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What is Quantitative Easing?

“We print it digitally. So we-- you know, we-- as a
central bank, we have the ability to create money
digitally and we do that by buying Treasury Bills
or bonds or other government guaranteed
securities and that actually increases the money
supply.” -Federal Reserve Chairman Jerome
Powell (60 Minutes Interview)

Methodology & Data
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This research examined a set of 1,186 nationally chartered, Federal Reserve
Member banks in the United States from January 1, 2009 to December 31, 2012.

The lending behavior of Bank i at time t can be given by the equation:
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liquidity into a struggling economy faced with a
liquidity trap.

Conclusions
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that Quantitative easing is a relatively new field, and
has only been implemented in practice in the 21t
century.
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Thirty Year T-Bill: $245 Billion Per
Percentage point drop (6 quarter lag
effect)

-Bank Lending, as an industry, experiences increasing returns to scale.
-Long-maturing T-Bill (10 & 30 year Treasury Securities) rates were inversely
related with lending, but had a lagged effect of 4-6 quarters.

-Federal Reserve MBS purchases had a positive, immediate, & significant
impact on lending.

-Additionally, this research has found that increasing leverage during a QE period has a positive impact on
lending. In conjunction with the findings of Darmouni & Rodnyansky (2017)’s research, this can be determined to
be confirmation of banks rebalancing their portfolios (and re-levering) after the large-scale sale of MBS products
to the Federal Reserve.

While Treasury Securities with long maturity
oeriods did impact lending behavior, MBS
ourchases clearly had the largest impact on bank
ending, likely due to the collapse of the
American housing market on which MBS
products are based.

However, QE has become a key policy tool to help the
~ederal Reserve combat both the 2008 Great
Recession as well as, more recently, the recession
caused by the COVID-19 Pandemic in early 2020. By
better understanding how QE affects Bank lending
behavior, the policy can hopefully be further refined
for maximum efficacy.

Potential Future research could expand on this
model by finding other ways in which portfolio
rebalancing in a QE period increases loan output.

References

Contact Information Acknowledgements

1. Darmouni, Oliver M. & Rodnyansky, Alexander. “ The Effects of Quantitative Easing on Bank Lending Behavior ,"
Review of Financial Studies , Society for Financial Studies, vol. 30(11). (2017).

Thank you to my advisor, Prof. Funda Dogruer, my family,
friends, and my roomates who put up with me talking to
myself about my regressions until 4:00 in the morning.

George Herold
Union College 21
Email: heroldg@union.edu

2. Dominguez, Kathryn, Rogoff, Kenneth, & Krugman, Paul. “It’s Baaack: Japan’s Slump and the Return of the
Liquidity Trap,” Brookings Papers on Economic Activity , vol 2. (1998).

3. Kishan, Ruby & Opiela, Timothy. “Bank Size, Bank Capital, and the Bank Lending Channel.” Journal of
Money, Credit, and Banking, vol 32 (1). (2000).

4. Federal Deposit Insurance Corporation. No Date “Quarterly Financial Data, 2009-2012” Last Updated 12/31/2020

5. United States Federal Reserve. No Date. Using FRED (Distributor) Last Updated 3/3/2021

© POSTER TEMPLATE BY GENIGRAPHICS® 1.800.790.4001 WWW.GENIGRAPHICS.COM



