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Quantitative easing
Mandate of BoE

Monetary policy framework: (from BoE website)

The Banks monetary policy objective is to deliver price
stability (low inflation) and, subject to that, to support the
Governments economic objectives including those for
growth and employment.
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Quantitative easing

Current recession

Change in U.S. Employment through 36 Months:
2007-2009 Recession vs. Summary of 10 Postwar Recessions*
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Source: Faderol Ressve  Manths from start of recession
Barik of Mirirneopolis Updated March 4, 2011
*Mikdest, medinn, ond hastest lines reflect the smallest, median, and kargest declines as of
ach month; they do not reflect specific individual recessions.

from http://www.minneapolisfed.org/publications.papers/studies/recession.perspective/index.cfm
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Reserves requirements

Reserve requirements

Australia, Canada, New Zealand, Sweden
e None
UK
e voluntary, but around 3% in practice after 1998
Eurozone: 1%
Switzerland 2.5 %

us:
<$11.5M 0%
($11.5M, $71M) 3%
$71M< 10%
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Quantitative easing

Excess reserves

Figure: from FRED database
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Quantitative easing
Aims of QE

Impact Adjustment phase
phase

Broad money

Consumer price
level

Nominal
demand

Real GDP ;
Real asset prices

Inflation

Time

www.bankofengland.co.uk/publications/quarterlybulletin/gb110301.pdf

6/12



Quantitative easing
Aims of QE

Stock of corporate bonds financed [l Stock of commercial paper
by Treasury bills financed by Treasury bills
[ stock of corporate bonds financed [l Stock of commercial paper W 25+years [l 5-10 years

by reserves financed by reserves -
£ billions I 10-25 years [ 3-5 years
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Figure: Cumulative purchases of assets
www.bankofengland.co.uk/publications/quarterlybulletin/gb110301.pdf
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Quantitative easing

Is it working?
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Quantitative easing

Summary

central bank is buying assets

e overcome the zero bound on (short term) interest rates
o fight fear of deflation
e r =i — 7°.. decrease real interest rates

unprecedented scale
recession longer then the previous ones

inflation picking up in UK, but not as much in the US
lots of uncertainty...
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Quantitative easing

Sources

e data:
e St Luis FED: Fred database
e Minneapolis FED
e Bank of Englad statistics
e QE evaluation:
¢ Michael Joyce, Matthew Tong and Robert Woods: The United
Kingdoms quantitative easing policy: design, operation and impact,
BoE Macro Financial Analysis Division
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interest yield vs yield to maturity

Recessions

From Dr Geraats lecture 4:

o interest yield
ic = %, where C is the coupon, and P is the price of the bond

e yield to maturity/redemption yield
interest rate that equates the price to the discounted stream of
cash flow
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Bond prices and expected inflation

7€ |= B9?

You were right! Basic idea:
© bonds are nominal assets, face value is a (nominal) sum of
money earned when the bond matures
® think about price level instead of inflation:

o lower expected inflation means (relatively) lower future price level
o if the price level is 50 instead of 100, you can by twice as much for
the face value of the bond

Substitutions between real and nominal assets:

o real assets (holding capital, stock)
« value of nominal assets decreasing in inflation = B% 1
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