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over financing bills declined markedly in the first three months of 2009. However, the spread 
for Euroyen deposits remained considerably more elevated than that for CP, indicating 
residual concerns about the financial position of Japanese banks. 

These results suggest that qualitative easing or credit easing measures are not very 
effective in affecting the level of government bond yields, but can be quite effective in 
reducing spreads of rates of other financial products over those of risk-free rates, especially 
short-term rates. This is particularly so when concerns about liquidity and solvency lead to a 
credit crunch that essentially prevents certain markets from functioning normally. In other 
words, the central bank can successfully unplug logjams arising from a scarcity of funds in a 
particular segment. However, there is little evidence that such measures can affect inflation 
expectations or the demand for credit at the macro level. Finally, these studies typically look 
at individual countries in isolation, and hence may miss spillover effects. For example, Fed 
policies implemented in US markets may have helped to relieve stress in overseas markets. 

Figure 13: Japanese Euroyen Deposit and CP Spreads 

 
CP = commercial paper. 

Source: Bank of Japan Times Series Data Search http://www.stat-search.boj.or.jp/ssi/ 
cgi-bin/famecgi2?cgi=$nme_a010_en&obj_name=ST (accessed 10 August 2009). 

4. EXIT STRATEGY AND OTHER RISKS 
Unconventional monetary policy measures that increase the size and/or riskiness of the 
central bank’s balance sheet raise the possibility of large capital losses on those assets, 
potentially to the extent of making the central bank insolvent. A central bank can to some 
extent repair its losses by printing money. However, this is limited by its operational target of 
price stability, since printing too much money could cause inflation. Therefore, if its losses 
are large enough, presumably the government would have to recapitalize the central bank. 
This would require the issuance of new debt, which would tend to put further upward 
pressure on bond yields and possibly undermine the currency. 

Another issue for unconventional monetary easing that is receiving increasing attention is 
that of the exit strategy, i.e., how to unwind the unconventional policy measures once the 
economy is ready to go back onto a “conventional” policy track. The central bank has to 
strike a delicate balance and reduce its balance sheet in a timely and non-disruptive way to 
avoid potential inflation risk on the one hand and an overly abrupt monetary-tightening shock 
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