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The Ammunition Locker

Negative rates are working and market
concerns are overdone.

Quantitative easing (QE) is effective with
scant loss of potency.

Commitments to raise inflation are not
effective on their own, but may boost
Impact of other policies.

Helicopter money Is a powerful option.
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Three Channels of QE e

« Market calming in a panic.

e Bolsters CB guidance on future policy rate.

* Reduces risky or long-term assets in
Investor portfolios.

— Lowers risk and term premiums.
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Table1 Estimates of effects of QE bond purchases on 10-year yields (purchases normalized to 10 percent of GDP)
Yield Yield
reduction reduction
(basis (basis
Study Sample Method points) Study Sample Method points)
United States United Kingdom
Greenwood and Vayanos (2008) 1952-2005 Time series 82 Joyce, Lasaosa, Stevens, and Tong (2011) 2009 Event study 78
Gagnon, Raskin, Remache, and Sack (2011) 2008-09 Event study 78 1991-2007 Time series 51
1985-2007 Time series TP only 44 Christensen and Rudebusch (2012)® 2009-11 Event study TP only 34
Krishnamurthy and Vissing-Jorgensen (2011) 2008-09 Event study 91 Churm, Joyce, Kapetanios, and Theodoris (2015) 2011-12 International comparison 42
2010-11 Event study 47 Japan
Hamilton and Wu (2012) 1990-2007 Affine mode| 47 Fukunaga, Kato, and Koeda (2015} 1992-2014 Time series TP only 24
Swanson (2011) 1961 Event study 88 201314 Event study 7
DAmico and King (2013) 2009-10 Micro event study 240 Euro area
DAmico, English, Lépez-Salido, and Nelson {(2012)  2002-08 Weekly time series 165 Middeldorp (2015)¢ 201315 Event study 45-132
Li and Wei (2012) 1994-2007 Affine model of TP 57 Altavilla, Carboni, and Motto (2015)¢ 2014-15 Event study 44
Rosa (2012) 2008-10 Event study 42 Middeldorp and Wood (2016)¢ 2015 Event study 41-104
Neely (2012) 2008-09 Event study 84 Sweden
Bauer and Neely (2012) 2008-09 Event study 80 De Rezende, Kjellberg, and Tysklind (2015) 2015 Event study &8
Bauer and Rudebusch (2011)" 2008-09 Event study TP only 44
Christensen and Rudebusch (2012)° 2008-09 Event study TP only 26
Chadha, Turner, and Zampolli (2013) 1990-2008 Time series TP only 56
Swanson (2015)° 2009-15 Yield curve TP only 40
Christensen and Rudebusch (2016)F 2008-09 Event study TP only 15

a. Greenwood and Vayanos scaled the effect relative to the size of the Treasury market. The estimate here is based on the ratio
of Treasury debt to GDPin 2015.

b. These studies further differentiate between signaling effects and portfolio effects, The reported estimate is for the portfolio
effect only.

< The smaller estimate is for German bonds and the larger one isfor Italian bonds.

d The estimate is for an average of euro area bonds.

Note: There are 100 basis points in 1 percentage point. Most studies present a range of estimates. This table displays the study’s preferred estimate if one exists; if not, it presents the midpoint of the range. For
event studies, we normalize by purchases of all long-term bonds, not only government bonds. Some of the nonevent studies indude nongovernment bond purchases and others do not “TP only” denotes
studies that attempt to estimate the term premium component of movementsin bend yields. For event studies, the normalization is based on GDP in the final year of the event.

From Quantitative Easing: An Underappreciated Success, PIIE Policy Brief 16-4, April 2016.
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Table 9.1 Scope for additional QE purchases (percent of GDP)

Central bank Diomestic securities
Economy assets Total Government  Other bonds Equity
Eurc area 26 134 84 a1 C9
lapan 17 133 182 45 106
United Kingdom 23 114 97 124 05
United States 25 321 137 53 131

Mote: Central bank assets data refer to 201504 except for the United Kingdom, which is 201404 Secunties data nefer
to 201503 for ewuro area, Japan, and the United 5tates, and 201404 for the United Kingdom. Government secunties ex-

clude bonds that are held withan the govemnment ssctor. Government s=curites indude agency and agency mortgage-
backed securities for the United States. Other bonds are based on nonfinancial and financial corporations, including

publicly cwned corparations. Equity mcludes only publicly traded shares at market prices.

Sources: Bank of Japan, European Central Bank, Federal Reserve Board, UK Office of Rational Statistics, IMF World Fro-
nomic Outlook database_and authaor's caloulations.

From Reality Check for the Global Economy, PIIE Briefing 16-3, March 2016.
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