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French

Professor at HEC Paris since summer 2025

Before that, almost 10 years at Columbia 
Business School in New York
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Global Financial Crisis
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The Impact of Quantitative Easing

1. What is QE?
2. The Global Financial Crisis
3. The 2020 Crisis and Beyond



What is QE?

Quantitative Easing, Financial Institutions and Financial Stability – 
Olivier Darmouni



Quantitative Easing, Financial Institutions and Financial Stability – 
Olivier Darmouni

Defining QE
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Defining QE

Quantitate Easing is a bad name!

Direct intervention in (mostly bond) markets

AKA bond buying programs, asset purchases

Unconventional Monetary Policy vs Conventional Monetary Policy

Quantity vs price
Long-term rates vs Short-term rates



Quantitative Easing, Financial Institutions and Financial Stability – 
Olivier Darmouni

QE, QE everywhere

Fed balance sheet grew 8-fold

Not just Fed:

Bank of Japan

ECB

Bank of England and others
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The Role of Financial Institutions

Imperfect financial markets

Think about structure of bond and credit markets

Intermediaries, institutional investors

Think about their balance sheets

A new paradigm for monetary economics



The Global Financial 
Crisis
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The Largest Crisis of Our Time

Policy rates stuck at zero, 
economy still far from recovery

QE as additional stimulus

Fed, ECB and other central banks 
all turned to QE to lower long-
term interest rates
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The Fed Balance Sheet

Driven entirely by bond buying program

Three Waves QE1, QE2, QE3

What did they buy? 
Mortgage-backed securities (MBS)
Treasury bonds

Note: no corporate bonds, unlike ECB
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Did QE work?

Positive effects on markets:
Increase in bond prices
= decline in term premium/credit spreads

Impact on financial institutions?

Any negative effects?



QE and Bank Lending: Rodnyansky and Darmouni (RFS 2017)

Banks

Loans
ST 

deposits

Bonds

Banks hold bonds on Asset side of balance sheet 
(in the U.S. mostly MBS)

Increase in bond values = ”stealth recapitalization”

More lending!
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Equity



QE and Insurers: Chodorow-Reich (Brookings 2014)

Despite lower long-term rates, insurers also seemed to benefit from QE

Increase in asset values

Decrease in funding costs and default risk

Good for financial stability
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Three limits of QE

First announcement very potent, later less impactful
i.e. market expectations have changed

What you buy matters: narrow effects
e.g. QE2 focused on Treasury sparsely held by banks, hence less effects on bank 
lending relative to QE1 and QE3 (MBS)

Need to pay for purchases: massive increases in bank reserves
= can crowd balance sheet and stifle lending

Quantitative Easing, Financial Institutions and Financial Stability – 
Olivier Darmouni



The 2020 Crisis and 
Beyond
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The Most Sudden Crisis of Our Time

March 2020. pandemic outbreak 
paralyzes real economy for unknown 
amount of time

Not coming from financial sector

Yet market turmoil in bond markets

Spike in spreads and outflows from 
mutual funds
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Corporate QE

Fed announced it will buy corporate bonds for the first time ever – corporate QE

ECB announced it will buy more

QE as emergency measure



Liquidity Mismatch for Non-Banks: Darmouni Siani Xiao (2025)
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Bonds
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Effects of Corporate QE

On mutual funds:

Increase in asset values

Inflows

On insurers:

Increase in asset values

Fewer trading 
opportunities

On firms:

More funds: lots of issuance

But funds did not go towards 
investment/employment

Instead increase cash/repaid 
old bank debt
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What now?

Central banks key players in bond markets

Market expectations of intervention in bad times (a ”policy rule”)

Boost ex-ante prices, reduce price reaction ex-post

Does not mean that QE transmission is necessarily weaker, but that most of it is 
priced in

Long-term/risky bonds are safer than before

Risk of ratchet effect: larger and larger purchases needed to move markets
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The end of QE? Quantitative Tightening

Willingness to reduce central banks’ balance sheet = Quantitative Tightening (QT)

Worry about negative market reaction (”taper tantrum”)

But QE is supposed to be a counter-cyclical tool, should decrease in good times

Markets can understand that:

QT is about following the rule, not breaking it

If properly communicated, risk for financial institutions is minimum
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Wrap Up: The New Normal

“Unconventional” monetary policy is here to stay

Likely increased financial stability, not decreased

A new paradigm: works through large intermediaries and institutional investors 
– not just banks, but also insurers and mutual funds

Central bank policy closely watched by investors

Turmoil in central banks will lead to turmoil in markets
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