 1998M07 3,95 7,81 5,69
1995M08 6,66 6,88 5,90 | 1998M08 3,93 7,73 5,68
1995M09 6,50 6,80 5,86 | 1998M09 3,93 7,47 5,50
1995M10 6,75 6,82 5,94 | 1998M10 3,81 7,22 5,27
1995M11 6,45 6,72 5,88 | 1998M11 3,69 6,97 5,32
1995M12 6,32 6,55 5,75 | 1998M12 3,37 6,46 5,22
1996M01 5,81 6,45 5,55 | 1999M01 3,14 5,92 5,01
1996M02 5,58 6,25 5,28 | 1999M02 3,09 5,53 5,00
1996M03 5,50 6,14 5,39 | 1999M03 3,05 5,40 5,01
1996M04 5,27 6,08 5,49 | 1999M04 2,70 5,32 5,00
1996M05 5,06 6,12 5,50 | 1999M05 2,58 5,35 5,02
1996M06 5,08 5,93 5,57 | 1999M06 2,63 5,22 5,18
1996M07 5,06 5,82 5,64 | 1999M07 2,68 5,17 5,31
1996M08 5,08 5,84 5,53 | 1999M08 2,70 5,25 5,45
1996M09 4,86 5,86 5,62 | 1999M09 2,73 5,41 5,57
1996M10 4,69 6,02 5,54 | 1999M10 3,38 6,03 6,18
1996M11 4,57 6,39 5,50 | 1999M11 3,47 5,87 6,10
1996M12 4,50 6,43 5,55 | 1999M12 3,44 6,06 6,13
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Database

EuroStat |EcB OECD  DBB
Short-Term Interest Rates
3 Month Rate (Money Market) PART 02
Monthly Data
1994-2008
Extracted on 04.02.2009

g g

= 50 %5 ] 3 s 5 5 3

S S
2000M01 3,34 6,13 6,04 | 2003M01 2,83 3,98 1,37
2000M02 3,54 6,24 6,10 | 2003M02 2,69 3,75 1,34
2000M03 3,75 6,23 6,20 | 2003M03 2,53 3,66 1,29
2000M04 3,93 6,30 6,31 | 2003M04 2,54 3,65 1,30
2000M05 4,35 6,30 6,75 | 2003M05 2,41 3,63 1,28
2000M06 4,50 6,23 6,79 | 2003M06 2,15 3,64 1,12
2000M07 4,58 6,19 6,73 | 2003M07 2,13 3,49 1,11
2000M08 4,78 6,22 6,69 | 2003M08 2,14 3,62 1,14
2000M09 4,85 6,21 6,67 | 2003M09 2,15 3,70 1,14
2000M10 5,04 6,16 6,78 | 2003M10 2,14 3,80 1,16
2000M11 5,09 6,09 6,75 | 2003M11 2,16 3,98 1,17
2000M12 4,93 5,96 6,54 | 2003M12 2,15 4,02 1,17
2001M01 4,77 5,85 5,73 | 2004M01 2,09 4,06 1,13
2001MmM02 4,76 5,76 5,35 | 2004M02 2,07 4,17 1,12
2001M03 4,71 5,55 4,96 | 2004M03 2,03 4,30 1,11
2001M04 4,69 5,40 4,63 | 2004M04 2,05 4,39 1,15
2001M05 4,64 5,25 4,11 | 2004M05 2,09 4,53 1,25
2001MO06 4,45 5,26 3,83 | 2004M06 2,11 4,79 1,50
2001mM07 4,47 5,25 3,75 | 2004M07 2,12 4,86 1,63
2001M08 4,35 5,00 3,56 | 2004M08 2,11 4,96 1,73
2001M09 3,98 4,73 3,03 | 2004M09 2,12 4,95 1,90
2001M10 3,60 4,43 2,40 | 2004M10 2,15 4,90 2,08
2001M11 3,39 4,00 2,10 | 2004M11 2,17 4,88 2,31
2001M12 3,34 4,05 1,92 | 2004M12 2,17 4,87 2,50
2002M01 3,34 4,05 1,82 | 2005M01 2,15 4,87 2,66
2002M02 3,36 4,05 1,90 | 2005M02 2,14 4,89 2,82
2002M03 3,39 4,13 1,99 | 2005M03 2,14 4,99 3,03
2002M04 3,41 4,17 1,97 | 2005M04 2,14 4,94 3,15
2002M05 3,46 4,15 1,91 | 2005M05 2,13 4,89 3,27
2002M06 3,46 4,18 1,88 | 2005M06 2,11 4,84 3,43
2002M07 3,41 4,06 1,85 | 2005M07 2,12 4,66 3,61
2002M08 3,35 3,99 1,78 | 2005M08 2,13 4,59 3,80
2002M09 3,31 3,99 1,80 | 2005M09 2,14 4,60 3,91
2002M10 3,26 3,96 1,78 | 2005M10 2,20 4,59 4,17
2002M11 3,12 3,97 1,46 | 2005M11 2,36 4,62 4,35
2002M12 2,94 4,02 1,41 | 2005M12 2,47 4,64 4,49
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EuroStat |ECB OECD  DBB
Short-Term Interest Rates
3 Month Rate (Money Market) PART 03
Monthly Data
1994-2008
Extracted on 04.02.2009

g

g 55| 4

S
2006M01 2,51 4,60 4,60
2006M02 2,60 4,58 4,76
2006M03 2,72 4,59 4,92
2006M04 2,79 4,63 5,07
2006M05 2,89 4,70 5,18
2006M06 2,99 4,74 5,38
2006M07 3,10 4,73 5,50
2006M08 3,23 4,94 5,42
2006M09 3,34 5,03 5,38
2006M10 3,50 5,13 5,37
2006M11 3,60 5,23 5,37
2006M12 3,68 5,29 5,36
2007M01 3,75 5,49 5,36
2007M02 3,82 5,57 5,36
2007M03 3,89 5,55 5,35
2007M04 3,98 5,65 5,35
2007M05 4,07 5,77 5,36
2007M06 4,15 5,88 5,36
2007MO07 4,22 6,02 5,36
2007M08 4,54 6,42 5,48
2007M09 4,74 6,65 5,49
2007M10 4,69 6,27 5,15
2007M11 4,64 6,41 4,96
2007M12 4,85 6,36 4,97
2008M01 4,48 5,66 3,92
2008M02 4,36 5,64 3,09
2008M03 4,60 5,89 2,78
2008M04 4,78 5,92 2,79
2008M05 4,86 5,83 2,69
2008M06 4,94 5,93 2,77
2008MO07 4,96 5,83 2,79
2008M08 4,97 5,77 2,81
2008M09 5,02 5,91 3,12
2008M10 5,11 6,13 4,06
2008M11 4,24 4,45 2,28
2008M12 3,29 3,17 1,80
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1994M01 6,69 6,91 | 1997M01 6,23 4,39
1994M02 6,88 6,86 | 1997M02 6,06 4,43
1994M03 7,35 6,75 | 1997M03 6,32 4,50
1994M04 7,46 6,57 | 1997M04 6,39 4,39
1994M05 7,75 6,24 | 1997M05 6,18 4,30
1994M06 8,37 6,30 | 1997M06 6,09 4,29
1994M07 8,39 6,34 | 1997M07 5,83 4,30
1994M08 8,68 6,43 | 1997M08 5,94 4,36
1994M09 9,12 6,38 | 1997M09 5,66 4,31
1994M10 9,16 6,43 | 1997M10 5,75 4,44
1994M11 9,12 6,40 | 1997M11 5,59 4,49
1994M12 9,14 6,69 | 1997M12 5,46 4,37
1995M01 9,34 6,66 | 1998M01 5,22 4,26
1995M02 9,19 6,59 | 1998M02 512 4,24
1995M03 9,43 7,58 | 1998M03 5,01 4,11
1995M04 9,26 7,29 | 1998M04 5,00 4,09
1995M05 8,78 7,04 | 1998M05 5,06 4,06
1995M06 8,75 7,08 | 1998M06 4,91 4,02
1995M07 8,71 6,92 | 1998M07 4,82 3,95
1995M08 8,47 6,66 | 1998M08 4,59 3,93
1995M09 8,36 6,50 | 1998M09 4,27 3,93
1995M10 8,48 6,75 | 1998M10 4,25 3,81
1995M11 8,16 6,45 | 1998M11 4,24 3,69
1995M12 7,82 6,32 | 1998M12 3,95 3,37
1996M01 7,44 5,81 | 1999M01 3,82 3,14
1996M02 7,66 5,58 | 1999M02 3,97 3,09
1996M03 7,83 5,50 | 1999M03 4,18 3,05
1996M04 7,62 5,27 | 1999M04 4,04 2,70
1996M05 7,48 5,06 | 1999M05 4,20 2,58
1996M06 7,51 5,08 | 1999M06 4,53 2,63
1996M07 7,39 5,06 | 1999M07 4,86 2,68
1996M08 7,31 5,08 | 1999M08 5,06 2,70
1996M09 7,13 4,86 | 1999M09 5,24 2,73
1996M10 6,68 4,69 | 1999M10 5,47 3,38
1996M11 6,43 4,57 | 1999M11 5,18 3,47
1996M12 6,31 4,50 | 1999M12 5,30 3,44
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2000M01 5,70 3,34 | 2003M01 4,27 2,83
2000M02 5,66 3,54 | 2003M02 4,06 2,69
2000M03 5,49 3,75 | 2003M03 4,13 2,53
2000M04 5,41 3,93 | 2003M04 4,23 2,54
2000M05 5,62 4,35 | 2003M05 3,92 2,41
2000M06 5,35 4,50 | 2003M06 3,72 2,15
2000M07 5,45 4,58 | 2003M07 4,06 2,13
2000M08 5,40 4,78 | 2003M08 4,20 2,14
2000M09 5,47 4,85 | 2003M09 4,23 2,15
2000M10 5,42 5,04 | 2003M10 4,31 2,14
2000M11 5,34 5,09 | 2003M11 4,44 2,16
2000M12 5,07 4,93 | 2003M12 4,36 2,15
2001M01 5,01 4,77 | 2004M01 4,26 2,09
2001M02 5,02 4,76 | 2004M02 4,18 2,07
2001M03 4,94 4,71 | 2004M03 4,02 2,03
2001M04 5,10 4,69 | 2004M04 4,19 2,05
2001M05 5,26 4,64 | 2004M05 4,35 2,09
2001M06 5,21 4,45 | 2004M06 4,41 2,11
2001M07 5,25 4,47 | 2004M07 4,31 2,12
2001M08 5,06 4,35 | 2004M08 4,15 2,11
2001M09 5,04 3,98 | 2004M09 4,11 2,12
2001M10 4,82 3,60 | 2004M10 3,98 2,15
2001M11 4,67 3,39 | 2004M11 3,86 2,17
2001M12 4,96 3,34 | 2004M12 3,66 2,17
2002M01 5,02 3,34 | 2005M01 3,60 2,15
2002M02 5,07 3,36 | 2005M02 3,59 2,14
2002M03 5,32 3,39 | 2005M03 3,75 2,14
2002M04 5,30 3,41 | 2005M04 3,54 2,14
2002M05 5,30 3,46 | 2005M05 3,39 2,13
2002M06 5,16 3,46 | 2005M06 3,22 2,11
2002M07 5,03 3,41 | 2005M07 3,28 2,12
2002M08 4,73 3,35 | 2005M08 3,30 2,13
2002M09 4,52 3,31 | 2005M09 3,14 2,14
2002M10 4,62 3,26 | 2005M10 3,30 2,20
2002M11 4,59 3,12 | 2005M11 3,51 2,36
2002M12 4,41 2,94 | 2005M12 3,40 2,47
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2006M01 3,38 2,51
2006M02 3,54 2,60
2006M03 3,72 2,72
2006M04 3,99 2,79
2006M05 4,05 2,89
2006M06 4,05 2,99
2006M07 4,08 3,10
2006M08 3,96 3,23
2006M09 3,83 3,34
2006M10 3,87 3,50
2006M11 3,79 3,60
2006M12 3,85 3,68
2007M01 4,09 3,75
2007M02 4,12 3,82
2007M03 4,02 3,89
2007M04 4,23 3,98
2007M05 4,37 4,07
2007M06 4,66 4,15
2007M07 4,63 4,22
2007M08 4,43 4,54
2007M09 4,37 4,74
2007M10 4,40 4,69
2007M11 4,25 4,64
2007M12 4,38 4,85
2008M01 4,23 4,48
2008M02 4,14 4,36
2008M03 4,07 4,60
2008M04 4,28 4,78
2008M05 4,42 4,86
2008M06 4,81 4,94
2008M07 4,81 4,96
2008M08 4,50 4,97
2008M09 4,50 5,02
2008M10 4,42 511
2008M11 4,20 4,24
2008M12 3,89 3,29

DBB

PART 03
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1994M01 6,32 5,44 | 1997M01 7,66 6,42
1994M02 6,71 5,26 | 1997M02 7,29 6,29
1994M03 7,42 5,23 | 1997M03 7,55 6,30
1994M04 7,82 5,29 | 1997M04 7,74 6,45
1994M05 8,29 5,23 | 1997M05 7,25 6,53
1994M06 8,72 5,19 | 1997M06 7,24 6,76
1994M07 8,54 5,27 | 1997M07 7,13 7,04
1994M08 8,69 5,58 | 1997M08 7,17 7,24
1994M09 8,99 5,77 | 1997M09 6,88 7,30
1994M10 8,88 5,97 | 1997M10 6,57 7,36
1994M11 8,75 6,13 | 1997M11 6,70 7,63
1994M12 8,70 6,43 | 1997M12 6,43 7,72
1995M01 8,84 6,64 | 1998M01 6,16 7,59
1995M02 8,76 6,80 | 1998M02 6,10 7,54
1995M03 8,70 6,73 | 1998M03 6,05 7,57
1995M04 8,55 6,74 | 1998M04 5,88 7,54
1995M05 8,28 6,78 | 1998M05 5,92 7,49
1995M06 8,24 6,71 | 1998M06 5,87 7,71
1995M07 8,39 6,88 | 1998M07 5,92 7,81
1995M08 8,26 6,88 | 1998M08 5,63 7,73
1995M09 8,07 6,80 | 1998M09 5,16 7,47
1995M10 8,24 6,82 | 1998M10 4,99 7,22
1995M11 7,97 6,72 | 1998M11 4,93 6,97
1995M12 7,97 6,55 | 1998M12 4,54 6,46
1996M01 7,55 6,45 | 1999M01 4,20 5,92
1996M02 7,90 6,25 | 1999M02 4,37 5,563
1996M03 8,20 6,14 | 1999M03 4,60 5,40
1996M04 8,21 6,08 | 1999M04 4,54 5,32
1996M05 8,23 6,12 | 1999M05 4,83 5,35
1996M06 8,20 5,93 | 1999M06 5,09 5,22
1996M07 8,06 5,82 | 1999M07 5,27 5,17
1996M08 7,96 5,84 | 1999M08 5,31 5,25
1996M09 7,95 5,86 | 1999M09 5,60 5,41
1996M10 7,64 6,02 | 1999M10 5,78 6,03
1996M11 7,69 6,39 | 1999M11 5,23 5,87
1996M12 7,68 6,43 | 1999M12 5,36 6,06
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2000M01 5,83 6,13 | 2003M01 4,31 3,98
2000M02 5,63 6,24 | 2003M02 4,29 3,75
2000M03 5,34 6,23 | 2003M03 4,41 3,66
2000M04 5,30 6,30 | 2003M04 4,56 3,65
2000M05 5,41 6,30 | 2003M05 4,31 3,63
2000M06 5,21 6,23 | 2003M06 4,19 3,64
2000M07 5,24 6,19 | 2003M07 4,47 3,49
2000M08 5,32 6,22 | 2003M08 4,64 3,52
2000M09 5,38 6,21 | 2003M09 4,76 3,70
2000M10 5,20 6,16 | 2003M10 4,96 3,80
2000M11 5,11 6,09 | 2003M11 5,10 3,98
2000M12 4,95 5,96 | 2003M12 4,94 4,02
2001M01 4,94 5,85 | 2004M01 4,84 4,06
2001M02 4,95 5,76 | 2004M02 4,88 4,17
2001M03 4,82 5,55 | 2004M03 4,76 4,30
2001M04 5,03 5,40 | 2004M04 4,99 4,39
2001M05 5,21 5,25 | 2004M05 5,15 4,53
2001M06 5,30 5,26 | 2004M06 5,24 4,79
2001M07 5,30 5,25 | 2004M07 514 4,86
2001M08 5,07 5,00 | 2004M08 5,03 4,96
2001M09 5,02 4,73 | 2004M09 4,95 4,95
2001M10 4,86 4,43 | 2004M10 4,81 4,90
2001M11 4,67 4,00 | 2004M11 4,74 4,88
2001M12 4,94 4,05 | 2004M12 4,58 4,87
2002M01 5,02 4,05 | 2005M01 4,60 4,87
2002M02 5,04 4,05 | 2005M02 4,66 4,89
2002M03 5,34 4,13 | 2005M03 4,87 4,99
2002M04 5,33 4,17 | 2005M04 4,67 4,94
2002M05 5,35 4,15 | 2005M05 4,45 4,89
2002M06 5,19 4,18 | 2005M06 4,31 4,84
2002M07 5,02 4,06 | 2005M07 4,31 4,66
2002M08 4,67 3,99 | 2005M08 4,34 4,59
2002M09 4,45 3,99 | 2005M09 4,25 4,60
2002M10 4,53 3,96 | 2005M10 4,40 4,59
2002M11 4,55 3,97 | 2005M11 4,37 4,62
2002M12 4,49 4,02 | 2005M12 4,27 4,64
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2006M01 3,97
2006M02 4,05
2006M03 4,19
2006M04 4,37
2006M05 4,49
2006M06 4,50
2006MO07 4,49
2006M08 4,49
2006M09 4,44
2006M10 4,51
2006M11 4,45
2006M12 4,54
2007M01 4,94
2007M02 4,97
2007M03 4,88
2007M04

2007M05
2007M06
2007MO07
2007M08
2007M09
2007M10
2007M11
2007M12
2008M01
2008M02
2008M03
2008M04
2008M05
2008M06
2008M07
2008M08
2008M09
2008M10
2008M11
2008M12
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1994M01 5,83 3,28 | 1997M01 6,69 5,67
1994M02 6,06 3,55 | 1997M02 6,52 5,563
1994M03 6,58 3,88 | 1997M03 6,80 5,67
1994M04 7,09 4,11 | 1997M04 6,87 5,85
1994M05 7,31 4,64 | 1997M05 6,82 5,84
1994M06 7,23 4,64 | 1997M06 6,49 5,81
1994M07 7,43 4,86 | 1997M07 6,32 5,76
1994M08 7,37 4,92 | 1997M08 6,29 5,73
1994M09 7,60 5,13 | 1997M09 6,11 5,74
1994M10 7,89 5,63 | 1997M10 6,02 5,78
1994M11 8,12 5,88 | 1997M11 5,86 5,89
1994M12 7,96 6,39 | 1997M12 5,89 5,90
1995M01 7,93 6,34 | 1998M01 5,63 5,67
1995M02 7,61 6,26 | 1998M02 5,65 5,64
1995M03 7,33 6,27 | 1998M03 5,64 5,74
1995M04 7,18 6,24 | 1998M04 5,72 5,74
1995M05 6,74 6,11 | 1998M05 5,65 5,73
1995M06 6,27 6,01 | 1998M06 5,49 5,69
1995M07 6,38 5,90 | 1998M07 5,45 5,69
1995M08 6,60 5,90 | 1998M08 5,32 5,68
1995M09 6,30 5,86 | 1998M09 4,87 5,50
1995M10 6,13 5,94 | 1998M10 4,52 5,27
1995M11 6,02 5,88 | 1998M11 4,82 5,32
1995M12 5,79 5,75 | 1998M12 4,69 5,22
1996M01 5,73 5,55 | 1999M01 4,73 5,01
1996M02 5,89 5,28 | 1999M02 4,99 5,00
1996M03 6,37 5,39 | 1999M03 5,23 5,01
1996M04 6,62 5,49 | 1999M04 5,18 5,00
1996M05 6,85 5,50 | 1999M05 5,54 5,02
1996M06 7,03 5,57 | 1999M06 5,90 5,18
1996M07 6,99 5,64 | 1999M07 5,80 5,31
1996M08 6,62 5,53 | 1999M08 5,94 5,45
1996M09 6,95 5,62 | 1999M09 5,91 5,567
1996M10 6,64 5,54 | 1999M10 6,10 6,18
1996M11 6,30 5,50 | 1999M11 6,03 6,10
1996M12 6,40 5,55 | 1999M12 6,26 6,13
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2000M01 6,66 6,04 | 2003M01 4,02 1,37
2000M02 6,52 6,10 | 2003M02 3,90 1,34
2000M03 6,26 6,20 | 2003M03 3,79 1,29
2000M04 6,00 6,31 | 2003M04 3,94 1,30
2000M05 6,42 6,75 | 2003M05 3,56 1,28
2000M06 6,10 6,79 | 2003M06 3,32 1,12
2000M07 6,04 6,73 | 2003M07 3,93 1,11
2000M08 5,83 6,69 | 2003M08 4,44 1,14
2000M09 5,80 6,67 | 2003M09 4,29 1,14
2000M10 5,74 6,78 | 2003M10 4,27 1,16
2000M11 5,72 6,75 | 2003M11 4,29 1,17
2000M12 5,23 6,54 | 2003M12 4,26 1,17
2001M01 514 5,73 | 2004M01 4,13 1,13
2001M02 5,10 5,35 | 2004M02 4,06 1,12
2001M03 4,89 4,96 | 2004M03 3,81 1,11
2001M04 513 4,63 | 2004M04 4,32 1,15
2001M05 5,37 4,11 | 2004M05 4,70 1,25
2001M06 5,26 3,83 | 2004M06 4,73 1,50
2001M07 5,23 3,75 | 2004M07 4,48 1,63
2001M08 4,97 3,56 | 2004M08 4,27 1,73
2001M09 4,76 3,03 | 2004M09 4,13 1,90
2001M10 4,55 2,40 | 2004M10 4,08 2,08
2001M11 4,61 2,10 | 2004M11 4,19 2,31
2001M12 5,07 1,92 | 2004M12 4,23 2,50
2002M01 5,00 1,82 | 2005M01 4,21 2,66
2002M02 4,90 1,90 | 2005M02 4,16 2,82
2002M03 5,28 1,99 | 2005M03 4,49 3,03
2002M04 5,21 1,97 | 2005M04 4,34 3,15
2002M05 5,15 1,91 | 2005M05 4,14 3,27
2002M06 4,90 1,88 | 2005M06 4,00 3,43
2002M07 4,62 1,85 | 2005M07 4,16 3,61
2002M08 4,24 1,78 | 2005M08 4,26 3,80
2002M09 3,88 1,80 | 2005M09 4,19 3,91
2002M10 3,91 1,78 | 2005M10 4,45 4,17
2002M11 4,04 1,46 | 2005M11 4,53 4,35
2002M12 4,03 1,41 | 2005M12 4,46 4,49
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2006M01 4,41 4,60
2006M02 4,56 4,76
2006M03 4,72 4,92
2006M04 4,99 5,07
2006M05 5,10 5,18
2006M06 5,10 5,38
2006M07 5,10 5,50
2006M08 4,88 5,42
2006M09 4,72 5,38
2006M10 4,73 5,37
2006M11 4,60 5,37
2006M12 4,57 5,36
2007M01 4,76 5,36
2007M02 4,73 5,36
2007M03 4,56 5,35
2007M04 4,69 5,35
2007M05 4,75 5,36
2007M06 511 5,36
2007M07 5,01 5,36
2007M08 4,68 5,48
2007M09 4,51 5,49
2007M10 4,52 5,15
2007M11 4,16 4,96
2007M12 4,10 4,97
2008M01 3,73 3,92
2008M02 3,73 3,09
2008M03 3,49 2,78
2008M04 3,65 2,79
2008M05 3,87 2,69
2008M06 4,09 2,77
2008M07 3,98 2,79
2008M08 3,89 2,81
2008M09 3,68 3,12
2008M10 3,79 4,06
2008M11 3,52 2,28
2008M12 2,42 1,80

DBB
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Appendix B

Summary in German / Deutsche Zusammenfassung

Die Hauptaufgabe der vorliegenden Arbeit liegt eseés darin den Uberblick
Uber die Geldmarktpolitik zu schaffen und andeligssgine Unterscheidung zwischen

kurz- und langfristigen Zinssatzen zu erméglichen.

Geldmarktpolitik reprasentiert die Summe aller fimairtschaftlichen
Instrumente, welche von bestimmten Entscheidungstra zur Verfolgung und
letztendlichen Erlangung monetarer Ziele eingeseéztlen. Diese Entscheidungstrager
sind keine Geringeren als die Zentralbanken deeijeyen Staaten, in derer Macht es
steht durch bestimmte politische Interventionen dieschicke einer gesamten
Volkswirtschaft zu lenken und zu beeinflussen. Anthder, in der Arbeit dargestellten
empirischen Studie welche den Zeitraum der letaesi Dekaden und die drei
geographischen Gebiete der Vereinigten StaatenAvoerika, GroRbritannien und der
Euro Zone umfasst, werden verschiedene Ansatze unelsetzungen von

Geldmarktpolitik besprochen und bildlich dargestell

Die in der Arbeit besprochenen, kurzfristigen Zétge sind jene mit der gréf3ten
Bedeutung im Hinblick auf die Politik der Zentratik@n, da sie im direkten
Zusammenhang mit den angestrebten Zielsetzungémrstend dariber hinaus als
direktes Steuerungselement dienen. Durch ihre Asymesreagieren Zentralbanken auf
bestimmte Ereignisse und kénnen somit die Volkseiraft einer gesamten Nation
effizient und produktiv halten. Durch die Analyser Daten werden somit bestimmte

Trends der jeweiligen Zeitperioden und geograpleisdBebiete dargestellt.

Diese Ergebnisse, beruhend auf der Auswertung ulefristigen Daten, werden
nun, unter Bertcksichtigung von theoretischen Aresétden langfristigen Zinssatzen
gegenibergestellt. Durch die Zuhilfenahme von GHagnen konnen letztendlich
Aussagen getroffen werden, inwieweit langfristiggnsgatze von kurzfristigen und

somit direkt von der Geldmarktpolitik der Zentratkan beeinflusst werden.

Abschliel3end muss noch erlautert werden, dassialder Arbeit dargestellten

und verwendeten Daten-Tabellen und Diagramme vomfias®er selbiger erstellt und
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ausgewertet wurden. Als Grundlage zur Datenerfgssdienten lediglich die im

Appendix Aund in derBibliography angefuhrteninternet-Databasesler jeweiligen
Institutionen.
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Christian Dolenz

Lebenslauf
Persanliche Daten
=  Gebirtsdatm 05.03.1950
*  Gebetson: Vikach
n Nationalidat Osierneich
®  Famikenstand: ledig
Studium
0472010 SPOMSION: Magister*, Intematonaie Belrenswirtschaf

112008 - 042010 Diplomarbssit: Fingncs § Macroeconomics, Poil Dr. Ench W.SIreissker,
5_ong-term vs. Short-lem intrest Rates; An Empincal Study®
= 2T Case Study: erster Platz, Ass2t Managemsnt, Gutmann Sank
®  D&2006- 072007  ERASMUS-Auslandsaufenthalt: Universidad de Vaiancia®, Sparen
= {2000 - 0420400 Shediam: Infematonale Betnebsamschalt, Beriebsatnschaflszantnam der
Universitdt Wien (B'WZ)
Spemaliserungen: Finanzdisnstbsistung, Banking

Ausbildung und Schule

= 92007 Thekyerishung: Ingenieur, Sautechnic — Hochbau

= DEM995 Matura: Bautechnik - Hochbau, guter Erfolg

= 051995 Planungawettbewert: erater Piatz, Wonnbau, Erma

*  0%/1994 - 061995 HOhere Technische Bundesiehr- und Versuchsansiall Villach, Hochbau
L |

091990 - (51954:  Gymnasium Peraustade, Villach

Wehrpflicht

= {01995 - 0S2000:  abgelenist, Hesrss-Sporizentrum (HEZ), Russn, Sangasse Wien
Berufstatigkeit und Praktika

92008 - 102008 Auto Magic KFZ - Sevice GmbH, Wien: prjeibezogener Angesteilier

= Cinganisation und Logistik

= 01/2001 - heute: Planungabiiroe Dodenz, Vikach: Finanzwirtschafier | Bawiechnikar
= Uniemenmensechaung, Kossnrecnnung und Suchhatiung
= Stegar und fnanzarschaftiche Tatgkeiten
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= Dnganisation und Logistik
= Kalkulation, Preis- und Angebolsanasyse
= Ausschrsibong (BAUER Success)
= CAD - Planung [Aut CAD}
= Bauleiung
= Aufmass und Massenemitiiung
= EDW, Software- und Metowerkadministason
®  J7HOU98 - GEM10%8.  Eafrich Zetfinig GmbH, villach: Pragdkant im iechrischen Baubing
= Kalkulatizn
= AussChnsibung
= Aufmass und Massenemistiong
= JTA9ST - 051957 Esfrich Zstlinig GmbH, Villach: Praivikant im technischen Baublrg
= AusschinsEbung
= Aufmass und Massenemi
= 71995 - 0EM9%50 Stastbawmedster Josef Willroiger GmbH, Viltach: Prakikant auf Sausisls
= Gewen Saumesterarbenen

Leistungzssport — Rudern

2004 FISA X - Zames Sevilla
w2 Rowing Warid Cup
R 5-23 Wi Genoa
w20 23 Wi Citenshieim
" 2000 L-23 W Kopenhagen, Rowing Waord Cup
joE 23 WM Hamberp, Rowing Wond Cup
15 heut Aktiver Leissngsspon, Rudervesein Villach, Nasonalader Csiemaicn,

visimalger Ostermeichischer Staatsmaister und Kirminer Landesmesier

fusatzqualifikationen
=  EDV, Software- und Netrwerkadminisiaton:
= MS-Word, MS-Excel, M5-Powerpont, Auto CAD: selv gui
= W5-Works, Adobe Pholoshop, ALER Seocess,
MySOL-Daenbanic gut
»  Sprachkennmisse;
= Deutsch.  Multersprache
= Englisch:  sehrgul, in Wort und Schnft, Wirschaftsengksch
= Spanmisch:  gut mWort und Schrft, Wetschafisspanisch
= Fahrerschesn
14 hﬂ

Intereszen und Hobhies

Radern, Mountindeken, Joggen, Langiaafen, Schwimmen, Wandam, Finass, modeme Aschitekiur,
Desgn, Musik, Giamespiglen, Reisan

Wien, im Apnl 2010
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