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2019 was expected to be the year of balance sheet 
normalisation, but recent market and economic 
developments have made such central bank exits from 
markets less likely. As of year-end 2018, the top four 
developed market central banks owned, between them, 
around a quarter of debt issued by their governments1 
and are unlikely to greatly shed this asset pool any 
time soon. One of the lessons is that ‘entering is easier 
than exiting’. But there are several other lessons to be 
drawn from such government programmes over the 
past 20 years, of which QE is only one dimension. This 
paper aims to summarise key implications both for 
public sector bodies mandated to intervene as well as 
for capital market participants.

Government Assets
Capital markets do not operate in a vacuum and have 
increasingly been shaped by government choices 
not only in the obvious form as market regulator, 
but particularly as drivers of supply and demand. 
In the first place, government legislation enables 
modern capital markets to operate by creating the 
regulatory and supervisory framework for their 
smooth functioning. In addition, government debt, 

of which there was $50 trillion outstanding2 as of 
year-end 2018, is one of the key global assets typically 
providing the interest rates that serve as reference for 
price discovery across capital markets.

However, the instances of governments participating 
in the financial market in the sense of buying and 
selling assets are less universal and require separate 
analysis. Of course, some government entities are 
classic asset owners, pursuing liability matching or 
risk-return objectives,3 in the form of government 
pension pools, central bank foreign exchange reserves 
or sovereign wealth funds. 

But what of cases where asset sales or purchases 
happen outside of such contexts, without a clear 
return-driven objective or even in defiance 
of one? What motivates government actions? 
We identify four key types of asset purchases 
(which are imperfectly mirrored by asset sales): 
nationalisations/privatisations; bail-outs; emergency 
financial stability interventions; and monetary asset 
purchases. Figure 1 provides a very brief overview 
and the subsequent sections discuss them in detail.

• Government capital market interventions 
broadly fall into four categories: 
nationalisations, bail-outs, emergency 
financial stability interventions, and 
central bank asset purchases

• The type of the intervention drives both the 
speed of the initial purchases and the path 
of subsequent disposals

• Interventions can have a substantial 
effect on the functioning of the market, 
and should therefore be conducted 
through an appropriate vehicle and 
clearly communicated to the market; that 
said, they can provide opportunities for 
positive reform

• Once in the policymakers’ toolkit, 
interventions are likely to be repeated

Key Points 

There were a number of occasions in the past 30 years when governments acquired substantial 
shares of certain domestic asset markets. In this report, we reviewed and analysed a number of 
such interventions. Our main findings are:
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Nationalisation and Privatisation
In simple terms, the government may believe that 
the mere fact of government ownership of certain 
assets is in the public interest, and nationalise them. 
Owners are typically compensated at fair market value 
in OECD4 countries (otherwise the process is better 
described as expropriation). This was an important 
aspect of government policy across the world from 
late 1940s, although the levels of public ownership in 
most developed economies drastically declined since. 
The 2008 New Zealand railway nationalisation is a 
rare recent example of broad policy reasons coming 
together to return private services to public sector 
ownership. Nationalisations are usually permanent 
or open-ended (temporary ones commonly constitute 
bailouts — a separate category as per the next section).

Nationalisations are partly mirrored by 
privatisations, but there is an asymmetry. While 
some privatisations are carried out for structural 
reasons (notably the massive ones in Eastern Europe 
in early 1990s which were a key element in the move 
towards market economy), fiscal reasons also play 
a role. Indeed, it is not uncommon for countries 
under and IMF or an ESM programme to specify a 
privatisation programme to partially fund budget 
deficits or debt reduction targets.

Bail-outs
A bail-out is an emergency injection of capital into 
specific entities to keep them afloat. It does not 
necessarily happen through the purchase of financial 
assets,5 but governments often end up with them 
in the aftermath. In the simplest case, the injection 
of equity capital turns the government into a large 
holder of publicly quoted stocks. In the financial 
sector, governments may instead (or in addition) 
purchase a certain amount of underlying assets and 
place them into an SPV. The bailout of American 
Investment Group (AIG) in 2008 combined all of 
the above — the Federal Reserve extended loans to 
it, injected equity and debt capital and also created 
two separate vehicles to purchase assets from it (one 
for residential mortgage-backed securities (RMBS), 
one for collateralised default obligations (CDOs)6). 
Similarly, when the government of Ireland bailed out 
the banks in 2009, it ended up holding equity of Allied 
Irish Banks (AIB) and Bank of Ireland (BoI),7 but also 
purchased a chunk of their non-performing loans 
and placed them into National Asset Management 
Agency (NAMA).

Bail-outs are usually followed by a restructuring or 
reform of the saved entity, and therefore typically 
take three to five years to unwind. The completion 
of the restructuring is a necessary condition for 

Figure 1: Types of Government Capital Market Participations

Motivation Purchasing Vehicle Speed of Purchase Market Share Captured Asset Classes Length of Holdings

Nationalisation Government directly or a 
state holding entity

Instant (days) N/A Equity Permanent

Bail-out Typically specialised  
holding entities,  
occasionally central bank

Instant (days) N/A Equity (of the entity),  
loans, MBS, CDOs 
(purchased from the entity)

As long as necessary to 
allow re-sale without loss

Shock-and-awe/financial stability Usually central banks  
or treasuries

Quick (weeks) Up to 22% Commercial paper,  
equities, MBS

Between 2–3 months and 
2–3 years

Monetary policy Central Banks Gradual  
(months or years)

Up to 50% Government bonds, 
corporate bonds, asset-
backed securities, 

Over a decade

Source: State Street Global Macro Policy Research.
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the re-sale, but governments usually take market 
conditions into account to decide on the timing 
of sale. There is, however, a critical aspect which 
differentiates governments from central banks and 
facilitates bail-out exits. Political sensitivity around 
bail-out exits focuses on recovering the cost of 
bail-out in nominal terms (at best, adjusting for 
borrowing costs). Both TARP programmes and 
NAMA were deemed successful on that basis.8 
However, governments do not worry about unrealised 
capital losses or impairment during the holding 
period, as governments do not routinely produce 
a comprehensive audited balance sheet and fiscal 
statistics is predominantly run on a cash basis.

“Shock-and-awe” Interventions
Emergency financial stability interventions are 
large-scale purchases of securities within one domestic 
asset class, aimed at preserving financial stability, 
stopping a financial market panic or preventing wealth 
destruction. Such asset purchases are usually very 
large and very quick, with the government reversing 
a price decline and capturing a notable share of the 
market. In 1998, HKMA bought approximately 7% of 
the Hong Kong equity market;9 at the joint peak of its 
two commercial paper facilities (AMLF and CPFF10), 
the Fed de-facto owned 22% of the US commercial 
paper. Moreover, these peaks are reached very quickly, 
within one month in both cases — for a short period, 
the intervention becomes a dominant force in the 
market and displaces all other considerations of 
market participants.

Unwinding such interventions is a daunting task. 
When a considerable chunk of the market is expected 
to be sold, calibrating the pace of sales can be hard, and 
the risk of crashing the market is high. For example, 
HKMA had to sell their stockholdings indirectly, with 
the help of the newly created Tracker Fund of Hong 
Kong (TraHK) — the first ETF in Asia. The authorised 
participants11 (AP) had the option of creating new units 
from the free-float stocks or from HKMA’s holdings, 
but were incentivised to prefer the latter during the 
days the market was up (the ‘tap facility’)12. In the 

end, HKMA disposed 2/3 of the stocks it acquired 
through TraHK and kept the remaining 1/3 on its 
books permanently. However, for all the complexities, 
purchases of this kind usually happen at very 
depressed valuations, and the HKMA ended up with an 
estimated 45% realised capital gains13 on the shares it 
sold (see Figure 2).

Monetary Policy
The fourth reason for interventions is (loose) 
monetary policy. A central bank may decide to 
expand monetary base through asset purchases, 
which usually happen gradually. They can be 
closed-ended (pre-announced amount and a target 
completion date); open-ended (flow target per period 
until further notice); or data-driven (asset price 
target with purchases adjusted accordingly). For 
example, the Bank of Japan’s (BoJ) purchases of 
Japanese government debt belonged to the first type 
in 2010–2013 (CME14), to the second type in 2013–2016 
(QQE15) and to the third since 2016 (QQE with yield 
curve control).

Central bank purchases introduce a large additional 
and often price-insensitive buyer into a market, which 
affects the formation of asset prices. On one level, this 
is almost tautological — monetary policy was always 

Figure 2: HKMA Equity Market Intervention
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Source: Estimates by State Street Global Macro Policy Research based on data from 
Hong Kong Monetary Authority and Hong Kong Stock Exchange.

State Street Global Advisors 4

Seven Lessons of Capital Market Interventions



supposed to impact both asset prices and the broader 
economy, through central banks’ control of the short 
end of the sovereign curve. However, QE in its latest 
forms interacts with relative prices as well as absolute 
prices: term premiums — Fed’s ‘operation twist’ and 
BoJ’s explicit targeting of an intermediate yield curve 
point; credit risk premiums — the Fed, ECB and BoJ 
are all buying non-sovereign paper; equity market risk 
premia (BoJ), and even idiosyncratic risk premiums if 
the central bank conducts security selection. The latter 
is likely to have been an important consideration for 
BoJ when it opted to conduct equity purchases through 
ETFs, but neither BOJ nor ECB opted to do so for their 
non-sovereign bond purchases. Overall, the channels 
of central banks’ market impact have multiplied and 
now provide a permanent backdrop to a number of key 
markets — not just in terms of monetary policy, but in 
terms of specific actions inside the market itself. 

As most of the QE programmes have not been 
unwound yet, the unwinding horizon for those cannot 
be stated. The original QE programme in Japan 
(2001–2006) took only a few months to unwind, but 
its scale was very small compared to the modern 
iteration. Defining ‘unwind’ is also difficult, as rather 
than selling all assets they bought, the central banks 
would ‘end’ the programmes by letting their balance 
sheet sizes be naturally determined by demand for 
reserves. But based on the combined experience of 
four global central banks, we can safely say that the 
holding horizon of QE assets can extend beyond a 
decade — especially as some of the QE programmes 
have resulted in unpresented shares of government 
ownership (see Figure 3). It is also worth noting that 
the central banks are concerned about the losses and 
gains they make on their assets. The complexity of QE 
is a particular challenge, as any unwinding needs to 
adequately coordinate monetary policy, balance sheet, 
capital market and banking sector considerations.

Lessons
The appendix provides many more examples of 
above-mentioned interventions, with more detail on 
their background, duration and depth. While every 
intervention is unique and occurred in different 
circumstances, there are seven key lessons we can 
draw from them:

Lesson 1: interventions can change the way 
the market functions. While ‘shock-and-awe’ 
interventions often bring markets to their senses 
and restore price discovery, gradual and predictable 
monetary policy interventions may actually 
undermine it by introducing a price-insensitive buyer. 
Market participants eventually adjust to the presence 
of that buyer and try to second-guess it, especially 
if it engages in security selection. This can be partly 
mitigated by the use of broad-based vehicles: while 
BoJ’s corporate bond purchases may induce investors 
to second-guess it, the use of ETFs for equity purchases 
keeps the BoJ at arm’s length. However, if purchases 
consistently exceed new issuance, market liquidity 
is affected in either case, as a portion of securities is 
effectively withdrawn from the secondary market.

Figure 3: Peak Depth of Selected Government Interventions
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Source: State Street Global Macro Policy Research.
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Lesson 2: interventions provide opportunities to 
re-engineer the markets. While market distortion 
is always a risk, interventions may also provide unique 
opportunities for innovative financial market reforms. 
Hong Kong’s intervention paved the way for the 
creation of first ETF in Asia and transformed the retail 
participation in the equity market. To some extent, 
BoJ’s choice of QE instruments also encouraged equity 
ETF creation in Japan.

Lesson 3: the nature of the intervention 
determines the unwinding time. Pure 
nationalisations are, by definition, permanent by 
intent. Shock-and-awe can be unwound in 2–3 years 
under careful management, assuming the relevant 
financial market is broadly recovering; bailouts take 
closer to 5 years to unwind, and monetary purchases 
can stretch into decades — we in fact do not to whether 
the current round of QE will ever be unwound at all, 
given that that the central bank balance sheets may 
have undergone a fundamental transformation. 

Lesson 4: the choice of vehicle is critical for both 
mechanics and perception. Central banks have 
substantial financial firepower and are able to roll 
programmes out quickly, especially if supplemented by 
liquidity provision. The Federal Reserve expanded its 
balance sheet by 8.5% of GDP between mid-September 
and mid-November 2008 — a scale on which a 
treasury-run SPV may not have been able to work. 
On the other hand, central banks have formal income 
statements and must pay closer attention to mark-to-
market losses and gains, so deeply distressed assets are 
best handled via other means.

Lesson 5: communication with the market is 
vital. While it is universally recognised now that 
communication is fundamental to modern monetary 
policy, it matters for other types of programmes 

as well. The clear level of terminal equity holdings 
was very important to anchor Hong Kong’s market 
expectations during HKMA equity sales, while a 
well-defined medium-term strategy for NAMA 
helped stabilise the position of Ireland in sovereign 
debt markets. 

Lesson 6: portfolios obtained during 
interventions need to be managed while held, 
even if the overall amount stays the same. HKMA had 
to adjust the mix of its holdings to match changes in 
the index, while the US Treasury actively managed its 
Agency MBS portfolio in 2009–2011. If nothing else, 
bonds ultimately mature and have to be replaced to 
maintain the intervention at the same level (letting 
them run-off would also constitute unwinding, if a 
passive one). Of course, bail-outs require substantial 
management interventions to make the entity viable 
again or to wind it down safely.

Lesson 7: interventions are rarely truly ‘one-off’ 
and make their way to the policy toolkit. Policy 
innovations cannot be un-invented and necessary 
instruments tend to be mothballed rather than thrown 
away. The numerous special — purpose vehicles the 
Fed created to conduct the interventions are active; 
mortgage-backed securities, untouched by the Fed 
pre-2008, will take a long time to get off Fed’s balance 
sheet HKMA kept a third of acquired equities within 
its Exchange Fund permanently. If an intervention 
was tested and especially if it was deemed successful, 
it is very likely that it will be repeated in similar 
situations or adapted to new ones. We therefore see a 
high likelihood of both repeated and new interventions 
when the economic cycle turns. 
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Appendix: Examples of Government Interventions into Capital Markets

Programme Type Dates
Asset Classes  
and Vehicle

Acquisition Time 
(Beginning to Peak)

Peak Holdings as % 
of The Market Disposal Time

American International 
Group (AIG) bailout Bail-out

December 2008– 
March 201216 

RMBS — via Fed loan to 
Maiden Lane II, an SPV

2 weeks <1% 3 years 3 months

November 2008– 
October 201217

CDOs — via Fed loan to 
Maiden Lane III, an SPV

1 month <1% 3 years 10 months

Bank of England 
monetary measures Monetary policy

March 2009–present Government debt on 
secondary market

3 separate stages,  
each 11–14 months

~29% (Q1 2017) Disposal not started

March 2009–  
July 2013

Corporate debt on 
secondary market (1)

4 months 1% (Q2 2009) 4 years

October 2016– present Corporate debt on 
secondary market (2)

8 months 2.6% (Q2 2017) Disposal not started

Bank of Japan original  
QE programme Monetary Policy

March 2001–  
June 200718 

Government debt on 
secondary market

3 years 18% (Q1 2004) 19 months

December 2002–present Japanese shares 2 years <1% Ongoing from mid-2005, 
with pause 2008–2014

August 2003– 
September 2006

Asset-backed securities 1 year N/A 2 years

Bank of Japan 
monetary measures Monetary policy December 2010–present

Government debt on 
secondary market

Ongoing

Peak not reached;  
46.8% as of  
year-end 2018

Disposal not started

Corporate bonds and 
commercial paper on 
secondary market

Peak not reached;  
8.5%19 as of  
year-end 2018

Disposal not started

Peak not reached;  
4.4% as of  
February 2019

Disposal not started
Equities on secondary 
market via ETFs

European Central Bank 
monetary measures Monetary policy

March 2015–present Government/agency 
debt (Public Sector 
Purchase Programme) on 
secondary market

4 years ~26% in aggregate  
for government debt  
(year-end 2018)

Disposal not started

June 2016–present Corporate bonds on 
secondary market

2 years 8 months 16.6% (year-end 2018) Disposal not started

October 2014–present Asset-backed securities  
on secondary market

4 years 4 months 35.4%20 (October 2018) Disposal not started

Federal Reserve 
Monetary Measures Monetary policy

March 2009–present Treasury debt on 
secondary market

5 years 7 months 19.9% (June– 
November 2014)

Ongoing since 
October 2017

November 2008–present Agency mortgage-
backed securities on 
secondary market

6 years 24.2% (Q2 2015) Ongoing since 
October 2017

November 2008–present Agency debt on 
secondary market

1 year 6 months 6.8% (2010 Q1) Ongoing since Q2 
2010, but 90% disposal 
achieved in 6 years 
9 months 
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Appendix: Examples of Government Interventions into Capital Markets (cont’d)

Programme Type Dates
Asset Classes  
and Vehicle

Acquisition Time 
(Beginning to Peak)

Peak Holdings as % 
of The Market Disposal Time

Federal reserve 
commercial paper 
programmes:  
AMLF/CPFF

Emergency financial 
stability intervention

September 2008– 
June 2010

Commercial paper through 
two vehicles: one for 
direct purchases (CPFF), 
one funding for banks 
to purchase commercial 
paper (AMLF)

4 months 22.3% (December 2008) 1 year 4 months

HKMA equity 
market intervention

Emergency financial 
stability intervention

August 1998– 
December 2003

Central bank directly, 
then transferred  
to an SPV 

<1 month ~6–7% at acquisition, 
between a quarter  
and third of free-float

4 years 2 months to 
achieve the terminal 
ownership level

National Asset 
Management 
Agency  
of Ireland

Bail-out December 2009–present Loans Several tranches 
within 1 year

Around 8% of all  
loans, including  
13% of loans to  
Irish residents

On-going; over  
90% divested

US Treasury: 
purchases of mortgage-
backed securities

Emergency financial 
stability intervention

September 2008–
December 2011

Agency MBS through a 
Treasury vehicle

1 year 3 months 2.9% (Q4 2009) 2 years

December 2009– 
March 2013

Commercial MBS through 
a Treasury vehicle (PPIP)

2 years 6 months Always below 1% 9 months

December 2009– 
March 2013

Non-agency residential 
MBS through a Treasury 
vehicle (PPIP)

1 year 6 months 2.4% (Q1 2012) 2 years

Sources: Bank of England, Bank of Japan, Central Bank of Ireland, European Central Bank, Federal Reserve, Hang Seng Indexes, Hong Kong Monetary Authority, Macrobond, National 
Asset Management Agency (Ireland), Securities Industry and Financial Markets Association, Tokyo Stock Exchange, US Treasury, State Street Global Macro Policy Research.
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1  State Street Research based on data from central banks and treasuries.
2  Data from S&P Ratings.
3  In fact, the role of such asset pools has increased in the past decade, and we have 

written detailed overviews of three major ones, see Hentov, E, Petrov, A (2018): 
How Do Sovereign Wealth Funds Invest?, Hentov, E, Petrov, A, Odedra, S (2018): 
How Do Public Pension Funds Invest? and Hentov, E, Petrov, A, Kyriakopolou, D, 
Ortlieb, P (2019): How Do Central Banks Invest?

4  Organization of Economic Cooperation and Development.
5  Sometimes they are conducted as loans which fall outside of this analysis.
6  Maiden Lane II and Maiden Lane III, correspondingly. 
7  Allied Irish Banks and Bank of Ireland.
8  “To date, we have recovered more than $200 billion in TARP funds, as well as made 

$28 billion in profits. Our remaining investments in banks are a small fraction of 
what we inherited. And, in the end, 90 percent of that once-feared $700 billion 
TARP price tag either will not have been spent or will be returned to the taxpayers.” 
-US Treasury website.

9  The share of free-float was much higher, anywhere between a quarter and a third in 
accordance with anecdotal data.

10  Asset-Backed Commercial Paper Money Market Mutual Fund Liquidity Facility and 
Commercial Paper Funding Facility LLC.

11  In this context, authorised participants are the entities which are authorised 
to purchase or redeem units of exchange-traded funds (ETFs) directly from the 
ETF provider.

12  Cheung, H ‘How To Divest Public Sector Assets’ — Central Banking Journal,  
Volume XXVIII (September 2017).

13  State Street calculations based on data from Hong Kong Monetary Authority and 
the Hong Kong Stock exchange.

14  Comprehensive Monetary Easing.
15  Quantitative and Qualitative Easing.
16  Negligible residual amounts were retained until August 2014.
17  Negligible residual amounts were retained until August 2014.
18  Government bond holdings bottomed out in June 2007 and subsequently evolved 

with the natural growth of the monetary base.
19 Based on Bank of International Settlements Data on debt of non-financial 

corporations; estimates vary.
20  As % of floating-rate issuances of monetary financial institutions.
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