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BACKGROUND

In the short- to medium-run, non-standard monetary policy helps to
stimulate the economy and stabilize financial markets. However, it is
also widely acknowledged that side effects tend to materialize in the
medium- to long-run. Thus, the time dimension is a crucial factor in
assessing the riskiness of this policy approach.

The European Central Bank’s (ECB) non-standard monetary policy
measures have been in place for nearly a decade. These measures were
implemented with the implicit idea that monetary policy can be
tightened before negative side effects will take place. Today, with
monetary policy operating about 10 years at the zero lower bound and
with non-standard monetary policy measures set to continue until the
end of 2017 or beyond, if necessary, the question when and to what
extent negative side effects will take place has become a relevant
policy issue. How long is the short run?
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For the February 2017 session of the Monetary Dialogue, the Committee on Economic and
Monetary Affairs (ECON) of the EP has requested a set of briefings to key monetary experts to
address the side effects of non-standard monetary policy. Particular attention is given to the
possibility that the ECB expansionary monetary policy may have contributed to the slowdown in
labour productivity growth experienced by several member countries after the global financial
crisis. The publications have been prepared by the Policy Department A of the EP and are available
in the relevant section (Monetary Dialogue) of ECON internet website.
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IN-DEPTH ANALYSES
In-Depth Analysis on 'Side effects of ECB unconventional monetary policy on productivity' by

Michael HACHULA, Michele PIFFER and Malte RIETH (DIW Berlin)
The ECB has engaged in various forms of expansionary of inflation. In this report we study
empirically whether these policies contributed to the decline in labour productivity growth
experienced by the euro area, and by Europe as a whole. The authors of the paper find that an
exogenous monetary expansion that decreases interest rates leads to an increase in
productivity, rather than to a decrease. This finding is consistent with our results that after the
monetary expansion both output and employment increase, with output increasing at a faster
rate, and that private investment expands.

In-Depth Analysis on 'The side effects of unconventional monetary policy' by Roman
HORVATH (CASE)

The ECB’s unconventional monetary policy measures have been in place for nearly a decade.
While they seem to have improved financing conditions and economic activity, their side effects
have become more important over time. These side effects are discussed in this report. The
authors argue that the ECB’s unconventional monetary policy contains non-negligible risks in
the medium- to long-term. An ultra-low or negative interest rate environment for an extended
period of time fuels the risk of housing price bubbles, deteriorates the stability of insurance
companies and pension funds, and worsens the profitability of the banking sector. This
unconventional monetary policy has improved the quantity of credit, but too often to low-
quality borrowers, which may crowd out new and potentially efficient borrowers, therefore
reducing creative destruction. It has also likely contributed to greater wealth inequality in the
euro area.

In-Depth Analysis on 'Unconventional monetary policy and the productivity slowdown:
Cause or effect?' by Daniel GROS (CEPS)

The unconventional measures of the ECB are likely to have negative side effects the longer they
are in operation. But these side effects concern financial stability and are an unavoidable
pollution of future monetary policy with fiscal effects. It is highly unlikely, however, that the
unconventional measures of the ECB will have had a measurable negative impact on
productivity. In any event, the impact of the ECB’s policy on investment seems to have been very
limited. One of the reasons is that a major element in investment decisions is the risk premium
on equity capital, which cannot be influenced by monetary policy and which has remained
elevated. The available data on the composition of investment also do not suggest that ultra-low
interest rates on most secure debt instruments have distorted investment flows towards low
productivity areas.
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ADDITIONAL PAPERS ON MONETARY POLICY

available on ECON internet website

November 2016:
1. An assessment of the impact of Brexit on euro area stability

2. How do low and negative interest rates affect banks’ activity and profitability in the euro
area?

3. Transmission channels of unconventional monetary policy in the euro area: Where do we
stand?

September 2016:
1. Ultra-low/Negative yields on euro-area long-term bonds: reasons and implications for

monetary policy

2. Financial market fragmentation in the euro area: state of play

June 2016
1. Why has ECB’s very accommodative monetary policy not yet triggered a rebound of

investment? – Compilation of notes

2. Effectiveness of the ECB programme of asset purchases: where do we stand? – Compilation
of notes

February 2016
1. Implications for the euro area of divergent monetary policy stances by the Fed and the ECB

- Compilation of notes

2. Limits in terms of eligible collateral and policy risks of an extension of the ECB’s quantitative
easing programme - Compilation of notes
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POLICY DEPARTMENTS
The five policy departments are responsible for
providing - both in-house and external - high-level
independent expertise, analysis and policy advice at
the request of committees and other parliamentary
bodies. They are closely involved in the work of
committees which they support in shaping
legislation on and exercising democratic scrutiny
over EU policies. Policy departments deliver policy
analysis in a wide variety of formats, ranging from
studies and in-depth analyses to briefings and the
Fact Sheets on the EU. This written output serves a
variety of purposes by feeding directly into the
legislative work of a specific committee or serving as
a briefing for delegations of members.

CONTACTS
Policy Department A: Economic and Scientific
Policy
ECON - ENVI - EMPL - IMCO - ITRE - PANA
poldep-economy-science@ep.europa.eu

MONTHLY HIGHLIGHTS
The Monthly highlights provide an
overview, at a glance, of the on-going
work of the policy departments,
including a selection of the latest and
forthcoming publications, and a list of
future events. To receive this publication
send an email to:
Ep-policydepartments@ep.europa.eu

SUPPORTING ANALYSES
Access all Studies, In-depth analyses,
Briefings and At a glance notes produced
by the Policy Departments.

All publications:
www.europarl.europa.eu/supporting-
analyses
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