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Similarly to other central banks, in the last few years the ECB 

resorted to a number of extraordinary measures. 

 

Å Why were they needed? 

 

Å Did they deliver what they were meant to deliver? 

 

Å Are they having, or could they have in the future, unintended 

consequences? 

 

Å What next? 

 

 

tǊƛƳŀǊȅ ŀƛƳ ƻŦ ǘƻŘŀȅΩǎ ƭŜŎǘǳǊŜ 
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In a central bank, research is particularly relevant and useful when 

the central bank sails in uncharted waters 

 

ñ[é] the past ten years show how indebted the former [policymakers] 

are to the latter [researchers]ò  

Draghi (2017) 

 

ñmonetary policy cannot wait until sufficient information accumulate 

that may cast full light on the new mechanisms at work,ò so that, 

when exceptional circumstances occur, research in central bank 

becomes a órush against timeô 

Visco (2016) 

{ŜŎƻƴŘŀǊȅ ŀƛƳ ƻŦ ǘƻŘŀȅΩǎ ƭŜŎǘǳǊŜ  
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Large, rapid and persistent fall in inflation: 
oil only part of the story 
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Headline and core HICP inflation, 1999-2017 Main HICP components, 2013-17 

Source: Conti, Neri & Nobili (2015); Eurostat and Bank of Italyôs computations 
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Inflation fall was widespread,  
across both countries and items 
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Number of countries with annual percentage changes of 

the HICP within given bounds 

Shares of items in the HICP with annual percentage 

changes within given bounds 

Source: Eurostat and Bank of Italyôs computations 
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Low inflation is more resilient, 
and less sensitive to gap 
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Source: Busetti, Caivano & Rodano (2015) 

Quantile regressions 

show that, when 

inflation is historically 

low (lower deciles of its 

distribution), price 

changes are:  

o more persistent 

(autoregressive 

terms in lower 

deciles of the 

distribution of 

inflation are larger), 

and 

o less sensitive to 

changes to cyclical 

conditions, such as 

the output gap 

(coefficient on output 

gap is lower). 

details 



Increasing signs of possible  
de-anchoring of expectations 

9 
Source: Natoli & Sigalotti (2017) details 

Inflation expectations in the euro area  

(Consensus survey and Inflation swaps) 

In 2013-16 growing signs of de-anchoring of longȤterm inflation expectations from levels consistent with the definition of price stability: 

o Inflation expectations declined at all horizons 

o Natoli and Sigalotti (2017) look at the reaction of short- and long-term inflation expectations when the former are hit by extreme 

negative shocks: correlation of long- and short-term expectations increased since late 2014 

Co-movements of short and long-term inflation expectations 
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De-anchoring of expectations  
when agents learn 
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Moving beyond the (standard) assumption of rational expectations, Busetti, Delle 

Monache, Gerali & Locarno (2015) consider a small-scale DSGE model in which agents 

learn from actual outcomes and adjust their estimate of the inflation target accordingly. 

 

The model allows for heterogeneous expectations: agents switch back and forth 

between an inflation prediction model in which agents attach full credibility to the central 

bank inflation aim (model A: anchored) to a model in which agents learn from the data 

the actual central bank inflation aim (model D: de-anchored); the decision to switch from 

one model to another is a stochastic function of their relative forecast performance. 

 

Experiment:  

- fit the model to data and compute forecasts for 2013Q1-2017Q4 

- recover structural shocks 

- re-simulate the model with the same structural shocks but replacing the assumption 

of rational expectations with that of learning 



Negative inflation surprises create 
self-reinforcing downward spiral 
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Inflation expectations and price stability in the euro area  

Rational expectations vs. adaptive learning (Busetti et al. 2015) 

Source: Busetti, Delle Monache, Gerali & Locarno (2015)  

A: anchored 

D: (possibly) de-anchored 

E: endogenous mix of A & D 



The dark side of άgoodέ lowflation  
at the ZLB when nominal debt is high 
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A negative cost-push shock is normally deemed to have a favorable effect on the macroeconomy. 

But what if the shock takes place when (as in the current circumstances) the economy is characterized by: 

Å interest rates at the ZLB 

Å and a non-negligible amount of private-sector nominal debt? 

Neri & Notarpietro (2015) investigate this question using a DSGE model with collateral constraints on households 



Outline 

13  

2 

3 Unintended consequences of unconventional monetary policies? 

4 Normalization: so far 

5 Normalization: what next? 

1 The context: disinflation and its risks 

The monetary policy response and its effects on the macroeconomy 

6 Envoi: challenges ahead  



Monetary policy actions 
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ECB key interest rates 

(per cent) 

Eurosystem balance sheet (billion ú) 

ECB responded to consequences of financial crisis by 

reducing policy rates, supporting banksô liquidity and 

preserving proper functioning of MTM. 

With policy rates close to their lower bound, ECB introduced 

asset purchases to further reduce the risk-free rate, lower the 

term premium and raise inflation back to its objective 

Source: European Central Bank. disruptions 2008-2014 



Are unconventional monetary policy (UMP) 
measures effective? 
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Early criticisms: 

 

ü óSharpô No: ñEconomic activity has not vigorously picked up; 

inflation expectations still below target.ò 

 

ü óMildô No: ñOk, they have been effective, but (maybe) with 

diminishing returns.ò  

 

Evidence: 

 

ü Yes!  

 



Deflation worries have abated, 
growth and inflation received major boosts 
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Source: based on Cecchetti, Natoli & Sigalotti (2015).                                                                                Source: estimates by Banca dôItalia staff.  

Option-implied (risk-neutral) probability distribution  

of average inflation over a 5-year horizon  
Impact of APP on GDP and inflation 
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