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Abstract. In this study we examine the impacts of expansionary monetary policies executed by the Federal Reserve on

poverty in the United States of America. It has been discussed in various studies that the Fed’s expansionary monetary

policies create a less positive impact on economy as a whole than financial sector. In this study, the expansionary

effects of expansionary policies on the poor living in America will be discussed. The main thesis of the study is that the

poor living in the United States benefited less from expansionary monetary policies than either financial sector or the

US economy as a whole. When discussing the thesis of the study both employed and unemployed poor will be

discussed. Therefore, it will be questioned that the decrease in the unemployment rate is the indicator of the fight

against poverty. Indicators such as indices and interest rates in the financial markets, and indicators such as growth

rates and unemployment rates in the overall economy are regarded as essential indicators but as for poverty it’s hard

to find such regarded indicators. Unfortunately, there are not too many statistics about the poor living in the United

States in the reports of the international organizations. Thus the main trouble of the study is that international

comparisons are almost impossible. Therefore, various indicators produced by the U.S. government agencies of various

indicators will be used in this study.

Keywords: Quantitative Easing, Federal Reserve, Poverty, The Poor JEL classification: E58, I32

Quantitative Easing Policy Many measures were taken after the subprime mortgage crisis which starts in late 2007 in

United States of America (USA) and still has effects present day. These measures can be roughly classified as follows;

Tax incentives, Bailouts, Bond purchases, Interest rate cuts, Other measures.

The scope of study is limited with quantitative easing (QE) which is classified under bond purchases.

2  QUANTITATIVE EASING IS A NON-TRADITIONAL POLICY WHICH INCLUDE LARGE-SCALE ASSET

PURCHASES OF, FOR EXAMPLE, MORTGAGE-BACKED SECURITIES AND TREASURY

SECURITIES[FOOTNOTEREF:5]. [5: 3  QUANTITATIVE EASING EXPLAINED,

HTTP://RESEARCH.STLOUISFED.ORG/PAGEONE-

ECONOMICS/UPLOADS/NEWSLETTER/2011/201104.PDF]

The main objective in implementing the policy of quantitative easing is raising the prices of assets through purchasing

assets from banks. Bond purchases which operated under QE lead to increase the price of bonds and decrease interest

rates. Lower interest rates makes investors direct their funds from low yielding bonds to stock markets in expectation

of higher returns. As a result, thanks to rising asset prices, asset owners will have a portfolio which is more valuable

and more liquid. If they feel wealthier and have more money immediately available, then they are likely to increase

their spending which boosts the economy directly, or else to take on more risk by increasing their lending to

consumers and businesses[footnoteRef:6]. 2  FED EXPLAINS THE EFFECTING PROCESS OF QE ON

ECONOMY AS “WHEN THE FED MAKES SUCH PURCHASES, THE DEMAND FOR THOSE ASSETS

AND THEIR PRICES INCREASE, DRIVING DOWN INTEREST RATES. AS INTEREST RATES FALL, THE

COST TO BUSINESSES FOR FINANCING CAPITAL INVESTMENTS, SUCH AS NEW EQUIPMENT,

DECREASES. OVER TIME, NEW BUSINESS INVESTMENT SHOULD BOLSTER ECONOMIC ACTIVITY,

CREATE NEW JOBS, AND REDUCE THE UNEMPLOYMENT RATE[FOOTNOTEREF:7]”. [6: Bank of

England, Target 2.0,

http://www.bankofengland.co.uk/education/Documents/targettwopointzero/t2p0_qe_supplement.pdf, page 1.] [7:
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3  QUANTITATIVE EASING EXPLAINED, APRIL 2011,

HTTP://RESEARCH.STLOUISFED.ORG/PAGEONE-

ECONOMICS/UPLOADS/NEWSLETTER/2011/201104_CLASSROOMEDITION.PDF, PAGE 1.]

2  THE FIRST ROUND OF QE BEGAN IN MARCH 2009 AND CONCLUDED IN MARCH 2010. FED

PURCHASED $1.25 TRILLION IN MORTGAGE-BACKED SECURITIES AND $200 BILLION IN FEDERAL

AGENCY DEBT (I.E., DEBT ISSUED BY FANNIE MAE, FREDDIE MAC, AND GINNIE MAE TO FUND

THE PURCHASE OF MORTGAGE LOANS). TO HELP LOWER INTEREST RATES IN GENERAL (AND

THAW THE FROZEN PRIVATE CREDIT MARKET), THE FED ALSO PURCHASED $300 BILLION IN

LONG-TERM TREASURY SECURITIES[FOOTNOTEREF:8]. [8: 3  QUANTITATIVE EASING

EXPLAINED, APRIL 2011, HTTP://RESEARCH.STLOUISFED.ORG/PAGEONE-

ECONOMICS/UPLOADS/NEWSLETTER/2011/201104_CLASSROOMEDITION.PDF, PAGE 2.]

2  THE SECOND ROUND OF QE, WIDELY CALLED QE2, BEGAN IN NOVEMBER 2010 AND IS

SCHEDULED TO CONCLUDE BY THE END OF THE SECOND QUARTER OF 2011. QE2 WORKS

TOWARD BOTH OF THESE OBJECTIVES BY FOSTERING ECONOMIC GROWTH THROUGH LOWER

INTEREST RATES INTENDED TO SPUR CONSUMER SPENDING AND BUSINESS INVESTMENT.

DURING QE2, THE FED WILL PURCHASE UP TO $600 BILLION IN LONG-TERM TREASURY

SECURITIES[FOOTNOTEREF:9]. [9: 3  QUANTITATIVE EASING EXPLAINED, APRIL 2011,

HTTP://RESEARCH.STLOUISFED.ORG/PAGEONE-

ECONOMICS/UPLOADS/NEWSLETTER/2011/201104_CLASSROOMEDITION.PDF, PAGE 2.]

The third round of QE, widely called QE3, began in September 2012. Federal Open Market Committee (FOMC) will

continue purchasing additional agency mortgage-backed securities at a pace of $40 billion per month[footnoteRef:10].

At the following meeting amount of the bond purchases increased to $85 billion per month. 4  FOMC

ANNOUNCED THAT DECISION AS “THE COMMITTEE ALSO WILL PURCHASE LONGER-TERM

TREASURY SECURITIES AFTER ITS PROGRAM TO EXTEND THE AVERAGE MATURITY OF ITS

HOLDINGS OF TREASURY SECURITIES IS COMPLETED AT THE END OF THE YEAR, INITIALLY AT A

PACE OF $45 BILLION PER MONTH[FOOTNOTEREF:11]”.THIS DECISION APPLIED TO A PERIOD

LONGER THAN ONE YEAR AND THEN AT THE FOMC MEETING IN DECEMBER 2013 IT WAS

DECIDED TWO SEPARATE KIND OF BOND PURCHASES TO REDUCE BOTH $5 BILLION PER

MONTH[FOOTNOTEREF:12]. Amount of purchased bond has reduced at following meetings. [10: 3

HTTP://WWW.FEDERALRESERVE.GOV/NEWSEVENTS/PRESS/MONETARY/20121024A.HTM] [11:

HTTP://WWW.FEDERALRESERVE.GOV/NEWSEVENTS/PRESS/MONETARY/20121212A.HTM] [12:

HTTP://WWW.FEDERALRESERVE.GOV/NEWSEVENTS/PRESS/MONETARY/20131218A.HTM]

Effects of the QE on the overall economy The expected impact of raising effect on asset prices of the QE on the overall

economy is, as mentioned earlier, achieve economic growth by the increase in investments.While there are several

methods of measuring this effect, we will use unemployment and GDP as indicator as they are also accepted by Fed.

Along with these two indicators, gross domestic investment statistics are taken into account in order to test the step of

transforming raising asset prices to investment which is the most important step in achieving the objectives of QE.

As can be seen from the GDP figures, QE policy has reached its objective of overall economic growth.

Unemployment figures have improved later then GDP figures. The unemployment rate peaked in January of 2010, in

the later period of steadily falling QE policy has reached its objective.

The theoretical background of the EQ, increase in asset prices to encourage investment proposition in terms of gross

domestic investment, also has been shown to reach the goal. Bottomed in the third quarter of 2009, gross domestic
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investment has increased steadily since then.

Effects of the QE on financial markets As mentioned earlier, central banks aim at boosting investments in the economy

through raising the price of assets. It is clear that QE passes through various channels to reach this goal. The initial

effect of the Fed’s bond purchasing is falling interest rates through raising price of bonds. To measure the fall of the

interest rates 10-year U.S. Treasury bond prices will be accepted as indicator. As mentioned earlier, the rise in price of

bonds means a fall in interest rates.As can be seen in the graph below, although, it is not possible to mention about the

10- year U.S. Treasury bond rate has steady movement, from 2009 when QE started to be implemented to the

beginning of 2014 it seems to fall.

The impact of the decline in interest rates naturally causes increase prices of assets other than bonds too. In the scope

of study we will accept S&P 500 index as a sample of financial markets because of its inclusiveness on global economy

and its role as a international indicator of economic activity.

As can be seen from the chart given below, after each QE policy application a remarkable rise in the S & P 500 index

was observed. If observed at the long term, thanks to QE policy, S&P 500 successively rises to historic levels.

Experiencing the lowest point of GDP in the second quarter of 2009 when it was $14,342 billion rose to $17,016 billion

in the first quarter of 2014, an increase of 18% has been realized.From the perspective of the S & P 500 index value of

915.5 in the same period to 1864, an increase of 103% points, performing much higher than the overall economy.

Effects of the QE on the poor From the perspective of financial markets and the general economy, it can be seen that

QE reached its goal. However, the main question of the study is that how much of the effect of QE really was reflected

to the poor. In this final section of the study will seek to answer this question.

The impact of the QE on poverty is not possible to measure with a single indicator.Therefore, these impacts will be

discussed by using different indicators.

One of the main indicators related to poverty, Gini coefficient is an important indicator to measure the fair

distribution of income. As seen from the chart given below, Gini coefficient for households was 0,466 in 2008, and

raised to 0,468 in the first year QE policy began, and in 2012 it raised to 0,477. Thus, from the beginning of the crisis

the income distribution from 2008 to 2012 has deteriorated against the poor.

Another indicator relevant to poverty is food insecurity rate.In the figure below, food insecurity, very low food

insecurity rates and also unemployment rate has shown. As a natural consequence of downturn, increase in the food

insecurity and very low food insecurity rates was expected. Despite QE and other measures taken in the years following

the crisis, in food insecurity rate and particularly in the very low rate of food insecurity, a significant decrease was not

observed. Another important aspect shown on the chart, fall in the unemployment rate fail to have a significant effect

on food insecurity and very low food insecurity rate.

Another important indicator on poverty is the number of participants in Supplemental Nutrition Assistance Program.

As seen in the chart below, in the years following the beginning of the crisis, the number of people benefiting from the

program bounces dramatically. It is noteworthy that in the years following the crisis the number of participants in

program did not decline, in fact it has continued to increase in 2013.

Percentage of people below the poverty rate is the most important indicator for the study. As can be seen in the chart

below, the rate bounced in 2008 and never has a significant decline after that year.

As can be understood from those described heretofore, QE policy has a significant impact on stock markets and a less

significant impact on the overall economy. From the point of the poor, one cannot say QE has favour consequences. As
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there is not seen any improvement in poverty indicators from the year the QE policy started in 2009 until 2013, in

contrast there is an undeniable deterioration in poverty indicators since 2009.

Although all these positive improvements experienced in the overall economy and stock markets, the poor could not

benefit from these improvements. Reasons can be described as followings.

It is clear that the most benefited sector from QE policy is that the stock markets. And stock owners are the ones that

have the higher savings rate, the rich. So ıf stock prices increase, it simply causes the rich get richer. The poor who has

low rate of savings are unable to benefit from the stock market rally. The increase in the gini coefficient confirms that

suggestion.

As noted in the charts mentioned above, the decline in the unemployment rate did not cause a significant decrease in

the poverty rate. This can be explained with between the third quarter of 2009 and first quarter of 2014 employment

cost index increased %7,8[footnoteRef:13], but in the same period consumer price index increased

%9,3[footnoteRef:14]. While asset prices increases, price of labour increase less than other assets. And that causes

increase in the number of the poor in the working class. [13: 5

HTTP://RESEARCH.STLOUISFED.ORG/FRED2/SERIES/ECIWAG] [14:

HTTP://RESEARCH.STLOUISFED.ORG/FRED2/SERIES/CPIAUCSL]

It is actually requirement of the definition of the QE policy not to benefit the poor. As mentioned before, QE has effects

first on the banks, then on companies and finally on working class. It is an expected result that the banks will use this

low cost resource to make their balance sheets less risky. In various statements made by Fed, this result is counted as

one of the purposes of the QE policy. The next stage after banks is companies where QE funds should have converted

into investments. However, in real life companies transferred the funds that came from banks to developing country

bonds and stock markets which provide higher return with less risk. This suggestion confirmed with developing

country stock and foreign exchange markets collapses after the Fed’s decision to end both former QE policies and the

decision to reduce current QE3 policy’s monthly bond purchase amount.

Therefore, it can be said that only a limited part of the resources created by the Federal Reserve turn into investment.

However, as mentioned earlier, new investments and the decrease in the unemployment rate could not be effective in

reducing poverty.

As a result, QE policy has tremendous effects on stock markets. However, it can be observed that QE policy has less

positive effects on the overall economy and almost no positive effect on poverty. The point to note is that these results

did not occur in practice, they are designed in this way from the beginning.
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