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on 5 March 2009 and subsequently raised this to £125 billion on 7 May 2009 and again to 
£175 billion on 6 August 2009. Figure 6 shows the spread between the three-month sterling 
London interbank offered rate (Libor) and the base rate. The figure shows that the spread 
narrowed rapidly after 20 March 2009, although it is not clear if this was affected by other 
factors as well. This may provide some evidence of the effectiveness of quantitative easing 
in reducing credit spreads. The Bank of England’s (BoE) QE policy was actually a mix of 
both quantitative easing and qualitative easing; although it targeted the level of reserve 
deposits, it accomplished this primarily through purchases of UK government bonds (“gilts”) 
rather than short-term paper. Meier (2009) found these purchases to have been effective in 
lowering both gilt yields and interbank rate spreads. 

Figure 6: UK Interbank Interest Rate Spread and Monetary Policy Announcements 
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QE = quantitative easing; UK = United Kingdom; US = United States. 

Source: Bank of England, available: http://www.bankofengland.co.uk/mfsd/iadb/ 
Index.asp?first=yes&SectionRequired=I&HideNums=-1&ExtraInfo=true&Travel=NIx (accessed 10 July 2009). 

Regarding impacts on output and inflation, Bernanke, Reinhart, and Sack (2004) ran 
simulations of QE policies on simple macro models of the US and Japan. They found that 
increases in CAB levels did have positive impacts on output and prices in both countries, 
although, again, the impacts for Japan were much less than those for the US. Using a similar 
approach for Japan, Honda, Kuroki, and Tachibana (2007) found positive impacts on output 
but not on prices. They identified equity prices as the main channel by which the QE policy 
affected output, which implies that the portfolio-balance effect was the main transmission 
mechanism. However, the lack of impact on prices is puzzling, and does cast doubts on the 
validity of the model and the robustness of the conclusions. 

Kuttner and Posen (2001) used a VAR model to test the impact of the monetary base on 
broad money and prices, and found no significant impact since 1990, which was not 
particularly surprising, given that the normal credit transmission mechanism was not 
functioning then. They did not find evidence that the QE policy tended to weaken the yen 
either. However, their results were somewhat limited by the fact that M0 had shown little 
volatility during the estimation period, since it preceded the BoJ’s adoption of QE policy. 

On the whole, the evidence for a significant impact of the QE policy in addition to the 
commitment effect on interest rates, output, and inflation looks limited. However, the 
evidence that the QE policy helps to ease tightness in credit markets appears to be stronger. 
As will be discussed in the next section, qualitative easing targeted at specific asset markets 
is probably a more efficient way to lower credit spreads. Strikingly, the Bank of Japan did not 
return to quantitative easing during the latest downturn, despite the fact that growth has 
been far weaker than it was in 2001–2002 during the previous recession. This at least 
suggests that the Bank of Japan does not have much confidence in its efficacy, aside from 
its role in easing stresses in the financial sector. 
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