Volume 7, Issue 1 March 2011

The Financial
Market Effects of
the Federal
Reserve’s Large-
Scale Asset
Purchases

Abstract


https://www.ijcb.org/
https://www.ijcb.org/
https://www.ijcb.org/about-us
https://www.ijcb.org/conferences
https://www.ijcb.org/issues
https://www.ijcb.org/submissions

Since December 2008, the Federal Reserve's traditional policy instrument,
the target federal funds rate, has been effectively at its lower bound of
zero. In order to further ease the stance of monetary policy as the
economic outlook deteriorated, the Federal Reserve purchased
substantial quantities of assets with medium and long maturities. In this
paper, we explain how these purchases were implemented and discuss
the mechanisms through which they can affect the economy. We present
evidence that the purchases led to economically meaningful and long-
lasting reductions in longer-term infterest rates on a range of securities,
including securities that were not included in the purchase programs.
These reductions in interest rates primarily reflect lower risk premiums,
including term premiums, rather than lower expectations of future short-

tferm interest rates.
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