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Initial Conditions

Federal Reserve Banks

v Zetels UFEQ| UHIFSY, 75bp YA HREIE JROIM AEX K Ol 22

v 3% FOMC SIAME AHE Y=ot SHEBM I 53 200 248 2FE Sit AHH.
O 9509 i St=2 AFEHF xMHS FQIChs HolM P MAAY A= Zot
X1 AeL 25 /Y F22ts S8AY & =P HHol 0lE 2E AR Y

v Ol=g2| AEXM 24 B2 DEYY, 012 REYE UYE Ao ¥E 2tsd

HEALE 4, HX|E(punch bowl) X|§7| A2}

n) 22309 T v ZAA109 7 22127 10bp oJUlE £33 7 71e-d) 20184 o]
A&oZ 3%E dolxith 20189 309 3.5%¢ 109 3.2%, 2013492 304
4.0%9) 10 3.0% Zo= 3097 109 Ako] A7 9ot

HI2¥ 287122 1A CHXICHEEIL oA HER| AlLl2|2 24

Levered NBFIs Purchase New Treasury Securities Households Purchase New Treasury Securities

Federal Reserve Banks Federal Reserve
Liabilities Assets Liabilities Assets Liabilities Assets Liabilities

Assets Liabilities Assets
Treasury securities Reserves. Treasury securities | Deposits Treasury securities Deposits Treasury securities -$1 | Re Treasury securities
ONRRP Reserves ON RRP -$0.5 Reserves -$0.5 ON RRP -$0.25 eserves -$0,7
Loans toans 5 -
90 450.5
Repo | [ Fepo ( epo
NBFls NBFIs
Assets Liabilities Assets i
Treasury securities | Shares hlcdig by Treasury securities | Repo Tisaiey sebuies Shaves held ] FS Treasury securities Treasury securities | Repo
ON RRP Do Loans ON RRP-$0.5 by households Loans ON RRP -$0.25
Repo | Cash balances Repo +50.5 Cash balances Repo
Households Households
Assets Liabilities Hoseshelda Assets Liabilities
Assets Liabilities &
Treasury securities | Loans Treasury securites 481 | Loans
5 Treasury securities Loans b
Deposits Deposits
’:':: :hlms MMF shares
ethiins Networth Cash balances Net worth
Net worth

Xt2: NY Fed X{QI2; The Fed's Balance Sheet Runoff: The Role of Levered NBFIs and Households, M2|=Z# 2|A{X|AIE4
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FEI] o F AFol FHARE B Yot ke FEY FAFUOR A
AR S Fo) FelE Hrm FAAE APUEE AN, FANE % HAEAA
A7 E

= g
ol 9P| zefste ke MEX 2RS ZHHH 0% IHs5HH Runoff
- FOMC HO{xt T2 |2F 24 6009 22, MBS 3502 22 cap 40| 52
FZ(0|H)S F= HI|XHA (Notes & Bonds) & 41X 02 Runofféixt= oA
| --> J2of FOI 22| 4E5S fYE £ I e
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MBS 22t 350 2] capofl Hlsf Ax| EJ|4E ZH0| MS Aoz FHE
3509 i cap2 Z7|Aeto| HBE 0 YFo| oHNT AFS o £ 4 US A
S— QIZO0| X[t 'BES X|F FRE, YT B/SE £0|1 L0 runoffE HEE WAooz =y

Runoff?} £t 0]2' o2 MBS?} 1E B/SO| T0| ot A2 2 0] W= TRA| U9y A2 HE

X&E: FRB, HZ|ZEH 2{MA|HIE]

U243} (Quantitative Easing)@t 2UQI7}?

* Fed buys assets. The Fed can make money appear out of thin air—so-called money printing—by creating bank
reserves on its balance sheet. With QE, the central bank uses new bank reserves to purchase long-term Treasuries in
the open market from major financial institutions (primary dealers).

* New money enters the economy. As a result of these transactions, financial institutions have more cash in their
accounts, which they can hold, lend out to consumers or companies, or use to buy other assets.

* Liquidity in the financial system increases. The infusion of money into the economy aims to prevent problems
in the financial system, such as a credit crunch, when available loans decrease or the criteria to borrow money
drastically increase. This ensures the financial markets operate as normal.

* Interest rates decline further. With the Fed buying billions worth of Treasury bonds and other fixed income
assets, the prices of bonds move higher (greater demand from the Fed) and vields go lower (bondholders earn less).
Lower interest rates make it cheaper to borrow money, encouraging consumers and businesses to take out loans for
big-ticket items that could help spur economic activity.

® Investors change their asset allocations. Given the now-lower returns on fixed income assets, investors are
more likely to invest in higher-returning assets—like stocks. As a result, the overall stock market could see stronger
gains because of quantitative easing.

* Confidence in the economy grows. Through QE, the Fed has reassured markets and the broader economy.
Businesses and consumers may be more likely to borrow money, invest in the stock market, hire more employees and
spend more money—all of which helps to stimulate the economy.

XtZ: Forbes MQlg, M| Z5H 2|MA|ME
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