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Table 1. Responses to the announcement of ECB asset purchase

  First round of QE Latest round
  Long-term    Real GDP growth Inflation growth Long-term
 interest rate after 2 years  after 3 years  interest rate 
 (in basis points) (% points difference from base)   (in basis points)

Germany –15.6*** 0.1 0.1 -15.2***
France –49.4*** 0.3 0.2 –1.6        
Austria –47.8*** 0.4 0.1 –2.8*      
Finland –46.0*** 0.4 0.2 –5.2***  
Netherlands –48.4*** 0.3 0.2 –0.2        
Belgium –50.8*** 0.3 0.2 –4.3**    
Italy –52.6*** 0.4 0.4 –20.9***
Spain –38.7*** 0.4 0.4 –6.9***  
Portugal –97.1*** 0.7 0.3 –11.6**  
Ireland –33.5*** 0.2 0.0 –0.7        
Greece –48.1 0.4 0.2 –23.6       

Source: Chadha and Hantzsche (2018), authors’ calculations.
Note: 2-day response. ***p<0.01, **p<0.05, *p<0.1.
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On 12 September 2019, the ECB Governing Council announced a comprehensive package of stimulatory measures in response 
to a weaker outlook for growth and inflation and a concern that inflation expectations were drifting further below the level 
consistent with the inflation target. 

A key component of the package was the decision to restart net purchases under the asset purchase programme (APP) at a 
monthly pace of €20 billion from 1 November. Purchases would continue until around the time that the ECB decided to withdraw 
monetary stimulus by raising rates again. This was seen by the markets as an open-ended commitment to further quantitative 
easing to ‘infinity and beyond’.

In explaining the monetary measures, ECB President Draghi was keen to stress that the calibration of the package could be 
adjusted in the future to ensure that inflation moved towards its target in a sustained manner. He described this as a “strengthened 
state-dependence” that linked policy “to more stringent conditions for the inflation outlook” where the Governing Council 
wanted to see projected inflation increase significantly “from the current realised and projected inflation figures which are well 
below the levels that we consider to be in line with our aim”. He further stated that the Governing Council believed the package 
to be adequate to re-anchor inflation expectations.

At the time, the September 2019 ECB staff macroeconomic projections were for Euro Area HICP inflation of 1.2 per cent in 
2019, 1.0 per cent in 2020 and 1.5 per cent in 2021, similar to our own central forecast, but a little lower than the ECB’s target 
for inflation of ‘close to, but below two per cent’.

A reasonable question to ask is whether the stimulus package as currently calibrated is likely to be large enough to achieve its 
stated aim within a reasonable timescale. Our assessment is that it is not and that a substantial recalibration or additional policy 
measures (probably including fiscal policy) will be necessary in due course.

This assessment follows from evidence on the effects of previous rounds of asset purchases as well as changes in asset prices since 
the September ECB package was announced. 

By December 2018, when net purchases were last positive, the ECB had purchased about €2,600 billion (around 24 per cent of 
Euro Area GDP) under the APP since it first started in March 2015, an average monthly pace of around €60 billion per month. 
The main transmission channel of quantitative easing to the real economy is believed to be through its effects on asset prices, 
including market yields. The ECB’s own analysis suggests that cumulative asset purchases reduced 10-year sovereign yields in the 
Euro Area by around 100 bps (Eser, Lemke and Vladu, 2019). 

In their analysis of the effects of the first round of asset purchases, worth around €1,000 billion, Chadha and Hantzsche (2018) 
found that the effects were larger among countries with more vulnerable fiscal positions. The estimated effects on long-term 
interest rates are presented in the first column of table 1. The estimated macroeconomic effects of those lower long-term interest 
rates on GDP and inflation in different countries is shown in the second and third columns respectively of table 1. These effects 
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are calculated using the National Institute Global Econometric Model (NiGEM). They indicate that inflation would be 0.2–0.3 
percentage points higher than otherwise after three years following a package equivalent to the first round of asset purchases. 
Given the pre-stimulus forecast that would be broadly sufficient to return HICP inflation to close to the ECB’s target. 

But the newly announced set of asset purchases, despite the open-ended commitment, is not of the same scale or pace as the first 
phase of the APP. Neither is its effect on long-term interest rates as large. Sovereign yields and term premia were already low 
before the new round of asset purchases (see figure 1) and the announcement appears to have had little additional effect. Formal 
estimates of the impact of the announced package on long-term yields (shown in the fourth column of table 1) are small, other 
than for Germany where purchasable bonds are in short supply. There has also been little recent change in the effective euro 
exchange rate, though it is 2.2 per cent lower than a year ago. And there is little evidence of any material pick-up in market-based 
measures of inflation expectations despite the announced package of measures and the greater emphasis on state-dependent 
guidance (see figure 2). This suggests that an even more rapid pace of asset purchases would be necessary to have much effect 
through long-term interest rate and inflation expectations channels.

The main purpose of the package was probably to reinforce the Governing Council’s commitment to the inflation target by 
responding in line with its reaction function, with a concern that had it not acted inflation expectations would have drifted even 
lower.

In explaining the package of easing measures, ECB President Draghi also stressed the need for some fiscal easing. This would have 
a positive effect in its own right and also provide more bonds for the ECB to purchase. We show the effects of a plausible scale of 
fiscal package in another Box in this chapter. If such a package is not forthcoming then the logic of President Draghi’s comments 
implies that we should expect some further monetary stimulus from the ECB in the months ahead, though this will need to be 
after his own term of office has ended. However, disagreements about the need for the easing package, evident in the resignation 
of German ECB board member Sabine Lautenschlaeger and reports that the decision to restart bond purchases was against the 
advice of the ECB’s more technocratic monetary policy committee, makes this somewhat less likely. Indeed, bond yields have risen 
a little since these reports became public in mid-October, and market inflation expectations have drifted lower, thereby blunting 
some of the limited positive effect of the bond-buying programme. 
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Figure 2. European 5-year/5-year inflation swap

Source: Thomson Reuters, authors’ calculations.
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Figure 1. Government benchmark 10-year bond yields

Source: Thomson Reuters, authors’ calculations.
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