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BACKGROUND
With the economic upswing in the euro area strengthening, both
consumer and business confidence indicators at their highest levels
since the beginning of the crisis, there is mounting pressure on the ECB
for a change to its monetary policy stance. However, President Draghi has
repeatedly stated that the programme of asset purchases will continue until
the ECB “sees a sustained adjustment in the path of inflation consistent with
its inflation aim”. Even though the recovery appears to be gaining
momentum, there is still a lot of slack in the euro-area economy (as well as
significant heterogeneity between countries) and the inflation outlook is still
well below the ECB’s target. In any case, however, exit strategies from
unconventional monetary measures are likely to be implemented very
gradually to preserve financial market stability. The normalisation of
monetary policy will thus entail a long period characterised by large central
banks’ balance sheets.
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For the September 2017 session of the Monetary Dialogue, the Committee on Economic and Monetary
Affairs (ECON) of the European Parliament has requested a number of contributions to monetary experts to
address these issues. The publications discuss the design of the exit from unconventional monetary policy
measures and the ECB’s post-crisis operational framework. They are prepared by the Policy Department A
of the European Parliament and are available in the relevant section (Monetary Dialogue) of ECON internet
website.

https://www.ecb.europa.eu/press/pressconf/2017/html/ecb.is170427.en.html
https://www.ecb.europa.eu/press/pressconf/2017/html/ecb.is170427.en.html
mailto:poldep-economy-science@ep.europa.eu
mailto:poldep-economy-science@ep.europa.eu
http://www.europarl.europa.eu/committees/en/econ/monetary-dialogue.html
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IN-DEPTH ANALYSES
In-Depth Analysis on ‘Simulating the macroeconomic effects of ECB tapering’ by Marius CLEMENS,

Stefan GEBAUER, Malte RIETH (DIW Berlin)

Although macroeconomic effects of asset purchases are intensively discussed, the literature addressing
“tapering” is rather thin. Using a broad definition of tapering the study considers three tapering scenarios
within a Dynamic Stochastic Equilibrium Model: A reduction of net purchases in the expansionary stage,
the announcements of an earlier exit, and a faster than expected exit. In all three cases the effects on
long-term yields are positive and negative on output growth and inflation. Quantitatively, the effects are
rather modest, however.

In-Depth Analysis on ‘Design and sequencing of exit from non-standard monetary policy measures:
What should the ECB “new normal” look like?’ by Roman Horvath (CASE, Warsaw and Charles University)

This paper discusses 1) the design and sequencing of exiting from unconventional monetary policy
measures, which the ECB has undertaken to achieve price stability and support the euro area economy and
2) the new normal—namely, how the future operational framework of the ECB should look and to what
extent it will resemble the pre-crisis state of affairs.

The authors argue that the exit from unconventional measures should be gradual and accompanied by
transparent communication, and that the exit should precede interest rate hikes. The “new normal” for the
ECB is likely to be different from what we know from pre-crisis times (prior to 2008). It is likely to be
characterised by the continuation of an extended balance sheet, more active communication measures
towards the public, and a greater emphasis on financial stability issues.

In-Depth Analysis on ‘What should the ECB “new normal” look like?’ by Christophe BLOT, Jérôme
CREEL, Paul HUBERT (OFCE)

The paper reviews the set of arguments in favour of adding permanently balance sheet policies to the
central bank toolkit. Balance sheet policies could support financial stability and complement the role of the
standard pre-crisis policy to enhance macroeconomic stability.

There are two major challenges though. The first one refers to the trade-off between effectiveness and
distortions. Conventional interest rate policy aims at market neutrality whereas balance sheet policies
target specific securities or markets by construction. The authors argue however that under inefficient
financial markets, balance sheet policies would be helpful at mitigating market imperfections. The second
challenge relates to communication. If central banks have two instruments at hands – interest rate and
balance sheet policies – they must make clear how they use them and for what purpose in order to avoid
sending a confusing signal on the monetary policy stance.

http://www.europarl.europa.eu/cmsdata/131946/MD DIW formatted_FINAL publication.pdf
http://www.europarl.europa.eu/cmsdata/131946/MD DIW formatted_FINAL publication.pdf
http://www.europarl.europa.eu/cmsdata/131944/MD CASE formatted_FINAL publication.pdf
http://www.europarl.europa.eu/cmsdata/131944/MD CASE formatted_FINAL publication.pdf
http://www.europarl.europa.eu/cmsdata/131940/MD OFCE FINAL publication.pdf
http://www.europarl.europa.eu/cmsdata/131940/MD OFCE FINAL publication.pdf
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ADDITIONAL PUBLICATIONS ON MONETARY POLICY
September 2017:

1. The single monetary policy and its decentralised implementation: An assessment – Individual notes
2. The corporate sector purchase programme (CSPP): Challenges and future prospects – Individual

notes

May 2017:
3. Financial innovation and monetary policy: Challenges and prospects – Individual notes
4. Rising long-term interest rates: Is the European bond market overshooting? – Individual notes

February 2017:
5. Extending QE: Are there additional risks for financial stability? – Compilation of notes
6. Side effects of non-standard monetary policy: How long is the short-run? – Compilation of notes

November 2016:
1. An assessment of the impact of Brexit on euro area stability - Compilation of notes
2. How do low and negative interest rates affect banks’ activity and profitability in the euro area? -

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

Compilation of notes

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

policy - Compilation of notes
2. Financial market fragmentation in the euro area: state of play - Compilation of notes

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

http://www.europarl.europa.eu/committees/en/econ/monetary-dialogue.html
http://www.europarl.europa.eu/committees/en/econ/monetary-dialogue.html
http://www.europarl.europa.eu/committees/en/econ/monetary-dialogue.html
http://www.europarl.europa.eu/committees/en/econ/monetary-dialogue.html
http://www.europarl.europa.eu/committees/en/econ/monetary-dialogue.html
http://www.europarl.europa.eu/cmsdata/116967/COMPILATION_Feb 2017_TOPIC_1_FINAL_online.pdf
http://www.europarl.europa.eu/cmsdata/116968/COMPILATION_Feb 2017_TOPIC_2_FINAL_online.pdf
http://www.europarl.europa.eu/cmsdata/116965/COMPILATION_Nov 2016_TOPIC_1_FINAL online.pdf
http://www.europarl.europa.eu/cmsdata/116966/COMPILATION_Nov 2016_TOPIC_2_FINAL_online.pdf
http://www.europarl.europa.eu/cmsdata/116964/COMPILATION_Nov 2016_TOPIC_3_FINAL_online.pdf
http://www.europarl.europa.eu/cmsdata/116962/COMPILATION_Sept 2016_TOPIC_1_FINAL_online.pdf
http://www.europarl.europa.eu/cmsdata/116963/COMPILATION_Sept 2016_TOPIC_2_FINAL_online.pdf
https://polcms.secure.europarl.europa.eu/cmsdata/upload/3210f606-e6ab-4e5f-a785-694a52a0eeba/IPOL_IDA(2016)578994_EN.pdf
https://polcms.secure.europarl.europa.eu/cmsdata/upload/3210f606-e6ab-4e5f-a785-694a52a0eeba/IPOL_IDA(2016)578994_EN.pdf
https://polcms.secure.europarl.europa.eu/cmsdata/upload/978603ba-9de3-496a-a278-a676243fd651/IPOL_IDA(2016)578995_EN.pdf
https://polcms.secure.europarl.europa.eu/cmsdata/upload/978603ba-9de3-496a-a278-a676243fd651/IPOL_IDA(2016)578995_EN.pdf
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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

mailto:Ep-policydepartments@ep.europa.eu
http://www.europarl.europa.eu/supporting-analyses
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