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BACKGROUND

The European Central Bank (ECB) Expanded Asset
Purchase Programme (EAPP) adds the purchase
programme for public sector securities to the existing
private sector asset purchase programmes to address
the risks of a too prolonged period of low inflation. It
consists of a third covered bond purchase programme
(CBPP3), asset-backed securities purchase programme
(ABSPP) and public sector purchase programme (PSPP).
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and Scientific Policy
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Monthly purchases in public and private sector securities amount to EUR 80 billion (from March 2015 until
March 2016 this figure was EUR 60 billion). They will be carried out until the end of March 2017 and in any case
until the ECB Governing Council sees a sustained adjustment in the path of inflation that is consistent with its
aim of achieving inflation rates below, but close to, 2% over the medium term.
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BOX

CBPP3: On 20 October 2014 the Eurosystem started to buy covered bonds under a third covered bond
purchase programme. The programme will last for at least two years and, together with the ABSPP and
the series of targeted longer-term refinancing operations to be conducted until June 2016, will have a
sizeable impact on the ECB's balance sheet. These measures help to enhance the functioning of the
monetary policy transmission mechanism, support financing conditions in the euro area, facilitate credit
provision to the real economy and generate positive spill-overs to other markets.

ABSPP: The asset-backed securities purchase programme started on 21 November 2014 and will last for
at least two years. The ABSPP helps banks diversify funding sources and stimulates the issuance of new
securities. Asset-backed securities can help banks to fulfil their main role: providing credit to the real
economy. For instance, securitising loans and selling them can provide banks with the necessary funds
to provide new lending to the real economy. This will further ease funding and credit conditions and
help the transmission of monetary policy.

PSPP: On 9 March 2015 the Eurosystem started to buy public sector securities under the public sector
purchase programme. The securities covered by the PSPP include: (i) nominal and inflation-linked central
government bonds and (ii) bonds issued by recognised agencies, international organisations and
multilateral development banks located in the euro area. The Eurosystem intends to allocate 90% of the
total purchases to government bonds and recognised agencies, and 10% to securities issued by
international organisations and multilateral development banks (from March 2015 until March 2016
these figures were 88% and 12% respectively).

`Source: The ECB.

The process through which monetary policy decisions affect the economy has changed with the adoption
of unconventional monetary policy. While standard monetary policy measures produce effects on the
economy mainly via the a interest rate channel, large asset purchases have more direct impact on bank’s
balance sheet and the availability of credit for firms and households. The ultimate goal is the same, namely to
stimulate spending, but quantitative measures changing the size/composition of the balance sheet remain the
only effective tools to achieve further monetary policy accommodation, when the lower bound for policy
interest rates is reached.

However, as the transmission mechanisms of monetary policy remains characterized by long, variable
and uncertain time lags, the impact of asset purchases on the real economy continues to be a matter of
discussion as confirmed by the slow recovery in bank lending. Some economists even argue that the most
effective transmission channel of unconventional monetary policy is the exchange rate, i.e. via the depreciation
of the euro. To better understand the process it is necessary to review and assess the effectiveness of the ECB
programme of asset purchases one year after its first implementation and discuss pros and cons of potential
further expansions of the programme, including alternative policy options.

To this end for its June 2016 session of the Monetary Dialogue, the Committee on Economic and
Monetary Affairs (ECON) of the European Parliament requested five assessments from key monetary
experts to address these issues. The papers have been prepared by the Policy Department A and are, together
with the text of the hearing between ECON and the ECB President, available in the relevant section (Monetary
Dialogue) of ECON internet website.
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PUBLICATIONS
In-Depth Analysis on 'The effectiveness of the European Central Bank’s Asset Purchase Programme’ by

Maria Demertzis and Guntram B. Wolff (Bruegel)

The general macroeconomic situation and weak inflation dynamics justified quantitative easing (QE) in the
euro area. Doubts have emerged about its effectiveness as inflation numbers have remained weak. However,
one does not know where inflation would have been without QE and the still large slack in the economy
suggests that inflation numbers may increase only in a few years. Important channels through which QE
operates are proving effective: a weaker exchange rate, lower long-term yields, a stronger stock market.
Investment and housing have somewhat increased. Banks have not shed sovereign debt from their balance
sheets at a significant scale. Bank profitability is squeezed by QE but we do not see a generalized financial
stability risk. The expansion of the Public Sector Purchase Programme had no visible effect on any variable.
Further monetary policy action is unlikely to carry strong benefits.

In-Depth Analysis on 'Effectiveness of the ECB programme of asset purchases: where do we stand?' by
Kerstin Bernoth, Michael Hachula, Michele Piffer and Malte Rieth (DIW Berlin)

The ECB has engaged in several forms of unconventional monetary policy since 2007. This report documents
empirically that the implemented measures were effective. In a counterfactual analysis, the report simulates
the effects of an unconventional monetary policy shock of -10 basis points to euro area sovereign yields,
consistent with the effect of the first announcement of the EAPP. The simulation shows that the surprise
expansion led to significant increases of output, prices, and inflation expectations, as well as to a drop in the
unemployment rate. The shock is transmitted to the economy through lower public and private interest rates,
and an increase in bank credit to the private sector. The results also suggest that the effects of unconventional
monetary policy interventions do not differ much from those of conventional policy measures.

In-Depth Analysis 'Effectiveness of the ECB Programme of Asset Purchases: where do we stand?' by
Andrew Hughes Hallett (School of Economics and Finance, University of St Andrews)

Large-scale asset purchase programmes are a form of monetary policy in which market interest rates are
reduced by different amounts at different maturities – in particular lowering them at the long rates that affect
investment and consumption decisions. They are intended to stimulate spending by increasing liquidity,
raising asset prices, creating wealth effects, lowering borrowing costs and increasing investment spending.

The ECB’s EAPP is too young to allow a final assessment of its impact or effectiveness. But the results so far are
similar to those elsewhere, perhaps a little weaker. The impact may be weaker because the programme is
proportionately smaller than the US and UK programmes. It contains public sector asset purchases at its core,
with two essential compliments (covered bond purchases, and asset-backed securities) that spread the effects
to private sector behaviour to stabilise financial conditions, to provide higher quality collateral for loans, and
reduce risk premia by region or sector. It is argued that these qualitative benefits are going to be more
important than the quantitative results.

Nevertheless, damaged transmissions (from increased credit, to new loans and spending) and debt
deleveraging are the major impediments that remain. Various extensions of the ECB’s programme are
possible: negative interest rates, “funds for lending”, fiscal coordination, and helicopter money. They offer
some scope, but have disadvantages. The most promising is the exchange rate channel. But this is a longer
term proposition and requires structural reform to be self-sustaining.

In-Depth Analysis on 'Assessing Europe Quantitative Easing: One Year On' by Eddie Gerba and Corrado
Macchiarelli (London School of Economics)

The ECB’s EAPP adds the purchase programme for public sector securities to the existing private sector asset
purchase programmes to address the risks of a too prolonged period of low inflation. It now consists of a
CBPP3, ABSPP and PSPP.
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However, as the transmission mechanisms of monetary policy remains characterized by long, variable and
uncertain time lags, the impact of asset purchases on the real economy continues to be a matter of discussion
as confirmed by the slow recovery in bank lending. Some economists even argue that the most effective
transmission channel of unconventional monetary policy is the exchange rate. Against this backdrop, the note
assesses the effectiveness of the ECB programme of asset purchases one year after its first implementation.

In-Depth Analysis on 'Quantitative Easing effectiveness' by Daniel Gros (CEPS)

The massive sovereign bond-buying programme(s) that started in early 2015 should now be bearing fruit, but
there is little sign of any improvement in inflation, despite a recovery in oil prices. Assessing the effectiveness
of QE in the euro area in terms of financial market indicators, such as interest rates or inflation expectations,
yields mixed results. Interest rates began falling even before the announcement of the sovereign bond-
buying, which is widely attributed to investors anticipating QE. But inflation expectations also fell during this
same period. Should one conclude that the anticipation of QE led to lower expectations of inflation? Financial
market indicators do not exhibit any sustained change or trend since the bond-buying started. The
movements up and down in interest rates, and inflation expectations, can be interpreted in many ways.

Our preferred interpretation is that that QE in the euro area was a reaction to a global deflationary trend, but
that the bond purchases did not affect inflation in the euro area in a sustained way.
It bears repeating that QE in the euro area is not a centralised policy. The ECB executes only a small fraction of
the programme. The lion’s share consists of national central banks buying the bonds of their own government
(for their own account).
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