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ABSTRACT
This paper analyses the strengths of the Window Guidance monetary policy tool and its history in guiding the countries of 
Germany, China and Japan specifically over separate historic time periods. Window Guidance’s role in guiding these econ-
omies to growing in GDP terms over the past century is examined. This paper begins by looking at how the monetary tool 
spread to Japan then spread further into East Asia from Germany. The application of Window Guidance in an economy, by 
the central bank’s ‘guidance’ of the discount window is then explored, and the very secrecy of as well as the power of this 
tool is lastly shown, such as its use historically to meet exact GDP forecasts when called upon.

The paper contrasts what the Bank of Japan (BoJ) and People’s Bank of China (PBOC) have said publicly about Window Guid-
ance, often denying its use or existance, with the available data from economic analysis concerning their continued, often 
obstinate use of the Window Guidance tool. The paper explores the literature of the effect of interest rates on the economy, 
and the private banking sectors’ role in creating credit to inflate speculative asset prices and create bubbles in previous 
crises. 

The paper looks at how window guidance might be used responsibly as a monetary policy tool in the west in the future, and 
how adopting Window Guidance efficiently in a Western economy would bring greater levels of more sustainable growth 
than what the typical neo-classical paradigm brings today.

Headings

1. Problem - Existing monetary tools such as Window Guidance not in consideration by BofE. 
2. Background - Window Guidance began in Germany and spread to Japan and East Asia. Adop-
tion by China and Chinese and Japanese use to expand economies and deal with crises.
3. Interest Rates - The anomaly of the inverse relationship between interest rates & GDP growth.
4. Significance - Window Guidance and the successes of the East Asian economies prove that 
Neo-classical Economics no longer true. Western economies crutch on a broken framework.
5. Solution - Introduction of Window Guidance.
6. Regulation - Important to oversee proper use. Existing literature to rely on for correct applica-
tion. Accountability and transparency optimal.
7. Conclusions - Window Guidance has been the most influential and succesful monetary policy 
tool of the past century. Difficulty remains in adoption due to breaking down the near universal 
belief in the Neo-classical economic school of thought despite consistent failings shown in data.

1. Problem 
The current stimulus package will undoubtedly leave Britain with an 
even more sizable fiscal burden than it currently faces. Arguments 
put forward for solutions for containing the Covid-19 outbreak 
from leading European economists123 concur with the outlook of 
members of the Bank of England MPC that existing monetary tools 
will not be suitable to aid this economic crisis and that fiscal policy 
is the preferred solution. It is believed ‘monetary financing’ in the 
long term, and a systemic attempt would raise inflation expectations, 
threatening the 2 per cent target. 4 
 
The current stimulus packages will increase Britain’s current budget 
deficit, already appreciable at £55bn expected ending this fiscal 
year.5 For an economy expected to shrink by 5%, policy makers are 
depending upon fiscal policy measures, when welfare spending is 
set to increase to combat the effects of the coronavirus. Total fiscal 
capacity has already contracted tightly in recent years.  
   
Close to 40% of multinational profits have been shifted to tax havens 
from developed nations between 1985 and 2015 (using statistics

recording the amount of wages paid by affiliates of foreign multina-
tionals and the profits these affiliates make)6. A 2018 study shows 
that offshore deposits intermediated by British banks represent a 
total 13.8% of UK GDP7. 
 
This is since leading European economists and Bank of England 
members agree that existing monetary tools will not be suitable to 
aid the economic fallout of the current crisis. As a leading report for 
CEPR, 11 March, reads ‘The bottom line, though, is that…[corona-
virus]... will create not just a liquidity problem but also a solvency 
problem…These solvency problems cannot be addressed by mone-
tary policy…’8 
	
This conclusion, reaching broad consensus across other economic 
channels, does not take into account those monetary policy tools not 
currently utilised by the ECB and the BoE, such as Window Guid-
ance, extant in East Asia and instrumental in the growth of Ger-
many. Window Guidance has successfully controlled economies in 
times of crisis and led to world-beating economic recoveries Britain 
should seek to emulate.	 		
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The problem is that there have been extended periods of high 
growth and low inflation through the 20th and 21st century which 
are accounted for by the window guidance monetary policy tool. 
This tool is not examined or understood in Western economics, 
where it is still theorised that monetary credit expansion may only 
lead to inflation, and that controlling the inter-bank interest rate 
can have an effect upon the economies growth…9

2. Background 
Economists have necessarily rushed to introduce state-interven-
tion methods to support the economy in the time of this Covid-19 
medical and subsequent economic crisis. These are reliant on fiscal 
policy, in line with western, and British ideals of a minimalist state, 
the invisible hand of the market, and the freedom of the financial 
sector. 
 
These ideals of the state mean that analysts perhaps do not take 
into account the historical and current diverse state intervention 
monetary policy tools used in foreign nations. Attention is not 
often given to East Asian economies and formerly Germany who 
have used monetary policy tools to avert crises and boost econo-
mies in previous decades to this day. 
 
From the very nature of boosting the economy by direct credit 
from the guided arm of the central bank, the very nature of the 
policy, as well as its’ detail, is a closely guarded secret, as it goes 
against the ideology of ‘free markets’ espoused by the World Bank, 
IMF and Washington since Bretton Woods and indeed before.  
 
However, as the Treasury and Bank of England have realised 
recently with the March 2020 stimulus package, the state must 
intervene to ensure credit flows in an economy when the ‘free 
market’ is not able to do so. 
 
An Age-Old Problem 
 
Window Guidance has been used to guide and control foreign 
economies, primarily Japan, China, South Korea and Germany, to 
various extents, over the past half-century. 
 
To understand Window Guidance’s application in previous foreign 
crises by foreign countries, and its comparison to the U.K. Gov-
ernment’s response to the current economic crises, a brief history 
of Window Guidance should be explored. 
 
Just as the U.K. and other nation’s crisis packages to the coronavi-
rus crisis have been set up in a time of uncertainty and change, so 
too are the origins of this monetary tool. 
 
German economists were particularly critical of the U.S. experi-
ence of the 1920s when banks were encouraged to create money 
and give it to speculators, who wasted it. They understandably 
could not afford to play laissez-faire with their economics as their 
now US-allies could and did after the First-world war peace.  
 
Prominent economists published books in the 1920s proposing 
that the crucial function of banks was to create and allocate pur-
chasing power so that it could be utilised for the common good 
of the nation, with such titles as Economic theory of bank credit10 

and The state theory of money.11 This built on economic work by 
Adam Müller and John Law, who first showed how banks create 
money12 13.

Such German economists also realised that traditional thinking on 
monetary policy in line with British thought had and was produc-

ing sub-standard performance as demonstrated by the collapsing 
British Empire.  

Bankers are not democratically elected, instead seeking profit. 
German economists argued that especially in a U.S.-style democra-
cy, bank credit should be regulated by the Government to maintain 
equity and fairness. Germany, and especially another League of Na-
tions’ founder at the time, Japan, disagreed over the role of the state 
with the U.S. regarding Banking. For the Japanese, they similarly 
argued that the state was meant to serve the community, but when 
they examined foreign central banks, they saw that the Federal 
Reserve System, the Bank of England of the day, and the Reichs-
bank were private concerns, partly or wholly controlled by private 
bankers. How could these regulatory bodies serve the public good 
when they pursued their own profits?  
 
Banks are special since they serve the public function of creating 
and allocating money. Whether one believes the credit theory of 
money creation, the fractional reserve theory or the financial in-
termediation theory, they each necessarily show that banks control 
purchasing power in an economy.  
 
It is therefore not clear to everyone that bankers, left to their own 
devices, allocate funds such that the welfare of all is enhanced. 
Importantly, this fact was never clear to large groups of economists, 
German economists primarily, who in the 1920s and 30s were 
regarded as leaders in their field.14 Bureaucrats near to central bank 
policy levers realised the importance of banking in shaping the 
economy and started to study how central bankers might supervise 
banks to control growth. The importance was being able to reduce 
the regularity and severity of boom and bust cycles and therefore 
reduce newly created money being wasted on speculation - rife 
throughout the 1920s.  
 
Some central bankers claimed to use reserve requirements as a 
policy tool. Others said they set the official discount rate and thus 
encouraged or discouraged credit. In reality, neither tool was very 
effective. The discount rate or short-term interest rates were not 
necessarily related to economic activity. Also, the reserve require-
ments were too blunt a tool to be used strictly. If many banks failed 
to meet the reserve requirement, the central bank would be forced 
to lend enough money to the banks so that they would meet it, thus 
defeating the purpose. 
 
The alternative was to watch how banks would try to borrow mon-
ey from each other to meet the requirements, pushing up interest 
rates so sharply that it could disrupt the economy. Due to this 
problem, central bank officials often say that they cannot control 
the money supply. But there is always a way for them to control 
the quantity of purchasing power created by banks. By having the 
power to control the amount of credit created or not, the Central 
Bank can control where it is directed. 
 
The Reichsbank Central Banks Secret Control Tool  
 
Due to the many crises that had come before it, the Reichsbank in 
the mid-1920s, led by Governor Hjalmar Schacht provided strict 
“guidance” to the banks regarding their loan extension. The Reichs-
bank utilised knowledgeable economists in the First World War 
who had previous experience in restricting overall credit growth 
to desirable levels, and also in allocating the newly created money 
to preferred sectors. The discount rate was still announced but 
became more of a P.R. tool. In 1924, inflation was brought under 
control, but the Reichsbank “guidance” continued virtually uninter-
rupted for years - until 1945.15
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Each bank had to apply to the central bank for its loan contingent 
for the coming period. The banks then proceeded to allocate their 
contingents among borrowers. Once the contingent was used up, 
the central bank would refuse to discount any further bills present-
ed by that bank, and punish further credit expansions. Because 
there was no legal basis for these credit controls, the Reichsbank 
relied on “moral suasion,” that is, informal administrative pressure 
under the threat of sanctions that could be highly costly for the 
banks. 
 
Since the Reichsbank had been made independent from the Gov-
ernment after the hyperinflation of 1924, it could do as it wished. 
The credit-control system imposed in Germany handed enormous 
power to the central bank, in times of economic turbulence. It was 
only a small step further to give the banks detailed instructions 
about the sectoral, regional, and qualitative allocation of their 
credits. Reichsbank president Schacht gave instructions to banks 
about what industrial sector and which companies to lend, as well 
as which ones to cut from lending. 
 
The bank was able to engage in far-reaching structural economic 
policy, favouring specific regions, sectors, and institutions they 
considered “productive” and pushing for corporate restructuring.  
Schacht remained in power from 1924-1930 whilst four Weimar 
governments came and went, making the Reichsbank into being 
more powerful than the German Government. Contemporaries 
referred to him as a “credit dictator” or “economic dictator.”16 

Japanese Credit Controls 
 
The Bank of Japan carefully copied the German model. They aban-
doned their 1920s stock-exchange system based on the U.S. model, 
and, catalysed by the German phoenix-like recovery from the 
Great-Depression, despite the treaty of Versaille, aimed to imple-
ment central bank credit controls over their banking system also to 
escape the impacts of the Great Depression. 
 
The proof is in the data that can be shown by a neat before-and-af-
ter of Japan instigating its’ economic reforms successfully: 
 
In the 1920s and early 1930s, leading Japanese companies would 
pay up to 69% of their profits in dividends, paying another 6% 
as sizeable directors bonuses, and they would keep only 25% in 
reserve.17   
 
After Window Guidance was instigated in the 1930s, and rein-
forced after the war, it came into its heyday in the 1960s-70s. In 
the period from 1966 to 1970, leading Japanese companies would 
pay-out 43% of profits as dividends, 2% as directors bonuses, and 
they would reinvest 55%18. 
 
Before the war, dividends reflected the fortune of the firm and 
thus fluctuated with those fortunes. In postwar Japan, income and 
wealth became highly equalised as companies growth became more 
stabilised, whereas, in the 1920s, the economy being based on the 
U.S. style system, an entire class of affluent owners of real estate 
and stocks lived off of dividends and rents. These members did 
not contribute to the economy except through ‘consumption.’ This 
often constituted paying for luxury items imported abroad and thus 
depleting the credit circulating in the economy. 
 
After the transition to the central bank operating Window Guid-
ance, Household savings also boomed to 20% from 5% before the 
war, giving households security. Lastly, in the 1920s consumption 
accounted for 80% of GDP as opposed to less than 60% post-war.19

Central Bankers at the time of instigating the changes, as well as the 
government of the day, had nationalist sentiments. Their ultimate 
goal was to create a war economy for their war objectives. To this 
end, window guidance was a tool to guide purchasing power to con-
trol the economy and create a modern military to compete with the 
U.S. and European militaries; resources would need to be precisely 
controlled. The first law to start up a more controlled economy 
was the Capital Flight Prevention Law of 1932. Later the Foreign 
Exchange Control Law of 1933.20 21 
 
These had the aim at preventing money from being transferred 
abroad, and to regulate imports. Later, they introduced the Tem-
porary Funds Adjustment Law of 1937, bringing banks and their 
investment and loan decisions under strict control by the Central 
Bank and the Ministry of Finance. This reduced funding through 
the stock market to a trickle, the banking system was relied upon 
for resource allocation. Finally, in 1942, the Bank of Japan Law 
passed full power over to the state, as can be predicted from the war 
time conditions. As stated in Article 2: “The Bank of Japan shall be 
operated exclusively with a view to accomplishing the purposes of 
the state.” 22 This allowed the ‘control bureaucrats’ to instigate their 
clear plan of their own crafted economic system. - The question of 
how the Japanese adopted a system so different from the free market 
model is a good one, but it is clear that their thinking was heavily 
influenced by German thought.23 24 25 26 

 
Later, the occupying Americans had little to no interest in the eco-
nomics or economists of the Japanese central bank when they took 
control. Japan was needed as a strong buffer-state, as it bordered 
the hostile USSR. The American public, as well as policy-makers, 
had no appetite for implementing their brand of capitalism in 
Japan as long as it was there in-name, and politically. Consequent-
ly, controllers of the Japan war-time economy came away Scott 
free with any war crimes committed. For instance, while Albert 
Speer, the German wartime economy minister was incarcerated in 
Spandau Prison, his Japanese wartime counterpart, Nobosuke Kishi 
- wartime leading Manchurian control bureaucrat and minister for 
munitions, became prime minister.27 

 
Smokescreens 
 
The BoJ in the 1950s and 60s presented itself as a champion of free 
trade, in order for it to help Japan export its goods across the world. 
Japan depended upon its exports, and those exports subsequent 
acceptance in other countries depended on the carefully construct-
ed facade of Japan’s free trade economics. Therefore credit controls 
were an embarrassment. During the 1960s and 1970s, window guid-
ance was repeatedly abolished and then quickly reintroduced.28 29 
 
Official publications failed to mention window guidance or 
downplayed its role by calling credit controls “voluntary.” In reality, 
monthly and quarterly hearings were never abolished, it was here 
that the informal power to control and allocate credit existed. The 
banking Department used the threat of sanctions, such as reduced 
loan quotas, to keep the banks’ “plans” identical with its own. 
 
All loans from the quota were broken down not only into sectors 
(loans to individuals, wholesale/retail, real estate, construction) and 
more detailed subsections (iron and steel, chemicals etc.) but also 
by the size of the company (small and medium-sized businesses, vs 
larger) and by use. All large borrowers were listed by name.  The BoJ 
could punish banks for over and under-shooting the loan quotas by 
cutting the rediscount quotas, applying unfavourable conditions to 
its transactions with individual banks, or reducing window guid-
ance quotas. 30 31 32
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In order to show to the world that window guidance did not exist, 
or was not effective to the outside world, the bank began several 
campaigns.  
 
Many researchers from the 1960s-80s argued strongly about the 
existence of the window guidance monetary policy tool. Some 
researchers concluded it was the primary policy tool and was so 
powerful it rendered other policy tools mere support mechanisms. 
The BoJ countered that its controls might have been effective in 
the early postwar era, but soon afterwards, as the economy became 
more sophisticated, it lost its impact. It was imperative for Japan’s 
foreign policy and the BoJ’s internal politics to appear as though the 
policy tool did not exist, despite all evidence to the contrary. 
 
Incidentally, this argument is mirrored by the Chinese central 
bankers’ arguments that window guidance controls in that country 
were more effective in the period directly following the ‘opening 
up’ of its economy around 1986, but have lost their predominance 
in Chinese monetary policy since, again replaced by more sophis-
ticated tools, again the replacement tools replicating tools in the 
literature espoused by the Fed.33 
 
Japan furthermore stepped up its “research” publications, pro-
duced by its institute. All publications since the 70s have clearly 
downplayed the importance of window guidance in theory and in 
practice. Such as this 1973  excerpt from its English-language book 
on its conduct of monetary policy: “Window guidance is, in its 
nature, a supplementary tool of orthodox instruments of monetary 
policy - that is, Bank rate, open-market operations and reserve 
deposit requirements...It must be stressed that it is a form of moral 
suasion, so that it presupposes cooperation on the part of financial 
institutions” 34 
 
Throughout the 60s and 70s, the BoJ shifted interest rates to centre 
stage, claiming the central bank was making monetary policy 
by manipulating the official discount rate or call rates. In 1960s 
Britain, the term ‘stagflation’ was coined combining stagnation and 
inflation to combine the state of affairs to describe Britain’s high-in-
terest rates, yet high unemployment and sluggish growth.  
 
The BoJ masterly spread window policy throughout Japan whilst si-
multaneously denying its existence. Global leaders and economists 
had no response, and little understanding, while economies rightly 
grappled with their own domestic worries such as stagflation or 
cold war stand-offs first. 
 
BoJ credit quotas, the window guidance that made bank’s target 
specific industries, had banks, then companies fighting to produce 
huge quantities of goods to export across the planet. Producing as 
a system, foreign companies could not compete on an individual 
basis in their market sectors against this unexpected new tide of 
foreign companies that had sprung from apparently nowhere as a 
group.  
 
In 1971, OECD countries had an overall trade surplus of $7.4 
billion. Of these, $5.8 billion was accounted for by Japan, 78% of 
the total.  
 
Marvellous Monetarism 
 
The BoJ remained in control of monetary policy and conducted it 
independently. Not legally, but in reality. The BoJ made the pub-
lic believe that interest rate control was its principal policy tool, 
and it was furthermore provided by a motivating orthodoxy 
spreading through western mainstream economics.

An article published by the BoJ in 1975 emphasised the importance 
of the proper level of the money supply.35 
 
 In 1978, the Bank of Japan officially introduced monetary tar-
geting, the procedure allowing the central bank to select a certain 
measure of the so-called money supply, such as M2+CD, and at the 
same time announce a specific target for its growth rate that was to 
be attained in the next period, such as the coming six months. 
 
Monetarism was the dream smokescreen for BoJ bankers, which 
they could use in conjunction with window guidance. Most coun-
tries that introduced monetary targeting failed. The Bank of Eng-
land went through a number of monetary targets without success. 
It abolished the procedure entirely in the mid-1980s. The Bank of 
Japan was far more successful. 
 
It met its monetary targets with utmost precision, awing monetar-
ists all over the world.  
 
Monetarists were overjoyed; they had found living proof of their 
theories working in the real world - just not where they had 
expected. Meanwhile, at international central bankers’ meetings, 
BoJ staff were smug. They knew that their policy meant that by 
precisely controlling credit creation through their window guidance 
tool they could as a side product also achieve any targeted goal for 
deposit measures such as M2+CD.36 

 
As all other countries abandoned monetary targeting, though, the 
anomaly of Japan’s success faded into memory also. 
 
Japan continued to win the peace, led by a now unique monetary 
tool, being shared only by its’ closest geographical neighbours. The 
Bank of Japan was solely in charge of Window Guidance and did 
not need to test the limits of its autonomy in running the economy 
until the 1970s. 
 
Japan had been the world’s second-largest economy for twenty years 
now, and the Bank of Japan, still entirely secretive to the world over 
the existence of Window Guidance, was entirely independent as it 
had been since the war years. For the first time it expanded Win-
dow Guidance, in order to expand the economy, ordered the banks 
to expand credit to speculative real estate borrowers. Land prices 
soared, and Japan entered its’ first postwar economic bubble. This 
short credit bubble shocked the elite and established class and led 
to much of what would happen in 1980s Japan.  
 
The Japanese control bureaucrats broke the one rule of window 
guidance that it never must be used for speculative asset creation. 
The mandarins of the Bank of Japan directed banks to direct credit 
to go to the real estate sector purposefully and created the most 
significant housing crisis boom of the last century.  
 
China adopts Window Guidance controls - 1986 
 
In 1986, under the leadership of Deng Xiaoping, China opened its 
economy, intending to become an export-oriented economy, like its 
oldest adversary Japan. 
 
From the outset of reforms in 1986, Chinese banks have seen signif-
icant intervention from the central government, the CPC (Com-
munist Party of China). When new China was founded, China had 
adopted Soviet-style control, and there was no clear boundary 
between government and business enterprises.37
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With 89.5 million members the world’s largest political organisa-
tion,38 the party provides direction to state policies, operations, and 
intervenes directly in banking matters. In most cases, the posts of 
the bank president and party secretary are held by the same person. 
 
During the reform period, the central government’s fiscal capacity 
declined. Their share of budget revenue in GDP fell from 31.2% in 
1978 to 22.4% in 1985 and 14% in 2000.39 

 
Due to this weak condition of the central government budget, the 
government frequently sought resources from the state banks to 
finance the projects and activities that hitherto were covered by 
the state budget (often described as the implicit transfer of budget 
deficits40). 
 
The main categories of policy expenditure included (1) loans for 
investment in fixed assets of essential industry and infrastructure; 
(2) loans for working capital for purchase of agricultural products 
and import/export activities; (3) loans for agricultural production, 
poverty alleviation, regional development and R&D activities.41 
 
The state banks issuing these loans built up huge NPLs, however in 
the end, these were not a problem. The loss reserves set aside by the 
four state banks do not link directly to the quality of loan portfolio, 
but rather are set at an arbitrarily low percentage. Indeed, banks 
typically write off 1% of loans outstanding. Banks must submit all 
bad debts to be written off to the MOF for approval.  
 
For example, immediately after the Asian Financial Crisis, China’s 
share of NPLs was much higher than those in Hong Kong and 
Singapore, and more or less the same as those in the crisis-hit 
countries of Thailand and South Korea.42 
 
Immediately after the Sars epidemic and Great Recession, China’s 
share of NPLs was also high in relation to countries such as the U.S. 
and U.K. In 1998, this was due to reforms in Chinese Commercial 
and State Banks, encouraging them to pursue profits, meaning they 
invested in Hong Kong and speculative assets. 
 
Due to the use of window guidance to pursue government policy, 
expanding easy credit throughout China to grow the GDP as-and-
when, a massive build-up of NPLs in state banks impaired the actu-
al capital strength of banks, posing a threat not only to the banking 
system, but also the national economy. One estimate shows that 
80% of the NPLs of state banks are due to direct or indirect inter-
vention of Window Guidance policy, showing how rash China has 
been with its’ Window Guidance use concerning State Banks.43  
 
Such considerable accumulation of NPLs has not failed to go un-
noticed, and is the chief criticism of the Chinese economic system, 
prompting such loaded warnings from the Wall Street Journal that 
China could have triggered the world’s largest banking crisis back 
in 2004, just after it had overcome the SARS epidemic.44 
 
Or a more recent claim from Bloomberg in 2019 that China Is 
Already In Crisis45, when its economy is not in a recession, and 
even outgrew the U.S. that yea. The Chinese economy is still a crisis 
waiting to happen according to their argument, and that is in large 
part because of China’s economic model. 
 
It is difficult to find a western economist who in the last twenty 
years, has not predicted the economic collapse of China. 
 
Western commentators and economists do not understand precise-
ly why so many NPLs have appeared in China but done no damage.

Chinese Central Bankers are determined that the NPL prob-
lem does not, however, come back to bite China, ever since 
they first appeared so severely at the time of the 1997 Asian 
crisis, when bankers bet on the speculative Hong Kong stock 
exchange to grow short term profits.  
 
The purpose of Window Guidance is to prevent the creation 
of speculative assets; therefore non-performing loans in the 
economy created in the real economy are a necessary evil 
and are easily off-set by the performance of over-performing 
loans. Loans to the Hong-Kong market, however, are not 
loans to the real economy. Writing off of NPLs cannot be 
done. Banks, therefore, became creative. 

In most instances, in order to show excellent performance, 
some banks intentionally granted new loans to insolvent 
debtors and received interest back. The commercial banks 
used loan reorganisation formulas, rolled over old loans in 
order to delay the appearance of bad loans and reached the 
target of reducing NPLs for the target periods.46 
 
This was dangerous alchemy but was understood and tolerat-
ed by the PBOC, as such practice was endemic only after the 
1997 Asian crisis, and partly the SARS crisis and Great Re-
cession when Window Guidance quotas were expanded, as 
we shall see. As they have become accustomed to the power 
of Window Guidance, so the PBOC utilises it more sparingly 
to help banks reduce NPLs. The PBOC had become wary of 
‘overheating’ the economy and repeating the boom-bust that 
appeared in Japan, 1989 when the control bureaucracy there 
led the credit quota to become too high persistently.  
 
In the case of China in the Asian economic crisis, the PBOC 
mandarins set their new window guidance loan quotas 
higher than the under-developed Chinese economy of the 
1990s could bear. Combined with loss-making infrastructure 
spending on high-speed trains, bridges, and more, which 
accounts for around 35% of total spending47 non-performing 
loans spiralled out of control. 
 
Banks could not hope to make a return on these loans, but 
they were able to roll these NPLs into the future when dis-
posing of them would not undermine confidence. 
 
Fundamentally the PBOC understands that it has the power 
to issue new credit. In this world of FIAT currency, it most 
likely understands it has the power to destroy existing debt at 
a time when it has to too. Just as the BoJ Japan deleted all its 
post World War II debt so that banks could lend again inside 
its economy, and reduce risk of defaults for good firms, the 
PBOC will likely have to buy debts off of balance books’ 
wiping the slate clean.’

Sars Epidemic 
 
Chinese utilisation of Window Guidance was so intense during 
2003 in order to meet party GDP growth targets that during the 
SARS epidemic in 2003 into 2004, it overheated the economy48. 
 
Window Guidance was then used to slow-down and not over-
heat the economy by reducing the total loan quota of new credit 
that banks would issue. 
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‘In 2003, China overcame many difficulties such as the SARS 
epidemic and witnessed accelerated growth, with the GDP up by 10 
percent [from its’ level of 9% in 2002]. Fixed asset investment grew 
too fast, and the money and credit level was elevated. Energy and 
raw materials were in short supply, and the price level kept rising. 
‘49 
 
The PBOC at this time was incorrectly using the Window Guid-
ance tool by setting its loan quotas too high. In contemporary 
reports of the time, frequent use of ‘over-heating’ is referred to, 
meaning banks were forced to lend to the economy when it could 
not process such loans into productive output. In Q1 2004, fixed 
asset investment was up by 43%, after a 24.5% growth in 2003. CPI 
in 2004 was up over 5%. 
 
The use of window guidance was overly liberal; subsequently, 
the loan quotas had to be reduced to slow the flow of credit into 
the system when GDP ran too high. The Chinese PBOC officials 
recognised that much of this 10% growth was attributable to this 
newly created credit being marked in the companies it was being 
distributed to, but not being translated directly into output. 
 
The SARS epidemic did not fundamentally get in the way of central 
bank planners’ structured long-term growth planning for China. 
GDP rates continued to be where PBOC planners wanted them to 
be. 
 
China During the Western Recession of 2008 
 
In the aftermath of the 2008 global financial crisis, central banks 
around the world initiated massive monetary stimulus. In No-
vember 2008, China’s State Council announced a plan to invest 
4 trillion RMB over the two years from 2009Q1 to 2010Q4. This 
stimulus would increase by 4.2 trillion M2 in 2009Q1 and 11.5 
trillion 2009Q1-3. The total came to 20 trillion RMB or $706bn at 
the time.50 
 
The conventional wisdom as of 2008 was that state-owned enter-
prises(SOEs) would play a crucial role in the stimulus as China 
had long been a ‘planned economy.’ The initialisation of window 
guidance, however, had put a stop to any traditional planned econ-
omy in the socialist sense though, and this view was twenty years 
outdated. 
 
China directly influenced the supply of bank loans again to allevi-
ate the effects of the recession on the economy. In November 2008, 
the Chinese government called for massive investment in ten areas 
of the Chinese economy to generate or ‘promote’ GDP growth in 
the face of the global crisis. The Central Bank chose to list real 
estate as its’ number one target for focus, and this consequently 
received a significant amount of bank credit. The remaining areas 
being rural infrastructure, transportation, health and education, 
environment, basic industries, disaster rebuilding, income-build-
ing, tax cuts, and finance. 
 
Finance and real estate fall out of the remit of general window 
guidance, as they qualify as speculative asset creation, and can 
lead to bubble forming. By their nature, loans in these areas lead 
to assets that do not contribute to the real economy, i.e. tangible 
economic output. 
 
Chen et al. studied the Chinese monetary stimulus during the Fi-
nancial Crisis and found the shortfall [of GDP growth] state lasted 
for only three quarters from 2009Q1 to 2009Q3 in which monetary 
policy switched to stimulation.  

By the third quarter of 2009, M2 growth sprang up to 25% from the 
average of 15% in normal times. High M2 growth in the period after 
2009Q3 was the consequence of this policy change. 
 
By the end of 2009, GDP growth reached 11.59% with an increase of 
4.67% above the 6.91% growth rate in 2008Q4. The portion attribut-
able to the stimulus, measured by the difference between actual and 
counterfactual paths, reached 4% in 2009Q4, which accounted for 
85% of the 4.67% increase.51 

 
Without the stimulus, actual GDP growth would have been below 
its official 8% target in 2009 and would have been lower by as much 
as 4% during the next two years…” The actions of the Chinese gov-
ernment and PBOC in enacting their stimulus showed how Chinese 
mandarins did not wish to slow their economy during the reces-
sion, just as they did not wish to slow their economy during SARS, 
so they acted and did not. Again we see how Window Guidance 
leads to increased growth in the economy with no reliance on fiscal 
controls, tools which cannot elevate or depress GDP growth by their 
very nature.
 
3. Interest Rates
 
Evidence from the American National Bureau of Economic Re-
search further shows that the response of the Chinese economy to 
the monetary stimulus was entirely disconnected to interest rates in 
interbank markets:
 
‘bank lending volumes constitute the key transmission 
mechanism for the effect of monetary policy on the real 
economy.’ and that there is ‘strong evidence that interest 
rates have been ineffective in transmitting monetary poli-
cy into China’s real economy’… 
 
‘When we remove the three interest rates from the list of 
variables in the benchmark model, the estimated response 
of GDP to a monetary policy shock is almost identical to 
its benchmark counterpart. This finding is consistent 
with the existing empirical result that variations in mar-
ket interest rates cannot explain macroeconomic fluc-
tuations (Sheng and Wu, 2008) and supports the argument 
that the transmission of monetary policy works through 
credit volumes rather than through interest rates.‘52 
 
These findings that interest rates have been ‘ineffective’ in China are 
in line with much of the recent research of economists criticising 
the claim that lower interest rates stimulate economic growth and 
vice versa. This is an important consideration, as the use of interest 
rates to stimulate economic growth remains a key monetary policy 
tool to stimulate the growth of western economies, especially to 
crises.
 
Interest rates are the price of money. Since Marshal (1890)53 and 
Walras (1874)54, economics has emphasised these prices over quan-
tities. 
 
The latter gave the theory of markets being in equilibrium. Equi-
librium and optimality are the analytical frameworks for many 
researchers in resource economics. In an equilibrium setting, prices 
are key: their movement is made to achieve the postulated equilib-
rium. Any problem that economists try to solve (such as low GDP 
growth) economists interpret as a price ‘rigidity’ that one ought to 
discover a remedy. Due to the analytical emphasis on price varia-
bles, relatively little research has been produced on the role of quan-
tities in the economy - including resource constraints. Daly (1991) 
identified the ‘microeconomic’ excessive focus on prices and lack of
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recognition of quantity constraints as major problems in standard 
economics55.  

Due to the nature of all theoretical economics being reliant upon 
layers of assumptions, deductive economists do not test the assump-
tions upon which they rely. The focus on equilibrium and prices is 
due to the hypothetico-axe-iomatic method, a.k.a. the deductive 
methodology. The axioms are postulated that people are individual-
istic and focus on maximising their own satisfaction (named ‘utility’, 
in honour of Jeremy Bentham, the first economist to argue for the 
legalisation of the then banned practice of charging interest, 178756). 
 
A number of assumptions are made: (1) Perfect and symmetric 
information (2) Complete markets, (3) Perfect competition, (4) 
Zero transaction costs, (5) No time constraints, (6) Fully flexible 
and instantaneously adjusting prices. McCloskey (1983) has argued 
that economics has been using mathematical rhetoric to enhance 
the impression of operating scientifically.57  
 
Equilibrium will not be reached, if only one of these axioms and 
assumptions listed fails to hold. But their accuracy is not tested. Yet, 
one can estimate the probability of obtaining equilibrium. Despite 
the claims to rigour, the pervasive equilibrium argument and focus 
on prices reveal a weak grasp of probability mathematics: because 
for partial equilibrium in any market, at least the above six condi-
tions have to be met. If one generously assumed each condition is 
more likely to hold than not – corresponding to a probability higher 
than 50%, for instance, 55% – then the probability of equilibrium 
equals the joint probability of all conditions. This is 0.55 to the pow-
er of 8, less than 1%. As the probability of each of the six conditions 
being an accurate representation of reality is likely significantly 
lower than 55% (most having a probability approaching zero them-
selves), it is apparent that the probability of partial equilibrium in 
any one market approaches zero.58 

 
For equilibrium in all markets, these very low probabilities have to 
be multiplied by each other many times. So we know a priori that 
partial, let alone general equilibrium cannot be expected in reality.  
Equilibrium is a theoretical construct unlikely to be observed in 
practice. This demonstrates that reality is instead characterised 
by rationed markets. Prices cannot determine rationed markets, 
but quantities: In disequilibrium, the short side principle ap-
plies: whichever quantity of supply and demand is smaller can be 
transacted, and the short side has the power to pick and choose 
with whom to trade. Without equilibrium, quantities become more 
important than prices. 
 
Werner conducted studies on correlation and statistical causation 
on four countries: Germany, Japan, United Kingdom, United States. 
His empirical findings can be summarised as follows: (1) Nominal 
GDP growth is highly and positively correlated with short and long-
term rates in all four countries; (2) Nominal GDP growth causes 
long-term rates in all countries examined, whereas the opposite 
holds only in one country (Germany, with two-directional causal-
ity); (3) Nominal GDP growth causes short-term rates in all four 
countries, whereas the opposite holds only in one country (the U.S., 
where a strong two-directional causality is found). 

The data suggests overall that statistical causality runs from eco-
nomic growth to long-term interest rates. Nominal GDP growth 
provides information on future interest rates better than interest 
rates inform us about future nominal GDP growth. Our empirical 
findings reject the canonical view that interest rates somehow affect 
economic growth, and in an inverse manner. To the contrary, long-
term and short-term interest rates follow the trend of nominal GDP, 
in the same direction, in all countries examined. 

in the same direction, in all countries examined.

This suggests that markets are not in equilibrium. Interest rates 
appear notto ‘lead’ but to ‘follow’ economic growth. 

Overall, we find clear evidence that (1) economic growth is not 
negatively but positively correlated with the long-term interest rates 
in all countries and over long time periods (over half a century), 
and (2) it is economic growth that causes long-term yields, not vice 
versa. In other words, the empirical evidence rejects what has been 
‘declared’ repeatedly by economists and central banks as their core 
‘monetary mantra’, that lower rates lead to higher economic growth. 
They do not. Reality is the opposite in two dimensions (correlation 
and causation): higher growth causes higher interest rates.59

 
This is not news for Chinese or Japanese economists, who have 
been aware of this economic reality for decades, and have adjust-
ed their monetary policy tools to economic reality not theory. As 
research on the Chinese response to the Great Recession in 2008-09 
concludes: 
 
“Our empirical analysis provides strong evidence that 
interest rates have been ineffective in transmitting mon-
etary policy into China’s real economy. When we remove 
the three interest rates from the list of variables in the 
benchmark model, the estimated response of GDP to a mone-
tary policy shock is almost identical to its benchmark 
counterpart (Figure 4). This finding is consistent with 
the existing empirical result that variations in market 
interest rates cannot explain macroeconomic fluctua-
tions (Sheng and Wu, 2008) and supports the argument that 
the transmission of monetary policy works through credit 
volumes rather than through interest rates.”60 

This research complements the first inductive empirical study on 
interest rates and how they perform in markets by Werner (2014).61 
who was able to show empirically that banks are able to create mon-
ey per the credit creation theory of credit. 
 
4. Significance 
 
Success in these economies practising Window Guidance had not 
been achieved through free markets (or free financial markets, as in 
the West), liberalisation, or deregulation policies advanced by neo-
classical economies. On the contrary, intelligent institutional design 
and direct intervention through resource allocation was essential 
for growth. Restricted and incomplete capital markets, a reliance on 
corporate finance on bank funding, weak shareholder influence, a 
plethora of government regulations, direct government interference 
with window guidance and finally a large number of formal and 
informal cartels can also be found.  
  
There were a number of consequences as a result of the bureaucratic 
nature of this guidance, however: inflexible labour markets offering 
full-time staff at enterprises job security, promotion based on 
seniority in terms of years spent with the firm, and often in-house 
company unions. 
 
The successes witnessed should have been enough to disprove the 
Neoclassical economic paradigm, combined with the ongoing eco-
nomic performance in the West, but it has marched on.  
Just as crucial to discerning why Window Guidance has not taken 
hold as a monetary policy tool in western central banks is under-
standing why East Asian economies go to such lengths to obfuscate 
the tool and play down their window guidance policy successes. 
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As has been shown of Japan from as far back as the 1960s, these East 
Asian economies are dependent on ‘Free Trade,’ i.e. export surpluses 
for growth.

Consequently, most official economic output by East Asian central 
banks, particularly the BoJ and PBOC do and must significantly 
downplay the great successes of Window Guidance to control GDP 
and grow the economy. 

In the West, despite the successes of the Window Guidance 
monetary policy tool, throughout the last twenty years, a collapse 
of debt-laden China has been described as imminent by Western 
observers. This matched the description that western commentators, 
economists, analysts would attach to Japan in the forty years after 
the second world war. This criticism is fair along the neo-classical 
economic tramlines. 

According to all existing tenets of neo-classical economic thought 
that the U.K., Australia, the US, Canada and more entirely base the 
fate of their economies and citizenry upon, China, South Korea, 
Taiwan, Japan and more economies should be economic disaster 
zones. Neoclassical economics identifies a range of assumptions un-
der which a competitive economy is efficient: perfect information, 
complete markets, perfect competition, no transaction costs, and so 
forth. Furthermore, interventions, such as by the government, can-
not but reduce allocative efficiency. The Japanese, Chinese, as well 
as several other East Asian economies, including but not limited to, 
Taiwan, Vietnam, Malaysia, Indonesia, Thailand, Hong Kong, Singa-
pore, South Korea, Philippines, have at no time during the postwar 
era resembled this, rendering neoclassical economics at best useless. 
  
As mentioned, inter-bank interest rates follow economic growth 
instead of lead it, and therefore their adjustment has little to no 
effect. As it has also been shown, the PBOC adjusting the interest 
rates during the central bank crisis would have made no difference 
whatsoever on China’s recovery from the crisis. Nevertheless, what 
is significant is that adjusting the central bank interest rate remains 
the primary monetary policy tool of the West’s major central banks 
and economic figureheads. 
  
Bernanke and Blinder, for instance, were able to show the opposite 
effect in 199262, when using the federal funds rate they reproduced 
the effect of a monetary policy shock to identify that interbank 
interest rates in the U.S. economy are transmitted into the real econ-
omy through broad financial markets.
 
Real data from monetary policy shocks, however, has not proven 
that adjusting the interbank interest rate has proven this commonly 
accepted belief, even tautology, that lowering interest rates does 
lift the economy. Even so, lowering central bank interest rates is 
performed with as much ceremony as is reasonably possible, and 
this has an immediate short-term and often positive effect upon the 
financial markets - though this should not be mistaken for nominal 
GDP.
 
The Chinese and their close geographical neighbours have no desire 
to share their successful economic systems with foreign competi-
tors. Central bankers in China continue to avoid outside scrutiny of 
their actual monetary guidance policies. Their attitude may be both 
spurious and truculent to western diplomats and economists as they 
understandably have no motive to give away their succesful secrets. 
This constitutes the perfect attitude to antagonise western hubris 
against the Japanese and now Chinese, which through apathy have 
leapfrogged European countries to being two of the world’s richest 
and fastest-growing economies. 

Brexit, the decline of the EU combined with the handling of coro-
navirus and future crises can be the catalyst or the cornerstone for a 
regeneration of Europe; spearheaded by Great Britain.

The Chinese and their neighbours have a standing start. They do 
already understand Window Guidance and real monetary policy in
reality and do not care for theory. Their recovery from coronavirus 
will be swift, just as it has been to their last three to four crises; they 
know precisely how to use their monetary policy. 

As PBC Governor Xiaochuan Zhou reinforces from his understand-
ing of how monetary policy should be implemented:  

5. Solution 
 
Central Bankers’ may be hesitant to share authority over incredibly 
powerful new monetary policy tools with elected officials, when 
such monetary policy may not be understood by them, or may not 
fall into their purview. Nevertheless, window guidance has the ca-
pacity to grow targeted markets, industries or companies within the 
economy and provide successful companies with the loans to grow, 
quickly and efficiently. As we have seen in Germany and China, 
these choices amount together to result in effective monetary policy 
decisions, but they must have accountability to the government of 
the day. 
 
I suggest, therefore, the law for the introduction of Window Guid-
ance to grasp the power of the monetary policy tool. Such an act 
should not underestimate the power of the monetary policy tool 
and give the authority of the tool to one body, such as solely the 
Central Bank or solely the Treasury.  
  
The ultimate target for a Central Bank that wishes to implement 
Window Guidance responsibly is to adopt a pragmatic approach as 
a servant of the government and not as a de facto second govern-
ment or credit government, as occurred with the Reichsbank in 
the 1920s. This is, as has been established for some time by western 
economists observing the growth of window guidance in East Asia, 
by establishing the imposition of growth targets for the central 
bank to meet within a given time period. GDP targeting could be 
achieved through a cooperating authority of joint Bank of England 
and Treasury officials, as well as GDP target sectors through the 
economy. Predetermined error margins and credible penalties on all 
senior staff for non-compliance would be established. Further, the 
government should ensure its authority to supervise banks is used 
to monitor the allocation of credit, so-by intervening when neces-
sary in order to avoid unproductive credit in the economy.
 
Banks Still Free to Choose
 
Underlying the success of Window Guidance is Bank competitive-
ness. The Central Bank, in accordance with the Treasury, may be 
able to specify credit extension down to the company level, as is the 
practice in China and Japan for commercial banks, to agree on bank 
plans ahead of quarters with the central banks for optimal growth.  
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The process for all loans forecast to a registered bank given out are 
separated into loan categories.

Category A – For high tech goods, cutting-edge technologies, 
value-added products, medical, engineering of most varieties and 
proven radical innovations. 
Category B – Incremental innovations, light industry, automobile, 
existing profitable market segments, agriculture, beverages, other 
identifiable growth segments, luxury items 
Category C –  Wholesale, retail, hotels, restaurants, tourism, manu-
factured goods for domestic consumption.
 
These loan categories exempt important segments of the UK econ-
omy, such as the financial markets that are key to the London econ-
omy. Conventional economic theory in the Neoclassical paradigm 
of economics holds that all money is used for GDP transactions. 
However, western monetary policy, when it is accorded in a shotgun 
strategy with financial institutions, has historically led to inflation.  
  
To understand how East Asian economies have succeeded in 
achieving consistent GDP higher than inflation, we must under-
stand that these economies are deliberately not creating bubble 
scenarios, by creating the control of credit in their economies with 
window guidance. 
  
In the UK economy, bank credit can be used for two types of 
circulation, namely for GDP transactions, and non-GDP asset 
transactions. Financial bank credit creation is consistently unsus-
tainable for creating growth in the economy as can be easily shown. 
Speculative Credit Creation for non-GDP asset transactions we can 
see to be the following: 
  
1. Margin loans (credit for financial speculation) 
2. Loans to non-bank financial institutions 
3. Lending for real estate speculation: 
	 To Construction companies 
	 Mortgages, buy-to-let mortgages 
	 Real-estate investment funds, other financial investors 
4. Loans to structured investment vehicles 
5. Loans to Hedge funds 
6. Loans for M&A 
7. Loans to Private Equity 
8. Direct financial investments by banks.  
  
The gains achieved to service and repay loans are capital gains, 
driven by this asset credit creation. 
 
Credit extended to these areas of the economy may not be able to 
contribute to GDP, and we may able to analyse how previous crash-
es were caused as a result of speculative asset bubbles that could 
have been avoided by a strong government. 
 
Banks were able to create these historical bubbles in the list below 
with the types of loans visible above. 
  
Past Banking Crises and their Cause. 
USA 1920s (Margin Loans): Speculative Credit Creation 
Scandinavia in the 1980s: Speculative Credit Creation  
Japan in the 1980s: - Speculative Credit Creation  
Asian Crisis, 1990s: Speculative Credit Creation 
UK property bubble until 2007: Speculative Credit Creation 
US property bubble until 2006: Speculative Credit Creation 
Irish property bubble until 2007: Speculative Credit Creation 
Spanish property bubble until 2007: Speculative Credit Creation

6. Regulation
The nature of commercial banking allows for the separation of 
front-end bank offices, such as in local bank branches, or sales offic-
es, from back-end offices, where loan documents can be analysed. 
It is important front-office bank staff will be responsible for seeking 
out business concerning smaller or medium-sized companies in the 
pre-selected target markets. 
 
Back office staff will approve the loans, dependent solely on fi-
nancials; never meeting customers of local interest groups. When 
the front end and back-office staff cannot agree on loan issuance, 
usually in exceptional cases, bank managers may pass the loans to 
the Bank of England for final approval. This process is corruptible 
and demands supervisory oversight from a regulatory watchdog. 
An excellent way to stop this system from corruption is to allow 
interest groups to see how many loans are approved by the BoE/
Regulating body. One can draw on the body of literature that exists 
in Japan, China, South Korea, Germany and more from sources that 
have tried to tackle the historic corruption that has arisen from the 
successful Window Guidance system.
 
7.Conclusions 
 
Window Guidance stands out as the instrumental Monetary policy 
tool of the 21st and 20th centuries to aid growth in an economy, 
especially in times of a crisis. The specific periods in which it has 
boosted economies the most can be shown to be 1920s Germany, 
1950s and 60s Japan and 1980s and 90s China (to the present day), 
though South Korea is an obvious example I have excluded from 
this paper. 
 
One can show how Window Guidance is the monetary policy tool 
that has guided most of the world’s top five economies into being 
top five economies. 
 
Besides the most apparent ability for Window Guidance to aid in 
the growth of an economy by GDP, there are other critical tenets of 
Window Guidance that benefit a countries’ population as by-prod-
ucts of the result of the positive economic consequences on the 
economy when compared to a modern western economy. 
 
These include increased job security, secure pension benefits and 
company health insurance, low unemployment, and the ability of 
GDP targeting from a Central Bank. The issue of understanding 
and implementing Window Guidance as a monetary policy tool in 
Britain or its’ Western allies lies in its concealed nature.  
 
As we have discussed, interest rates tend to follow instead of lead 
an economy. East Asian economies conceal their use of Window 
Guidance as it conflicts with the face they put to the world of free 
marketeers economists, to conform with the IMF tautology.  
 
Basic economic premises in the city of London must be broken 
down in order for Window Guidance to be adopted. Economics in 
practice will need to break through the monopoly and dominance 
that has come to London from American-led economic theory not 
based on reality. Neo-classical economic theory has become an 
all-encompassing real-world religion.  
 
As Governor Bailey wrote on 5th April  
“Our framework also recognises that the effects of monetary policy 
on the real economy are ultimately temporary. Monetary policy 
cannot increase output above potential in the long term and any 
systematic attempt to do so would raise inflation expectations, 
threatening the 2 per cent target.” 63
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If the Bank of England was to use monetary policy alone without 
fiscal support “it would strain the bounds” of monetary policy, 
“calling into question the effectiveness of the institution that deploys 
it”.64

Governor Bailey shares in a notion, held with fellow western
economists, that monetary policy ‘cannot increase output’ and may 
also ‘raise inflation.’ As this paper shows, these beliefs do not reflect 
reality. monetary policy in East Asia has led to sustained periods of 
High GDP in Japan and China with low inflation. This was while 
these economies were both developed economies, and Japan was an 
OECD member. Both countries also depend upon window guidance 
as this paper has shown to increase output in the form or targetting 
credit which may raise or lower GDP.  
 
As can be shown by historical fact, all that was needed to raise GDP 
but keep inflation low was for the Central bank to guide commercial 
banks into investing competitively into domestic companies instead 
of abroad, working closely with the central bank. 
 
Governor Bailey states that if monetary policy alone were to be used 
‘without fiscal support’ it would ‘strain the bounds’ of monetary 
policy. There may be a belief that moving the base rate below the 
zero lower bound may help the economy by raising growth, but 
must be done with the help of fiscal policy. Looking at the historical 
record, when Japan moved interest rates to the lower bound but did 
not engage in any QE or Window Guidance, this did not meet with 
success. 
 
Puzzling is how monetary policy needs ‘fiscal support’ and not the 
other way around.The British government’s fiscal stimulation in 
2009 to the financial crash was entirely unfunded, which means 
all the government bonds issued to fund it deprived the banking 
system of liquidity. Hence bank lending following the crash slowed. 
For Britain this caused a predictable prolonged slump, which was 
because of the lack of any monetary policy to aid fiscal expenditure. 
 
It is hoped with the aid of this paper, monetary policy can be en-
acted that will of course not result in inflation, but will lead to sus-
tainable GDP growth in the real economy, by specifically targetting 
growth sectors as outlined.  
 
Monetary policy will then not be able only to aid fiscal expendi-
ture, but stand alone in assisting British businesses large and small, 
as they have done now in the bad times of this coronavirus crisis. 
Sound monetary policy for the world’s most successful economies is 
providing Window Guidance to support growth companies in good 
times. It is hoped the British government will seek transparency and 
accountability as always. However, one last conclusion to be drawn 
from the activities of the Bank of Japan and People’s Bank of China 
is the power of obfuscation. 
 
As has been shown, Japan stepped up its own research proposals 
which it weaponised against the US to further its interests against 
the USA’s economic policies which worked against it. In this way, 
its economic papers were more tools of diplomacy than they were 
economic resources.  
 
This is a reflection of the Federal Reserve’s own policy of econom-
ic research, which is generated more as a tool to further its own 
economic objectives also. As of 2009, the Fed employed 220 PhD 
economists, spending $443 on analysis data and research and stud-
ies all in its interest.65 Auberchach (2017) concluded the Fed works 
with 500 monetary economists on average a year, some outside the 
US, allowing them to create their own bespoke policy, send out a 
message entirely of what they want to the world of their choosing, 

being able to find research that entirely agrees with their predeter-
mined conclusions, and ultimately dominate the field.66

To listen to statements and conclusions of US economists, especially 
economists in the employment of the US Federal Reserve, would be 
definitely questionable, as undoubtedly their findings are not their 
own, but the conclusions or rather the policy objectives of the Fed. 
 
The United Kingdom’s Treasury and BoE must grasp the signifi-
cance of this factor and subsequently stop taking stock of the US’s 
own Federal Reserve and IMF public research. The UK Govern-
ment, its economic policy papers, must similarly be tools to defend 
a more robust and coherent UK monetary system that can emerge 
to project the UK’s economy on its future upwards trajectory. 
 
Irving Fisher Economists in Public Service, speech 191967 
 
“The present crisis presents an opportunity which, if now 
missed, may never come again… Consequently, the world is 
far more open-minded, more prepared, and more desirous of 
getting at the real truth of things today than ever before. 
But as the years roll by ruts will be worn again and, once 
worn wrongly, may be harder than ever to efface or correct.  
	 It is given to us as to no previous generation of 
economists to share in fixing the foundations for a new eco-
nomic organisation and one which shall harmonise with the 
principles of democracy.  
	 If we are to succeed it will be because we perform 
our task with wisdom, unselfishness, and impartiality. As 
economists in public service in a democratic world we are 
pledged not to serve simply our local community, our own 
country, or our own time, but to serve, rather, all humanity 
throughout the world and throughout future generations.” 
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