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Figure 7: US Treasury Bond Yields and Federal Reserve Outright Treasury Holdings 

 
LHS = left-hand side; RHS = right-hand side; US = United States. 

Source: CEIC Data Co. Ltd. database. 

Of course, rates might have been even higher otherwise, but the Fed’s basic goal of holding 
down mortgage loan rates was not achieved. Interestingly, the level of Fed holdings of 
Treasuries declined substantially between late 2007 and mid-2008, but this does not seem 
to have put any upward pressure on bond yields. Baba, Ho, and Hordahl (2009) also noted 
that declines in bond yields in response to bond purchase announcements by both the Fed 
and the BoE were very short-lived. These results probably should not be surprising in light of 
the huge size and liquidity of the US Treasury market (total value of US$6.8 trillion in March 
2009) relative to the Fed’s purchasing operations, which were announced to total US$300 
billion, or 4.4% of the total. 

As noted above, the Bank of Japan also significantly increased its outright purchases of 
JGBs during the period of the QE policy between August 2001 and October 2002. However, 
as was the case with quantitative easing, Oda and Ueda (2007) concluded that the BoJ’s 
increased purchases of JGBs did not lead to a significant portfolio-rebalancing effect. Figure 
8 shows that the increase in the level of outright purchases during period did lead the decline 
in 10-year JGB yields. However, this decline could also be attributed to the decline in US 
bond yields during the same period. Notably, Japanese bond yields rose in line with the 
increase in US bond yields from mid-2003, presumably reflecting the global economic 
recovery, even though outright bond purchases remained high at ¥1.2 trillion per month. 
Even more suggestively, Japanese bond yields rose since December 2008, again in 
sympathy with US bond yields, even though the outright purchases were increased 
dramatically further to ¥1.8 trillion per month by February 2009. Therefore, the most one can 
say is that the purchases may have diminished the extent of the increase of bond yields, but 
it is difficult to determine the size of this impact. The large size and liquidity of the Japanese 
bond market suggests that operations of this kind would have to be large indeed to have a 
substantial and lasting effect. 


