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Abstract

This Briefing paper briefly assesses the effectiveness of different non-standard 

monetary policy tools in the euro area. Its main focus is on the Outright Monetary 

Transactions (OMT) Programme, which has been praised as a “magic wand” by some. 

The paper discusses possible unintended consequences of these non-standard 

monetary policy measures in the current context of weak economic activity and 

subdued growth going forward. It looks at specific risks for price stability and asset 

price developments. It deals with the question of whether US-style quantitative easing 

(QE) may serve as a blueprint for the ECB. It argues that the Fed may have got a 

“tiger by the tail”, i.e. the US-style quantitative easing may led US central bank to 

accept either a recession or inflation. The paper also investigates whether the OMT 

programme imposes costs onto the EU taxpayer. It does so by looking at the legal 

background of the OMT programme and at the specific creditor status of the ECB under 

different assistance programmes. Finally, the paper outlines some policy implications 

stemming from euro-area cross-country differences in money and credit growth. It 

also makes an assessment of the tools available to ECB to stimulate the economy, for 

example, by investigating how the effectiveness of the ECB’s policies can be improved 

through enhanced transparency and the new course of “forward guidance”.
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EXECUTIVE SUMMARY

In times of extraordinary financial market tensions, the monetary transmission mechanism 

may well be hampered due to dysfunctional financial markets. Chiefly for this reason, the 

ECB has resorted to non-standard, unconventional measures to ensure the transmission of 

monetary policy impulses to the economy.

Analysts are split about the success of these measures. Some argue that ECB commitment 

to resort to non-standard monetary policy tools have been instrumental to calm down 

markets, to reduce stress in bank funding, to improve bank lending, and, overall, to take 

away fears of a collapse of the Euro. Others voice criticism, in particular as regards the 

Outright Monetary Transactions (OMT) Programme, e.g. that it delays fiscal discipline, blurs

the distinction between monetary and fiscal policy, lessens pressure on painful structural 

reforms and/or creates inflation or, possibly, another asset bubble.

In Section 2, we briefly assess the current macroeconomic background and discuss the 

effectiveness of the different non-standard monetary policy tools in the euro area. The 

main focus is on the OMT Programme which is praised by some as a “magic wand”. 

Certainly, interest risk premia have declined since OMT announcement and tensions in the 

real economy appear to have gone down as well. On the other hand, fragmentation as 

measured by the spreads on short-term loans to firms has not diminished significantly 

compared to a year ago, except for a few credit segments. At the same time, the recent 

slow contraction of Target II imbalances may reflect not only greater trust in the periphery

of the European Monetary Union (EMU) but, also, shrinking trust in core EMU countries.

Section 3 discloses possible unintended consequences of these measures in the current 

context of weak economic activity and subdued growth going forward. To this purpose, it 

investigates specific risks for price stability and asset price developments. 

In particular, Section 3.1 deals with the question of whether quantitative easing in the US-

style may serve as a blueprint for the ECB and argues that the Fed may have got a “tiger 

by the tail” (Hayek, 2009), i.e. the bank may be forced to accept either a recession or 

higher inflation. 

By taking into account the legal background of the OMT programme and the specific 

creditor status of the ECB under different programmes, we assess in Section 3.2 whether 

the OMT programme is really costless to the tax payer. Barring an adverse scenario 

whereby very large negative shocks impede peripheral countries to access capital markets, 

the "announcement effect" of OMT activation can be described as an "unlimited" firewall. It 

is true that OMT strict conditionality could be tested by markets, but the ECB stressed that 

it will make “whatever it takes” to defend the euro and the assets on its balance sheet

Section 3.3 discusses policy implications stemming from differences in money and credit 

growth in different individual countries of the euro area. The ECB can and should respond 

with its single monetary policy only to euro-area wide risks, leaving to national macro-

prudential instruments the task of dealing with idiosyncratic risks. 

Section 4 assesses what other tools or instruments the ECB could use in order to stimulate 

the economy in the euro area. It does so by discussing how the effectiveness of the ECB’s 

policies can be improved through more transparency and “forward guidance”. We interpret 

"forward guidance" as a policy rule for the path of ECB interest rates in the future, i.e. a 

tool to stabilize expectations of market participants in times of higher uncertainty. Hence, 

“forward guidance” is an indirect instrument to loosen credit conditions and thus stimulate 

credit supply and economic growth, similar to interest rate cuts.
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As the ECB "forward guidance" policy in not anchored to a macroeconomic target (e.g., in 

contrast to the US Fed), transparency of the tool becomes a key aspect of its effectiveness. 

The paper therefore briefly considers issues such as (a) the scope of publishing minutes of 

ECB Council meetings, (b) areas where ECB transparency could be enhanced, (c) the 

accountability of monetary policy, (d) additional transparency and accountability of the ECB 

in its role banking supervision, (e) general limits to transparency and communication of 

central banks.

One recommendation made in the paper is the return to an intermediate target such as the 

growth rate of the monetary base or of credit as a strict rule to foster transparency.
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INTRODUCTION

In times of extraordinary financial market tensions, the monetary transmission mechanism 

may well be hampered due to dysfunctional financial markets. Exactly for this reason, the 

ECB has resorted to non-standard, unconventional measures (ECB 2013) to ensure the 

transmission of monetary policy impulses to the economy.

These unconventional tools comprised liquidity support to commercial banks at favorable

rates such as the Long-Term Refinancing Operation (LTRO) programme. Until early 2008, 

the longest LTRO maturity was three months. The ECB has successively introduced six-

month, 12-month and 36-month terms for LTRO finance.

The Eurosystem can also conduct interventions in the euro area’s public and private debt

securities markets by purchasing certain assets outright, instead of merely accepting them 

as collateral. On 2 August 2012, the Governing Council of the European Central Bank (ECB) 

announced that it would undertake outright transactions in secondary, sovereign bond 

markets, aimed "at safeguarding an appropriate monetary policy transmission and the 

singleness of the monetary policy." On 6 September 2012 the ECB published the technical 

features of the Outright Monetary Transactions (OMTs) programme.1

Analysts are split over the success of these measures. Some are argue that ECB 

commitment to resort to non-standard monetary policy tools have been instrumental to 

calm down markets, to reduce stress in bank funding, to improve bank lending, and, 

overall, to take away fears of a collapse of the Euro. Others have voiced some criticism, in 

particular as regards the OMT, e.g. that it would delay fiscal discipline, blur the distinction

between monetary and fiscal policies, lessen pressure on painful structural reforms and/or 

create inflation or another asset bubble.

The remainder of the Briefing paper is organised as follows. In Section 2, we briefly assess 

the current macroeconomic background and summarise evidence on the effectiveness of

the different non-standard monetary policy tools in the euro area. Section 3, the first main 

part of the paper, discloses further possible unintended consequences of these measures in 

the current context of weak economic activity and subdued growth going forward. To this 

purpose, we investigate specific risks for price stability and asset price developments. In 

particular, Section 3.1 deals with the question of whether quantitative easing in the US-

style may serve as a blueprint for the ECB. Section 3.2 looks at the legal background of the 

OMT programme, at the specific creditor status of the ECB under different programmes and 

makes an assessment of the OMT programme in terms tax payer costs. We conclude this 

part with some policy implications stemming from differences in money and credit growth 

in different individual countries of the euro area (Section 3.3). The second main part of the 

Briefing paper, Section 4, assesses what other tools/instruments the ECB could use in order 

to stimulate the economy in the euro area. It does so by investigating how the 

effectiveness of the ECB’s policies can be improved through increased transparency and 

“forward guidance”. Section 5 concludes.

                                               
1 See: http://www.ecb.int/press/pr/date/2012/html/pr120906_1.en.html and 

http://www.ecb.int/press/pressconf/2013/html/is130704.en.html.
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1. MACROECONOMIC BACKGROUND: WHAT HAS BEEN 
ACHIEVED?

This section briefly assesses the effectiveness of the different non-standard monetary policy 

tools in the euro area and in different Member States. Following Mario Draghi’s declaration

on July 26th 2012 “We will do everything to preserve the Euro, and believe me, it will be 

enough”, economic uncertainty - as measured by the Economic Policy Uncertainty Index2

(Figure 1) - has declined for the EU as a whole but not for a distressed country like Spain.

Figure 1.: Economic Policy Uncertainty Index

Source: PolicyUncertainty.com. Monthly data based on Consensus forecasts. “Europe” = France, Germany, Italy, 

Spain and UK.

A similar pattern for a single composite financial stress indicator of uncertainty has recently 

detected by Islami and Kurz-Kim (2013).

At the same time, fragmentation as measured by the spreads on short-term loans to firms 

has not diminished significantly compared to a year ago, except for a few credit segments. 

Similarly, the recent slow reduction of the Target II imbalances by about EUR 300 bn since 

summer 2012 does not reflect only positive developments (Commerzbank, 2013). For 

instance, the dynamics of the decrease has slowed down and the adjustment has taken 

place more than proportionally in surplus countries (e.g. the Netherlands and Finland) 

compared to deficit countries. Hence, the recent Target II-dynamics cannot solely be 

interpreted as the expression of increasing trust in the peripheral EMU countries but, also of 

shrinking trust in core countries.

It has proven to be very difficult to assess potential long-run negative effects of OMT using 

short-run empirical evidence (Belke, 2012). For this reason, this Briefing paper does not 

look for econometric evidence of positive or negative effects of ECB’s OMT 

announcements.3 Instead, an indirect approach is adopted, by focusing on further risks 

underlying unconventional monetary policies and on some limitations concerning the 

effectiveness of the OMT programme. The paper also investigates whether more 

transparency and “forward guidance” may help to stabilize expectations of market 

participants and to reduce macroeconomic volatility.

                                               
2 PolicyUncertainty.com
3 For a detailed survey on available empirical studies on the effectiveness of unconventional monetary policies of 

the Fed and the ECB see, for instance, ECB (2013).
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2. NON-STANDARD MONETARY POLICY TOOLS -
UNINTENDED CONSEQUENCES AND RISKS

In the following, we investigate possible unintended consequences of unconventional 

monetary policy measures in the current context of weak economic activity and subdued 

growth. We also aim to identify the kind of risks they entail for price stability and asset 

price developments.

2.1. Quantitative easing US-style: a blueprint for the ECB?

In the aftermath of Ben Bernanke’s press conference in June 2013 which laid out laid out 

an exit strategy from QE, financial markets have become increasingly concerned that the 

US Fed might abandon its unconventional monetary policy The Fed started to adopt QE in 

2008 to counter the financial and economic crisis.

With QE the central bank buys (or sells) bonds in the market. If a central bank purchases a 

bond, the bank boosts bond demand and, as a consequence, the bond price rises above its 

“market” equilibrium price (and the interest rate declines below its “market” rate (Polleit, 

2013). The ensuing possibility of multiple equilibiria will be discussed in Section 3.2.

Central bank bond purchases: a minimum price policy

To start with, it makes sense to interpret QE as a minimum price policy applied to bonds. 

Already the ECB bond purchases within the SMP framework have been interpreted as a 

minimum price policy (Belke, 2010)). This can be elucidated in Figure 2 which has been

derived from the textbook by Belke and Polleit (2010). It is important to note that in the 

Keynesian liquidity theory, the supply of money always equals the demand for bonds and 

vice versa.

Figure 2.: Policy of QE in the bond market – money market framework

Source: Belke and Polleit (2010), pp. 99f., and, derived from the former, Polleit (2013).

In Figure 2, the intersection between the supply of and demand for bonds represents the 

equilibrium price P0. If QE is in place, the central bank intends to push the bond price 

beyond the prevailing equilibrium bond price from P0 to PMIN. This in turn leads to an excess 
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supply of bonds (B’ – B’’). In order to keep bond prices at PMIN, however, the central bank is

forced to buy the resulting excess supply of bonds, thereby expanding the money supply in 

the economy through newly created base money. This corresponds to a shift of the money 

supply schedule from M0 to M1. Money is created “out of thin air” (Belke and Polleit, 2010).

Historical experience has shown that at some point investors may become concerned about 

inflation following this monetary expansion. For instance, if they do not trust the central

bank commitment of full sterilization of the newly created money (Belke, 2010), they may 

decide to reduce their demand for bonds. The demand schedule moves from D to D’ in 

Figure 2. Excess bond supply raises to B’ – B’’’, an amount which has to be purchased by 

the central bank to keep prices constant at PMIN. This in turn will expand the quantity of 

money even further (Belke and Polleit, 2010).

Money supply expansion: bond purchases from banks versus non-banks

If a central bank buys bonds, it raises the supply of base money. However, in order to 

derive the effects of this operation on the broader money stock (M1 or M2 or M3), one has 

to carefully differentiate between the sellers of the bonds, i.e. banks versus non-banks. As 

stated in Polleit (2013) “If the central bank purchases bonds held by banks, it increases 

banks’ excess reserves, while the commercial money stock, that is M1 and M2, remains 

unaffected. M1 and M2 would be increased only if and when banks use their excess 

reserves for additional lending and/or asset purchases.

If the central bank purchases bonds held by non-banks (such as, for instance, insurance 

companies, pension funds and private savers), it increases the commercial money stock –

M1 and M2 – directly: This is because the purchasing price will be credited to the seller’s 

checking account, which is included in M1 and M2.”

To summarize, the central bank is able to affect the outstanding stock of money directly 

only if it buys bonds held or newly issued by non-banks. And this is what have been 

happening in the US since 2011 (Polleit, 2013). This was a reaction to the declining bank 

credit expansion since 2008, which even turned into negative in 2010. This curbed M2

growth because a decline in bank credit diminishes deposit money (Figure 3). The policy of 

QE adopted by the Fed since late 2008 did not produce any headwind until 2011, when Ben 

Bernanke changed his course (Belke and Polleit, 2010).
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Figure 3: US bank loans, money supply and M2

(Annual changes in US$ bn)

Source: Thomson Financial, Polleit (2013).

Looking at the deceleration of money creation through bank credit expansion since mid-

2012, it is unlikely that the Fed will suspend its QE policy anytime soon as this would have 

a large adverse effect on investment, which has been boosted by a long-lasting regime of 

artificially lowered rates, and, therefore, growth. .

Any change in the FED policy will necessarily be short-run. Interest rates will thus be kept 

at the current artificially low levels, i.e. by some  2 ½ - 3 pps., according to Taylor reaction 

function.

Path-dependence and vicious circles

If the Fed artificially lowers interest rates to prevent a recession, investors may wish to 

fundamentally decrease their bond holdings – for instance, because they anticipate that the 

Fed cannot act against market forces without taking up additional inflation risks in the long 

run. This has the potential to trigger a vicious circle, beyond the path-dependence of 

sovereign bond purchases (Belke, 2010). The mechanics behind this vicious circle which 

may sow the seeds for a new crisis runs can be described as follows:

In order to avoid that the bond sell-off raises bond yields, the central bank must step in 

and buy the resulting excess supply of bonds through creating new money. This in turn 

may lead investors to sell the bonds off their balance sheets even further. At that point, the 

FED may get trapped, holding a “tiger by the tail” (Hayek (2009) and it will have to accept 

either a recession or inflation. As this is an unpleasant alternative for a central bank, the

Fed could decide an early exit from QE. With respect to the possibility of higher inflation 

triggered by QE policy, we addressed two different sources of inflation earlier in this 

Section: additional bond purchases from non-banks and banks using their excess reserves 

for additional lending and/or asset purchases. The ECB should beware that combining US-



Non-Standard Monetary Policy Measures: Magic Wand or Tiger by the Tail?

PE 507.483 11

style QE policy with forward guidance (i.e. keeping short term interest rates low for an 

extended period of time) may engender ECP policy mandate of price stability.

2.2. Is the OMT programme really costless?

Commentators of the OMT Programme by the call the attention of the "announcement" 

effect of the programme, i.e. to the fact that the programme is delivering without the ECB 

haven spent one single euro so far. According to some economists (Fratzscher et al., 2013;

Cœuré, 2013), OMTs is "one of the most skilful and successful monetary policy 

communications in decades“. Darvas (2012) even called the OMT programme the “ECB’s 

magic wand”. 

Figure 4.: Does the market react to the announcement of the OMT Programme?

Source: Westermann (2013), FAZ.

Figure 4 shows the pattern of Spanish sovereign bond yields between 2011 and 2013.4

Spain is already a programme country and one of the first countries where OMT could be 

activated according to Westermann (2013).5 He also points out that while bond yields for 

Spanish bonds have increased after the announcement of the ESM programme, they fell

after announcement of the OMT. Importantly, the ECB enjoys a preferred creditor status 

within the ESM while it is considered a creditor "pari passu" in the context of its OMT (Sinn, 

2013).

Whenever the ECB enjoys a preferred credit status (e.g. less risks of cuts on his collateral), 

its involvement goes along with higher risks of haircuts for private investors (Belke, 2011).

As from September 6, 2012, the Eurosystem is subject to the same treatment as private or 

other creditors (i.e. a “pari passu” arrangement) as regards bonds issued by euro area

Member States and purchased by the Eurosystem through the OMT programme (Belke, 

2012). Westermann (2013) claims that the effectiveness of OMT "announcement" is largely 

related to the preferred creditor status of the ECB. 

This conclusion is supported by recent empirical evidence on recent rescue packages. Data 

show that interest rates on sovereign bonds have to a large extent been driven by the 

creditor status of the rescuing institution involved (Westermann and Steinkamp, 2012). 

                                               
4 In Section 2, we disclosed that the Policy Uncertainty Index has declined for Spain in the recent months.
5 See also Belke (2012) for this specific country choice, but based on a different argument.
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Indeed, subordinated creditors demand higher interest rates in order to be compensated 

for the risk of higher haircuts in case of a country’s insolvency (Belke, 2012). 

It is therefore non correct to claim that the OMT programme is costless for the taxpayer as 

market participants do look at the credit status of the institutions involved and "insure" 

themselves against potential risks of capital losses.  

The larger is the firepower of the rescue fund, the lower is the bonds' yield in distressed 

countries and the lower is their probability of default. This argument, however, neglects the 

role of the political cycle: as exemplified by Gros (2012a), for instance, by election dates 

may affect the default probability of a country. In other words, there might be different 

(equilibrium) interest rate compatible with ECB intervention (Gros, 2012a). 

Westermann (2013) comes up with yet another caveat. Should financial markets correctly 

assess the ability of a distress country to pay back its debt, the yield compression observed 

since the OMT announcement and the abandonment of the ECB’s preferred creditor status 

are not a free lunch; they clearly come at a cost for the taxpayer. As with any other 

insurance benefit, where the damage has not yet materialized, the insurance supplier owns 

an implicit liability and it cannot be excluded that these liabilities will be realized at some 

point in the future.

But Westermann (2013) does not take into account an important differentiation between 

SMSF and OMT programmes, i.e. OMTs are feasible only if the relevant countries have not 

lost market access.6 A necessary conditions for OMT eligibility thus are both an EFSF/ESM 

programme and steady bond issuances. Looking at the euro area countries under financial

stress, the first condition is exclude both Italy and Spain. For, Italy is not a programme 

country, so far.  and the programme for Spain only relates to the financial sector. The 

bond market criterion excludes both Greece and Portugal.

To conclude, the negative trend in euro area sovereign bond yields observed in the recent 

past cannot be traced back to the OMT announcement simply because government bonds in 

of the vast majority of the distressed countries were simply not eligible for OMTs.

On the other hand, the above considerations imply that the probability of losses from OMT 

bond purchases is reduced by (a) the incentive provided by the programme to enact 

structural reforms ; (b) access to capital markets. The latter condition is key for the ECB 

involvement as the EU Treaty prohibits the monetary financing of public debt (Cœuré, 

2013). 

Not many EA Member States fulfill both (a) and (b), for, if a country relies on ESM loans, it 

generally does not enjoy access to capital markets, unless it is about a precautionary 

programme (Belke, 2012).

But OMT may still have had an impact on sovereign bond yields, since it has eliminated tail 

risks. Most investors in sovereign bonds are less worried about whether economic growth in 

the next one or two years will be positive or negative and whether the government budget 

will be consolidated within three or four years. What is very important for them is that 

extreme negative events are excluded. According to market participants, the OMT 

announcement with the ECB willingness to buy any amount of government bonds has 

significantly lowered the possibility of such extreme negative events. This could not be 

attained by an ESM programme alone, as explained above. 

At the same time, one should not exclude errors by market participants. Since OMT 

eligibility can only prevail if the countries enjoy market access, OMT can also not be an 

insurance against extreme negative events. If a country is eligible for OMT and is hit by a 

                                               
6 See http://www.ecb.europa.eu/press/pr/date/2012/html/pr120906_1.en.html
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significant negative shock which causes the loss of capital market access, OMT could be 

terminated immediately.

Except in a scenario of significant negative shocks which causes the loss of capital market 

access of peripheral countries, the ECB is able of enacting support to periphery bond yields 

through the announcement of OMTs. A weak point of the OMT is that, in history,

announcements of expansionary monetary policies have never been effective incentives to 

push through structural reforms (Belke, 2002).7

2.3. Differences in money and credit growth: Euro Area versus 

individual Member States

In spite of the unconventional monetary policy put in place, money and credit growth in the 

euro area are weak and lending volumes to the domestic private sector are decreasing. 

However, the national dynamics behind the aggregate figures differ significantly: a 

sustained decline in loans to the private sector masks weak lending activity in the 

peripheral euro area economies and portfolio shifts in favour of the core countries (e.g. 

such as Germany). A monetary analysis of the euro area has to take into account these 

heterogeneous developments and a solid assessment of the risks and side effects of the 

ECB’s unconventional monetary policy thus must go beyond an analysis of aggregate 

developments in the euro area (Deutsche Bundesbank, 2013).

. As regards the peripheral countries, the decline in lending is due to both cyclical 

developments and in some of them to the indispensable correction of past credit 

overhangs. Risks stemming from negative feedback loops among credit supply and real 

economic developments cannot be excluded (Deutsche Bundesbank, 2013). 

The ECB can respond with its single monetary policy to idiosyncratic member country risks 

only if they affect the entire currency area. Otherwise, steps have to be envisaged in policy 

areas outside ECB’s responsibility. For instance, macroprudential instruments at the 

national level should come into play, if there are indications of asset price inflation 

appeared in core EMU Member States. It is quite clear that the vulnerability of the 

peripheral countries’ banking systems to further negative shocks represents the main risk

to the downside for them and for the euro area as a whole. It is imperative to reduce this 

vulnerability.

                                               
7 On the contrary, it cannot be excluded that even a small hint about retiring the programme may send bond 

yields immediately to a higher level and fortunately add pressure for reform. A closer investigation of the euro 
area’s history of rescue packages and their enforcement easily discloses several pertinent episodes supporting 
this view. 
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3. TRANSPARENCY AND FORWARD GUIDANCE - TOOLS TO 
STIMULATE THE ECONOMY IN THE EURO AREA?

In the following, we assess what other tools/instruments the ECB could use in order to 

stimulate the economy in the euro area. We do so by delivering details on whether the 

effectiveness of the ECB’s policies can be improved through more transparency and 

“forward guidance”.

3.1. Minutes of Council meetings and publication by name

Two months ago, ECB President Mario Draghi has urged the ECB to publish the minutes of 

ECB Governing Council meetings: Is this really a good idea? 

The debate about a more transparent ECB has been revived by a significant change of its 

tasks during the crisis. With its SMP and its OMT the ECB has taken up quasi-fiscal tasks.. 

Like finance ministers, it should be thus made accountable to parliaments. This appears to 

be legitimate as monetary policy has de facto been re-nationalised during the crisis: For 

instance, through a resuscitation of national banking systems by the emergency liquidity 

assistance (ELA, see, for instance, Joerg Kramer in Handelsblatt, 2013, and Gros, 2012). 

By publishing Governing Council meeting minutes, as both the Fed and the BOE already do, 

the ECB may improve the transparency and efficiency of its policies significantly. This would 

support its stability-oriented policy at least on two grounds: first, the publication of minutes 

could provide a disciplinary incentive to improve on the quality of internal discussions 

between Governing Council members and counteracts any effort of Council members to 

deviate from a euro-wide oriented monetary policy; second, , the publication of the minutes 

may contribute to improve the balance of powers among ECB Board members and the 

governors of national central banks (Belke et al., 2005). 

The foreseeable extension of the Governing Council due to the "enlargement" of the euro 

area and the reform of the Council’s voting modalities enhance the rationale for the 

publication of the minutes. Further Euro area enlargement will increase the number of 

members which in turn will make debates inside the ECB Governing Council more lively..

Moreover, after the euro area will have welcomed its 19th member, a complex reform of 

the voting modalities will take place (Belke and von Schnurbein, 2012).

Certainly, ECB Governing Council meeting minutes shall not necessarily attribute names to 

individual statement made in Council meetings; their main purpose is to explain the ECB 

Governing Council’s thinking, debate and decision to the outside world.

The reason is that the ECB Governing Council Members, i.e. the governors of the national 

central banks could be put under pressure by their governments to vote in the interest of 

their home countries. The independence of the ECB Governing Council Members would be 

jeopardized, not to mention the difficulties stemming from the different dynamics in money 

and credit growth across euro area countries (Section 3.3). In addition, the more explicit 

the minutes are, the more it has to be feared that controversial topics will be discussed by 

excluding the general public (FAZ, 2013a).

3.2. ECB: lack of transparency?

Is the ECB plagued by a transparency bias, as claimed by some observers? Can we think of 

other means of enhancing transparency beyond publication of minutes and to explain ECB 

policies better?
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Politically independent central banks tend to communicate clearly to market participants 

the monetary policy adopted. Transparency is a decisive instrument to align monetary 

policy with people's (stable) preferences (Belke et al., 2005).

The ECB ranks high as regards transparency (Dincer and Eichengreen, 2007). But this 

transparency weakened significantly in the course the crisis and the adoption of non-

standard monetary policies. With the Securities Market Programme (SMP), the ECB merely 

published the weekly total amount of bonds purchased without informing about the 

country-specific structure, the maturities of the bonds , the criteria and/or the extent of 

future purchases (for details see Belke, 2012). This clear lack of transparency is striking, 

especially in comparison to the huge degree of transparency of the Fed and the BoE in the 

course of their quantitative easing (QE) programmes. Both central banks disclosed detailed 

information in order to be accountable to their taxpayers (Gros, 2012, p. 12). 

In the public, the ECB frequently justified its “secrecy” with its necessity for the functioning 

of the sovereign bond purchase programmes. If there would not have been secrecy, the 

programme would have lost its efficiency. Complete transparency could have brought 

opposition to the programme by in the Northern euro area Member States, endangering

financial stability in the euro area as a whole. But this argument appears to be weak: 

traders could easily identify the bonds purchased by the ECB (for details see Belke, 2012, 

Gros, 2012, p. 12). 

Another, more pertinent reason, was clashes within the Governing Council on the issue of 

the ECB’s government bond purchases. In case of the SMP they turned out to be even more 

significant than with respect to the OMTs against which according to Mario Draghi himself 

only the President of the Bundesbank opposed. 

The same caveats can be raised with respect to the ECB’s lack of transparency about its 

Long-Term Refinancing Operations (LTROs). Remember that the bond spreads suddenly fell 

with the LTRO implementation. This raised the suspicion that the additional liquidity was 

partly used for bond owned by French commercial banks (the so-called „Sarko trade“). 

The issue of transparency of the ECB must be addressed because the ECB is an institution  

accountable to the European Parliament (Belke, 2012). More transparency of the ECB could 

really help in avoiding confusion about and negative side effects of its unconventional 

monetary policies.

Could transparency be enhanced by a return strict rules for intermediate monetary targets, 

such as the growth rate of the monetary base? Before the crisis, the ECB was indeed

successful to create a framework which allowed market participants to estimate the ECB’s

reaction function is real time rather precisely. Essential ingredients for this success story 

was the two-pillar strategy combined with an adequate definition of price stability and a 

consistent communication (Belke et al., 2005, Issing in FAZ, 2006).

3.3. Forward guidance

"Forward guidance" is defined by the ECB as a commitment to "to keep short-term interest 

rates - not only the policy rate - low for an extended period of time". 

Interpreted in terms of a Taylor's rule, forward guidance does not describe anything else 

than a policy rule for its future interest rate path. This seems is overall adequate, because 

in times of higher uncertainty, transparency and clarity help to give orientation and to 

stabilize expectations of market participants. Hence, “forward guidance” is an indirect 

instrument to loosen credit conditions and thus stimulate credit supply and economic 

growth without conducting any further interest rate cut (Bundesbank, 2013a).
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"Forward guidance” as implemented by the FED is different: according to Woodford (2008), 

it is a commitment to anchor current and future short-term interest rates (hence long-term 

interest rates) to the achievement of a macroeconomic target (more specifically, an 

unemployment rate below 6.5%).

Fed-style „forward guidance“ tends to create incentives for risk-taking. Excess monetary 

liquidity may spillover to other economies and cause stability risks there (Landau, 2013, p. 

9). As the strong increase in world’s stock markets after Ben Bernanke’s now-famous 

statements in June 2013 has clearly shown, the Fed managed to calm down bond markets 

at the price of higher volatility. This clearly reminds us of the “liquidity spirals” of monetary 

financing described in the model developed by Brunnermeier and Pedersen (2009).

A for the ECB the central bank risks to breed even more pessimism in the markets. By 

indicating the need to curb official rates also for the next years, it could convey the 

impression that the bank anticipates a crisis enduring for several years and has 

surrendered over its key instruments of countercyclical policy. But if markets become more 

pessimistic, consumers’ and investors’ expenditures decline (Bullard, 2013). 

Hence, ECB President M. Draghi is right by not linking the ECB monetary policy to a specific 

macroeconomic target. But he may now run the risk that the public perceives “forward 

guidance” just a a popular fashion in central bankers’ circles and a compromise between 

doves and hawks within the ECB Governing Council..

3.4. How accountable can and must monetary policy be?

The more predictably monetary policy is, the better market participants are able to align 

their decisions with those of the central bank. The economy is subject to less frictions and 

volatility since actors are better able to forecast the future time path of monetary policy 

and related variables. This view that more transparency reduces market volatility is clearly 

corroborated by the vast majority of empirical studies (Kool and Thornton, 2012, 

Middeldorp, 2011). 

However, under imperfect information, improved enhanced transparency may not 

necessarily lead not necessarily lead to an improvement of total welfare in an economy. 

From this point of view, there may be an optimum degree of “secrecy“ and larger than zero

(Kool and Thornton, 2012, Middeldorp, 2011).

3.5. The ECB and banking surveillance in the Euro Area: 

transparency and accountability duties

The ECB will soon become the dominant institution for banking surveillance in the euro 

area. Do particular transparency and accountability obligations result from the new tasks? 

And if yes, how can the latter be fulfilled?

In fact, the ECB should become even more transparent, when the bank will adopt the task 

of large banks surveillance next year. This makes sense because in case of a necessary 

bank restructuring this decisions met within this mandate may imply additional burden for 

the public budget (see Joerg Asmussen and Benoit Coeuré in Handelsblatt, 2013). In 

addition, the ECB will adopt competencies similar to law-making powers, since it is 

empowered to issue regulations concerning oversight. By publishing the deciding 

authorities the constitutional obligation of responsibility emerging from „clout“ is obtained. 

Seen on the whole, thus, accountability has to be enforced even more strongly than in case 

of ordinary monetary policy.
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The ECB representatives should in the ideal case have to justify themselves in the 

European Parliament. Moreover, it is also in the ECB’S original interest to demand and 

finally also gain the maximum possible obligation to be accountable towards and 

democratic control through the European Parliament (see Joerg Asmussen on several 

occasions and Joerg Kraemer in Handelsblatt, 2013). Exactly this was not the case with the 

SMP and the announced OMTs and led the ECB into an uncomfortable predicament at the 

German Constitutional Court only recently (see Section 4.2).

The European Parliament could be given access to the minutes of the surveillance 

committee within the ECB and of the ECB Governing Council itself, insofar the latter are 

related to questions regarding financial oversight issues. Information regarding company 

secrets of single banks or specific group of banks must be exempted of course. In order to 

ensure the latter, one could make only the minutes of meeting of the newly created 

surveillance committees ranked below the finally responsible ECB Governing Council 

available to the public. 

3.6. Limits to transparency and communication of central banks

The former ECB‘s chief economist, Otmar Issing, cautioned against a "crystalline central 

bank" (FAZ, 2006). What exactly are the limits to transparency and communication of 

central banks?

Surely, transparency becomes an issue if, for instance, the publication of minutes of the 

ECB Governing Council improves the markets’ understanding of monetary policy. 

At the same time, central banks must avoid to be driven by financial markets and their 

expectations. That is the reason, why, for example, central banks refrain from the ex-ante

publication of the exact dates of planned interest rate movements. Equally important, is to 

counter market expectations that the ECB will change its official interest rates according to 

some "rule", perhaps linked to inflation or growt projections.

Furthermore, limits to transparency may also be useful to persuade "minority" ECB 

Members to agree with "majority" and to accomplish a stronger overall position for the 

whole body ("all commensurate majority positions initially started as minority positions“, 

Joerg Asmussen, cited in Der Spiegel, 2013). Finally, there may be instances in which 

secrecy may be important, for instance in fighting speculative bubbles (Hans-Peter 

Gruener, cited in Handelsblatt, 2013). 

Some claim that limits to transparency are justified when the publication of the minutes 

would lead to "undue“ attention to the discrepancies between declarations to the media by 

single members and in the public discussion, which could give rise ambiguous signals and 

detrimental effects to ECB’s (OMT) policies (Fratzscher et al., 2013). This argument is does 

not look plausible as the OMT discussion has already taken place extensively on a European 

level within key institutions, including Monetary Experts Panel of the EP 

An additional benefit of high transparency would be that ppotential deviations of the ECB

from a stability oriented monetary policy would be brought to the surface. This would 

protect individual Council members against undue pressure from national governments 

(Belke et al., 2005). From this perspective, the publication of minutes would foster rather 

than damage a stability oriented monetary policy.
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4. CONCLUSIONS

I would like to conclude with a citation from Davies (2013): “Overall, today’s developments 

tell the markets [that]...... any exit from extraordinary accommodation by the Fed is not 

likely to be followed by other central banks, which are more likely actually to ease in 

response to any global effects from the Fed. Markets have already responded to this”.
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