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BACKGROUND

Since March 2015, the ECB is engaged in an expanded asset
purchase programme of private sector assets and sovereign bonds
(so called quantitative easing or QE), which has been recently
extended until December 2017, although at a slower pace. The aim
of the programme is to ease monetary and financial conditions,
making access to finance cheaper for firms and households. This
tends to support investment and consumption and, ultimately,
contributes to a return of inflation rates towards the ECB target.

Keeping short and long-term interest rates at very low levels for an
extended period of time also helps to cushion the adverse effect of
necessary balance sheet adjustment (deleveraging) stemming
from the debt overhang. At the same time, maintaining this non-
standard monetary policy may seed the roots for future financial
fragilities once interest rates normalise.
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For the February 2017 session of the Monetary Dialogue, the Committee on Economic and
Monetary Affairs (ECON) of the EP requested key monetary experts to address the pros and cons
associated with the extension of ECB quantitative easing programme of asset purchases. 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 'Extending QE: Additional risks for financial stability?' by Andrew

HUGHES HALLETT (Department of Economics, Copenhagen Business School)
That QE carries the potential for creating financial instability is well understood. But whether a
scaled down extension would create additional instability is more difficult to assess. The most
popular concerns are the appearance of significant inflation, a lack of savings, asset price
bubbles and volatility in the currency markets due to divergent monetary policies.

This paper takes a wide view, covering both the possible instabilities in the financial markets
and the instabilities that may be caused by imbalances or weak performance on the real side of
the economy. The authors find that, while further instabilities remain a theoretical risk and
danger, the risks appear small numerically with limited damage potential, relative to the need
to consolidate recovery in the euro-area, because of countervailing movements in its
constituent economies. This conclusion applies at the euro area level as a whole. The
implication then is that concerns over emerging instabilities are often driven by the fact that
they are unequally distributed: more severe in some places, but offset by their absence
elsewhere. That is a matter for domestic policy, not QE.

In-Depth Analysis on 'Extending QE: Additional risks for financial stability?' by Salomon
FIEDLER, Stefan KOOTHS, Ulrich STOLZENBURG (Kiel Institute for the World Economy)

The ECB’s decision to extend its QE programme for another 9 months is not a game changer but
grosso modo “more of the same for longer”. Thus, the time dimension plays a crucial role for
assessing the risks of unintended side-effects of QE policies designed to stimulate the economy.
This paper widens the view beyond the purely macroeconomic perspective and highlight the
importance of the level of interest for the production structure (rather than the level of
production) and the distortive consequences of artificially low interest rates. Based on
theoretical deliberations linking distortions in the real economy to financial stability, empirical
evidence is explored with respect to more aggressive maturity transformation, “zombification”
and the eagerness to push through structural reforms and fiscal consolidation in times of easy
access to financing by governments.

In-Depth Analysis on 'Financial stability and the ECB' by Christophe BLOT (Sciences Po,
OFCE), Jérôme CREEL (Sciences Po, OFCE & ESCP Europe), Paul HUBERT (Sciences Po, OFCE),
Fabien LABONDANCE (CRESE, Université de Besançon & Sciences Po, OFCE) and Xavier RAGOT
(Sciences Po, OFCE & CNRS)

For nearly two decades, the policy debate has focused on the attitude of central banks regarding
financial stability and asset price bubbles. This debate is resurfacing with the recent episodes of
expansionary monetary policies implemented through unconventional measures. The aim of
this policy brief is to feed reflections on the risks for financial stability associated with the
extension of QE by the ECB.

The authors first recall that the theoretical and empirical literature does not provide a clear
consensus on the influence of monetary policy on asset price bubbles. Then, they propose
indicators of asset price bubbles for the euro area and we discuss the effect of monetary policy
on these indicators. So far, there is no evidence of presence of asset price bubbles in the euro
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area. Besides, the change in the ECB balance sheet would not trigger bubbles in the stock and
housing markets. However, it may be a concern for the bond market. From this, it is argued that
a gradual decline in ECB’s balance sheet would be important to limit the risk of a new banking
crisis in the euro area.

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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