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Prologue:

Monetary policy exit as the pending challenge

In crisis and
IN CrisiIs

WHERETO?
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Prologue: ONB
By the way: What do Europeans think about
the future’?

s Study of Bertelsmann-Stiftung (2018):
ﬁf 7 i‘ F‘”? f ,Nostalgia provides stability in moments
ﬁh Y ﬁg*- of uncertainty”

e E FIGURE 2 EU28:Who are the nostalgics
. . across age groups?
Doyou agree with the following statement?

The world used to be 2 much better place. Do you agree with the following statement?

“The world used to be a much better place.”

Agree
16-25
; Th(_" power Cl'f the pnsl _
§ 26-35
i How MNostalgia Shapes
European Public Opinion 6q'",

et el arann SE| Mlang

| BertelsmannStiftung

EUPINIONS SURVEY

Make Europe Great Again? Europeans

view the past more positively than the present

It1s popular to desire a supposedly hetter past: Donald Trump's promise to lead the
Us back to the top again took him to the White House. Brexit supporters have mobi-
lized voters with memories of a time when the UK ruled the seas of the world. The lat-
est Issue of eupinions has studled how receptive Europeans are overall to the siren

song of the “good old days." | BertelsmannStiftung

| BertelmannStiftung
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Prologue: ONB

European expectations for the future: More
, Stefan Zweig” than , Yuval Harari*

Stefan Zweig: , The World of Yesterday —
Memories of a European” (1942)

P SigmZwag | ...to sum up the time of my childhood and

V%_,ﬂff% youth before the First World War, | hope | 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 e
History of Tomorrow* (2016) 8 uval Noah

Harari

,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.” (Interwew March 2019)

www.oenb.at oenb.info@oenb.at
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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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. 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

8.0 In short:
710 ...Cut interest rates to the ZLB (or below)
50 ...expanded their balance sheet by various intruments
: e | e ] B
24 2008 - Fixed-rate full allotment 2008 - Term-Auction Facility - TAF; 2008 - Securities Lending
= 1 - FRFA Term Securities Lending Facility - Facility - expansion
10 o TSLF
_ L I 2008/2000/2011 - Long-term 2008 - Primary Dealer Credit Facility 2008 - Outright purchases
3 I:I Refinancing Operations (6m, - PDCF JGBs
-I 1Y, 3Y) - LTRO
210 2009/2011/2014 - Covered 2008 - Asset-Backed CP MMMF 2008 - CP repo operations -
Bonds Purchase Programme  Liguidity Facility - AMLF (and MMIFF) expansion; Outright purchases
_I I:I H |.I (s) - CBPP cP
I |I 2012 - Outright Monetary 2008 - Commercial Paper Funding 2008 - Special Funds-Supplying
! !: h — i Transactions (announcement) Facility - CPFF Operations to Facilitate Corp.
':l ':I - OMT Financing
2013 - Forward guidance 2009 - Term Asset-Backed Securities 2009 - Qutright purchases
440 Loan Facility (ABS CMBS) - TALF Corporate Bonds

BEnQ7 En08 &n 09 &n 10,

=—fmas =l
=K Sekn
China

—
i zerlend

www.oenb.at

2014 - Targeted Long-term
Refinancing Operations -
TLTROs

2014 - ABS and Covered Bond
Purchase Programme -
ABSPF, CEPP

2015 - Expanded Asset
Purchase Programme - APP

-8-

2009 - Liquidity to credit markets -
consumer, small business CMBS -
TALF

2008/2010/2012 - Large-scale Asset
Purchases - QE1, QE2, QE3 - LSAP

2008/2011/2012/2014 - Forward
guidance (qualitative and
quantitative)

2010 - Asset Purchase
Programme - APP

2012 - Loan Support
Programme

2013 - Quantitative and
Qualitative Monetary Easing

oenb.info@oenb.at
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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...

e structurally low inflation

e lower potential growth

e low interest rate environment

e globalization of financial markets

e increased financial market complexity
e higher systemic and contagion risk

e new regulatory environment

...resulted in

» significant changes in monetary policy
Implementation and operation
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20 years of EMU in 4 pictures (1): ECB policy rates
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20 years of EMU in 4 pictures (I1): ECB overall

liquidity provision

§ o) 5
@ 2500 -
Emm 1y4TRO E

1500 - /

Mar-98 Mar-01  Mar-03 Mar-05 Mar-07 Mar-08 Mar-11 Mar-13  Mar-15 Mar-17 har-19

== Marginal Lending Facility - RO L TRO 1M

| TRO 3M - | TRO BM ==L TRO 12M
= L TRO 36M mmTLTRO | mmTLTRO
m F T3 Providing = CBPP1-2, SMP — APP

= FTO Absorbing e Deposit Fagility e Current Accounts
s Autonomous Faclors ——Excess Liquidity
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20 years of EMU In 4 pictures (ll): Structural
changes in ECB tender operations

1.400 5,00
Fixed rate tender - full allotment (FRFA) - operations
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20 years of EMU In 4 pictures (IV): The (E)APP
— Quantitative Easing ECB style

4.000 2.500
e CSPP
= PSPP
3.500
ABSPP u- 2.000
3.000 CBPP Il
= CEBPE || 1500
2 500 = SMP
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e 1500 )
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Reminder: Eurosystem portfolio of non-

standard monetary policy measures

Road-map ex post

I Rate cuts [ TLTROs Private asset purchases [ Public asset purchases [0 Foreward guidance (FG)

Julzoa Jun.2014 Sep.2014 Jan 2015 Dec. 2015  Mar2018 Dec2016  Jun2017  Oct2017 " unJ01s

www.oenb.at -14 - oenb.info@oenb.at

Outright monetary transactions [OMT) —announced in August 2012, yet to be activated
Transactions in secondary sovereign bond markets, subject to strict and effective conditionality
Aim: safeguarding an approgriate monetary policy transmission and the singleness of the monetary policy
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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...

ECB Result of strategy review in

f{noousqgrgzggren””;éggg!f .| 2003 reflected basic building

mandate and instruments bIO_CkS of ”_gOOd mone_ta_ry
policy design before crisis:

Some relevant factors ® Central Bank independence

at that time: ® abilit dat

@® Bundesbank — model rice stability mandate

@ Modern academic thinking @® Some sort of (flexible) inflation
on Central Bank design targeting (based on 2 pillars)
(independence, price _ _
stability objective...) | @ Short-term interest rate setting

® Exchange rate crises of | 5 o :
20s and 90s | @ Market-oriented policy

° iImplementation
[ a .
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Principles of ECB monetary policy operations
as defined in 1997/1998

www.oenb.at

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

» conformity with market principles

» equal treatment
"IN sTAGE THREE » simplicity and cost efficiency

eneral documeantation
on ESCB monetary policy
men rocedure

» decentralisation
» continuity
» harmonisation

» and conformity with the setting of
the ESCB’s decision-making.”

-17 - oenb.info@oenb.at
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Harmonization: A joint monetary policy framework

as a necessary , cultural compromise”...

11 (initial) participants + Sweden, Greece, Denmark,
UK

The European

Monetary Institute

EMI' Council

Supervi Working Group on © W Gro Wor Group of
Sub-Committes Sub-Committee  Printing and lssuing: Accounting lssues Legal Experts
a Furopean ¢
Banknote
Working Group Working Group TARGET
on Statistics on Ini i
Systems

-18 - oenb.info@oenb.at



ONB

...Ccreated an encompassing set of policy
Instruments stemming from different traditions

PRI wcamry plley opatitia

Hunsary mliy smmibnnn Teunl irmmslmn H ainrip Fremenrp Pramidwn
From b el ol ip Rluorpllon ol |y
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“Twiimly sprinen L] T RCIE I R H TR T e [RETTET ]
rap o i hidew rom
. LT hidew rom
Qutright
R T OIGTEEE BEICET C I r le=demall [T Vsl =
purchases
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Examples of
.cultural differences:

» Minimum Reserve
Requirements

» Acceptance of
Credit Claims

» Outright
transactions

-------------------

= HANSPETER K. SCHELLER

oenb.info@oenb.at



. WHAT TO EXPECT FOR A
FUTURE , NEW NORMAL" OF
MONETARY POLICY?

www.oenb.at -20 -
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Three areas of monetary policy to be looked at
INn more detall (in 11 points)

» Interest rate policy:
From simple interest rate setting intg €

From scarcity to
expansion

expectation manageme

www.oenb.at -21- oenb.info@oenb.at
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1. Interest rate policy: The Zero Lower Bound
of (nominal) interest rates was newly defined

Monetary policy interest rates worldwide
in %
8,0
70
6,0

50 "E\ I“—.
4,0 I l—"II
30 ;
e S
00 Ll —

-1,0
Jan.07 Jin.08 Jan.09 Jin.10 Jan.11 Jan.12 Jin.13 Jan.14 Jin.15 Jdn.16 Jin.17

ot

|

====Euro area —USA ====Japan
—JK Sweden Switzerland
China
Source: Macrobond.
www.oenb.at -22-

Central bank comfort zone

Zero nominal rate
*Negative rates empower other monetary
policy instruments

“Economic lower bound”
"Detrimental effects on the banking sector
dominate

*Negative rates have both a one-off and a
persistent impact

"Rate cuts cease to provide stimulus to the
economy

*Depends on banking structures and
competition

“Physical lower bound”
1L arge-scale hoarding of cash

oenb.info@oenb.at
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2. Interest rate policy: The simple textbook
model of monetary policy no longer applies

J

Marginal
Lending Facility

4

J1

Main Refinancing -
Operation (MRO)

¢

4

Deposit Facility

4

iti C . .. Depositing liquidit
o A(.jdr']tt'ﬁ.nal.d.t Liquidity Provision to Banks P V:Iilthgthlgw "ty
at\;ea?é%er (['qul#allt% for a Predefined Period of Time Eurosystem at a
rate at the MRO-Rate lower rate
Liquidity provided against good collateral (eg securities) only
\ }

Amount of liquidity provision and MRO-rate

determine money market rates




3. Interest rate policy: Today’s reality Is ONB

characterized by a much more complex
monetary transmission mechanism

A B Cc D
e S i I B e T 1
1 ¥ ¥ ¥ ¥
Status of expectations Bank-based intermediation Market-based intermediation Other Financial

Intermediaries (OFs)

mmmmeemmeemmmeaa- - - r : . 1
E Inflation i Retail deposit Mark:t—based ! | E E ___________________ |
" funding debt funding ! i i! 1
expectations E ! 5| i | Market Borrower || ! | ICPFs i
1 , . I "l !
' [ - = = || price of credit risk | ! !
i by ' e 1o MMFs !
I:prect_a‘tlms on ! : Banks’ Banks’ ; g : E : i risk : i | | i
integrity of the i ‘ funding balance P _g i Sovereign i o ‘ CCPs i
- ' ' nd h p Borrower ' ! - bond ! ﬁ ' ! i
i 1
R sheet an creditrisk | | & | on DE 1 iFsandPves |
Tail risk pricing i i | Iquidity capital i EL markets D2 P i |'ccccccccasss======d
| | positions positions i 2 CE o :
: lE - !
——————————————————— ' v [ '
! ! @ i o Extermal finance '
' | o premium '
—— R S S e ———— |
Financial contract with firms and households Financial decisions of firms
. . -
i Deposits and savings E Lending conditions | Other financial ' Issuance
H conditions E {price and non-price) E instruments activity

Labour and product market clearing
Medium-term risks to price stability
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4. Interest rate policy: steering the entire term

structure of the yield curve has become an
accepted and important tool

""" EA gov yield (04 Jun 14) Implied market
25 r s EA gov yield (18 Dec 18) 1 2.5 expectations of future
ECB rate
20 t 120
15 ¢ {15
J 15
1.0 1 1.0
)| {
0.5 41 0.5
0.0 0.0 recent
0.5 1 45 :
Depocir  Eectve 3 & ¥ ]
1.0 - -0 Facdly  Rae
{1 2 3 4 5 8 7 8 8 10 R (EOMLI

Maturity (y=ars)
Sowrces: Bioomberg, ECB, ECB calculafions.
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5. Interest rate policy: Structural liquidity surplus
has established the floor system of interest rate
setting

Corridor system: Floor system:
MRO rate steers Money DFR steers Money
Market rate Market rate

=

= ol

P

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

Turnover in selected money market segments
(index: total volume in 2003Q2 = 100)

| NsecUred Secured

500 . _ 500
|

400 | | 1 400
|

300 G | 1 300
|

200 | | 1 200
|

100 | ' 1 100
|

0 0

Q2 Q2 Q2 Q2 Q2 Q2 Q2 Q2 Q2 Q2 Q2 Q2 Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
03 04 05 06 OV 08 09 10 11 12 13 14 15 16 16 17 17 17 17 18 18 18 18
Sowrces: ECB Euro Money Market Survey (until 2015Q2) and money market statistical reporting (MMSR, as of 20M6G.3).
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/. Liquidity provision: Balance sheet size has

become an equally accepted monetary policy
Instrument

Eurosystem Federal Reserve
00

S00
400
300

200

100 --'-“"""F

2007 2009 2011 2013 2015 2017F
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8. Liquidity provision: Historically very different
operational traditions have become more and
more similar

Composition of CB assets (Dec. 2006)

100%
90%
80%
70%

60%
50%
40%
30%
20%
10%

0%

Eurosystem  Federal Reserve SNB
Gold and forex ® Securities held
= Repos = Other assets

Source: Thomson Reuters.
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9. Liquidity provision: Significant longer
maturity of Central Bank liquidity supply

4.000

3.500

3.000

2.500

2.000

in EUR bn

1.500

1.000

500

2.500
CSPP
= PSPP
ABSPP 2000
CBFF I
= CEFP ||
1.500
m SHP
CBFF I
| onger-term refinancing operations 1.000 5
{incl. TLTROs) [+ 4
—— Excess liquidity (hs) o
£
500
0
o1 [V
G 9, B, é?~% % % %, @? @?*% B é? @?'% 9 %, @?~% N
> D Y 2 % & % D> % Db b L L b b b b

-30-

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

First, we decided to keep the key ECB interest rates unchanged. We now expect

| on interest rates them to remain at their present levels at least through the end of 2019, and in any

- - . case for as long as necessary to ensure the continued sustained convergence of

"\ N AN ﬁ inflation to levels that are below, but close to, 2% over the medium term.
e

M Second, we intend to continue reinvesting, in full, the principal payments from
maturing securities purchased under the asset purchase programme for an extended

| on reinvestments period of time past the date when we start raising the key ECB interest rates, and in
S('% any case for as long as necessary to maintain favourahle liguidity conditions and an

g ample degree of monetary accommodation.
X e | | |
&g zég, 6@" Third, we decided to launch a new series of quarterly targeted longer-term
(10 & s (“0& refinancing operations (TLTRC-III), starting in September 2019 and ending in March
C, ) &(\‘ ?f;&e '}S‘\Q 2021, each with a maturity of two years. These new operations will help to preserve
(" & U & favourable bank lending conditions and the smooth transmission of monetary policy.
% DA o8 g ry policy
4 a?}\'\‘ 0&:‘3\ AW on TLTRO - Il Under TLTRO-III, counterparties will be entitled to borrow up to 30% of the stock of
3 > \}:\(\é \g\'&\“‘ ((/@ eligible loans as at 28 February 2019 at a rate indexed to the interest rate on the main
@&‘ e&(s (‘a(“ ?\\‘c\x\ refinancing operations over the life of each operation. Like the outstanding TLTRO
\,\\“’ (\\g\\) Q:CD programme, TLTRO-I11 will feature built-in incentives for credit conditions to remain
«° (j\o‘ favourable, Further details on the precise terms of TLTRO-III will he communicated in
o° ’
O due course.
<&
A\
| on FRFA Fourth, we I.'.'iI_I continue conducting our lending operations as fixed rate tender
procedures with full allotment for as long as necessary, and at least until the end of

the reserve maintenance period starting in March 2021,

www.oenb.at -31- oenb.info@oenb.at
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11. Forward guidance: How successful or

how damaging may/will it be?

n% Bernanke's Taper-Tantrum

Fed vs market expectations

45

y R vor Joint Economic Committes, 22, Mai 2013 FOMC members , Dots* |¢
' 4350 '
f
35 ¥ ' (]
g (]
3.0 E " ()
30 "
25 ;2 " (1]} "
z
20 o ([}
¢ 250 HHn
15 E (L) "
+100 bps i
10 E vs market
H 200 _ | expectations
05
10year Government Bond Yields 0 FONC Members' Dot Projctions for mesting date 03/20/2019 @ OIS - Latest Velhe
0.0 0 FOMC Dots Median  Fed Funds Futures - Latest Value
2000 2011 202 2013 2014 2018 2018 207 2019 2020 2021 Longer Term
Quelle: Tromon Ruters Projection Year End

www.oenb.at
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(ANY) CONCLUSIONS?
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(Any) Conclusions?

@® Like Harari | think any future ,new normal“ will very likely look
(very) different from that before the crisis

@® | expect all the elements | 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 -34- oenb.info@oenb.at
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