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1. Introduction
• "Uniform monetary policy and inflexible exchange 

rates will create conflicts whenever cyclical conditions 
differ among the member countries." Martin Feldstein 
(1997)

• EMU = European Monetary (!) Union

• Eurobarometer, May 2016: 58 percent of Germans 
mistrust the ECB; similar in other member states => 
lack of backing makes ECB susceptible to attacks from 
politics (election year 2017, populists). 

• Inflation in the North and deflation in the South as the 
implicit solution. But how long will “party truce” 
between ECB and Bundesbank hold? 



Introduction II

• Unemployment in the Eurozone looks worse than that 
in the US. But hidden unemployment large in US. 

• In Euro area significant structural divergence between 
“North” and “South” => Macroeconomic demand 
policy does not help in the “South”, only in 
conjunction with structural reforms (“Two-handed 
approach” and hysteresis, Draghi/Blanchard).

• See: Unemployment in the euro area, Speech by 
Mario Draghi, President of the ECB, Annual Central 
Bank Symposium, Jackson Hole, 22 August 2014

• “North-South divide”/one-sided risks: fiscal insurance 
solution difficult to plug in (economic governance).



Introduction III

• ECB left alone by “politics”: lack of political union.

• ECB-Banker communicate much better than in earlier 
times, “accountability, forward guidance”, turn 
towards panels in European “regions”, Monetary 
Dialogue EP.

• Euro can survive, but substantial risks remaining.

• Weak performance of Italian banks is a national 
problem, not caused by the Euro. 

• Analogously, Spain was plagued by high structural  
unemployment rate already in the late 80s. 



Introduction IV

• Euro area has never been an optimum currency area 
– neither at the start of EMU nor in its current 
composition.

• Rose effect on trade massively exaggerated ex post. 

• Historically, currency unions broke apart regularly due 
to a lack of political union and of common views on 
economic policies – and not because OCA-criteria 
were not fulfilled.

• ASSA-Meetings 2016/17: inflation “white noise” in 
spite of ever more intensive central bank 
“gymnastics”



Introduction V
• TARGET balances = TARGET trap?

• ECB rotation model: power indices; “unanimity” of 
monetary policy decisions?

• ECB must not be captured by financial markets 
(expectations).

• Long-term interest rates should mirror the insolvency 
risk of a Euro area member country?

• Negative interest rates and helicopter money are 
non-suitable elements of Euro area governance.



Introduction V

• Political uncertainty, geopolitical risk and monetary 
policy, policuncertainty.com. 

• Interest rates less important driver of investment: it’s 
expected growth and uncertainty.

• The ECB’s double mandate: price and financial 
stability – political economy, public choice.



Introduction VI
• ECB as a member of the Troika: assesses whether 

conditions for its unconventional monetary policies 
are fulfilled (OMTs, German Constitutional Court, 
Karlsruhe), although monetary policy is a public good?

• Too strong emphasis on fiscal criteria instead of 
restoring international competitiveness

• Monetary policy and regulatory spillovers, policy 
coordination?

• Exit/tapering from unconventional monetary policies.

• What indeed is the counterfactual of unconventional 
monetary policies? “Untreated” country clones etc.



Introduction VII

• „European Safe Bonds“: debt mutualisation
(=Eurobonds) through the backdoor? 

• Implicit liability risks, political intervention in case of a 
significant yield spread on gov‘t bonds in a member
state? 

• Departure from privilege of government bonds
instead!

• Euro exchange rate policies (strong Dollar, Trump). 

• QE and Euro devaluation – Good intentions but not 
effective, country-specific EXR thresholds/triggers or
trade (hysteresis, uncertainty)



2. Business Cycle Synchronicity in the 
EMU: Core vs. Periphery

BELKE, ANSGAR, DOMNICK, CLEMENS, GROS, DANIEL 
(2017):  Business Cycle Synchronization in the EMU: 
Core vs. Periphery, forthcoming: Open Economies 
Review.

BELKE, ANSGAR, DOMNICK, CLEMENS, GROS, DANIEL
(2017): Business Cycle Desynchronisation: Amplitude 
and Beta versus Co-movement, VOX EU, January 19, 
2017.



Synchronicity business cycles II
• Examines business cycle synchronization in the 

European Monetary Union with a special focus on the 
core-periphery pattern in the aftermath of the crisis. 

• Using a quarterly index for business cycle 
synchronization, our panel data estimates suggest 
that it is countries belonging to the core that are 
faced with increased synchronization among 
themselves after 2007Q4, …

• … whereas peripheral countries decreased their 
synchronization with the core, non-EMU countries 
and among themselves.



Synchronicity Business Cycles III

• Correlation coefficients and nonparametric local 
polynomial regressions corroborate these findings. 

• Usual focus on co-movements and correlations might 
be misleading, since we also find large differences in 
the amplitude of national cycles (VoxEU article). 

• A strong common cycle can thus lead to large 
differences in cyclical positions even if national cycles 
are strongly correlated.

• Even countries which share a common cycle might 
require a different monetary policy stance.



Synchronicity Business Cycles IV

• Crisis of the European Monetary Union (EMU) 
brought a sharp economic division between core and 
peripheral members states to the limelight (European 
Commission, 2014). 

• Whereas core countries such as Germany had 
experienced only temporary losses in output, 
peripheral countries such as Greece or Portugal 
continued to fight with weak economic activity and a 
stark rise in unemployment.



Synchronicity Business Cycles V

• Analyzing and assessing cross-country heterogeneity 
among EMU members play a key role for establishing 
a sustainable governance for the euro area. 

• Hence, the core-periphery paradigm has been subject 
of much academic work (Blanchard et al., 2015; 
Wortmann and Stahl, 2016; Cesaroni and De Santis, 
2016).

• Core-periphery distinction is especially relevant for 
monetary policy. 



Synchronicity Business Cycles VI

• Diverging economic trajectories pose a significant 
threat to the stability of the EMU, since the European 
Central Bank (ECB) can only react with a "one-size-fits-
all“ interest rate policy to stabilize output movements.

• The importance of synchronized business cycles for a 
well-functioning currency union is stressed in the 
theory of Optimum Currency Areas (OCA), pioneered 
by the work of Mundell (1961) and McKinnon (1963). 

• Firstly, the more aligned the business cycles of 
members of a monetary union are, the easier it is for 
the central bank to conduct stabilization policies 
(Clarida et al., 1999; Rogoff, 1985). 



Synchronicity Business Cycles VII

• Secondly, a high degree of synchronization between 
national cycles may reduce the probability of 
asymmetric shock propagation across EMU members
(Altavilla, 2004).

• In a string of papers, Eichengreen (1990, 1991, 1993) 
concludes that the cost of giving up autonomy over 
monetary policy is especially high if business cycles of 
member states are only weakly correlated and 
alternative adjustment mechanisms, such as factor 
mobility, are not sufficiently available. 



Synchronicity Business Cycles VIII

• To put it differently: the higher the synchronization of 
business cycles among member states is, the lower is 
the cost of abandoning national monetary policy. 

• As a result, business cycle synchronization is 
considered to be the most important OCA criterion 
(Gächter et al., 2012).

• Based on this reasoning, our paper adds to the vast 
literature on business cycle synchronization by 
providing a thorough analysis of how output co-
moves among EMU member states. 



Synchronicity Business Cycles IX

• Specifically, we complement the literature by focusing 
on the relationship between two clusters within the 
EMU: a group of core countries, namely Germany, 
France, Austria, Finland and the Netherlands, and a 
group of peripheral countries, i.e. Portugal, Italy, 
Ireland, Greece and Spain.

• Several studies pointed to a division of core and 
peripheral countries even before the introduction of 
the Euro (Bayoumi and Eichengreen, 1992 (renewed 
in 2017); Dickerson et al., 1998).



Synchronicity Business Cycles X

• Lehwald (2013) concludes that business cycles for 
core and peripheral countries diverged after the 
introduction of the EMU, in line with Papageorgiou et 
al. (2010). 

• Our main research questions are: what are the 
correlation patterns between the core and the 
periphery in the EMU, and how has the co-movement 
of output evolved over time, especially in the crisis 
period starting in 2007?

• ECB “responsible” for this to any extent? Or is it just 
an increasingly pressing exogenous side condition?



Synchronicity Business Cycles XI



Synchronicity Business Cycles XII



4. Equilibrium Real Interest Rates and 
Secular Stagnation: An Empirical Analysis 

for Euro Area Member Countries

BELKE, ANSGAR, KLOSE, JENS (2017): Equilibrium Real 
Interest Rates and Secular Stagnation: An Empirical 
Analysis for Euro-Area Member Countries, Journal of 
Common Market Studies, DOI: 10.1111/jcms.12552.



Equilibrium Real Interest Rates II

• Is secular stagnation - a period of persistently lower 
growth such as that seen following the financial crisis 
of 2008/09 (Summers, 2014) - a valid concern for 
euro-area countries?

• We tackle this question using the well-established 
Laubach-Williams model to estimate the 
unobservable equilibrium real interest rate and 
compare it to the actual real rate. 



Equilibrium Real Interest Rates III

• In light of the considerable increase in heterogeneity 
among EU member countries since the beginning of 
the financial crisis, …

• … we apply our approach to twelve euro-area 
countries to provide country-level answers to the 
question of secular stagnation. 



Equilibrium Real Interest Rates IV

• The presence of secular stagnation in a number of 
euro-area countries would have important 
implications for ECB decision-making (i.e., voting 
power in the Governing Council) and EU governance.

• Observed real interest rates lie within the “one 
standard deviation” band around the equilibrium real 
rate.  

• No indication that the actual real rates cannot fall 
down to their equilibrium value (as, however, 
suggested by the proponents of the secular 
stagnation hypothesis).  



Equilibrium Real Interest Rates V

Notes: i=real interest rate, I=aggregate investments, S=aggregate savings, 
approximately -2 percent as intercept is chosen because the minimum should be given 
at a zero nominal rate minus the ECB inflation target of about two percent.



Equilibrium Real Interest Rates VI

• For most of the countries the actual real interest rate 
is even lower than the equilibrium real rate. => No 
need to increase the inflation target or to enforce 
negative nominal interest rates! 

• Our results indicate that secular stagnation is not a 
significant threat to most euro-area countries, with 
one possible exception: Greece.

• The results of this study attach some “responsibility”  
to the ECB.



Equilibrium Real Interest Rates VII
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Figure 2: Ex-ante real interest rates and “one sided equilibrium 
estimates”

Note: Blue line= real rate, red line= equilibrium real rate, black lines= +- one standard deviation
equilibrium real rate, AT= Austria, BE= Belgium, DE= Germany, FI= Finland.



Equilibrium Real Interest Rates VIII
Figure 3: Figure 2 cont’d

-6

-4

-2

0

2

4

6

8

10

12

1971Q3 1980Q3 1989Q3 1998Q3 2007Q3

FR

-20

-10

0

10

20

30

1990Q3 1996Q3 2002Q3 2008Q3 2014Q3

GR

-10

-5

0

5

10

15

20

1977Q3 1983Q3 1989Q3 1995Q3 2001Q3 2007Q3 2013Q3

IR

-15

-10

-5

0

5

10

15

1971Q3 1980Q3 1989Q3 1998Q3 2007Q3

IT

Note: Blue line= real rate, red line = equilibrium real rate, black lines= +- one standard deviation
equilibrium real rate, FR= France, GR= Greece, IR= Ireland, IT= Italy



Equilibrium Real Interest Rates IX
Figure 4: Figure 3 cont’d
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Note: Blue line= real rate, red line= equilibrium real rate, black lines= +- one standard deviation
equilibrium real rate, LU= Luxembourg, NL= Niederlande, PT= Portugal, SP= Spain



5. Effectiveness of Unconventional
Monetary Policies

BELKE, ANSGAR, GROS, DANIEL, OSOWSKI, THOMAS (2017): 
The Effectiveness of the Fed’s Quantitative Easing Policy: 
New Evidence Based on Interest Rate Differentials, Journal of 
International Money and Finance 73, pp. 335-349.

Discussion by TAYLOR, JOHN B. (2016): New Test Finds No 
Impact of QE on Long-Term Interest Rate. 
Web: https://economicsone.com/2016/05/28/new-test-finds-no-impact-of-qe-
on-long-term-interest-rate/



Motivation

• Until 2013, Fed was the most active central bank by 
implementing several non-standard measures (such as
QE).

• Aim of QE: put pressure on long-term yields to stimulate 
economic activity and prevent deflation. But can also 
work via raising inflation expectations and falling real 
interest rates.

• Impact of QE depends on the design of the programme,
the economic environment and state of financial markets 
and a country’s economic structure (different EXR 
reactions in QE countries).

• Implications for ECB QE?



Motivation II

• How to evaluate effectiveness of QE? :  Existing 
studies focus on developments within country 
undertaking QE, mostly event studies.

We find that bond purchases in the US alone do not 
perturb co-movements (=cointegration) of US and 
euro area interest rates. 

=> Either:

QE ineffective,  or

QE very effective as it depresses interest rates 
everywhere (but then impact on exchange rate should 
be zero).



Motivation III
• Literature emphasizes two main transmission channels: 

signalling and portfolio-balance.

• Signalling channel could work in reverse: QE could be a 
reaction to negative news about economy (stronger
adverse effects of the financial crisis than previously 
expected).

• Portfolio balance channel: FED QE does not affect 
supply of euro denominated securities. Why should FED 
QE then affect euro interest rates? (US investors hold 
mostly USD denominated securities.)
=> Portfolio balance model cannot explain why US QE 
should affect euro and global interest rates.



Motivation IV
Stylised facts

 Interest rates fell trend-wise in most advanced 
economies, independently of whether QE was 
implemented or not.

Our view: 

• That CB’s QE programmes had a common underlying 
source is somehow compatible with implications of the 
signalling channel (QE as a sign that the crisis would be
longer and more severe).

• Fall in interest rates might have occurred anyway.
(expectation revisions of markets).



Motivation V

• Our paper is one of the first that tries to test empirically 
whether QE has changed relationships on international 
financial markets.
See also Thornton, D.L. (2014). “Has QE been effective?”, 
Federal Reserve Bank of St. Louis, Economic Synopses, 
2014, Number 3. 

• Employs cointegration approach to analyze whether the 
Fed’s QE1 has caused a structural change in the US-
European interest rate relationship.

• Employing a battery of state-of-the-art break tests, we 
did not find evidence of QE-induced break in the 
cointegrating relation. 

• Robustness checks with VIX.



Global financial markets and
national QE

• Up to now: national level! But financial markets in 
advanced countries are very open and highly 
integrated.

 In reality (long-term) interest rates have followed a 
common long-term trend across major currency 
areas.

 (Long-term) rates have been highly correlated 
across advanced economies, not only along a 
downward trend, but also during cyclical ups and 
downs (see Figure 5).

 Correlation is too tight and has lasted too long to be 
just a coincidence.



Global financial markets and
national QE II

Figure 5: Long-term interest rates in major currency areas 
since 1990



Global financial markets and
national QE III

• Effectiveness of large asset purchases by the Federal 
Reserve should thus not be measured simply by the 
fall in US interest rates, but by a fall in the interest 
rate differential between the US and the euro area 
(or other major markets).

• Large asset purchases by the Fed have failed to have 
a differential impact on the US.

• Over most US QE periods, rates have declined only as 
much, sometimes even less than they have in areas 
where QE was not undertaken.

• No QE episode with change in differential > 0.1 %.



Global financial markets and
national QE IV

Figure 6: Transatlantic long-term interest rate differential 
from 2007 (prior: should become larger, but does not)



Global financial markets and
national QE V

• Severity of the crisis and economic recession in 
developed economies led to (further) reductions in 
long-term interest rates across countries along the 
downward trend

• QE could be understood as a reaction to the crisis, 
but did not in itself reduce interest rates
No independent, separate effect of the US QE on the 

US economy that cannot be related to the global 
downward trend => QE effects overestimated?

Small and non-persistent impact of US QE on the 
interest rate differential and …

 limited impact on exchange rates and inflation
… point in that direction as well.



Data and empirical approach

(Left out: section on „fiscal policy, debt management and
the portfolio balance channel“ => fiscal sector‘s policy
reaction has crowded out QE‘s impact.)

• Treasury bond yields for the US and German Treasury 
bond yields for the Euro Area as interest rate measures
– 10-year Treasury bond yields

– Focus on long-term interest rate measures

• Including nominal exchange rate (USD/Euro)

• Monthly end-of-period data from 2002:01 to 2014:12



Implications for the ECB’s QE I

• Implications for analysis of the efficacy of the ECB’s QE?

• Mirror-image analysis for the ECB: Does the point in time 
of the announcement/implementation of the ECB’s QE 
cause a structural break in the relation between the euro 
interest rate and other important rates?

• Recall the common trend of the bond yields since a 
quarter of a decade (“cointegration”)!

• The distinct common trend of the interest rates in the big 
currency areas suggests that flexible exchange rates and 
independent monetary policies do not have led to 
diverging paths of long-term yields.



Common downward trend of bond
yields worldwide (again)

Figure 7: Long-term interest rates in important currency areas since 
1990, i.e. a quarter of a century

Source: OECD 2016.



Implications for the ECB’s QE II 

• Most of the time, but not always, German bond yields 
took values below the US yields. The gap which opened 
up in the recent years, however, is the largest yet. 

• But interestingly, this gap opened up before the ECB 
started its bond purchase program. 

• First indication that significance and effectiveness of the 
ECB’s QE is overrated.

• But has to be checked econometrically by two-equation
system: 1) QE endogenous variable, triggered by some 
threshold on the markets and 2) QE exogenous variable 
causing interest rates and/or inflation expectations. 



Implications for the ECB’s QE IV

• Literature on the determinants of global interest rates 
assumes that all relevant national capital markets are 
linked via the global capital market so that in the end 
the interest rate is the same everywhere. 

• If one accepts this hypothesis national central banks 
could not influence bond yields in their own 
jurisdiction.



Implications for the ECB’s QE V

• This is because any slight change in a national (or currency 
area) interest rate would attract such large capital flows that 
any incipient interest rate differential would disappear very 
quickly (“global spillovers”).

• With a globally integrated capital market one cannot expect 
national (i.e. European) monetary policy to have any significant 
effect on the domestic bond yields anymore. 

• Available empirical evidence clearly supports this view. 

• More activism of the ECB, for instance through an extension of 
QE program or permanent QE (“helicopter money”), would be 
largely ineffective.



6. Outlook

• To summarise: “Performance” of the ECB has to be assessed 
conditional on the limitations described before. These 
conditions have been only partly created, shaped and not 
been taken into account by the ECB! 

• Nominal Maastricht convergence criteria have not been 
fulfilled sustainably. Nor do the real convergence criteria not 
implemented in Maastricht such as real convergence, 
international competitiveness etc. 

• Above all, the ECB’s monetary policy hasn’t given sufficient  
incentives for structural reforms.

• But: Tinbergen paradigm! Dilemma situation? ECB 
overstretched? 

• Responsibility = liability: Rescue of banks not via the ECB’s 
balance sheet!



Outlook II

• “Rough times”, Trump/United States: Liquidity 
spillovers versus cutting off liquidity swap agreements 
=> Is the ECB prepared?

 The Head of the National Trade Council nominated by
Trump accused Germany of continuous manipulation
of the Euro: 

 Berlin actively makes use of a „strongly undervalued“ 
Euro in order to exploit its trade partners.  

 Euro is „implicit Deutschmark“.



"There is no global anthem. 

No global currency. No 

certificate of global citizenship. 

We pledge allegiance to one 

flag and that flag is the 

American flag.”

Donald J. Trump, 

Ohio, 1. Dezember 2016 



Outlook III

• EU policies: German-French axis basically important for 
“unanimity” of EU decisions. 

• But package deals such as “German does not speak of Fiscal 
Compact anymore” traded against “French support of German-
type 3rd pillar of Banking Union (deposit insurance)”. 

• Really helpful for European monetary policy? Bad blueprint for 
(former) program countries such as Portugal?

• Five Presidents Report: “Completing Europe's Economic and 
Monetary Union“. ECB involved.



Outlook IV

• Preferable EU Governance: Banking Union cum fiscal 
federalism and EMF. Prevent “self-fulfilling government 
default” and “Fear of default” (de Grauwe, Krugman) without 
printing press and centralization of fiscal policy possible!

• Maastricht 2.0, but with even more focus on competitiveness.

• Is the Euro area prepared for the stability risks of Brexit? See 
Monetary Experts Panel EP 4/2016.



Outlook V

• 1998 Initiative of 155 Economics Professors: “The 
Euro is implemented too early” correct in principle 
with the benefit of hindsight.

• But now it may be too late: Option value of waiting 
with exit “investment”. OCA criterion reversed. 

 Sunk costs combined with high global political 
uncertainty. => Optimal degree of integration higher 
than exit-threshold! 

 “welded together during the crisis …”, “It must 
become even worse in order to …”, “Only once 
uncertainty has gone down, then …” etc. 



Outlook VI
• ECB should in principle slow down its asset purchases and

terminate them earlier. But: yields up by 200 bp => additional 
burden of 0.3 pc of Portuguese GDP. 

• Tighter monetary policy would help to avoid risks for financial
stability caused by ultra-low interest rate level and for the
continuation of the consolidation and reform efforts in the
Euro area. 

• Increasing risks of changing interest rates in the banking
system: do not reverse expansionary monetary policy
measures too late! 

• Danger that ECB is missing the exit in time due to increasing
financial stability risks. In this case, bigger distortions cannot
be avoided anymore. 

• Additional argument: economic growth and unemployment in 
the Euro area with increasingly positive performance.
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