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QUANTITATIVE EASING POLICY AND ITS IMPACT ON THE GLOBAL ECONOMY

Abstract. Based on the analysis of the impact of quantitative easing policies on the global
economy, there was concluded that the world’s largest central banks and widespread debt
stimulation have created the model of economic growth. This model was based on the productivity
growth. The lack of productivity growth in the developed world, the active integration of
developing countries (first of all China and India) in the global economy have completely changed
the directions of global financial flows and caused fundamental geopolitical changes.

Striving to confront the cyclical nature of the economy, government regulators transform the
global economy into a «zombie economy». There are unprofitable companies and banks, which
operate on cheap money from central banks and government bailouts. The monetization of fiscal
policy transforms the risks from governments to central banks and destroys their independence.

We concluded that the strategy of tackling the global economy through cheap credit is
doomed to failure because governments do not solve the problems of real economy, productivity
increase, management of public and corporate debt, stagflation, unemployment, and increase in
income differentiation.

Nowadays, in the context of COVID-19 pandemic, central banks use the new and forgotten old
tools to expand economic activity (so-called QE and «Not QE»). These tools provide the necessary
stimulus only in the short-term period, but in the long term period it will inevitably lead to serious
disparities, undermine the market mechanism, increase the administrative influence and lead the global
economy to a choice between depression, unemployment, hyperinflation or systemic collapse.

We believe that the global coronavirus pandemic stimulates the scientific debate on rethinking
monetary policy goals and instruments, as the use of various «non-standard tools» has repeatedly proven
ineffective in combating crises and it has helped only to create new global imbalances and crises.

Keywords: financial market, quantitative easing policy, monetization of public debt, zombie
economy, labour productivity.
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MNOJITUKA KUVIBKICHOI'O NOM’AKIIEHHSA
TA Il HACJIILJIKHA JJIA I'IOBAJIBHOI EKOHOMIKH

AHotauisi. Ha ocHOBI aHami3y BIJIMBY NOJITUKH KUTBKICHOTO IOM’SIKIIEHHS HA TJI00AIBHY
C€KOHOMIKY MNPHUHIUIM 10 BHUCHOBKY, L0 HaiOLIblIi CBITOBI LEHTpaibHI OaHKM 1 MacmrTabHe
CTUMYJIIOBaHHS OOpriB MOPYLIMJIM MOJEIb €KOHOMIYHOTO 3POCTaHHA, fiKka Oyjia 3acHOBaHa Ha
3pOCTaHHI MPOAYKTUBHOCTI mpaui. BincyTHICTh 3pocTaHHS NPOAYKTHBHOCTI Mpali B PO3BUHEHUX
KpaiHaX CBITy, akKTHBHA IHTerpailis KpaiH, 110 po3BuBaioThcs (mepmr 3a Bce Kuraro Ta Iumil), y
rI00ATbHY EeKOHOMIKY KapJWHAIBHO 3MIHWIN HANpSIMH TJI00anbHUX (HIHAHCOBUX TOTOKIB 1
BHUKIMKATH QyHIAMEHTAIbHI TCOMOIITHYHI 3PYIICHHSI.

[Mparayun OOpOTHCH 13 IHKIIYHICTIO CKOHOMIKH, JepXaBHI PEryJSITHBHI OpraHu
MEPETBOPIOIOTh TIO0AIEHY E€KOHOMIKY Ha «30MOIGKOHOMIKY», Jie 30MTKOBI KOMITaHii Ta OaHKH
(YHKIIOHYIOTh Ha JICMIEBUX I'POIIax BiJ MEHTPATbHUX OAHKIB 1 PATYBAIBHUX MPOTpaMax YpsiB.
Momseru3allii ¢icKaIbHOT TONITUKA TpaHCHOPMYE PU3UKU Bif YPSIiB O IEHTpaIbHUX OaHKIB i
3HHIIYE IXHIO HE3AICKHICTb.

[Mpuiinuin 0 BUCHOBKY, IO CTpaTerisl pO3B’sA3aHHS MPOOJEM TI00ATBHOI E€KOHOMIKU
IUISXOM JEHIEBUX KpPEAUTIB MpHUpedeHa Ha IMOpas3Ky, OCKUIBKM YpSAAW HE BUPINIYIOTH NMUTaHHS
peaibHOT EKOHOMIKH, 30UTbIIEHHS MNPOJYKTUBHOCTI Tpaili, YIpaBliHHS JACpPKABHUMH |
KOPIOpaTUBHUME Oopramu, crarduisiii, 0e3po0iTTs Ta mnocuiieHHs AudepeHmiaii J0X0iB
HaCeJIeHHs.

Croronni B ymoBax mnanaeMii COVID-19 nenTpanbHi OaHKM BHKOPHUCTOBYIOTH HOBi Ta
3a0yTi cTapi IHCTPYMEHTH i3 CTUMYJIIOBaHHS eKOHOMIKK (Tak 3BaHi QE Ta «Not QE»), axi nuiie B
KOPOTKOCTPOKOBOMY ITIEpio/ii 3a0e31euyroTh HeOOXIIHUN CTUMYJI, aje B JOBFOCTPOKOBOMY Iepioi
HE3MIHHO TIPU3BEIYTh JI0 CEPHO3HHUX IUCTIPOTOPIiH, MiAIPBYTh PUHKOBHUU MeEXaHi3M, MOCHISATH
aJIMIHICTPATHBHHUM BIUIMB | MOCTABIATH TI00AIBHY €KOHOMIKY Iepea BHOOPOM MDK Jempeciero,
0e3po0ITTAM, TiepiHQIIAIIiEr0 800 CUCTEMHUM KPaxOM.

BBakaemo, 1m0 CBITOBa MaHJEMis KOPOHABIPYCY CTUMYIIOE HAYKOBY IHCKYCIHO MO0
MEPEOCMHUCIICHHS 1UICH Ta IHCTPYMEHTIB MOHETApHOI MOJIITUKU, OCKUIBKA BUKOPHUCTAHHS PI3HOTO
pONy «HECTaHAApPTHUX IHCTPYMEHTIB» YK€ HEOJHOPA30BO JIOBOJAMIIO CBOK HEC()EKTHUBHICTH Yy
00poTHOI 3 KPU3OBUMH SIBUILAMU 1 JIUIIIE JOIIOMArajio CTBOPIOBATH HOBI INI00aIbHI TUCTIPOTOPIIi
Ta KpU3H.

Knrwouosi cnosa: dpiHaHCOBUN PUHOK, TOJIITUKA KUTBKICHOTO TIOM SKIIEHHS, MOHETH3aIlis
JiepKaBHOTO O0Pry, 30MOiIeKOHOMIKa, MPOYKTUBHICTH MpAIIi.
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HOJIMTUKA KOJIMYECTBEHHOI'O CMAT'YEHUSA
M EE IOCJIEACTBUA JJISI TJ1I0BAJIbHOM YKOHOMUKH

AHHoTauus. JleATenbHOCTh KPYNMHEHIIMX MHUPOBBIX LEHTPAIbHBIX OaHKOB MOCIEIHUX
NECATWICTUH  HApylIWiIa MOJEIb  JKOHOMHYECKOTO  POCTa, OCHOBAaHHYI0O Ha  POCTe
MPOU3BOAUTENBHOCTU TpyAa. CTpemsich OOPOTHCS C HUKIMYHOCTHIO SKOHOMHUKH, TOCYAaPCTBEHHBIE
OpraHbl IPEBPaTHIN TJOOAIBHYI0O 3KOHOMHKY B «30MOMIKOHOMHKY», TJ€ YOBITOUHBIE OaHKU H
KOMIIaHUHM (YHKIHUOHUPYIOT Ha MACLIEBBIX JAEHBrax OT LEHTPAIbHBIX OAHKOB M CIIacaTelIbHBIX
nporpammax npaBUTENbCTB. [IpUluIM K BBIBOIY, YTO peLICHHE MPoOieM I100anbHON IKOHOMHMKH
MyTeM MOHETH3aLlMH J10JIra 00pedeHo Ha NMOpa)KeHUe, TIOCKOJIbKY HE PEILAIOTCs] BOIPOCHI PealbHOMN
SKOHOMHKH, a TOJIEKO CO3/1aThCSI HOBBIE TII00ATbHBIE TUCTIPONIOPIIMU M KPU3HCHI.

CunTaeM, 4T0O MUPOBasl MaHAEMHsI KOPOHABHPYCa CTHUMYJIUPYET HAYUHYIO JUCKYCCHIO I10
MIEPEOCMBICIICHHIO TENIe W MHCTPYMEHTOB MOHETApHOW ITOJUTHKH, TTOCKOJBKY HCIOJIb30BaHHE
pa3HOro poja «HECTAHJAPTHBIX HWHCTPYMEHTOB» MPUBEAET K CEPbE3HBIM JHUCIPOMOPIIHSM,
MOJIOPBET PHIHOYHBIN MEXaHH3M, YCHIIUT aJIMHHUCTPATHBHOE BIMSHUE W TOCTABUT IIIOOAIBHYIO
HKOHOMUKY TIepel BRIOOPOM MKy JeTpeccuei, TnnepuH(IAIUei NI CHCTEMHBIM KPaxoM.

Knwouesvle cnoea. (GWUHAHCOBBIM PBIHOK, TIOJUTHKA KOJMYECTBEHHOTO CMSATYCHHMS,
MOHETH3alUs TOCYAapCTBEHHOTO JI0Jra, 30MOMIKOHOMUKA, IPOU3BOAUTEILHOCTD TPYA.

®opwmyi: 0; puc.: 2; tadn.: 1; 6ub.: 18.

Introduction. In recent years, the global world was preparing for a global crisis, because
there were created many «bubbles» in the securities market, in the debt market, and in the real
estate market. However, despite the readiness for a recession in 2020, any governments, financial
institutions and analytical agencies did not expect the real characteristics of the new crisis.

The outbreak of the COVID-19 pandemic has led to significant reductions in financial asset
prices, GDP reduction both globally and nationally, corporate bankruptcies and unemployment
rising. According to IMF prediction, the living standards will fall in 170 countries and the global
economy will decline in record level not seen since the Great Depression [5]. Developing world
economies will be especially hit, because they have immediately faced one of the strongest outflows
of financial flows in the history (both in dollar terms and as a percentage of GDP). Under such
conditions, the governments of most countries have resorted to social protection, administrative
regulation and debt monetization. According to the IMF, governments around the world will spend
more than $ 10 trillion to fight the COVID-19 pandemic [12].

In the discussions of scientists and practitioners, financiers and government officials, it is
oftener heard about the necessity for «helicopter money» to be distributed to households and
companies [9]. The Ukrainian business community is also debating the need to allow the National
Bank of Ukraine to print money or come up with a prototype of its quantitative easing policy
through bond redemptions and refinancing programs [Ukrainska Pravda, 2020]. In these conditions,
scientific awareness of the character and consequences of debt monetization is extremely important.

Analysis of research and statement of the problem. Although the number of researches
on the effectiveness of monetary policy is constantly growing [1; 5; 9; 12, 13], many issues remain
understudied as new global challenges and regulatory tools are emerging that lead to unpredictable
consequences, contribute to large-scale institutional changes in monetary policy, both globally and
nationally.

Problem statement. The purpose of the article is to determine the peculiarities of the use of
non-traditional methods of monetary policy by the world’s central banks and to determine their
consequences for the global economy.

Research method. The obtained results in the article are based on the use of a set of general
and special research methods — scientific abstraction, system approach, theoretical generalization
and systematization (to substantiate the main contradictions and consequences of non-traditional
methods of monetary policy in the conditions of technological transformation), observation and
generalization, statistical analysis (to get the impact of monetary policy on the global economy), the
method of expert assessment (to develop approaches to improve the monetary policy).
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The main results of the research. The general form of development of all economic
processes is cyclicality, which is shown in fluctuations in economic situations. The approval of
neoclassical theory has led to a decrease in researchers’ attention to the problems of cyclical
economic development, as representatives of this direction believed that economic cycles could be
eliminated through regulatory measures of the state.

The cyclical character of economic development means that the main indicators and
parameters of this process have a wave character, which is repeated after a certain period. First of
all, the economic growth reflects the technical innovations that improve the labor productivity,
increase the production efficiency, reduce the production costs, increase the wages. J. Schumpeter
has formulated the theory of economic development, according to which scientific and
technological innovations are the main factor of economic development of the country. Based on
Schumpeter’s idea, a technological paradigm is developing, the change of which occurs as a
technological revolution, which causes a radical change in the dominant technological paradigm in
the economy. As a result of innovative breakthroughs, it is replaced the old and inefficient means of
production by more efficient and productive ones. The growth of the global economy at the
beginning of the XXI century cannot be explained by the effect of modernization of existing
industries under the influence of a new technological wave, because it is still under formation. The
rise in asset prices was the result of liberal policies, which is aimed at stimulating the development
of the financial sector.

The cyclicality plays an important role not only in the mechanism of economic growth, but
also in cleansing the economy from inefficient production and management methods. However,
after the crisis of 2008, the use of neoclassical theories in the regulation practice in many worlds’
countries actually eliminated or at least seriously distorted market relations, destroyed the relation
between risk and profitability. To reduce the cyclical character of the economy, governments and
financial institutions have begun to actively use various financial innovations (new technologies of
financial and credit operations, new financial and credit instruments and products) [14].

If before the financial crisis of 2008, the independence of central banks was one of the main
factors in the effectiveness of its work, after the crisis the boundaries between monetary and fiscal
policy became blurred, which caused a debate about the need for independence of central banks.

In 2008, the US Federal Reserve began using a quantitative easing (QE) policy for financial
support the economy, which was later implemented by other central banks of the world. Due to their
activities in the short-term period, the stability of the banking sector was restored, but it did not
grow into long-term economic growth.

Afterward such anti-crisis measures, there have appeared companies «too big to fail». These
are some financial institutions, especially banks, which were so systemically important that they
had to be financially and economically supported by governments or central banks (Paul Krugman).
As a result of such state support, there was a problem of moral damage when companies
deliberately took high-risk strategies, because they were confident that the state would never allow
it to go bankrupt. Thus, losses and risks of financial institutions were nationalized, and profits
remained private.

As a result of government support, most unprofitable banks and companies in the United
States and Europe have survived. The low interest rates, combined with asset securitization
processes and the expansion of derivatives markets, have accelerated the growth of financial assets,
complicated the effects that connect the real economy to the financial sector, and increased the
global financial disparities. Moreover, all this is in a context of the highest profitability of the global
banking system in the last 20 years [3].

QE has resulted in simplification of crediting, which increases debt at the corporate and
government levels. Zombie banks began to provide cheap loans to unprofitable companies, which
led to the growth of zombie corporations [1]. The debts of governments and the private non-
financial sector in 2020 reached 250% of world GDP.

The negative factor is not only the debt increase, but also the ways of using credit funds. The
companies did use the cheap loans not to finance the real investment projects, but to invest in
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financial assets in the equity market (Fig. 1). As a result, the stock indices grew, the speculative
nature of the stock market intensified and the gap between the financial sector and the real sector
deepened, resulting in a slowdown in economic growth.
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Fig. 1. Capitalization of world equity market, 2008—2020

Source: made from data [11].

The monetary policy of the post-crisis years has led to raising the prices for all financial
assets and the formation of speculative bubbles. State and interstate regulatory institutions have not
implemented structural reforms of the financial and real sectors that would stimulate economic
growth not only in the short term, but, most importantly, in the long term period. With the spread of
coronavirus outside of China, prices on world equity market rapidly fell — in March 2020, trading
on US stock exchanges was stopped three times.

Since 2014, the world’s central banks started to use another unconventional instrument —
negative interest rates, which have actually destroyed the traditional banking, because the most part
of bank profits are due to the difference in interest rates between loans and deposits. Not only
deposit interest rates became negative, but also the profitability on debt obligations of numerous
countries. Negative interest rates have broken the typical relationship between stock prices and
treasury yields. Unlike European and Japanese securities, US Treasury securities are still in positive
profits, but treasury yields are falling fast and they are at their lowest level in the history (Tabl.).

Table
The Bond Yield Matrix
Country 6-M | 1Year |2 Year|5 Year |10 Year|15 Year|20 Year |30 Year| 50 Year

Switzerland -0.50 |-0.40 -0.71 |-065 |-049 |-0.33 |-0.32 |-0.35 |-0.38
Germany -0.55 |-0.59 -0.65 |-0.66 |-0.45 |-0.23 |-0.16 |0.01

Netherlands -0.55 -0.62 |-0.60 |-0.25 |-0.17 |-0.01 |0.05

Austria -0.53 -0.59 |-0.41 |-0.13 |0.03 0.01 0.05

France -0.51 |-0.53 -0.53 |-0.44 |-0.07 |0.19 0.44 0.69 0.75
Belgium -0.51 |-0.51 -0.56 |-0.38 |-0.02 |0.20 0.53

Japan -0.19 |-0.17 -0.56 |-0.13 |0.00 0.23 0.35 0.49

Slovakia -0.15 ]0.29 0.93 1.03
Slovenia -0.40 -0.30 |-0.03 |0.40 0.79 1.07

United Kingdom |0.00 -0.05 |-0.01 |0.18 0.37 0.51 0.58 0.40
Czech Republic -0.06 0.01 0.28 ]0.70 0.87 0.95 1.98
Italy -0.03 |0.01 0.40 |1.02 1.48 1.92 2.10 2.41 2.57
USA 0.17 |0.18 0.16 |0.30 |0.65 0.41
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In recent years, as treasury yields have fallen to a certain level, central banks have launched
quantitative easing programs and profits have begun to increase. But nowadays there are no
opportunities to reduce rates in almost all central banks of the world (Fig. 2).
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Fig. 2. Real and nominal interest rates of the World’s Central Banks
(dated April 2020)

Source: world’s central banks.

In the context of low interest rates, the quantitative easing policy began to be used by
developing countries, such as Poland, the Czech Republic, Turkey, South Africa, Chile and others.

Nowadays, in the context of the coronavirus pandemic, the new and forgotten old tools for
stimulating the economy (so-called QE and «Not QE») are considered. It is remarkable that they
began to use them even before the real recession in the autumn of 2019. One of the most popular
tools is the issuance of money. The US Federal Reserve has begun to increase actively its balance.
Less than in 2 months it grew by 2,4 trillion dollars (up to 6,6 trillion dollars at the end of 2020).
This is the largest increase in the history of the US Federal Reserve (10,3% more than in 2008) [4].
As a result, the US public debt increases as well, that in March-April 2020 grew by 1,3 trillion
dollars (usually such increase in debt took almost one year). As a result of government infusions,
the amount of free money in US banks increased unprecedentedly: in March-April 2020, the
amount of free cash balances increased by more than 70%. As a result, the excess liquidity enters
the financial market, which increases its speculative nature.

In the United Kingdom, the Bank of England in March 2020 reduced the interest rate to
0.1%. It announced an increase in the acquisition of financial assets under QE by 200 billion pounds
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for a total of 645 billion pounds, developed additional incentives for lending to the real economic
sector, including small and medium-sized enterprises, by 330 billion pounds (15% of GDP) [11].

The European Central Bank (ECB) has extended its bond-buying program (QE) and it will
increase its asset repurchase program by € 120 billion. In addition, it will continue the TLTRO Il
(Targeted Long Term Refinancing Operations) and launch additional Long Term Refinancing
Operations (LTROs) that will provide infusion of liquidity on favourable terms to bridge the period
until the TLTRO 111 operation in June 2020 [10].

It will be seen, how modern monetary stimulus will be effective. However, it is already clear
that the monetization of fiscal policy transforms risks from governments to central banks, ultimately
destroys the independence of central banks that, in its turn, undermines the confidence in both the
banking system and the entire financial sector. Thus, unconventional monetary policy methods will
lead to higher financial asset prices (as in the last ten years), but the real economy will continue to
get worse, labor productivity will fall, unemployment will rise, and the Chinese economy will not
be able to revive the world economy because of its crisis from high debts and unproductive
investment.

All this has already happened in Japan, which in the 1990s of the twentieth century began to
use non-traditional methods of monetary stimulus and fell into the «lost decade» (some financiers
use the term «lost N-decade» and the analysis began from 1985). After reducing the interest rates in
1991, in 2001 the Bank of Japan began to use the Quantitative Easing Policy, which became the
prototype of the modern QE policy. To support employment, the Japanese government subsidized
the companies, and banks were allowed to lend without any requirements to borrowers. As a result,
cheap loans for unprofitable companies have led to a long-term reducing in productivity, stagflation
and increased public debt.

It is also debating in Ukraine about the need to allow the National Bank of Ukraine to pursue
its quantitative easing policy through bond buy-backs and refinancing programs. The state of the
domestic economy encourages politicians to look for populist ways to solve problems — to print
money to cover the budget deficit. Ukraine already had a sad experience of printing the hryvnia —
in 1992—1994. The NBU directly lent to the government and enterprises, which led to
hyperinflation of more than 10000% in 1993. In 2014—2015, the government issued bonds to
increase the capital of unprofitable Naftogaz and state-owned banks, as a result, the NBU
government bond portfolio grew to 2.6 times (14% of GDP) and inflation was 25% in 2014, 43% —
in 2015 [13].

Developing a national policy of quantitative easing, we must not allow the political pressure
on the NBU and forget that the goal of the policy is not to finance government activities, but to
saturate the financial system with liquidity, stimulate economic growth, combat unemployment and
raise asset prices. Taken into account the structure of Ukraine’s economy, there are rather high
interest rates, and the country still has the potential for monetary stimulus by accelerating the
structural reforms, lowering the interest rate and the ability to accumulate the additional financial
resources through cooperation with international organizations.

Conclusions. The most negative consequence of the anti-crisis measures of the last decade
was that the world’s largest central banks and large-scale debt stimulation have disrupted the model
of economic growth, which was based on the rising labor productivity. Trying to combat economic
cyclicality, the government regulators (primarily with the help of «independent» central banks)
have transformed the global economy into a «zombie economy» where unprofitable companies and
banks operate on cheap money from central banks and government bailouts. The direct
monetization of public debt in the short term may provide the necessary incentive, but in the long
term it invariably leads to serious disparities, undermines the market mechanism and strengthens
administrative influence in the most liberal countries in the world. The world’s largest central banks
are fighting to delay the collapse of speculative bubbles in financial assets, which were created by
their own policies. Thus, the global economy has entered a crisis in 2020 with huge imbalances and
unresolved issues.
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The economic collapse, strong and large-scale caused by the coronavirus, is temporary. And

this understanding again does not create fundamental opportunities to solving the structural
imbalances of the global economy. In addressing short-term business and population support,
governments are failing to address the real economy, increasing productivity, managing public and
corporate debt, stagflation, unemployment, and increasing income differentiation. Today, the
world’s largest central banks and governments remain the biggest risks to the stability of the global
economy, because they unbalance the market mechanism and put the global economy at risk of
depression, hyperinflation or systemic collapse.
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