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Quantitative tightening (QT)

[() What is quantitative tlghler\mg

# Quantitative easing (QE) happened whem the
Bank of Englesed created riw monsy during
racent financiol crises

® In the process it bought government bonds
from financial markets.

|—® The first form is passive QT

& Goverrment bends have fised repayment
dates, called maturity dates.

« The Bank of England can simply hold s
bonds unkil they reach that date The
Tenasury then pasi back ther full

 The sellers received the new meneg, which NEW MONEY origal face value
incrwssed the balances, knawn s reserves, CREATED m
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held by commercinl barks at the Bank of England, i WMgmthéEwﬂ
saving them when they might céherwise hare failed and is ot used o by
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@ The second form is active QT

.

@ Active QT pushes interest rates up

.  Active OT wids more government MORE. BONDS
=i Mittarkss Enonci et bonds to thowe already being sold LOWER: PRICES
® It sells bonds back inte financial h’khe Tmsury. HIGHER INTEREST RATES

markets. before they reath their
repayment dote. This is active OT. by Fi maiila

® The Bank of England has been unique « When the supply of bonds rises, their  Bomd
amongst major centrol banks in price falls. Bt each bond still poys bock  price
pursuing these ostright bord sales the same fioed amount of maturity,

50 4 burd. bought; ot & kower pricia. sams
» There is na need for it to do this, L) o higher effective. return. Thak higher
exceph to keap interest rates high reburn i, in +#Fect, o higher intarest rabs Guartity of bords
# Active OT therefore rewforces the in the market

* Mare bonds must therefors b bought

Lower price

FIMANCIAL MARKETS L Bank of England's high interest rate policy
@ Active QT creates unneceswg losses @ QT takes resources away from useful investment
* GE bonds were often bought BOMD PRICE FALLS o Financial markets have & fmited appetite

uﬂgrulrwk:u!rzln«wdhmd for goernmint bends ah ang ek e
prices wese high  IF they ssish buy bonds sold under OT.
® Interest rafe incrensas have since ElDD £'m they have less capacity te buy rewly
anied gowtrmmant. bonds o
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v Jrgungridiggh ® This excess supply of bonds doss, then,

Helding them &0 m.t would md push inkerest. rates up
...:i'?,f this. problem. o LOSSES PAID ® G therefore compebes with, productive
if
 Th vy ulinly bors the cst | Y THE TREASIRRY imnstmnd for the oy il
of thasa losies, which now excesd > £100 BILLION e . HIGHER INTEREST RATES
£100 bill # It does then deliberctely constrain the  MEAN LESS INVESTMENT
— ecomomy istead of helpig it thrive.

® QT has made economic policy harder What should happen instead?
® Active QT has helped keep UK imerest  HIGHER BORROWING COSTS ® Active QT should step. There is no reasan
rakes unsecessarily high. o sell these bonds before they malure.

» That increases mortgage and cther ] ® The Bank of England could simgly hold them
Borrowing costs. [f alio rises the 1 and let passive U7 hagpen 25 bonds are repeid
government's apparent. cost of berrouing. ® Tt could aven do no G ak all: when @ bond

o It discownges private invesiment and Horteaes | Busmgss mobares, the Bonk of Englerd could by o
wconoic. sctiity, Tt hos o reduced the | | MORE || INVESTENT replacemant boed, o5 it did for mere thin & decade
reserves available 1o the barking susten, « This

b Y appreach would aveid unnecessary
pi S preteies FTERE 2 sales and much of the reilting ot 1o [twml.d
5 also remove deliberate upward pressire on
® Mone of this was necessany to control inflation. RN UK interest rates.

(Summa QT dests k. require the Bank of England to sell bunds. Thay can simply ba held until sabiity and repaid. Metoe QT &5 @

- pelicy cheice that has pushad interest rates higher, created unnacessary lussas, depressed the scomsmy and diverted financial
resources awny from productive investment. Tt has been o disnster for the UK economy, and the pesple of the country
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How to expand this image

If you press CTRL or Command and the Plus (+) key on your keyboard, your browser
should increase the size of your page every time you do this. Press CTRL or Command
and the 0 (zero) key together to restore the screen to normal.
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How to download this image

If you right-click the image, you should be given the option to download it to your
computer. So long as you do so without the intent to make a profit, you may do so
without further permission. Commercial use requires consent. But if you just want to
share it, do so with whoever and wherever you want. That is the purpose of these
infographics.

The image library

We have a library of these images. It is_.available here, All downloads are free, but
donations help our work.

Al use

| wrote this infographic. | used Al to create the final image.

For information, my infographic on quantitative easing (QE) is available here.
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