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Pertinent questions

» Do central bank purchases of sovereign debt reduce long-term yields?

» Do the modalities of asset purchases matter?
» Communication
» Clarity of objective
» Transparency
» Commitment

» Was the ECB's SMP effective?



Findings

» ECB SMP purchases of Greek debt had a sizeable temporary effect on yields.

» Effect was highly localized, reducing yields of specific securities purchased
and only as long as purchases continued.

» The SMP did not achieve a generalized sustained reduction of yields.
» The result is in stark contrast to evidence on QE programs. QE delivers a

generalized reduction of yields beyond the securities purchased. (e.g.
D'Amico and King, 2013, for Fed's QE program.)



Praise and lessons

» Amazingly resourceful use of public data sources and careful empirical
analysis shed light on an episode where the ECB has not been transparent.

» An important implicit lesson for designing asset purchase programs: A
central bank's clear communication and commitment to reduce yields may
be far more important than the quantity of actual purchases made.

» Results raise questions about the wisdom of ECB’s SMP decision, which was
already quite controversial when made. (Under its current secrecy norms,
the ECB may keep the identity of dissenters under wraps until 2040.)

» Failure of the ECB’s SMP raises further uncomfortable questions about the
overall mismanagement of the euro area crisis.



Some questions about the SMP

v

What was the ultimate objective?

v

Was it “monetary policy”?

v

What determined the size and timing of purchases?

v

What determined the member states whose debt was purchased?

v

Was there explicit or implicit conditionality involved?



A snapshot of the SMP (after its termination)
b

EUROPEAN CENTRAL BANK

EUROSYSTEM

PRESS RELEASE

21 February 2013 - Details on securities holdings acquired under the Securities
Markets Programme

The Governing Council of the European Central Bank (ECB) decided today to publish the Eurosystem'’s holdings of
securities acquired under the Securities Markets Programme (SMP). This decision is in line with the envisaged
transparency stance for the Outright Monetary Transactions (OMTs) as communicated on 6 September 2012, at
which time the SMP was terminated.

To this end the following table shows the breakdown of the Eurosystem’s SMP holdings as at 31 December 2012,
per country of issuer, indicated at nominal value, book value and average remaining maturity.

o

Issuer country| Nominal amount | Book value [1]/Average remaining maturity (in years)
(EUR billion) (EUR billion)

Ireland 14.2 13.6 4.6

Greece 33.9 30.8 3.6

ISpain 44.3 43.7 4.1

Italy 102.8 99.0 4.5

Portugal 22.8 21.6 3.9

[Total 218.0 208.7 4.3

[11The smp holdings are classified as held-to-maturity and consequently valued at amortised cost.



SMP: Government bond purchases with conditionality?

“Dear Prime Minister,

The Governing Council of the European Central Bank discussed on 4 August the
situation in ltaly’'s government bond markets. The Governing Council considers that
pressing action by the Italian authorities is essential to restore the confidence of
investors. . . .

In view of the severity of the current financial market situation, we regard as crucial
that all actions listed in section 1 and 2 above be taken as soon as possible with
decree-laws, followed by Parliamentary ratification by end September 2011. A
constitutional reform tightening fiscal rules would also be appropriate. . . .

We trust that the Government will take all the appropriate actions.”

(Letter by Mario Draghi and Jean-Claude Trichet sent to Silvio Berlusconi on August
5, 2011, as published by Italian press.)
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The immediate impact of purchases on bond yields

Panel A: Yield curve on May 7 (pre-SMP)

Bond Maturity (remaining, in May 2010)

Panel B: Yield curve on May 17 (1 week after SMP start)
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Reproduced from Figure 4. Dramatic drop in yields.



The impact of purchases on bond yields: After most purchases

Panel B: Yield curve on May 17 (1 week after SMP start) Panel C: Yield curve on July 5 (8 weeks after SMP start)
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Reproduced from Figure 4. A notable partial reversal by week 8 of program.



Ultimately the program “failed” when purchases stopped

uﬁ] Reproduced from Figure 5.

Total ECB Bond purchases (€ bn), right axis
— Average Yield (in %, volume weighted), left axis
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The broader context: The SMP and the Troika program

» The SMP was just one component of larger scheme for Greek crisis.

» The ECB'’s “independent” SMP decision complemented negotiations taking
place over many months between certain governments of the euro area and
certain IMF officials.

» The SMP was, in effect, an integral part of the Troika program designed to
deal with the Greek issue.

» Should the design, implementation and failure of the SMP be examined in
isolation of the rest of the scheme?

12



Timeline of the May 2010 Troika program for Greece

> May 8, 2010

» Summit of the Heads of State or Government of the euro area: Finalized
procedures to implement EU/IMF program for Greece.

» May 9, 2010
» IMF: Approval of the Greek program

» EU: Ecofin/Eurogroup announce establishement of EFSF.
» ECB: SMP

13



The Original Sin of the euro crisis: 2010 program vs outcomes
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The Original Sin of the euro crisis: 2010 program vs outcomes
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What was the Troika program about?

“It was about protecting German banks, but especially the French banks, from
debt write offs”

(Karl Otto Pohl, Former Bundesbank President, Spiegel, May 18, 2010.)
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Summary evaluation of Troika: Winners and losers
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