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Similarly to other central banks, in the last few years the EC
resorted to a number of extraordinary measures.

A Why were they needed?
A Did they deliver what they were meant to deliver?

A Are they having, or could they have in the future, uninten
consequences?

A What next?
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In a central bank, research is particularly relevant and usefu
the central bank sails in uncharted waters

N [ the past ten years show how indebted the former [policy
are to the latter [researghers
Draghi (2017)

N mo n poticg garynot wait until sufficient information accum
t hat may cast ful | | 1sgthat, or
when exceptional circumstances occur, researchbardentral
becomesar us ht amgad nst

Visco (2016)
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Large, rapid and persistent fall in inflation:

oll only part of the story
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Inflation fall waswidespread

acrossboth countriesand items

Numbeiof countrieswithannualpercentagehangesof Shares oitemsin the HICP witdnnualpercentage
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Low Iinflation 1s more resilient,

and lesssensitive to gap

AUTOREGRESSIVE TERM OUTPUT GAP
Quantile regressions 100 0.25
show that, when 095 0.20 \
inflation is historically
low (lower deciles of its e I | N s I
distribution), price 085 - — — 0.10 3
— @ QI . l
080 - — — 0.05 - — - — -
0 more persist(_ant 075 0.00
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terms in lower
deciles of the OlL EXCHANGE RATE
plistri_bution of 1.40 0.00
inflation are larger), 120 - .
and 001 — — - - -
1.00 — S e
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changes to cyclical 060 N — I I I B 003 — -
conditions, such as wal W B B B BT L
the output gap 0.20 - — I — N — I
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gap is lower).
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Increasing signs of possible

de-anchoring of expectations

In201316growingignofdeanchoringflongierminflatiomexpectatiorfsomlevelsonsistewiththedefinitionf pricestability

o Inflatiomxpectatiorgeclinedtallhorizons

o NatolandSigalottf2017 lookat thereactiorof short andlongterminflatiorexpectationshentheformeiarehitby extreme
negativehockscorrelatiooflong andshortermexpectationscreasedincdate2014

Inflation expectations in the euro area
(Consensus survey and Inflation swaps)
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De-anchoring of expectations

when agents learn

Moving beyond the (standard) assumption of rational expectations, Busetti, L
Monache, Gerali & Locarno (2015) consides@&abGE model in which agen
learn from actual outcomes and adjust their estimate of the inflation target ac

The model allows for heterogeneous expectations: agents switch back and f
between an inflation prediction model in which agents attach full credibility to
bank inflation aim (model A: anchored) to a model in which agents learn fromn
the actual central bank inflation aim (moemhéhaited); the decision to switch frc
one model to another is a stochastic function of their relative forecast perforn

Experiment:

- fit the model to data and compute forecasts fo2Q0TRQ1

- recover structural shocks

- ressimulate the model with the same structural shocks but replacing the as
of rational expectations with that of learning
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Negative inflation surprises create

self-reinforcing downward spiral

Inflationexpectationgndpricestabilityin the euro area
Rationakxpectationys. adaptivdearning(Busetti et al. 2015)
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The dark side obgoock lowflation

at the ZLB when nominal debt is high

A negative cgstish shock is normally deemed to have a favorable effesxtroe¢baomy

But what if the shock takes place when (as in the current circumstances) the economy is characteriz
A interest rates at the ZLB

A and a nonegligible amount of prisatéor nominal debt?
Neri & Notarpietro (2015) investigate this question using a DSGE model with collateral constraints ol

Debt-to—output ratio Consumption
0.50 T T T 0.10

Investment Output
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Monetary policy actions

ECB key interest rates Eurosystem balance shébiilion)
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Are unconventional monetary policy (UMP)

measures effective?

Early criticisms:

U 0Shar po Motivity fanotosigovoosily picked up;
inflation expectations still kelaw get . 0O

U o0 Mi | d gtheyWave bedeftestive, b(tnaybe) with
diminishinget ur ns . o

Evidence:

U Yes!
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Deflation worries have abated,

growth and inflation received major boosts

Optlommplled(rlgk-negtral) probability (J[|str|but|on Impact of APP on GDP amitation
of average inflation over gy&ar horizon
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