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Market update – March 2021 
Kel Nwanuforo from Asset Intelligence takes a look at the five ways central bankers hope 
QE will help their economies. 

They’re all still at it: the Bank of England, America’s Federal Reserve, the Europeans and 
the Japanese too… they’re all continuing to pursue quantitative easing programmes. They’re 
two words that we’ve all heard a lot in recent years; but what is QE and what are the 
different ways that it works? 

Put simply, QE involves the central bank creating new money and using it buy bonds from 
financial institutions such as pension funds, insurance companies, and hedge funds. This 
increased demand for bonds means their prices rise, and therefore the interest rates they 
have to offer to get investors to hold them, fall. 

So how does this help the economy? Well, QE is intended to work through five key 
channels: 

1. QE boosts consumption. If interest rates on quality bonds are low, this is likely to feed 
into lower borrowing costs for businesses and consumers, as well as government. This 
encourages all of these economic actors to spend and consume more! 

2. QE encourages investment. When interest rates are high, many savers are likely to be 
happy leaving their money in a deposit account in the bank. However, when QE drags 
market interest rates down, people have an incentive to buy corporate bonds or shares to 
seek higher returns. This makes it easier for companies to access capital. 

3. QE has a wealth effect. This point leads from the last one. If QE causes higher demand 
for assets, it follows logically that it will lead to higher asset prices. This in itself has a 
positive economic effect: if people see their investments are going up in value, they’re likely 
to feel more confident and in a better position to get out and spend. 

4. QE improves market liquidity. Central banks are a very big buyer in bond markets when 
they pursue QE, meaning those who want to sell find it easier to do so. It also increases the 
total amount of cash flowing in the financial system, making a great deal of transactions 
smoother. 

5. QE makes your currency cheaper. It’s taboo for central banks ever to admit that they’re 
deliberately trying to weaken their own country’s currency relative to those of its competitors. 
That’s because this effectively ‘beggars-your-neighbour’, so it isn’t seen as being very 
friendly or, in the long-run, the best way to resolve any deep-seated economic problems. 
And yet… read between the lines, and often you’ll see this reason lurking too. 

So there you have it – the five reasons that central banks turn to QE in times of trouble. 

If you would like to discuss your financial situation, please speak to your financial adviser in 
the first instance. 

 


