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Abstract 

The ECB has adopted a variety of different unconventional monetary policy 
measures since the Global Financial Crisis. In 2016, the ECB additionally adopted 
the corporate sector purchase programme (CSPP), during which the ECB buys 
bonds of the private non-financial sector for the first time. One important reason 
for the adoption of the CSPP possibly was that business investment has been 
persistently weak in the euro area after the Global Financial Crisis. In this briefing 
paper, we provide a first assessment of the CSPP, including a discussion of 
challenges for and future prospects of the programme. 
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EXECUTIVE SUMMARY 
• The ECB has adopted a variety of different unconventional monetary policy measures 

since the Global Financial Crisis. In 2016, the ECB additionally adopted the corporate 
sector purchase programme (CSPP), during which the ECB buys bonds of the private 
non-financial sector for the first time. 

• To be eligible for the CSPP, corporate bonds must fulfil a number of criteria. Owing to 
market conditions, there are pronounced seasonal fluctuations in the amounts 
purchased. During the CSPP’s first year of operation (ending on June 2017), the ECB 
accumulated holdings of 92 billion euros – 11 percent of all eligible bonds. 

• Corporate bonds are not an important refinancing instrument compared to other 
refinancing instruments for firms in the euro area. They only account for about 5 percent 
of all liabilities of non-financial corporations in the euro area. Small- and medium-sized 
enterprises even indicate that corporate bonds are no relevant financing instrument for 
them at all. This restricts the potential effects of the CSPP. 

• The effects of the CSPP are very difficult to assess. One reason behind this is that the 
effects of unconventional monetary policy measures are in general very difficult to 
estimate due to the limited historical experiences. With regard to the CSPP these 
difficulties are even more severe because there are fewer experiences still with corporate 
bond purchase programmes and because the CSPP was jointly announced and 
implemented with other monetary policy measures which makes it harder to disentangle 
the effects. 

• Only a small number of studies have investigated the effects of the CSPP on the corporate 
bond market in the euro area. The available evidence suggests that the effects of the 
programme on the yields of Investment Grade bonds which are eligible for the CSPP have 
been very limited. The yields of High Yield bonds, which are not eligible, have decreased 
somewhat more since the announcement of the CSPP but it is difficult to assess to what 
extent this decline has been caused by the CSPP. 

• There is further evidence suggesting that the impact of the CSPP on economic activity is 
very low. According to survey data, financial constraints are not an important problem 
for firms in the euro area. This casts doubt on whether a further easing of financial 
conditions can stimulate investment activity. Moreover, there is evidence that monetary 
policy is in general less effective in the aftermath of financial crises. 

• One important drawback of the CSPP is that it has distributional effects as it favours 
firms that use corporate bonds for refinancing over firms that do not use corporate bonds. 
Typically, large firms rely more on corporate bonds for financing than small- and 
medium-sized enterprises. There are also differences between countries: French firms 
for example rely much more on bonds as opposed to loans compared to German or Italian 
firms. 

• Overall, it seems questionable how the CSPP can effectively contribute towards fulfilling 
the aims of the ECB at the current juncture. Even if the ECB decided to extend the 
programme and increase its volume, the effects would likely remain small as corporate 
bonds are not an important refinancing instrument of firms and financing conditions do 
not seem to be a substantial drag on investment activity of firms. Even worse, the 
distributional impact of the programme (benefitting large firms in particular) would 
become larger. 
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 INTRODUCTION 
The ECB has adopted a variety of different unconventional monetary policy measures since 
the Global Financial Crisis. These measures include forward guidance, large-scale purchases 
of government as well as private assets (Quantitative Easing), and credit easing (lending to 
banks at longer maturities). In 2016, the ECB additionally adopted the corporate sector 
purchase programme (CSPP), during which the ECB buys corporate sector bonds “with the 
aim of strengthening the pass-through of the Eurosystem’s asset purchases to financing 
conditions of the real economy” (ECB 2017). One important reason for the adoption of the 
CSPP possibly was that business investment has been persistently weak in the euro area 
after the Global Financial Crisis. Business investment is widely perceived to be a key driver 
of economic activity in the short-run (as it is pro-cyclical to GDP) as well as in the long run 
(as it determines the capital stock available for future production). While forward guidance 
and earlier Quantitative Easing measures may only indirectly improve financing conditions 
for the corporate sector, the CSPP is supposed to improve them directly and thereby to 
stimulate business investment. In this briefing paper, we provide a first assessment of the 
CSPP, including a discussion of challenges for and future prospects of the programme. 

A qualitative and, in particular, a quantitative assessment of the effectiveness of the CSPP is 
complicated by several issues. First of all, it is very difficult to assess the causal effects of 
Quantitative Easing programmes in general due to the very limited experiences with such 
programmes. Second, the experiences with corporate sector bond purchase programmes are 
even smaller than with government bond purchase programmes. Moreover, their effects may 
vary over time, e.g., with the extent to which unfavourable financing conditions are a drag 
on business investment. Third, the CSPP is relatively small in quantitative terms compared 
to other unconventional monetary policy measures and was announced at the same time as 
other unconventional monetary policy measures, making it difficult to disentangle the effects 
of these different measures. Behind this backdrop an assessment of the CSPP at the current 
stage can only be preliminary and has to rely also on additional more general considerations 
going beyond the specific impact of the CSPP on corporate bond markets and economic 
activity. 

We start by providing a descriptive characterization of the CSPP, supplemented with an 
overview of the corporate bond market in the euro area, an assessment of the size of the 
programme in comparison to other unconventional monetary policy measures of the ECB as 
well as to the corporate bond market in the euro area, and international comparisons (Section 
2). We proceed by describing theoretical considerations about the effects of the CSPP on the 
corporate bond market in the euro area and by evaluating the existing evidence in the 
literature (Section 3). Given the difficulties in directly assessing the effectiveness of the CSPP, 
we also discuss additional evidence on the effectiveness, including an assessment of whether 
business investment has been unusually weak in the euro area following the Global Financial 
Crisis, an assessment whether unfavourable financing conditions have been a substantial 
drag on business investment, and general evidence on the effectiveness of monetary policy 
following financial crises (Section 4). Finally, we summarize our results and discuss 
challenges for and future prospects of the CSPP also taking into account potential negative 
side-effects (Section 5). 
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 THE CORPORATE SECTOR PURCHASE PROGRAMME 

2.1.  The Corporate Sector Purchase Programme 
On 10 March, 2016, the ECB first announced the CSPP. At the same time it announced further 
decreases in central bank interest rates, an increase in total monthly asset purchases from 
60 to 80 billion euros starting in April, and a new round of four Targeted Longer-Term 
Refinancing Operations starting in June. The simultaneous announcement and 
implementation of all these different policy measures makes it more difficult to estimate the 
specific impact of the CSPP. 

Purchases under the CSPP started according to schedule on 8 June 2016. There is no fixed 
target amount of monthly purchases. Rather, the corporate bond purchases are supposed to 
contribute to the overall volume of the ECB’s Extended Asset Purchase Programme. While 
monthly purchases are not announced ex ante, ex post data is available as regards overall 
volumes and issuers and issues of the purchased bonds (but not for how much of individual 
issuers or issues has been bought). In general, the purchases should not discriminate based 
on the issuers’ economic activity, but are rather supposed to follow a market capitalization-
weighted benchmark. Owing to market conditions, there are pronounced seasonal 
fluctuations in the amounts purchased. During the CSPP’s first year of operation ending on 7 
June, 2017, the ECB accumulated holdings of 92 billion euros – 11 percent of all eligible 
bonds. The purchases up to this point in time were diversified across 950 securities from 200 
issuers, and the country, sector, and rating distribution quite closely tracked the market 
capitalization-weighted eligible bond universe. However, 15 percent of purchases were made 
on primary markets and in general holdings were biased towards more recent issues, which 
reduces, according to the ECB, distortionary market impacts of central bank purchases as 
recent issues exhibit a higher liquidity (ECB 2017a). By 18 August, the CSPP holdings 
amounted to 105 billion euros in total. For comparison: the total size of the Extended Asset 
Purchase Programme from June 2016 to August 2017 was over one trillion euros. 

To be eligible for the CSPP, bonds must fulfil a number of criteria. First, the bond must be 
issued by a non-bank company incorporated in the euro area. This rule is fulfilled as long as 
both the issuing company and a potential parent company are not banks, meaning that bonds 
of parent companies are eligible even if their corporate group also includes banks. 
Furthermore, only the issuing company must be established in the euro area, while a potential 
parent may be incorporated somewhere else. Second, the remaining maturity at the time of 
purchase must be at least six months and below 31 years. The lower maturity bound was set 
below that of the Public Sector Purchase Programme (PSPP). Third, there is no minimum 
issuance volume. The latter two criteria are supposed to improve the eligibility of corporate 
bonds of small and medium-sized enterprises (SME) for the CSPP. Fourth, the yield to 
maturity can be negative but must be above the deposit facility rate, to prevent arbitrage 
against the central bank (this condition is still in place for the CSPP even though it has been 
removed for the PSPP). Fifth, a first best minimum rating of credit quality step 3 must apply 
(currently BBB- or equivalent). This means that at least one out of the four most recognized 
rating agencies must have given a rating in the “investment grade” range. Here, issue ratings 
have priority over issuer ratings. Sixth, a maximum of 70 percent of the outstanding amount 
of a given issue can be bought. This limit is lower for public undertakings where the limit is 
set to be consistent with the PSPP. 

After a review, public undertakings have been allocated to eligibility in only one of CSPP or 
PSPP. Purchases take place in both primary and secondary markets; the Eurosystem also 
participates in public as well as private placements. Exceptions are bonds of public enterprises 
that can only be bought on public secondary markets. The CSPP is carried out by National 
Central Banks on behalf of the Eurosystem and is subject to full income and loss sharing. 
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CSPP holdings are made available for securities lending. Repayments from maturing bonds 
are reinvested. 

2.2. The Corporate Bond Market in the Euro Area  

2.2.1. The role of bonds in corporate finance 
Firms can use different instruments to raise funds, including bank credit, bonds, and equity. 
Issuing corporate bonds has several advantages and disadvantages for firms compared to 
other instruments; many of them depend on the specific characteristics of the firms. One 
advantage is that firms become more independent from banks when they issue corporate 
bonds. This can be beneficial, for example if firms want to raise large amounts of funds that 
exceed the lending capacity of banks or when spiking financial stress in the banking sector 
leads to a shrinking in the provision of credit. Moreover, the interest rates of corporate bonds 
can be lower than the interest rates of bank loans. 

Disadvantages include that traditionally corporate bonds are issued only with a volume of at 
least 50 million euros due to the fixed costs incurred. In recent years, bonds with smaller 
volumes of about 10 million Euros have also been issued. However, bonds with such small 
volumes are usually not considered by institutional investors. Bonds that are listed as part of 
indices typically have an initial volume of at least 250 million euros. Moreover, the process 
of issuing a bond can take about half a year and thus can take longer than raising funds via 
bank credit.  

Furthermore, the issuance of corporate bonds comes with certain responsibilities, mainly 
regarding financial reporting. During the entire time until maturity of their bonds, firms have 
to publicly report their balance sheet twice a year. Hence, firms have to provide a higher 
level of public transparency compared to firms that exclusively rely on bank credit. To make 
a bond marketable for a wider range of investors, an external rating is required. Especially 
initial ratings are very expensive. Overall, these disadvantages are more relevant for firms 
that have not used capital markets before to raise funds, in particular for SME.  

For many firms that consider using capital markets to raise funds, equity is an alternative to 
bonds. One obvious advantage of equity is that it does not come with a fixed repayment 
schedule. However, using equity to raise funds permanently changes the ownership structure 
of firms and may necessitate changes in management practice, the creation of boards, and 
reporting, in particular if equity was issued via an initial public offering. Hence, the costs may 
be higher compared to issuing corporate bonds if firms are not already publicly listed. If firms 
are already publicly listed issuing additional equity may lead to a decline in earnings per 
share. Firms that have access to capital markets usually try to use an optimal mixture of 
different instruments to raise funds. Since banks are limited in the exposure to large 
corporations it is common practice for large firms to access capital markets directly by issuing 
bonds. This enables firms to be less dependent on banks and to control their amount of 
leverage. Moreover, interest payments on corporate bonds are also a means to influence a 
firm’s taxable income. 

2.2.2. The corporate bond market in the euro area in international comparison 
Corporate bonds have become an increasingly important instrument for non-financial firms 
to raise funds in the euro area.1 The volume of debt securities issued, which is dominated by 
corporate bonds, has doubled since 2011. One reason behind this development possibly was 
that the banking sector suffered from high financial stress during the Global Financial Crisis 
                                           
1  For financial firms corporate bonds are a more important refinancing instrument. However, because corporate 

bonds of financial are not eligible for the CSPP and because financial firms exhibit very different characteristics 
compared to non-financial firms in this briefing paper we exclusively focus on non-financial firms.   
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and the sovereign debt crisis and that it therefore had become more difficult for firms to 
receive funding from banks. However, the volume of other liabilities also increased in this 
period. 

Figure 1:  Liabilities of Euro Area NFCs (Liabilities in trillion Euros) 

 
Source: Eurostat, own calculations. 

Overall, corporate bonds still play only a minor role in the financing of non-financial firms in 
the euro area (Figure 1). On average, corporate bonds only contribute about 5 percent to the 
liabilities of non-financial firms. Bank loans and equity are the most important instruments 
for firms to raise funds in the euro area. 

The relevance of corporate bonds varies across euro area countries. For example, the ratio 
of bank loans to debt securities is considerably larger in Germany than in France, indicating 
that corporate bonds are a much more important instrument to raise funds in France than in 
Germany (Figure 2). However, compared to the United States and the United Kingdom 
corporate bonds are much less important as a refinancing instrument compared to bank loans 
in Germany, Italy, and France. Even if the volume of issued corporate bonds increased further 
in the next several years, their importance in raising funds for firms compared to other 
instruments most likely will remain smaller than that of equity or bank credit. The financing 
structure of SMEs is even more skewed towards bank overdrafts, loans, leasing, and 
factoring. According to survey data, debt securities, such as corporate bonds, do not play a 
role at all (ECB 2017b). 
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Figure 2:  Loan-to-bond ratios around the world (NFC liabilities, non-consolidated: 
volumes of loans divided by volume of debt securities) 

 
Source: OECD, own calculations. 

2.3. Other corporate bond purchase programmes  
The purchase of corporate bonds is not a traditional monetary policy instrument of any major 
central bank. Of the three countries with the largest markets for corporate bonds besides the 
euro area (excluding China), two, namely the UK and Japan, have introduced programmes 
aimed at purchasing corporate bonds. 

The Bank of England started a specific corporate bond purchase programme in September 
2016 (a more general asset purchase facility existed since 2009; corporate bond holdings 
under the asset purchase facility peaked at around 1.5 billion pounds Sterling in 2009 and 
2010 and have since fallen to zero). It announced plans to buy bonds for 10 billion British 
pounds in total by March 2018. The BIS (2016) reports the size of the UK market for corporate 
bonds as 390 billion British pounds. In fact, the purchases were accomplished much faster, 
with the Bank of England concluding the programme on 3 August 2017.  

The Bank of Japan started a policy that we today call “quantitative easing” in 2007. It 
announced a specific purchase programme for corporate bonds and commercial papers on 4 
April 2013 that is still in place today. Currently the Bank of Japan holds corporate bonds 
worth around 3.2 trillion Yen (24 billion Euros). The overall market is estimated at 72 trillion 
Yen (556 billion Euros).  

The Federal Reserve in the US, however, never targeted corporate bond markets directly, 
even though it implemented traditional quantitative easing much earlier than the ECB. 
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 EFFECTS OF THE CORPORATE SECTOR PURCHASE 
PROGRAMME ON CORPORATE BOND MARKETS 

There are a number of channels through which asset purchase programmes such as the CSPP 
can have effects on financial markets, which could then spill over into the economy at large 
(Deutsche Bundesbank 2016a). The first challenge for any asset purchase programme is the 
possibility of Wallace neutrality. Wallace neutrality states that under certain conditions – 
including the ability of the central bank to ultimately pass on losses to the taxpayer, the 
presence of frictionless financial markets, and the absence of non-pecuniary reasons for 
holding certain assets – central bank asset purchases have no effect on financial variables 
(such as asset prices). Strict Wallace neutrality is unlikely to hold in the real world, but it 
helps explain why the effects of even large asset purchase programmes may have been 
limited. In this regard, the CSPP may even have a bigger impact than the purchase of bonds 
issued by the most creditworthy governments, since the substitutability between central bank 
money and corporate bonds is lower than that between money and AAA-rated government 
bonds. One channel through which the CSPP can exert influence is the portfolio rebalancing 
channel: as central banks buy up certain bonds and thereby provide investors with new 
money as well as drive down the yields on those bonds, investors will look for alternative 
investments. Ultimately this should ease financing conditions in the economy. Closely related 
is the exchange rate channel. As central bank purchases reduce the returns of domestic 
bonds, foreign bonds will become relatively more attractive. This induces investors to shift 
some of their portfolio to investments abroad, thereby weakening the exchange rate of the 
domestic currency, which puts upward pressure on domestic inflation. Furthermore, because 
central bank purchases drive up asset valuations, financing can become easier in general 
because not only will banks get a boost to their capital (at least in the short run) but the 
equity of potential creditors will also increase in value. This means that banks will have more 
space on their balance sheets for additional investments without issuing new capital, and 
creditors will be deemed to be more creditworthy. Finally, asset purchase programmes can 
work through the signalling channel: since they are difficult to unwind and since asset 
holdings expose the central bank to potential losses in the event of rising interest rates, they 
can be seen as a commitment to keep interest rates low for a longer period of time. This 
would result in lower long-term interest rates today, once again improving financing 
conditions. 

In practice, it is difficult to ascertain the extent to which the CSPP has affected financial 
variables: the CSPP was announced at the same time as a number of other monetary policy 
measures and there are many factors unrelated to monetary policy that also influence 
financial markets. Furthermore, experiences with corporate bond purchase programmes are 
very limited, which means that inferences have to be drawn from extremely limited data. 
Figure 3 shows the yield spreads of euro corporate bonds over German government bonds. 
There has been a general trend towards lower spreads for High Yield bonds (that are not 
eligible for the CSPP), which started even before the CSPP was first announced (in general, 
the financial literature mostly assumes that prices on financial markets will adjust 
immediately to new information due to their forward-looking nature; therefore, we expect to 
see a large part of the CSPP’s impact on yields even before the first actual purchases have 
taken place). It is unclear to what extent this earlier start of the downward trend might be 
explained by the expectation of further monetary policy easing. In contrast, the Investment 
Grade bonds (that are eligible for the CSPP) exhibited more stable spreads since the 
announcement of the CSPP, possibly because they already are very low and unable to fall 
much further. 
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Figure 3:  Non-financial Corporate Bond Spreads (in percentage points over German 
government bonds with similar durations) 

 
Source: Bank of America Merrill Lynch, Thomson Reuters, own calculations. 

A few researchers try to quantify the impact of the CSPP on bond returns by conducting event 
studies around the announcement date of the programme. Abidi et al. (2017) found a decline 
in the yield spread of non-financial corporate bonds over German government bonds of 40 
basis points. As a robustness check, they repeated their analysis for another date without a 
policy announcement a found no such effect. Therefore, they argue that the decrease of the 
yield spread was due to the change in monetary policy (which included but was not limited 
to the introduction of the CSPP). They also note that, since their analysis compares yields on 
bonds with a credit rating both just above and just below the eligibility cut-off, the change in 
yield spreads was mainly due to non-eligible bonds. They argue that this is consistent with a 
reach for yield by financial actors as well as portfolio rebalancing. However, the larger fall of 
the spreads of ineligible bonds as compared to eligible ones could also be seen as 
undermining their conclusions from their differences-in-discontinuities approach. Deutsche 
Bundesbank (2017) also suggests that the impact of the CSPP’s announcement on the return 
of investment grade bonds was rather small. A regression analysis suggests a decrease 
between 7 and 9 basis points. This is broadly consistent with a time-series panel analysis in 
ECB (2016) that focuses on the effects in the two weeks after the announcement of the CSPP. 
Here, a reduction between 11 and 16 basis points in the spread of Investment Grade 
corporate bonds is attributed to the policy announcement. The same analysis also shows a 
larger impact on ineligible bonds – 25 basis points in the case of High Yield bonds. The report 
also cites some corroborating evidence for the causality of policy announcements: there was 
a sizeable reduction in the spreads of insurance corporations specifically on 21 April, when it 
was confirmed that they would be eligible for the programme. 

It has been also argued that the CSPP has not only shifted valuations but also made them 
more stable and resilient to shocks: in phases of volatility, such as the Brexit referendum 
result, corporate bond prices were quite resilient and there was a de-correlation with risk 
aversion indicators at the same time as bond valuations became more stretched in 
comparison to “fair value” (Amundi 2016, 2017). 

Some anecdotal evidence suggests that purchases under the CSPP have introduced 
distortions in bond markets: there are anomalous price movements in bonds that are bought 
by the Eurosystem compared to similar bonds and to related derivatives (Bloomberg 2017). 
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For the assessment of the economic impact of the CSPP, it is also important to know whether 
bond price changes were translated into increased financing activity. Figure 4 shows the 
growth of the outstanding loans and bonds of the non-financial private sector. While loan 
growth has been subdued for a number of years now, bond financing was more popular and 
even picked up some more steam over the course of last year. However, it is difficult to 
assess how much of this increase was due to the introduction of the CSPP.  

Figure 4:  Growth of Bonds and Loans Outstanding (year-on-year change in percent) 

 
Loans: to Non-MFIs excluding general government; Bonds: NFC debt securities outstanding. 

Source: ECB, own calculations.  

Overall, the CSPP seems to have only small effects on yields of investment grade bonds. One 
study finds somewhat larger effects for high yields bonds that are not eligible for the CSPP. 
However, this finding remains to be confirmed by other studies. While it is likely that the 
CSPP has spillover effects on non-eligible bonds, it is unclear why the effects on these bonds 
should be larger than on eligible bonds. 
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 EFFECTS OF THE CORPORATE SECTOR PURCHASE 
PROGRAMME ON ECONOMIC ACTIVITY 

The previous section has shown that it is very difficult to assess the effectiveness of the CSPP 
and that the available evidence is scarce. Some of the main issues in assessing the 
effectiveness are the limited historical experiences and difficulties in disentangling the effects 
of the CSPP from the effects of other monetary policy measures. Moreover, even if it were 
possible to precisely quantify the effects of the CSPP on the corporate bond market it would 
remain difficult to assess to what extent the CSPP has stimulated economic activity – the 
ultimate goal of the CSPP – not least because the relationship between financing conditions 
and economic activity may vary over time. Therefore, this section discusses additional 
evidence that – even though it may not be specific to the CSPP – provides further indications 
with regard to the effectiveness of the CSPP. First of all, we compare how business investment 
in the euro area has developed in international and historical comparison since the Global 
Financial Crisis and check whether it has been unusually weak in recent times. Second, we 
investigate whether financing conditions have been a substantial drag on business 
investment. Third, we discuss the available evidence on the effectiveness of monetary policy 
following financial crises.  

4.1. Has business investment in international and historical comparison been 
unusually weak? 

Business investment has sharply declined during the Global Financial Crisis and during the 
sovereign debt crisis in the euro area and the recovery has been relatively modest, compared 
to these sharp declines. In 2016, business investment in the euro area was still below its 
level of 2007 (Figure 5). However, while in the first years of the crisis business investment 
in the euro area developed very similarly to business investment in the United States, the 
main differences occurred with the onset of the sovereign debt crisis, which was accompanied 
by another sharp decline in business investment in the euro area. In general, business 
investment in the euro area was weaker then in other advanced economies but not 
exceptionally so, with some countries reporting even lower investment. 

Figure 5:  Business investment in advanced economies and during financial 
crises (index, 2008=100) 

 
Level of business investment since 2008; Median: calculated based on business investment in 12 advanced 
economies. Banking Crisis: Typical path of business investment during banking crises, estimates are based on a 
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panel of 22 advanced economies between 1970 and 2016 using the Local Projections Method (Jorda et al. 2013), 
banking crises in the euro area since 2008 are excluded from the estimation. 

Source: OECD, Laeven and Valencia (2013), own calculations. 

There is comprehensive evidence that the decline in economic activity is more pronounced 
and that the recoveries are much weaker in financial crises compared to normal recessions 
(Jorda et al. 2013, Reinhart and Rogoff 2009). As a consequence, economic activity is 
permanently dampened following financial crises while it typically rebounds to the previous 
growth path following normal recessions (Boysen-Hogrefe et al. 2016). While evidence for 
the typical pattern of business investment is scarce, accelerator effects – which describe the 
relationship between overall economic activity and business investment – suggest that a 
permanent decline in economic activity is usually associated with a permanent decline in 
business investment. Overall, business investment in the euro area since the Global Financial 
Crisis has developed by and large in line with experiences with financial crises in other 
advanced economies since 1970. Recent evidence suggest that the fall in business 
investment was not particularly large, given the decline in GDP, as the business investment 
to GDP ratio has fallen less than it did in other countries hit by financial crises (Jannsen and 
Plödt 2016). 

4.2. Are unfavourable financing conditions a substantial drag on business 
investment in the euro area? 

Financing conditions for firms did deteriorate during the Global Financial Crisis and during 
the sovereign debt crisis in the euro area. However, this does not imply that unfavourable 
financing conditions have been a major limiting factor of business investment at the 
aggregate level. For example, if firms decide to cut investment due to low demand, reduced 
long-run growth prospects, or high uncertainty, unfavourable financing conditions may not 
become binding.      

Studies that have analysed the key drivers of business investment in the euro area and 
advanced economies since the Global Financial Crisis usually find that weak economic activity 
is, via accelerator effects, the main reason behind weak business investment (IMF 2015, 
Barbku et al. 2015, and European Commission 2015). Some studies stress that high 
uncertainty has also played a certain role (BIS 2015, Deutsche Bundesbank 2016b). 
However, uncertainty is only likely to be a temporary drag on business investment and 
according to standard measures, such as financial market volatility, it has declined markedly 
since the sovereign debt crisis. Only a few studies find that financing constraints have played 
a significant role. However, these studies also conclude that financing constraints were 
notable only for some firms and for some countries in the euro area but were not a broad-
based drag on business investment (EIB 2013, IMF 2015).  

The results in the literature with regard to the limited role of financing constraints for business 
investment in the euro area since the Global Financial Crisis are supported by survey data. 
According to the EIB Investment Survey fewer than 7 percent of all firms in the European 
Union are finance-constrained. Given that in Germany, where financing constraints currently 
seem to be at very low levels, the share of finance-constrained firms is still about 5.5 percent 
according to this survey, and that the share of finance-constrained firms stands at a similar 
level in the United Kingdom, the EU-wide share seems to be reasonably low, even though 
there is some heterogeneity between countries. Other business surveys also indicate that 
finance-constraints are not a major problem for firms in the euro area. According to the 
“Survey on the Access to Finance of Enterprises in the euro area” of the ECB, the share of 
firms reporting that access to finance is the most important problem they are facing is smaller 
than for any other problem considered by this survey and has fallen by more than half since 
2009 (Figure 6). The largest problem for firms is to find customers. This holds true for large 
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firms as well as for SMEs. Moreover, according to the business survey of the European 
Commission, financial constraints, albeit being somewhat higher than before the Global 
Financial Crisis, have not been a major factor “limiting production” for the manufacturing 
sector in the euro area. Finally, according to an ECB survey, large firms reported that financial 
constraints were the least important constraint (out of 14 possible constraints) in the euro 
area in 2015 (ECB 2015). 
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Figure 6:  The most important problems faced by euro area enterprises (percent) 

 
Share of firms that respond that an item is there most important problem.  

Source: SAFE ECB (2017).  

4.3. How effective is monetary policy in the aftermath of financial crises? 
The effects of monetary policy on economic activity are likely to vary over time. In particular, 
financial crises can affect monetary policy transmission in various ways. To the extent that 
financial crises are characterized by deleveraging needs of the private sector and adjustment 
processes in the housing sector, monetary policy could be less effective during financial crises 
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as important transmission channels, such as the credit channel or the interest rate channel, 
might be impaired. Moreover, if financial distress is high changes in the stance of monetary 
policy might be transmitted less effectively to the real economy via the banking sector. 
Finally, if uncertainty is high and confidence of the private sector is low, as it is usually the 
case during financial crises, investment decisions could become less sensitive to financing 
conditions and therefore to changes in the monetary policy stance. However, there are also 
reasons why monetary policy could be more effective during financial crises. To the extent 
that capacity utilization declines during financial crises, monetary policy could become more 
effective as crowding-out effects could be smaller.2 Moreover, there is evidence that 
monetary policy can alleviate financial distress (Bernanke and Gertler, 1995), reduce 
uncertainty (Basu and Bundick, 2012, Bekaert et al. 2013), and stabilize confidence (Barsky 
and Sims, 2012). 

The empirical literature finds that monetary policy is more effective in periods of high financial 
stress, which usually take place at the beginning of a financial crisis. Dalhaus (2017) and 
Rüth (2017) show that monetary policy in the US has larger effects on economic activity in 
high financial stress periods. Burgard et al. (2016) find that monetary policy in the euro area 
has larger, although more short-lived, effects during crisis times, and Cicarelli et al. (2013) 
find that the effects of monetary policy in the euro area became larger in the first years of 
the Global Financial Crisis. However, there is also evidence that monetary policy is less 
effective in the aftermath of financial crises. Bech et al. (2014) show for an international 
panel of advanced economies that monetary policy during the recessionary phase of a 
financial crisis has no significant impact on the strength of the recovery. Jannsen et al. (2015) 
reconcile these results in a comprehensive framework based on a panel of 20 advanced 
economies. They differentiate between the first, acute phase of a financial crisis, in which 
financial stress is usually particularly high, and the aftermath of a financial crisis and find 
that monetary policy is more effective in the acute phase of a financial crisis but has no 
significant effects in the aftermath of a financial crisis. To the extent that the CSPP has similar 
effects as conventional monetary or other QE measures, these results suggest that the effects 
of the CSPP currently are also rather limited. 

                                           
2  However, even though this argument holds also for normal recessions (not associated with financial crises) the 

literature on the effectiveness of monetary policy during recessions yields mixed results. Earlier studies found 
that monetary policy is more effective during recessions than during expansions (Weise 1999, Garcia and Schaller 
2002, Peersman and Smets 2002, and Lo and Piger 2005). However, these results have been challenged by 
more recent studies that found that monetary policy is less effective during recessions (Tenreyro and Thwaites 
2016, Angrist et al. 2017, Jorda et al. 2017). 
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 SUMMARY OF THE RESULTS AND DISCUSSION OF 
CHALLENGES AND FUTURE PROSPECTS FOR THE CSPP 

The CSPP addresses the corporate bond market in the euro area, probably with the aim of 
increasing investment and employment of firms. However, corporate bonds are not an 
important financing instrument of firms, indicating rather low potential for the effects of the 
programme on economic activity. Available evidence suggests that the CSPP has led only to 
a small decline in yields of investment grade bonds eligible for the CSPP. Yields of High Yield 
bonds, which are not eligible for the CSPP, have fallen somewhat more since the 
announcement of the programme. However, further evidence is needed to assess the extent 
to which the CSPP has contributed to this decline as there may also have been other 
contributory factors, such as accelerated economic activity and the improved business 
outlook in the euro area since mid-2016. Also other evidence points to a rather low impact 
of the CSPP on economic activity in the euro area. According to survey data, financial 
constraints are not an important problem for firms in the euro area, raising doubts as to 
whether a further easing of financial conditions can stimulate investment activity. Moreover, 
there is some evidence that monetary policy is generally less effective in the aftermath of 
financial crises. 

For a comprehensive assessment of the CSPP and for discussing challenges and future 
prospects of this programme, it is important also to take potential negative side-effects into 
account.3 Very expansionary monetary policy can have several side-effects (White 2012); 
among other things it can contribute to the misallocation of production factors, thereby 
lowering the long-term growth prospects of an economy. For example, there is evidence, 
that the OMT programme in the euro area (Acharya et al. 2015) and the very expansionary 
monetary policy in Japan (Caballero et al. 2008, Hoshi and Kashyap 2004) contributed to the 
funding of firms that are de facto bankrupt and thereby postpone necessary adjustment 
processes that would help to stimulate growth. A more specific problem with the CSPP is that 
it favours firms that use corporate bonds as refinancing instruments over other firms. 
Typically, large firms rather than SMEs use corporate bonds. However, if there are any 
financing-constraints in the euro area at all, they would apply specifically to SMEs in some 
particular regions. Moreover, central banks usually try to avoid their measures having large 
distributional effects and favouring specific firms. 

Overall, the impact of the CSPP on economic activity seems to be rather low. The ECB could 
try to increase the impact of the programme by raising its volume. Against the backdrop of 
the available evidence, this seems to be a questionable approach, however. First, the impact 
of the programme also in this case will most likely remain small, as corporate bonds are not 
an important financing instrument of firms in the euro area and as the effectiveness of 
monetary policy seems to be limited at the current juncture. Second, an increase of the 
volume of the CSPP would also increase its distortionary effects. 

                                           
3  For a more detailed discussion, see Fiedler et al. (2016) and the references cited there. 
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	Executive SUMMARY
	 The ECB has adopted a variety of different unconventional monetary policy measures since the Global Financial Crisis. In 2016, the ECB additionally adopted the corporate sector purchase programme (CSPP), during which the ECB buys bonds of the private non-financial sector for the first time.
	 To be eligible for the CSPP, corporate bonds must fulfil a number of criteria. Owing to market conditions, there are pronounced seasonal fluctuations in the amounts purchased. During the CSPP’s first year of operation (ending on June 2017), the ECB accumulated holdings of 92 billion euros – 11 percent of all eligible bonds.
	 Corporate bonds are not an important refinancing instrument compared to other refinancing instruments for firms in the euro area. They only account for about 5 percent of all liabilities of non-financial corporations in the euro area. Small- and medium-sized enterprises even indicate that corporate bonds are no relevant financing instrument for them at all. This restricts the potential effects of the CSPP.
	 The effects of the CSPP are very difficult to assess. One reason behind this is that the effects of unconventional monetary policy measures are in general very difficult to estimate due to the limited historical experiences. With regard to the CSPP these difficulties are even more severe because there are fewer experiences still with corporate bond purchase programmes and because the CSPP was jointly announced and implemented with other monetary policy measures which makes it harder to disentangle the effects.
	 Only a small number of studies have investigated the effects of the CSPP on the corporate bond market in the euro area. The available evidence suggests that the effects of the programme on the yields of Investment Grade bonds which are eligible for the CSPP have been very limited. The yields of High Yield bonds, which are not eligible, have decreased somewhat more since the announcement of the CSPP but it is difficult to assess to what extent this decline has been caused by the CSPP.
	 There is further evidence suggesting that the impact of the CSPP on economic activity is very low. According to survey data, financial constraints are not an important problem for firms in the euro area. This casts doubt on whether a further easing of financial conditions can stimulate investment activity. Moreover, there is evidence that monetary policy is in general less effective in the aftermath of financial crises.
	 One important drawback of the CSPP is that it has distributional effects as it favours firms that use corporate bonds for refinancing over firms that do not use corporate bonds. Typically, large firms rely more on corporate bonds for financing than small- and medium-sized enterprises. There are also differences between countries: French firms for example rely much more on bonds as opposed to loans compared to German or Italian firms.
	 Overall, it seems questionable how the CSPP can effectively contribute towards fulfilling the aims of the ECB at the current juncture. Even if the ECB decided to extend the programme and increase its volume, the effects would likely remain small as corporate bonds are not an important refinancing instrument of firms and financing conditions do not seem to be a substantial drag on investment activity of firms. Even worse, the distributional impact of the programme (benefitting large firms in particular) would become larger.
	1.  INTRODUCTION
	The ECB has adopted a variety of different unconventional monetary policy measures since the Global Financial Crisis. These measures include forward guidance, large-scale purchases of government as well as private assets (Quantitative Easing), and credit easing (lending to banks at longer maturities). In 2016, the ECB additionally adopted the corporate sector purchase programme (CSPP), during which the ECB buys corporate sector bonds “with the aim of strengthening the pass-through of the Eurosystem’s asset purchases to financing conditions of the real economy” (ECB 2017). One important reason for the adoption of the CSPP possibly was that business investment has been persistently weak in the euro area after the Global Financial Crisis. Business investment is widely perceived to be a key driver of economic activity in the short-run (as it is pro-cyclical to GDP) as well as in the long run (as it determines the capital stock available for future production). While forward guidance and earlier Quantitative Easing measures may only indirectly improve financing conditions for the corporate sector, the CSPP is supposed to improve them directly and thereby to stimulate business investment. In this briefing paper, we provide a first assessment of the CSPP, including a discussion of challenges for and future prospects of the programme.
	A qualitative and, in particular, a quantitative assessment of the effectiveness of the CSPP is complicated by several issues. First of all, it is very difficult to assess the causal effects of Quantitative Easing programmes in general due to the very limited experiences with such programmes. Second, the experiences with corporate sector bond purchase programmes are even smaller than with government bond purchase programmes. Moreover, their effects may vary over time, e.g., with the extent to which unfavourable financing conditions are a drag on business investment. Third, the CSPP is relatively small in quantitative terms compared to other unconventional monetary policy measures and was announced at the same time as other unconventional monetary policy measures, making it difficult to disentangle the effects of these different measures. Behind this backdrop an assessment of the CSPP at the current stage can only be preliminary and has to rely also on additional more general considerations going beyond the specific impact of the CSPP on corporate bond markets and economic activity.
	We start by providing a descriptive characterization of the CSPP, supplemented with an overview of the corporate bond market in the euro area, an assessment of the size of the programme in comparison to other unconventional monetary policy measures of the ECB as well as to the corporate bond market in the euro area, and international comparisons (Section 2). We proceed by describing theoretical considerations about the effects of the CSPP on the corporate bond market in the euro area and by evaluating the existing evidence in the literature (Section 3). Given the difficulties in directly assessing the effectiveness of the CSPP, we also discuss additional evidence on the effectiveness, including an assessment of whether business investment has been unusually weak in the euro area following the Global Financial Crisis, an assessment whether unfavourable financing conditions have been a substantial drag on business investment, and general evidence on the effectiveness of monetary policy following financial crises (Section 4). Finally, we summarize our results and discuss challenges for and future prospects of the CSPP also taking into account potential negative side-effects (Section 5).
	2.  The corporate sector purchase programme
	2.1.  The Corporate Sector Purchase Programme
	2.2. The Corporate Bond Market in the Euro Area
	2.2.1. The role of bonds in corporate finance
	2.2.2. The corporate bond market in the euro area in international comparison

	2.3. Other corporate bond purchase programmes

	On 10 March, 2016, the ECB first announced the CSPP. At the same time it announced further decreases in central bank interest rates, an increase in total monthly asset purchases from 60 to 80 billion euros starting in April, and a new round of four Targeted Longer-Term Refinancing Operations starting in June. The simultaneous announcement and implementation of all these different policy measures makes it more difficult to estimate the specific impact of the CSPP.
	Purchases under the CSPP started according to schedule on 8 June 2016. There is no fixed target amount of monthly purchases. Rather, the corporate bond purchases are supposed to contribute to the overall volume of the ECB’s Extended Asset Purchase Programme. While monthly purchases are not announced ex ante, ex post data is available as regards overall volumes and issuers and issues of the purchased bonds (but not for how much of individual issuers or issues has been bought). In general, the purchases should not discriminate based on the issuers’ economic activity, but are rather supposed to follow a market capitalization-weighted benchmark. Owing to market conditions, there are pronounced seasonal fluctuations in the amounts purchased. During the CSPP’s first year of operation ending on 7 June, 2017, the ECB accumulated holdings of 92 billion euros – 11 percent of all eligible bonds. The purchases up to this point in time were diversified across 950 securities from 200 issuers, and the country, sector, and rating distribution quite closely tracked the market capitalization-weighted eligible bond universe. However, 15 percent of purchases were made on primary markets and in general holdings were biased towards more recent issues, which reduces, according to the ECB, distortionary market impacts of central bank purchases as recent issues exhibit a higher liquidity (ECB 2017a). By 18 August, the CSPP holdings amounted to 105 billion euros in total. For comparison: the total size of the Extended Asset Purchase Programme from June 2016 to August 2017 was over one trillion euros.
	To be eligible for the CSPP, bonds must fulfil a number of criteria. First, the bond must be issued by a non-bank company incorporated in the euro area. This rule is fulfilled as long as both the issuing company and a potential parent company are not banks, meaning that bonds of parent companies are eligible even if their corporate group also includes banks. Furthermore, only the issuing company must be established in the euro area, while a potential parent may be incorporated somewhere else. Second, the remaining maturity at the time of purchase must be at least six months and below 31 years. The lower maturity bound was set below that of the Public Sector Purchase Programme (PSPP). Third, there is no minimum issuance volume. The latter two criteria are supposed to improve the eligibility of corporate bonds of small and medium-sized enterprises (SME) for the CSPP. Fourth, the yield to maturity can be negative but must be above the deposit facility rate, to prevent arbitrage against the central bank (this condition is still in place for the CSPP even though it has been removed for the PSPP). Fifth, a first best minimum rating of credit quality step 3 must apply (currently BBB- or equivalent). This means that at least one out of the four most recognized rating agencies must have given a rating in the “investment grade” range. Here, issue ratings have priority over issuer ratings. Sixth, a maximum of 70 percent of the outstanding amount of a given issue can be bought. This limit is lower for public undertakings where the limit is set to be consistent with the PSPP.
	After a review, public undertakings have been allocated to eligibility in only one of CSPP or PSPP. Purchases take place in both primary and secondary markets; the Eurosystem also participates in public as well as private placements. Exceptions are bonds of public enterprises that can only be bought on public secondary markets. The CSPP is carried out by National Central Banks on behalf of the Eurosystem and is subject to full income and loss sharing. CSPP holdings are made available for securities lending. Repayments from maturing bonds are reinvested.
	Firms can use different instruments to raise funds, including bank credit, bonds, and equity. Issuing corporate bonds has several advantages and disadvantages for firms compared to other instruments; many of them depend on the specific characteristics of the firms. One advantage is that firms become more independent from banks when they issue corporate bonds. This can be beneficial, for example if firms want to raise large amounts of funds that exceed the lending capacity of banks or when spiking financial stress in the banking sector leads to a shrinking in the provision of credit. Moreover, the interest rates of corporate bonds can be lower than the interest rates of bank loans.
	Disadvantages include that traditionally corporate bonds are issued only with a volume of at least 50 million euros due to the fixed costs incurred. In recent years, bonds with smaller volumes of about 10 million Euros have also been issued. However, bonds with such small volumes are usually not considered by institutional investors. Bonds that are listed as part of indices typically have an initial volume of at least 250 million euros. Moreover, the process of issuing a bond can take about half a year and thus can take longer than raising funds via bank credit. 
	Furthermore, the issuance of corporate bonds comes with certain responsibilities, mainly regarding financial reporting. During the entire time until maturity of their bonds, firms have to publicly report their balance sheet twice a year. Hence, firms have to provide a higher level of public transparency compared to firms that exclusively rely on bank credit. To make a bond marketable for a wider range of investors, an external rating is required. Especially initial ratings are very expensive. Overall, these disadvantages are more relevant for firms that have not used capital markets before to raise funds, in particular for SME. 
	For many firms that consider using capital markets to raise funds, equity is an alternative to bonds. One obvious advantage of equity is that it does not come with a fixed repayment schedule. However, using equity to raise funds permanently changes the ownership structure of firms and may necessitate changes in management practice, the creation of boards, and reporting, in particular if equity was issued via an initial public offering. Hence, the costs may be higher compared to issuing corporate bonds if firms are not already publicly listed. If firms are already publicly listed issuing additional equity may lead to a decline in earnings per share. Firms that have access to capital markets usually try to use an optimal mixture of different instruments to raise funds. Since banks are limited in the exposure to large corporations it is common practice for large firms to access capital markets directly by issuing bonds. This enables firms to be less dependent on banks and to control their amount of leverage. Moreover, interest payments on corporate bonds are also a means to influence a firm’s taxable income.
	Corporate bonds have become an increasingly important instrument for non-financial firms to raise funds in the euro area. The volume of debt securities issued, which is dominated by corporate bonds, has doubled since 2011. One reason behind this development possibly was that the banking sector suffered from high financial stress during the Global Financial Crisis and the sovereign debt crisis and that it therefore had become more difficult for firms to receive funding from banks. However, the volume of other liabilities also increased in this period.
	Figure 1:  Liabilities of Euro Area NFCs (Liabilities in trillion Euros)
	/
	Source: Eurostat, own calculations.
	Overall, corporate bonds still play only a minor role in the financing of non-financial firms in the euro area (Figure 1). On average, corporate bonds only contribute about 5 percent to the liabilities of non-financial firms. Bank loans and equity are the most important instruments for firms to raise funds in the euro area.
	The relevance of corporate bonds varies across euro area countries. For example, the ratio of bank loans to debt securities is considerably larger in Germany than in France, indicating that corporate bonds are a much more important instrument to raise funds in France than in Germany (Figure 2). However, compared to the United States and the United Kingdom corporate bonds are much less important as a refinancing instrument compared to bank loans in Germany, Italy, and France. Even if the volume of issued corporate bonds increased further in the next several years, their importance in raising funds for firms compared to other instruments most likely will remain smaller than that of equity or bank credit. The financing structure of SMEs is even more skewed towards bank overdrafts, loans, leasing, and factoring. According to survey data, debt securities, such as corporate bonds, do not play a role at all (ECB 2017b).
	Figure 2:  Loan-to-bond ratios around the world (NFC liabilities, non-consolidated: volumes of loans divided by volume of debt securities)
	/
	Source: OECD, own calculations.
	The purchase of corporate bonds is not a traditional monetary policy instrument of any major central bank. Of the three countries with the largest markets for corporate bonds besides the euro area (excluding China), two, namely the UK and Japan, have introduced programmes aimed at purchasing corporate bonds.
	The Bank of England started a specific corporate bond purchase programme in September 2016 (a more general asset purchase facility existed since 2009; corporate bond holdings under the asset purchase facility peaked at around 1.5 billion pounds Sterling in 2009 and 2010 and have since fallen to zero). It announced plans to buy bonds for 10 billion British pounds in total by March 2018. The BIS (2016) reports the size of the UK market for corporate bonds as 390 billion British pounds. In fact, the purchases were accomplished much faster, with the Bank of England concluding the programme on 3 August 2017. 
	The Bank of Japan started a policy that we today call “quantitative easing” in 2007. It announced a specific purchase programme for corporate bonds and commercial papers on 4 April 2013 that is still in place today. Currently the Bank of Japan holds corporate bonds worth around 3.2 trillion Yen (24 billion Euros). The overall market is estimated at 72 trillion Yen (556 billion Euros). 
	The Federal Reserve in the US, however, never targeted corporate bond markets directly, even though it implemented traditional quantitative easing much earlier than the ECB.
	3.  Effects of the corporate sector purchase programme on corporate bond markets
	There are a number of channels through which asset purchase programmes such as the CSPP can have effects on financial markets, which could then spill over into the economy at large (Deutsche Bundesbank 2016a). The first challenge for any asset purchase programme is the possibility of Wallace neutrality. Wallace neutrality states that under certain conditions – including the ability of the central bank to ultimately pass on losses to the taxpayer, the presence of frictionless financial markets, and the absence of non-pecuniary reasons for holding certain assets – central bank asset purchases have no effect on financial variables (such as asset prices). Strict Wallace neutrality is unlikely to hold in the real world, but it helps explain why the effects of even large asset purchase programmes may have been limited. In this regard, the CSPP may even have a bigger impact than the purchase of bonds issued by the most creditworthy governments, since the substitutability between central bank money and corporate bonds is lower than that between money and AAA-rated government bonds. One channel through which the CSPP can exert influence is the portfolio rebalancing channel: as central banks buy up certain bonds and thereby provide investors with new money as well as drive down the yields on those bonds, investors will look for alternative investments. Ultimately this should ease financing conditions in the economy. Closely related is the exchange rate channel. As central bank purchases reduce the returns of domestic bonds, foreign bonds will become relatively more attractive. This induces investors to shift some of their portfolio to investments abroad, thereby weakening the exchange rate of the domestic currency, which puts upward pressure on domestic inflation. Furthermore, because central bank purchases drive up asset valuations, financing can become easier in general because not only will banks get a boost to their capital (at least in the short run) but the equity of potential creditors will also increase in value. This means that banks will have more space on their balance sheets for additional investments without issuing new capital, and creditors will be deemed to be more creditworthy. Finally, asset purchase programmes can work through the signalling channel: since they are difficult to unwind and since asset holdings expose the central bank to potential losses in the event of rising interest rates, they can be seen as a commitment to keep interest rates low for a longer period of time. This would result in lower long-term interest rates today, once again improving financing conditions.
	In practice, it is difficult to ascertain the extent to which the CSPP has affected financial variables: the CSPP was announced at the same time as a number of other monetary policy measures and there are many factors unrelated to monetary policy that also influence financial markets. Furthermore, experiences with corporate bond purchase programmes are very limited, which means that inferences have to be drawn from extremely limited data. Figure 3 shows the yield spreads of euro corporate bonds over German government bonds. There has been a general trend towards lower spreads for High Yield bonds (that are not eligible for the CSPP), which started even before the CSPP was first announced (in general, the financial literature mostly assumes that prices on financial markets will adjust immediately to new information due to their forward-looking nature; therefore, we expect to see a large part of the CSPP’s impact on yields even before the first actual purchases have taken place). It is unclear to what extent this earlier start of the downward trend might be explained by the expectation of further monetary policy easing. In contrast, the Investment Grade bonds (that are eligible for the CSPP) exhibited more stable spreads since the announcement of the CSPP, possibly because they already are very low and unable to fall much further.
	Figure 3:  Non-financial Corporate Bond Spreads (in percentage points over German government bonds with similar durations)
	/
	Source: Bank of America Merrill Lynch, Thomson Reuters, own calculations.
	A few researchers try to quantify the impact of the CSPP on bond returns by conducting event studies around the announcement date of the programme. Abidi et al. (2017) found a decline in the yield spread of non-financial corporate bonds over German government bonds of 40 basis points. As a robustness check, they repeated their analysis for another date without a policy announcement a found no such effect. Therefore, they argue that the decrease of the yield spread was due to the change in monetary policy (which included but was not limited to the introduction of the CSPP). They also note that, since their analysis compares yields on bonds with a credit rating both just above and just below the eligibility cut-off, the change in yield spreads was mainly due to non-eligible bonds. They argue that this is consistent with a reach for yield by financial actors as well as portfolio rebalancing. However, the larger fall of the spreads of ineligible bonds as compared to eligible ones could also be seen as undermining their conclusions from their differences-in-discontinuities approach. Deutsche Bundesbank (2017) also suggests that the impact of the CSPP’s announcement on the return of investment grade bonds was rather small. A regression analysis suggests a decrease between 7 and 9 basis points. This is broadly consistent with a time-series panel analysis in ECB (2016) that focuses on the effects in the two weeks after the announcement of the CSPP. Here, a reduction between 11 and 16 basis points in the spread of Investment Grade corporate bonds is attributed to the policy announcement. The same analysis also shows a larger impact on ineligible bonds – 25 basis points in the case of High Yield bonds. The report also cites some corroborating evidence for the causality of policy announcements: there was a sizeable reduction in the spreads of insurance corporations specifically on 21 April, when it was confirmed that they would be eligible for the programme.
	It has been also argued that the CSPP has not only shifted valuations but also made them more stable and resilient to shocks: in phases of volatility, such as the Brexit referendum result, corporate bond prices were quite resilient and there was a de-correlation with risk aversion indicators at the same time as bond valuations became more stretched in comparison to “fair value” (Amundi 2016, 2017).
	Some anecdotal evidence suggests that purchases under the CSPP have introduced distortions in bond markets: there are anomalous price movements in bonds that are bought by the Eurosystem compared to similar bonds and to related derivatives (Bloomberg 2017).
	For the assessment of the economic impact of the CSPP, it is also important to know whether bond price changes were translated into increased financing activity. Figure 4 shows the growth of the outstanding loans and bonds of the non-financial private sector. While loan growth has been subdued for a number of years now, bond financing was more popular and even picked up some more steam over the course of last year. However, it is difficult to assess how much of this increase was due to the introduction of the CSPP. 
	Figure 4:  Growth of Bonds and Loans Outstanding (year-on-year change in percent)
	/
	Loans: to Non-MFIs excluding general government; Bonds: NFC debt securities outstanding.
	Source: ECB, own calculations. 
	Overall, the CSPP seems to have only small effects on yields of investment grade bonds. One study finds somewhat larger effects for high yields bonds that are not eligible for the CSPP. However, this finding remains to be confirmed by other studies. While it is likely that the CSPP has spillover effects on non-eligible bonds, it is unclear why the effects on these bonds should be larger than on eligible bonds.
	4.  Effects of the corporate sector purchase programme on Economic activity
	4.1. Has business investment in international and historical comparison been unusually weak?
	4.2. Are unfavourable financing conditions a substantial drag on business investment in the euro area?
	4.3. How effective is monetary policy in the aftermath of financial crises?

	The previous section has shown that it is very difficult to assess the effectiveness of the CSPP and that the available evidence is scarce. Some of the main issues in assessing the effectiveness are the limited historical experiences and difficulties in disentangling the effects of the CSPP from the effects of other monetary policy measures. Moreover, even if it were possible to precisely quantify the effects of the CSPP on the corporate bond market it would remain difficult to assess to what extent the CSPP has stimulated economic activity – the ultimate goal of the CSPP – not least because the relationship between financing conditions and economic activity may vary over time. Therefore, this section discusses additional evidence that – even though it may not be specific to the CSPP – provides further indications with regard to the effectiveness of the CSPP. First of all, we compare how business investment in the euro area has developed in international and historical comparison since the Global Financial Crisis and check whether it has been unusually weak in recent times. Second, we investigate whether financing conditions have been a substantial drag on business investment. Third, we discuss the available evidence on the effectiveness of monetary policy following financial crises. 
	Business investment has sharply declined during the Global Financial Crisis and during the sovereign debt crisis in the euro area and the recovery has been relatively modest, compared to these sharp declines. In 2016, business investment in the euro area was still below its level of 2007 (Figure 5). However, while in the first years of the crisis business investment in the euro area developed very similarly to business investment in the United States, the main differences occurred with the onset of the sovereign debt crisis, which was accompanied by another sharp decline in business investment in the euro area. In general, business investment in the euro area was weaker then in other advanced economies but not exceptionally so, with some countries reporting even lower investment.
	Figure 5:  Business investment in advanced economies and during financial crises (index, 2008=100)
	/
	Level of business investment since 2008; Median: calculated based on business investment in 12 advanced economies. Banking Crisis: Typical path of business investment during banking crises, estimates are based on a panel of 22 advanced economies between 1970 and 2016 using the Local Projections Method (Jorda et al. 2013), banking crises in the euro area since 2008 are excluded from the estimation.
	Source: OECD, Laeven and Valencia (2013), own calculations.
	There is comprehensive evidence that the decline in economic activity is more pronounced and that the recoveries are much weaker in financial crises compared to normal recessions (Jorda et al. 2013, Reinhart and Rogoff 2009). As a consequence, economic activity is permanently dampened following financial crises while it typically rebounds to the previous growth path following normal recessions (Boysen-Hogrefe et al. 2016). While evidence for the typical pattern of business investment is scarce, accelerator effects – which describe the relationship between overall economic activity and business investment – suggest that a permanent decline in economic activity is usually associated with a permanent decline in business investment. Overall, business investment in the euro area since the Global Financial Crisis has developed by and large in line with experiences with financial crises in other advanced economies since 1970. Recent evidence suggest that the fall in business investment was not particularly large, given the decline in GDP, as the business investment to GDP ratio has fallen less than it did in other countries hit by financial crises (Jannsen and Plödt 2016).
	Financing conditions for firms did deteriorate during the Global Financial Crisis and during the sovereign debt crisis in the euro area. However, this does not imply that unfavourable financing conditions have been a major limiting factor of business investment at the aggregate level. For example, if firms decide to cut investment due to low demand, reduced long-run growth prospects, or high uncertainty, unfavourable financing conditions may not become binding.     
	Studies that have analysed the key drivers of business investment in the euro area and advanced economies since the Global Financial Crisis usually find that weak economic activity is, via accelerator effects, the main reason behind weak business investment (IMF 2015, Barbku et al. 2015, and European Commission 2015). Some studies stress that high uncertainty has also played a certain role (BIS 2015, Deutsche Bundesbank 2016b). However, uncertainty is only likely to be a temporary drag on business investment and according to standard measures, such as financial market volatility, it has declined markedly since the sovereign debt crisis. Only a few studies find that financing constraints have played a significant role. However, these studies also conclude that financing constraints were notable only for some firms and for some countries in the euro area but were not a broad-based drag on business investment (EIB 2013, IMF 2015). 
	The results in the literature with regard to the limited role of financing constraints for business investment in the euro area since the Global Financial Crisis are supported by survey data. According to the EIB Investment Survey fewer than 7 percent of all firms in the European Union are finance-constrained. Given that in Germany, where financing constraints currently seem to be at very low levels, the share of finance-constrained firms is still about 5.5 percent according to this survey, and that the share of finance-constrained firms stands at a similar level in the United Kingdom, the EU-wide share seems to be reasonably low, even though there is some heterogeneity between countries. Other business surveys also indicate that finance-constraints are not a major problem for firms in the euro area. According to the “Survey on the Access to Finance of Enterprises in the euro area” of the ECB, the share of firms reporting that access to finance is the most important problem they are facing is smaller than for any other problem considered by this survey and has fallen by more than half since 2009 (Figure 6). The largest problem for firms is to find customers. This holds true for large firms as well as for SMEs. Moreover, according to the business survey of the European Commission, financial constraints, albeit being somewhat higher than before the Global Financial Crisis, have not been a major factor “limiting production” for the manufacturing sector in the euro area. Finally, according to an ECB survey, large firms reported that financial constraints were the least important constraint (out of 14 possible constraints) in the euro area in 2015 (ECB 2015).
	Figure 6:  The most important problems faced by euro area enterprises (percent)
	/
	Share of firms that respond that an item is there most important problem. 
	Source: SAFE ECB (2017). 
	The effects of monetary policy on economic activity are likely to vary over time. In particular, financial crises can affect monetary policy transmission in various ways. To the extent that financial crises are characterized by deleveraging needs of the private sector and adjustment processes in the housing sector, monetary policy could be less effective during financial crises as important transmission channels, such as the credit channel or the interest rate channel, might be impaired. Moreover, if financial distress is high changes in the stance of monetary policy might be transmitted less effectively to the real economy via the banking sector. Finally, if uncertainty is high and confidence of the private sector is low, as it is usually the case during financial crises, investment decisions could become less sensitive to financing conditions and therefore to changes in the monetary policy stance. However, there are also reasons why monetary policy could be more effective during financial crises. To the extent that capacity utilization declines during financial crises, monetary policy could become more effective as crowding-out effects could be smaller. Moreover, there is evidence that monetary policy can alleviate financial distress (Bernanke and Gertler, 1995), reduce uncertainty (Basu and Bundick, 2012, Bekaert et al. 2013), and stabilize confidence (Barsky and Sims, 2012).
	The empirical literature finds that monetary policy is more effective in periods of high financial stress, which usually take place at the beginning of a financial crisis. Dalhaus (2017) and Rüth (2017) show that monetary policy in the US has larger effects on economic activity in high financial stress periods. Burgard et al. (2016) find that monetary policy in the euro area has larger, although more short-lived, effects during crisis times, and Cicarelli et al. (2013) find that the effects of monetary policy in the euro area became larger in the first years of the Global Financial Crisis. However, there is also evidence that monetary policy is less effective in the aftermath of financial crises. Bech et al. (2014) show for an international panel of advanced economies that monetary policy during the recessionary phase of a financial crisis has no significant impact on the strength of the recovery. Jannsen et al. (2015) reconcile these results in a comprehensive framework based on a panel of 20 advanced economies. They differentiate between the first, acute phase of a financial crisis, in which financial stress is usually particularly high, and the aftermath of a financial crisis and find that monetary policy is more effective in the acute phase of a financial crisis but has no significant effects in the aftermath of a financial crisis. To the extent that the CSPP has similar effects as conventional monetary or other QE measures, these results suggest that the effects of the CSPP currently are also rather limited.
	5.  Summary of the results anD disCussion of Challenges and future prospects for the CSPP
	The CSPP addresses the corporate bond market in the euro area, probably with the aim of increasing investment and employment of firms. However, corporate bonds are not an important financing instrument of firms, indicating rather low potential for the effects of the programme on economic activity. Available evidence suggests that the CSPP has led only to a small decline in yields of investment grade bonds eligible for the CSPP. Yields of High Yield bonds, which are not eligible for the CSPP, have fallen somewhat more since the announcement of the programme. However, further evidence is needed to assess the extent to which the CSPP has contributed to this decline as there may also have been other contributory factors, such as accelerated economic activity and the improved business outlook in the euro area since mid-2016. Also other evidence points to a rather low impact of the CSPP on economic activity in the euro area. According to survey data, financial constraints are not an important problem for firms in the euro area, raising doubts as to whether a further easing of financial conditions can stimulate investment activity. Moreover, there is some evidence that monetary policy is generally less effective in the aftermath of financial crises.
	For a comprehensive assessment of the CSPP and for discussing challenges and future prospects of this programme, it is important also to take potential negative side-effects into account. Very expansionary monetary policy can have several side-effects (White 2012); among other things it can contribute to the misallocation of production factors, thereby lowering the long-term growth prospects of an economy. For example, there is evidence, that the OMT programme in the euro area (Acharya et al. 2015) and the very expansionary monetary policy in Japan (Caballero et al. 2008, Hoshi and Kashyap 2004) contributed to the funding of firms that are de facto bankrupt and thereby postpone necessary adjustment processes that would help to stimulate growth. A more specific problem with the CSPP is that it favours firms that use corporate bonds as refinancing instruments over other firms. Typically, large firms rather than SMEs use corporate bonds. However, if there are any financing-constraints in the euro area at all, they would apply specifically to SMEs in some particular regions. Moreover, central banks usually try to avoid their measures having large distributional effects and favouring specific firms.
	Overall, the impact of the CSPP on economic activity seems to be rather low. The ECB could try to increase the impact of the programme by raising its volume. Against the backdrop of the available evidence, this seems to be a questionable approach, however. First, the impact of the programme also in this case will most likely remain small, as corporate bonds are not an important financing instrument of firms in the euro area and as the effectiveness of monetary policy seems to be limited at the current juncture. Second, an increase of the volume of the CSPP would also increase its distortionary effects.
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