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-rr

C,. B ba kea dgor R, . $™ar_ak_ a b Rordfasics s ok e o
a'oa d @ g'? COVID-19\ 0 ékdo sa dof. oaro.dadpﬂss\o “,l s"ass.z
Kswo s Y "'m b ca 4"0&. éhas Rgg, B dY,; a&o‘"a&g .V @as v Talo (s,

Pote Co fb#o 186 ¢ 9 Ma_2020



2 The COVID-19 crisis and the ECB’s mandate

What has the ECB announced since the beginning of the COVID-19 crisis?
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Figure 1: Eurdbystem’s consolidated b@ance gheet, assetg (in € billions)

Source: Bruegel based % ECB. Notes: The left-hand side panel sh{vgs the evolution of the Eurosystem's balance sheet since 1999, while
the right-hand side panef'zooms in on the developments since the beginning of 2020; MRO: Main Refinancing Operations, LTRO: Long
Term Refinancing Operations (includes all types of LTROs, including VLTROs a:ETLTROS), SMP: Securities Market Programme, ABSPP: Asset
Backed Securities Purchase Programme, CBPP: Covered Bond Purchase Prografame, PSPP: Public Sector Purchase Programme, CSPP:
Corporate Sector Purchase Programme, PEPP: Pandemic Emergency Purchase Programme.
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Figure 2: Euro-areain ation, core, headline and market expectations (y-o-y, %)
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Source: Bruegel based on Eurostat and Bloomberg. Note: Inflation expectations are derived from inflation zero-coupon swaps of di erent
terms (1 year, 2 years, up to 10 years), which provide information on market expectations of average yearly inflation over the contract
term. Expectations for 2021 inflation, for instance, are derived through expected inflation over the next year (2020), given by the 1-year
swap, and expected inflation over the next two years (2020 and 2021), given by the 2-year swap. Expectations related to the Eurostat
HICP excluding tobacco.
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3 Could current ECB’s actions endanger
price stability in the future?
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Will a larger central bank balance sheet inevitably result in higher in ation
inthe long run?
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Will the ECB’s current actions prevent it from raising rates in the future if
needed?
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21 By contrast, when a central bank has a small balance sheet, the liability side is predominantly composed of
non-interest-bearing cash and required reserves (remunerated at the MRO rate), while on the asset side (as Figure
1 shows), as liquidity is scarce, commercial banks need to participate in re nancing operations for which they will
pay interest (approximatively the MRO rate). edi erence between the two leads to positive seignoriage pro ts
for the central banks.

22 enetpro tsof central banks are generally transferred to governments (see Chiacchio e, a} 2018, for the details
on how this is done in the euro area). Politicians might not like policies that result in Iowér or even no transfers
from the central bank to the budget for a long period of time (even if these transfers are quite marginal compared
to the overall size of budgets), which could potentially endanger central bank independence and/or reduce their
ability to use unconventional monetary policies in the future.
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Excerpts from relevant articles of the EU Treaties
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