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Prologue:
The most simple EMU timeline: 2 decades 
completely different

The 
beginning: 
„10 golden 

years“

ECB

1999 - 2007

In crisis
and in crisis

mode…

2008 - now
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Prologue:
The most simple EMU timeline: extended version

The 
beginning: 
„10 golden 

years“

ECB

1999 - 2007

In crisis
and in crisis

mode…

2008 - now

Preparatory 
Phase

EMI

1994 - 1998

The Future…The Future…

ECB

2019 - ????
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Prologue:
Monetary policy exit as the pending challenge

In crisis and 
in crisis
mode…

ECB

2008 -
now

WHERETO?

WHEN?
and

HOW?
EXIT
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Prologue:
By the way: What do Europeans think about 
the future?

Study of Bertelsmann-Stiftung (2018):
„Nostalgia provides stability in moments
of uncertainty“
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Prologue:
European expectations for the future: More 
„Stefan Zweig“ than „Yuval Harari“

Stefan Zweig: „The World of Yesterday –
Memories of a European“ (1942)
„…to sum up the time of my childhood and 
youth before the First World War, I hope I can
put it most succinctly by calling it the
Golden Age of Security.“ (The World of
Yesterday, 1942)

Yuval Noah Harari: „Homo Deus – A Brief 
History of Tomorrow“ (2016)
„We don‘t know how the world will look like in 
2050, but we know for sure: It will be
completely different from the one we
are used to today.“ (Interview, March 2019)
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Outline

● Prologue: The most simple EMU timeline

● How has monetary policy making changed in the
course of the crisis?

● On the (forgotten) role of the preparatory phase

● What to expect for a future „new normal“ of
monetary policy?

● (Any) Conclusions? 
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I. HOW HAS MONETARY POLICY 
MAKING CHANGED IN THE
COURSE OF THE CRISIS?
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All (big) Central Banks have reacted to the
crisis in a very similar way

In short:
…cut interest rates to the ZLB (or below)
…expanded their balance sheet by various intruments
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But: These reactions took place against a 
new economic background also…
…with very significant and lasting long-term changes in 

economic framework conditions like…
● structurally low inflation
● lower potential growth
● low interest rate environment
● globalization of financial markets
● increased financial market complexity
● higher systemic and contagion risk
● new regulatory environment
● …..

…resulted in
► significant changes in monetary policy

implementation and operation



www.oenb.at oenb.info@oenb.at- 10 -

20 years of EMU in 4 pictures (I): ECB policy rates
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20 years of EMU in 4 pictures (II): ECB overall
liquidity provision
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20 years of EMU in 4 pictures (III): Structural
changes in ECB tender operations
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20 years of EMU in 4 pictures (IV): The (E)APP 
– Quantitative Easing ECB style
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Reminder: Eurosystem portfolio of non-
standard monetary policy measures



www.oenb.at oenb.info@oenb.at- 15 -

II. ON THE (FORGOTTEN) ROLE OF 
THE PREPARATORY PHASE
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Determinants of the initial ECB„design“ and the
evaluation of it‘s strategy in 2003…

Some relevant factors
at that time:
● Bundesbank – model
● Modern academic thinking

on Central Bank design 
(independence, price
stability objective…)

● Exchange rate crises of
70s and 90s

● ….

Result of strategy review in 
2003 reflected basic building
blocks of „good“ monetary
policy design before crisis:

● Central Bank independence

● Price stability mandate
● Some sort of (flexible) inflation

targeting (based on 2 pillars)

● Short-term interest rate setting
● Market-oriented policy

implementation

ECB
= youngest Central Bank
= most modern „design“ of
mandate and instruments
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Principles of ECB monetary policy operations
as defined in 1997/1998

„…..the selection of the operational 
framework has been guided by the 
following general principles:

► conformity with market principles
► equal treatment
► simplicity and cost efficiency
► decentralisation
► continuity
► harmonisation
► and conformity with the setting of 
the ESCB’s decision-making.”
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Harmonization: A joint monetary policy framework
as a necessary „cultural compromise“…

11 (initial) participants + Sweden, Greece, Denmark, 
UK
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…created an encompassing set of policy
instruments stemming from different traditions

Outright
purchases

Examples of
„cultural differences:
► Minimum Reserve 

Requirements
► Acceptance of 

Credit Claims
► Outright

transactions
► …..
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III. WHAT TO EXPECT FOR A 
FUTURE „NEW NORMAL“ OF
MONETARY POLICY?
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Three areas of monetary policy to be looked at 
in more detail (in 11 points)

► Interest rate policy:
From simple interest rate setting into negative 
territory and much more complex transmission

► Liquidity provision:
From scarcity to (unlimited) balance sheet
expansion

► Forward guidance:
The (new) art of monetary policy making by
expectation management
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1. Interest rate policy: The Zero Lower Bound 
of (nominal) interest rates was newly defined
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2. Interest rate policy: The simple textbook
model of monetary policy no longer applies

Policy interest rate setting by the ECB 

Main Refinancing
Operation (MRO)

-

Liquidity Provision to Banks
for a Predefined Period of Time

at the MRO-Rate

Liquidity provided against good collateral (eg securities) only

Amount of liquidity provision and MRO-rate 
determine money market rates

.

Deposit Facility

Depositing liquidity
with the

Eurosystem at a 
lower rate

Marginal 
Lending Facility

Additional 
Overnight Liquidity
at a higher (penalty) 

rate
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3. Interest rate policy: Today’s reality is 
characterized by a much more complex 
monetary transmission mechanism
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4. Interest rate policy: steering the entire term
structure of the yield curve has become an 
accepted and important tool

Implied market
expectations of future
ECB rate 

19.3.

recent
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5. Interest rate policy: Structural liquidity surplus
has established the floor system of interest rate 
setting

Corridor system:
MRO rate steers Money

Market rate

Floor system:
DFR steers Money

Market rate

MRO = Main Refinancing Operation DFR = Deposit Facility Rate
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6. Liquidity provision: From peak liquidity to
permanent high central bank liquidity volume
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7. Liquidity provision: Balance sheet size has
become an equally accepted monetary policy
instrument
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8. Liquidity provision: Historically very different 
operational traditions have become more and 
more similar
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9. Liquidity provision: Significant longer
maturity of Central Bank liquidity supply

Almost all
long-term
liquidity, 
less than
6 bn MRO
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10. Forward guidance: Talking to the markets
and creating monetary policy expectations

on interest rates

on reinvestments

on TLTRO - III

on FRFA
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11. Forward guidance: How successful or
how damaging may/will it be?

Fed vs market expectations

FOMC members „Dots“

vs market
expectations

Bernanke‘s Taper-Tantrum

10year Government Bond Yields

+100 bps
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(ANY) CONCLUSIONS?
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(Any) Conclusions?

● Like Harari I think any future „new normal“ will very likely look
(very) different from that before the crisis

● I expect all the elements I have mentioned to stay with us and 
to be there also in a forthcoming definition of the „new normal“

● Of course, the intensity of their effective use will vary
depending on the respective economic situation… 

● …but these new instruments or approaches have not only
become part of our toolkit, they will be regularly used if found
necessary and appropriate

● However, WHEN we in fact will be able to approach this
completely new „new normal“ still has to be seen….

● …unfortunately, even more than a decade after monetary policy
went into crisis mode.



www.oenb.at oenb.info@oenb.at- 35 -

20 years of EMU, 10 years in crisis mode:
How may a future „new normal“ 
of monetary policy look like?

Peter Mooslechner
Former Executive Director and Member of the Governing Board
Oesterreichische Nationalbank

46th Economics Conference of the Oesterreichische Nationalbank
“European Economic and Monetary Union: The first and the next 20 years”
Vienna, May 2, 2019


	Foliennummer 1
	Prologue:�The most simple EMU timeline: 2 decades completely different
	Prologue:�The most simple EMU timeline: extended version
	Prologue:�Monetary policy exit as the pending challenge
	Prologue:�By the way: What do Europeans think about the future?
	Prologue:�European expectations for the future: More „Stefan Zweig“ than „Yuval Harari“
	Outline
	I. HOW Has Monetary Policy making changed in the course of the crisis?
	All (big) Central Banks have reacted to the crisis in a very similar way
	But: These reactions took place against a new economic background also…
	20 years of EMU in 4 pictures (I): ECB policy rates
	20 years of EMU in 4 pictures (II): ECB overall liquidity provision
	20 years of EMU in 4 pictures (III): Structural changes in ECB tender operations
	20 years of EMU in 4 pictures (IV): The (E)APP – Quantitative Easing ECB style
	Reminder: Eurosystem portfolio of non-standard monetary policy measures
	II. on The (forgotten) role of the prepAratory phase
	Determinants of the initial ECB„design“ and the evaluation of it‘s strategy in 2003…
	Principles of ECB monetary policy operations as defined in 1997/1998
	Harmonization: A joint monetary policy framework as a necessary „cultural compromise“…
	…created an encompassing set of policy instruments stemming from different traditions
	IIi. What to expect for a future „new normal“ of monetary policy?
	Three areas of monetary policy to be looked at in more detail (in 11 points)
	Foliennummer 23
	2. Interest rate policy: The simple textbook model of monetary policy no longer applies
	3. Interest rate policy: Today’s reality is characterized by a much more complex monetary transmission mechanism
	4. Interest rate policy: steering the entire term structure of the yield curve has become an accepted and important tool
	5. Interest rate policy: Structural liquidity surplus has established the floor system of interest rate setting
	6. Liquidity provision: From peak liquidity to permanent high central bank liquidity volume
	7. Liquidity provision: Balance sheet size has become an equally accepted monetary policy instrument
	8. Liquidity provision: Historically very different operational traditions have become more and more similar
	9. Liquidity provision: Significant longer maturity of Central Bank liquidity supply
	10. Forward guidance: Talking to the markets and creating monetary policy expectations
	11. Forward guidance: How successful or�how damaging may/will it be?
	(any) conclusions?
	(Any) Conclusions?
	Foliennummer 36

