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DG INTERNAL POLICIES OF THE UNION

- Directorate A -
ECONOMIC AND SCIENTIFIC POLICY

POLICY DEPARTMENT

Monetary Dialogue – 20 November 2017

Questions proposed by the Monetary Expert Panel

At their meeting of 26 October 2017 ECON Coordinators had an exchange of view on the Monetary Expert
Panel and decided to ask the experts to include in the papers requested for the dialogue with ECB
President two-three questions as useful guidance for MEPs in the discussion. What follows is the list of the
questions/issues suggested by the Monetary Expert Panel for the Monetary Dialogue of 20 November
2017.
(http://www.europarl.europa.eu/committees/en/econ/monetary-dialogue.html )

BRUEGEL (Grégory CLAEYS, Maria DEMERTZIS)

• It is essential that the ECB reduces uncertainty for market participants about its future policies:
What will monetary policy look like at the end of the normalisation process of the ECB? What
is the desired size of its balance sheet of the ECB in the long run? When will the ECB publish
its own "Policy Normalization Principles and Plans" like the Fed did in 2014?

• Could the ECB publish the average view of the Governing Council (or at least of its staff) on
the level of its main policy rate in the long run?

• Will new monetary policy tools introduced in recent years such as QE, negative rates and
forward guidance be part of the permanent toolbox of the ECB in the future? Is the ECB ready
to use them as often as needed and more quickly than it did during the recent crisis to fulfil
its price stability mandate?

• Does the ECB think that the negative deposit rate will at some point eventually have negative
effects on banks profitability and thus on bank lending? What is the view of the ECB on the 2-
tier negative rate system (such as the one used by the Bank of Japan) that would be less costly
for banks but would continue to weigh on market interest rates? Is it something worth
considering in the euro area?

CASE: Centre for Social and Economic Research (Roman Horvath)

• Economic activity in the euro area is improving. Headline, core, and expected inflation is firmly
in positive numbers. The euro area unemployment rate has fallen into single digit numbers.
At the same time, the ECB’s monetary policy stance can be regarded as largely
accommodative. Is monetary policy still set for 329 million fellow citizens, as Mr. Trichet
frequently emphasised during press conferences?

• The ECB, during their last monetary policy meeting, announced their plans regarding asset
purchases for January 2018-September 2018. Which signals would be necessary in order to
change these plans? If core inflation increases, will the ECB still continue asset purchases at
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€30 billion each month? What is the expected trajectory of asset purchases after September
2018?

• What is your opinion on changing the definition of price stability at the occasion of the 20th
anniversary of the ECB? The current definition of price stability (below but close to 2%
inflation) is somewhat ambiguous and asymmetric. What is your opinion on changing the
definition of price stability to be more in line with the practice of other central banks—that is,
a 2% inflation target with ±1 percentage point range? The term “below” contains ambiguity.
The current definition of price stability also implies that deviations from the (unobserved)
target are not treated symmetrically. The asymmetric treatment of the inflation target makes
sense when a new monetary policy regime is introduced and needs to build credibility. The
ECB is approaching its 20th anniversary; it might be worthwhile to rethink its definition of
price stability towards one that is more symmetric and less ambiguous.

DIW BERLIN (Marius CLEMENS, Stefan GEBAUER, Malte RIETH)

• What and how are the risks of a prolonged exit period from the purchase programme in terms
output growth, inflation, and financial stability?

• What are the expected effects from the ECB's tapering on long-term yields? Are they
symmetric between purchases and tapering/ending purchases/selling?

Daniel GROS (CEPS, Centre for European Policy Studies)

• Why would the ECB expect that the distribution of its asset purchases should have a big
impact on financial conditions?  The amount of government assets that can be bought before
the issuer limit becomes generally binding is known to investors.  Whether the remaining
purchases are stretched over a longer period at a slow pace, or over a shorter period at a
higher pace should not make any difference.

• In some countries central banks have bought other assets than government bonds.  Would
the ECB consider extending its asset purchase program to other assets (more commercial
bonds, equity, foreign exchange) if it has reached the limit on buying government bonds but
inflation (and inflationary expectations) remains below its target?

Andrew Hughes HALLETT (Copenhagen Business School, Frederiksberg, Denmark)

• To what extent are GDP bonds a useful device for coordinating or stabilising monetary and
fiscal policies?

• How effective are Macro-prudential policies in practice for a) ensuring financial stability in the
short term; or b) for steering the economy to a better performance in the medium term.

Kiel Institute for the World Economy (Salomon FIEDLER, Stefan KOOTHS, Ulrich
STOLZENBURG

• Why are trading partners outside the Euro-area overrepresented as ECB counterparties? Why
do particularly London-based investors sell their bonds?
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• Do ECB counterparties (like London-based investors) actually hold Euro liquidity, or do they
reinvest the money? Which market participants finally hold the bulk of injected central bank
money?

• What are the reasons for the large home bias in government debt holdings? Do regulatory
provisions contribute to this phenomenon?

• Should there some sort of a settlement mechanism to offset large Target claims and liabilities?

London School of Economics (Paul DE GRAUWE, Yuemei JI, Corrado MACCHIARELLI)

• The current European market of securities and settlement is still rather fragmented. As
peripheral countries cannot continue to substitute inflows of foreign private sector liquidity
with TARGET2 liabilities, this will put a great onus of responsibility on the APP exit strategy. Is
the ECB concerned about the fact that the banking system is mostly and permanently relying
on central bank money for funding?

• Should the accumulation of TARGET imbalances continue, as expected, with the development
of the APP, and in the light of a lack of willingness in Germany to reduce its CA surpluses, will
the ECB be ready to consider the issuance of bonds for which members of the euro area would
be jointly liable (i.e. Eurobonds)?

• Would the ECB consider a more direct involvement in the APP programme (currently the ECB
exposure in the PSPP is capped at 20%) – or the use of the OMTs, going forward – in order to
restore confidence and ensure a reflow of funds in the area periphery?

OFCE : Observatoire Français des Conjonctures Économiques (Christophe BLOT, Jérôme
CREEL, Paul HUBER)

• Considering the supervising role of the ECB in the Banking Union, will it consider the
permanent use of non-standard policy measures (balance sheet policy) as a tool for micro-
and macro-prudential policies?

• While the answer to the first question may involve issues about the size and about the
composition of the ECB’s balance sheet, a complementary question relates to the size only:
does it matter for financial stability?

• Will the ECB exit the negative interest rate policy as soon as interest rates will increase? Will
the ECB consider changing the rate on deposit facilities before changing the MRO rate?

Karl WHELAN (University College Dublin)

• Would it not be better for central banks with large TARGET assets, such as the Bundesbank, to
receive something more substantial such as assets that provide a higher return for the
German taxpayer?

• Higher TARGET balances have been called a “stealth bailout” of the periphery? Is this accurate
and does this mean there is another stealth bailout going on now in the euro area?


