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Introduction 

 Bank of England vote to QE (March2009 – 

June2013) to boost GDP and Inflation. 

  Asset price channel was expected to be       

  the main channel 

 How QE can operate through bank 

lending channel? 

 

 
Central Bank Commercial Bank 

Purchase Gilt 

Bank Reserve Bank’s supply of loan 



Key Finding 

 

 

No evidence of QE boosting 

Bank Lending in UK! 

The researchers construct a framework and suggest that QE gave 

rise to “Flighty Deposit”, then Bank Lending Channel is 

diminished. 

Researchers also explain how QE operate via Portfolio 

Rebalancing Channel that give rise to Flighty Deposit.  



Bank Lending Channel 

 When will bank lend out their reserve? 

 

Bank will lend out money if they believe 

that they will have enough reserve to 

repay the depositor in the next period. 



Bank Lending Channel: 

Framework Model 
           

  Assets           Liabilities 

 

  

 

        R 
Reserve (liquid Asset) 

      B 
Wholesale Borrowing 

      L 
Loan (illiquid asset) 

  D 
Deposit 

As L is illiquid, if D    , bank have to    R to manage the balance sheet. 

 

But if D     too much and bank don’t have enough R to pay to depositor, 

bank will go for B. (More costly) 

 

So if bank expect D to decrease a lot next period, bank will lend out less 

L and hold more R.  

              

             
  

Lending this period depends on Deposit next period  



Bank Lending Channel: Deposit 

The researchers believe that 
Deposit is the factor on the 
bank’s balance sheet to be 
affected by QE. 

 

D0 = Ď + η0 

 

D1 = ρD0 + (1-ρ)Ď + ε1 

 

Ď = Deposit at normal period (without 
QE) 

Dt = Deposit at period t 

η0 = effect of QE 

ρ = persistence of deposit 

ε= payment shock (+/-) 

 

More Sticky 

More Flighty  

More Flighty  

Highρ 

Lowε 

Lowρ Lowε

Highρ 

Highε 



Bank Lending Channel: Funding 

Need (FN) 
 Bank has to concern the possibility that R 

will be not enough to pay the decline in D in 

the next period. 

 If D decline so much and exceeds bank’s 

holding R, the external funding is needed 

(FN);  

 

FN1<0; excess funding FN1>0; funding needed 



Bank Lending Channel: Funding 
Need (FN) 

FN1= L0 – D1 – B0 

Low L0 has less possibility to face negative payment shock 

High L0 has more possibility to face negative payment shock 

More funding needed leads to more funding cost 

Keep D1 constant, 



Bank Lending Channel: Funding 
Need (FN) 

Given the same R0 , L0 ,D0 ,B0 

for both case but  

Highρ Lowεfor the 1st case,  

Lowρ Highεfor the 2nd case, 

 

The 1st case (sticky deposit) will 

have a less possibility to face a 

shortfall than The 2nd case 

(flighty deposit) 

 

The level of Flightiness is really important to  

bank’s decision to Lend Out! 



The Effect of QE on Banks’ 

Balance Sheets 
 Key Finding in this section 

◦ QE increase reserve in the system 

◦ QE increase variance in reserve and 

OFC deposit 

 
Other Financial Corporations 

• The financial (non-bank) institution who also 

participate the gilt transaction 

• Ex. Pension funds, insurance companies, 

and asset managers  
 



The Effect of QE on Banks’ 

Balance Sheets 

       Gilt purchase         ΔReserve 

Mar2009-Jan2010            £200bn           £130bn 

Oct2011-May2012            £125bn           £104bn 

July2012-Oct2012            £50bn       almost £50bn 

Even QE increase a 

reserve, the ratio is 

not 1to1. 

 

There is a clue that 

bank shuffle their 

portfolio. 



The Effect of QE on Banks’ 

Balance Sheets 

Δri,t = change in reserve of bank i at 

time t 

 

GSi,t = APF Gilt sales conducted 

through     

          bank i at time t on behalf of their  

          customers 

 

APFt = Aggregate APF transaction at 

time t 
 

OMOi,t = Open Market Operation  

              conducted by the Bank to 

supply  

              or drain reserves 

Note: APF is Asset Purchase Facility 

QE increase RESERVE 



The Effect of QE on Banks’ 

Balance Sheets 
Regression of OFC deposits on APF gilt sales 

      QE increase OFC deposit 



The Effect of QE on Banks’ 

Balance Sheets 

Impact of QE on money 

      Concentrated in OFC 



 Variability of variable of interest 

The Effect of QE on Banks’ 

Balance Sheets 

Gross versus net flows gap 

Sum of absolute change in X 

Sum of change in X 

 

Increase in variability of OFC deposit can be interpreted as the reduction 

in persistence parameter (ρ) in the BLC framework.  



Analysis & Result 
Specificatio

n 

ΔL = change in lending to household and PNFCs (public non   

        financial coperations) 

 

ΔD = change in OFC deposit 

 

X = Institution specific time-varying control 

  

α = individual effect 
 
τ = time effect 

Baseline model: 



◦ The researchers used this approach with the reason that 

bank which is bigger or have better technology would attract 

more OFC deposit. 

 Banks with peak with peak share of OFC funding more than 12.5% in the 

period leading up to March 2009 are classified as OFC funder. 

 

 

Analysis & Result:  

Difference-in-Difference model: taking advantage 

of structural funding differences 
  

Dummy variable for QE Dummy variable for 

OFC funder 

Add on change in OFC deposit 



Increase in OFC deposit 

during QE period give a 

negative effect to BLC. 

OFC may increase but may 

not be a stable source of fund 

for bank to lend 

Only some change in OFC 

deposit have a significance 

effect to BLC., though the 

magnitude is quite small. 



 The may be a cycle between deposit 

and lending. 

 So IV was introduced to clear the 

identification 

Analysis & Result:  

Instrumental Variable (IV) model: using APF Gilt sales as 

an instrumental  
 

LENDING DEPOSIT GILT SALE 



Analysis & Result:  

Instrumental Variable (IV) model: using APF Gilt sales as 

an instrumental  
 

First stage: Test the relation of Gilt sale and OFC deposit 

Gilt sale and OFC 

are statistically  

significance  

correlated 



Analysis & Result:  

Instrumental Variable (IV) model: using APF Gilt sales as 

an instrumental  
 

Second stage: Test the effect of OFC on Lending 

No significance evidence of  

increase in deposit on lending



Analysis & Result:  

Instrumental Variable (IV) model: using APF Gilt sales as 

an instrumental  
 

Impulse response function 



Conclusion 

 No evidence that QE give rise to bank 

lending in UK during the QE period 

 

 The researcher suggest the reason 

that QE give rise to OFC deposit, 

flighty deposit, which lead BLC to 

diminished. 



Q&A 


