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Abstract
This paper uses an event-based analysis to describe how the European Central 
Bank’s (ECB’s) policy responses to the pandemic crisis have affected the Euro-
pean financial and economic system. The result of our exercise, which is based on 
the examination of the main measures taken by the ECB during 2020, is that these 
responses have positively affected the European economic system by improving 
banks’ lending activity and by indirectly creating room for expansionary fiscal poli-
cies in the euro area’s high-debt countries that do not have fiscal capacity.

Keywords Covid-19 · ECB policy announcements · Financial market volatility · 
ECB policy reaction · Event-study analysis · Bank and government borrowing costs

1 Introduction

“The coronavirus (COVID-19) has produced a highly unusual recession and is 
likely to give rise to a similarly unsteady recovery” (Lagarde 2020a). The monetary 
policy implemented by the European Central Bank (ECB) to offset this extraordi-
nary shock has been effective in improving banks’ lending conditions for firms and 
households and has indirectly created fiscal capacity for high-debt countries in the 
Euro Area (EA). In particular, the paper shows the impact of these expansionary 
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policy measures on the main spreads observed in the financial markets and on infla-
tion expectations.

The ECB has utilised various instruments to ensure the effectiveness of mon-
etary policy transmission mechanisms, to mitigate the fragmentation of financial 
markets and to facilitate liquidity provision to the banking sector in the EA. The 
present paper aims to analyse these instruments and to assess their specific eco-
nomic impact. In this perspective, it aims to contribute to two strands of literature. 
The first strand examines the effects of the monetary policy designed to offset the 
impact of the Covid-19 shock on financial markets and the economy.1 The second 
strand relates to the use of event-study methodologies to examine the effects of mon-
etary policy announcements.2 These methodologies have recently been extended 
to study the impact of unconventional monetary policies.3 In our work we mainly 
refer to Szczerbowicz (2015) and Altavilla and Giannone (2017), which focus on 
the monetary policies implemented by the ECB after the 2007–2008 financial cri-
sis. Both papers show that announcements of some exceptional liquidity measures 
and the central bank’s asset purchases have significantly stabilised financial markets 
and have lowered banks’ refinancing costs and governments’ financial charges. Our 
paper extends this approach to study the effects of the ECB’s post-Covid-19 policies 
on bank lending and government borrowing costs.

The rest of the paper is organised as follows. Section 2 describes the main pol-
icy measures implemented by the ECB to overcome the Covid-19 shock. Section 3 
complements the ECB’s policy initiatives in 2020 with the ECB’s announcements 
in the same year to build a string of monetary events. Section 4 provides a dynamic 
and qualitative view of inflation expectations and of the most relevant spreads in 
financial markets. Section 5, divided into three subsections, refers to an event-based 
analysis to assess the impacts of the ECB’s policy measures on these spreads and on 
inflationary expectations. Section 6 concludes the paper.

2  The ECB Policy Reaction to the Pandemic Crisis

The ECB’s policy response to the Covid-19 crisis has involved changes in the uti-
lisation of the monetary channel as well as of the banking channel. The former has 
been characterised by the continuation of the Asset Purchase Programme (APP), its 
one-off strengthening, and the introduction and evolution of the Pandemic Emer-
gency Purchase Programme (PEPP); the latter has been characterised by the intro-
duction of new Longer-Term Refinancing Operations (LTRO) and by the repeated 

1 See Benigno et al. (2020); Lane (2020a, b); Morelli and Seghezza (2021); Borri and Di Giorgio (2021) 
and Miller (2021).
2 In this field, there is a rich set of papers that investigate the impacts of monetary policies on financial 
markets. See, among others Bernanke and Kuttner (2005); Gürkaynak et al. (2007); Gertler and Karadi 
(2015) and Gorodnichenko and Weber (2016); MacDonald and Popiel (2020).
3 See for example: Gagnon et  al. (2011); Krishnamurthy and Vissing‐Jorgensen (2011); Swanson 
(2011); Campbell et al. (2012); Hamilton and Wu (2012); Wright (2012); Rogers et al. (2014); Kuttner 
(2018); Sun (2020) and Swanson (2021).
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strengthening of the ongoing Targeted Longer-Term Refinancing Operations 
(T-LTRO III).4

Let us first list the changes in the banking channel by referring to three of the 
ECB’s 2020 meetings. On 12 March 2020, the ECB introduced a temporary LTRO; 
then, on 30 April 2020, it launched a new LTRO programme (the Pandemic Emer-
gency one: PE-LTRO). In these same meetings, the ECB strengthened its operating 
T-LTRO III. Finally, on 10 December 2020, it strengthened the new PE-LTRO and 
further reinforced the T-LTRO III.

The temporary LTRO can be considered a short-term liquidity bridge to cover 
the period preceding the starting date (24 June 2020) of the strengthened T-LTRO 
III. Following the initiative undertaken by the ECB in December 2011 and February 
2012, this temporary LTRO was based on the ECB’s liquidity supplies to the Euro-
pean banks with full allotment; however, this time the fix interest rate was set at the 
average deposit facility rate equal to -0.50%. Similarly, the PE-LTRO is character-
ised by the ECB’s supply of liquidity which was adjusted to the amount demanded 
by the European banking sector at a negative interest rate equal to -0.25%, that is, at 
a fixed-rate determined by the average interest rate on the ECB’s main refinancing 
operations decreased by 25 basis points.5 Originally, the PE-LTRO was based on 
seven refinancing operations to be taken in the period between May and June 2020 
and to be closed by the end of September 20216; four additional operations were 
decided on 10 December 2020 and were implemented in 2021 with a “tenor of one 
year.”

The strengthened T-LTRO III, which was the continuation of a programme 
launched in September 2019, aimed at providing for three-year refinancing of the 
European banking sector.7 It offered liquidity for a maximum amount of 50% of the 
eligible loan stock held in the balance sheet of each European bank at the end of 
February 2019. Moreover, it eased the collateral requirements until June 2021.

This new version of the T-LTRO III has improved the refinancing conditions 
for all the types of European banks grouped in three classes: the most, the median, 
and the less virtuous banks. The most virtuous banks have been refinanced at a rate 
equal to the average interest rate on the excess of bank reserves at the ECB (that is, 
-0.50%) reduced by 50 basis points. In the period from mid-2020 to mid-2021, their 
consequent interest rate was equal to -1%; and this rate also set the maximum rate 
for their T-LTRO III refinancing during those twelve months. For refinancing pre-
ceding mid-2020 or following mid-2021, the interest rates were instead the average 
rates on the excess of bank reserves at the ECB in force for the duration of the debt 

4 The monetary policy roadmap described in the following section should be complemented with the 
main changes introduced in the European and international regulatory and supervisory framework. How-
ever, this goes beyond the scope of the present paper. See Gortsos and Ringe (2020) for a detailed pres-
entation of these initiatives.
5 Let us specify that the interest rates on the main refinancing operations are calculated along the dura-
tion of each specific loan activated by the PE-LTRO.
6 These operations have a maturity between sixteen and eight months (September 2021 for the first oper-
ations, and July 2021 for the last).
7 Here we refer to the April 2020 formulation and to the operations that began in June 2020 and should 
have been concluded by June 2021.
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contract (-0.50%). Between June 2020 and June 2021, the rate paid by the median 
virtuous banks was not higher than the corresponding average rate on the main 
refinancing operations of the ECB (that is, 0%) reduced by 50 basis points. In the 
other periods, this class of European banks paid interest rates on refinancing equal 
to those in force on average. Finally, again from mid-2020 to mid-2021, the less 
virtuous banks obtained an interest rate equal to the maximum rate to be paid by the 
median virtuous banks.

As we have already recalled, the T-LTRO III was further improved in the meeting 
of 10 December 2020. The ECB decided to launch three additional refinancing oper-
ations from June to December 2021. It also decided to extend the most favourable 
interest rates and collateral conditions to June 2022; and it increased the maximum 
amount of refinancing that the European banks could borrow by fixing the threshold 
at 55% of their stock of eligible loans. However, only the most virtuous banks and 
those European banks able to meet “a new lending performance target” with respect 
to their previous class have benefitted from this improved condition.

Let us now turn to the monetary channel. As we have already mentioned, on 12 
March 2020 the ECB decided to continue its APP, based on €20 billion purchases 
of financial assets per month, and to strengthen this programme by an overall tem-
porary purchase of €120 billion in 2020. A few days later (18 March), the ECB 
launched the PEPP to allow the EA countries to relax their fiscal constraints and 
thus support firms’ budget revenues and households’ income through public trans-
fers. At the beginning, the PEPP total envelope was €750 billion for purchases of the 
same types of assets included in the APP (mainly government securities) until the 
end of 2020. Hence, at first sight, this programme appeared to be an extension of the 
APP. However, there was an important difference in terms of flexibility: the monthly 
allocation of PEPP purchases of government securities among the various EA coun-
tries could deviate from the ‘capital-key’ rule even if, in principle, this rule had to be 
met at the end of the programme.8

The PEPP was strengthened at least twice. In the meeting of June 2020, the 
ECB decided to bring the total envelope of this programme to €1,350 billion and 
to extend its time horizon at least until the end of June 2021 or, if later, until the 
end of the pandemic impact on the EA economy. Moreover, in the same meeting, 
the ECB decided to reinvest the maturing principal payments from the securities 
purchased under the PEPP at least until the end of 2022. Then, in the ECB’s meeting 
of December 2020, the PEPP’s total envelope was brought to €1,850 billion and its 
time horizon was extended at least until the end of March 2022 or until the end of 
the negative economic effects of Covid-19. Moreover, the reinvestment of principal 
payments from the maturing securities purchased under PEPP was extended at least 
until the end of 2023.

8 The ‘capital-key’ rule is based on the shares of the ECB’s capital held by each of the EU’s national 
central banks. To be applied to the APP and PEPP, this rule requires the normalisation to 100 of the 
total shares held by the national central banks of countries belonging to the EA. The consequent re-
parametrised shares held by each of the EA’s national central banks on the ECB’s capital determine the 
portion of the national government securities to be purchased by the Euro-system of central banks.
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The abovementioned decisions underline that, in 2020 and in a large part of 2021, 
the ECB pursued clear forward guidance: the commitment to continue an expansion-
ary utilisation of the monetary channels until the end of 2023. This strategy had 
an important side effect, that of easing the national fiscal policy constraints of the 
EA countries (particularly, those with a high public debt/GDP ratio) until the expiry 
date of the full spending commitments included in the National Recovery and Resil-
ience Plans. The latter are the plans designed by the European Union (EU) Member 
States and approved by the EU Council in order to have access to the funds of the 
Recovery and Resilience Facility (RRF).9 In combination with the ECB’s utilisation 
of the banking channel (see above), this shows the medium-term horizon of the cur-
rent expansionary stance of European policies (common monetary policy, national 
fiscal policies, centralised – even if temporary – fiscal policy). However, as it was 
signalled by the ECB’s meeting of December 2021, the expansion in the monetary 
policy could be slowed down in 2022 and 2023. Hence, it is crucial to specify the 
macroeconomic and financial impact of the decisions taken by the ECB before that 
date.

3  The ECB’s Announcements and the Monetary Policy Events

The previous description of the ECB’s initiatives in response to the Covid-19 crisis 
can be completed with a discussion of some of the announcements made by ECB 
President Christine Lagarde during the Press Conferences, which presented the deci-
sions taken by the Governing Council in each of the 2020 ECB meetings. These 
announcements often influenced the impact of the undertaken monetary policies.10 
However, it is difficult to offer a convincing ex-ante definition of the concept of 
“announcement” because, in the Press Conferences and other ECB documents, there 
are many statements that cannot be assimilated to this concept. For instance, all the 
policy measures described in the previous section were presented and discussed 
by the ECB’s President and Vice-President, but the plain reference to these actual 
measures cannot be assimilated to an announcement. Many other cases are subtler. 
Hence, we need a judicious and parsimonious criterion of reasonableness for select-
ing the ECB’s main announcements from the whole set of heterogeneous statements 

9 The RRF is the most important programme of the Next Generation EU (NG-EU), which, in turn, repre-
sents a crucial EU innovation: the first partial implementation of a centralised fiscal policy based on the 
EU’s debt issuances. The funds, allocated to the EU Member States through the RRF, amount to almost 
90% of the total NG-EU envelope of €750 billion (at the 2018 price level). All these funds should be uti-
lised by the end of 2026 but committed at the national level by the end of 2023.
10 Appropriate policy announcements can reduce uncertainty; and this reduction has, in turn, posi-
tive impacts on the economic system in terms of investment, consumption, output, and worked hours 
(Bloom 2014; Baker et al. 2016; Basu and Bundick 2017). In this section, we show that the ECB has 
often been able to anticipate or support its policy decisions through appropriate announcements. This 
element corroborates the view that the discontinuities in the financial markets’ volatility, which are 
approximated by uncertainty indicators, have been limited during the pandemic shock also thanks to the 
announced monetary policies (see also Benigno et al. 2020).
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made by the President and other Members of the Governing Council; and, obvi-
ously, this criterion cannot be based on the ex-post impact of each statement.

Despite the risk of getting trapped in circular reasoning, here we content our-
selves with defining as “announcements” those statements which aim at affecting the 
expectations of market agents or which unintentionally but manifestly affect these 
expectations. In the following paragraphs, this criterion is used to analyse some of 
President Lagarde’s words in 2020.

It is reasonable to believe that on 12 March 2020 Ms. Lagarde made an important 
announcement in the Q&A session with the press when she stated: “The ECB is 
not “[…] here to close spreads. This is not the function or the mission of the ECB. 
There are other tools for that, and there are other actors to actually deal with those 
issues.” The reason why this statement can be classified as a significant announce-
ment is twofold. On the one hand, her reply to a journalist’s question was based on a 
shared view of the independence of monetary policy.11 However, on the other hand, 
the timing for the reappraisal of this view was so inappropriate that the reply became 
a negative surprise. In those days, European citizens were watching on television the 
tragic lines of trucks transporting coffins with Covid victims in the most developed 
Italian region (Lombardy) and were realising that the health emergency was out of 
the European governments’ control. The contradiction was so puzzling that Presi-
dent Lagarde had to adjust her statement a few hours later and the Governing Coun-
cil had to immediately undertake new initiatives.

During the 29 October 2020 meeting, Ms. Lagarde made another statement that 
should be assimilated to an announcement. The ECB’s President affirmed that, 
despite the wait-and-see position pursued by the Governing Council in the pre-
vious four months, new monetary policy initiatives were likely to be launched in 
the near future: “Staff macroeconomic projections in December 2020 will allow a 
thorough reassessment of the economic outlook and the balance of risks. Based on 
this updated assessment, the Governing Council will recalibrate its instruments, as 
appropriate, to respond to the unfolding situation.” In the fall of 2020, there were – at 
least – three reasons that justify the classification of this statement as an announce-
ment. The first reason was due to the unanticipated explosion of the second wave of 
Covid-19, resulting in prevailing expectations that further policy interventions were 
required. The second reason was based on Ms. Lagarde’s choice of making a con-
tingent but precise commitment on the conditions and the timing for strengthening 
the ECB’s expansionary monetary policy: a negative economic outlook and the end 
of the year. The third reason depended on the international consensus in terms of 
the expected negative evolution of the European economy and, specifically, in terms 

11 The question was: “at the moment certain countries are hit especially hard, like Italy. What can the 
ECB do if the spread for government bonds increases? […] Could there be […] possibilities to help 
certain countries?” In principle, Ms. Lagarde was right in referring to other policies. At different times, 
Draghi (2014); Visco (2019), and other members of the ECB Governing Council emphasised that mone-
tary policy could not be the only “game in town” and could not be a substitute for pursuing the objectives 
of fiscal policy (a specific kind of ‘fiscal dominance’). Hence, as Christine Lagarde, these policy makers 
maintained that monetary policy needs the support of an expansionary and centralised European fiscal 
policy during the economic crises.
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of a new recession during the fourth quarter of 2020 in the euro area. In fact, as we 
have already recalled, in the meeting of December 2020, the ECB strengthened its 
unconventional expansionary monetary policy through the monetary and banking 
channels.

By contrast, we maintain that it would be inappropriate to classify the repeated 
statements on the possible adjustments of the expansionary stance of the ECB’s 
monetary policy to the actual economic changes as announcements. During the 
Press Conference of 30 April 2020, President Lagarde stated that the Governing 
Council was “fully prepared to increase the size of the PEPP” and “to adjust all of 
its instruments, as appropriate”. The same concepts were repeated at the Press Con-
ferences of 4 June and 16 July 2020, even if in a less assertive way. Then, despite 
the improved utilisation of all the tools of monetary policy, during the meeting of 10 
December 2020 it was reiterated that the ECB Governing Council remained “ready 
to adjust all its instruments, where appropriate […];” and analogous concepts were 
restated in a number of 2021 ECB meetings. We do not suggest classifying these 
affirmations as announcements because their content is self-evident and, contempo-
raneously, there was no specific commitment to undertake actual policy initiatives. 
Consequently, these affirmations are commonly viewed as being unable to have an 
intended or unintended impact on the expectations of market agents.

Assessing the statement first made by Ms. Lagarde during the Press Conference 
relative to the meeting of 21 January 2021 is more controversial. Before confirm-
ing that the monetary instruments would be utilised to “counter the negative pan-
demic shock to the path of inflation,” the ECB’s President claimed that “if favour-
able financial conditions can be maintained with asset purchase flows that do not 
exhaust the envelope over the net purchase horizon of the PEPP, the envelope need 
not be used in full.” According to our definition of announcement, this last statement 
is ambiguous. It does not commit the ECB to specific initiatives, although it could 
be perceived as a surprise. However, considering that analogous statements were 
repeated in 2021 following meetings without any actual policy initiative, we have 
decided to exclude this aspect from the set of significant announcements.12

Table 1 dates the events that, following our discussion in the current and previous 
sections, have been identified as significant changes in the ECB’s actual monetary 
policy and/or as significant announcements. This means that, in our framework, a 
significant monetary event can be based on two indicators: either the time in which 
new monetary policy decisions were undertaken, or the time in which new informa-
tion was disclosed (announcement) regarding the policy stance. It follows that an 
event can refer to different ECB announcements or policy actions that occurred on 
the listed date.

12 This decision also justifies the reference to the 2020 announcements. In fact, the ECB’s meetings 
from March to October 2021 did not introduce significant changes or announcements with respect to the 
EA monetary policy. Moreover, we do not have sufficient empirical evidence to assess the impact of the 
important decisions taken by the ECB in its meeting of mid-December 2021.
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4  The Impact of the ECB’s Pandemic Measures

This section provides a view of the behaviour of relevant spreads in financial markets 
during the first two waves of the pandemic crisis. The analysis aims at illustrating 
the persistent effects of policy on longer horizons.13 In particular, Fig. 1 shows some 
indicators of the borrowing conditions of banks, firms and national governments, as 
well as the dynamics of inflation expectations. In the figure, we underline with verti-
cal lines the events identified in Table 1. Panel (a) plots the long-term spreads on 
corporate and bank bonds; panel (b) illustrates the impact of ECB policies on gov-
ernment borrowing; panel (c) plots the market-based measures of expected long-run 
inflation in the EA.14

Panel (a) of Fig. 1 shows that, as the pandemic crisis erupted at the beginning of 
March 2020 with the first lockdown in Italy, spreads on corporate and bank bonds 
increased substantially, reaching levels higher than 250 basis points. At the begin-
ning of 2021, both spreads came back to the pre-crisis levels, suggesting that ECB 
policies had been effective in reducing them.15 An examination of this figure pro-
duces other more specific and interesting observations. Following the 12 March 
2020 event, the positive effect on both spreads – even if marginal – was reversed 
during the days after the announcement (an increase in both spreads was observed) 
when the market panicked as it digested Ms. Lagarde’s Press-Conference remarks. 
Only the policy measures decided on 18 March 2020 were able to reverse this trend.

Panel (b) of Fig. 1 illustrates the impact of ECB policies on government borrow-
ing conditions by considering the sovereign bond spreads’ dynamics with respect to 
the risk-free counterparts at the same maturity. It focuses on the spread of the Ital-
ian debt and on that of a composite EA sovereign debt. The observed convergence 
of these two spreads suggests that this segment of the financial markets was stabi-
lized by ECB policies. As noted, spreads remarkably increased after the start of the 
pandemic crisis and even more after the unfortunate Press Conference of 12 March 
2020. However, it is evident that the decision to introduce the PEPP (18 March 
2020) reduced the spreads on sovereign bonds until the beginning of 2021. Overall, 
the ECB’s decisions on the PEPP (18 March and June 2020) together with the APP 

13 A thorough evaluation should rely on a proper econometric analysis, which falls outside the scope of 
this paper.
14 More specifically, we refer to the following spreads: (i) the difference between a composite index of 
bank bonds and the 10-year swap rate; (ii) the differential between the yields of long-run BBB corporate 
bonds and the 10-year swap rate; (iii) the spread between a composite yield of the 10-year eurozone 
government bonds and the swap rate with the same maturity; (iv) the spread between nominal and real 
yields, and the swap rates at the same maturity (5 and 10-year inflation expectations). As a special case 
of (iii), the relevant spread is applied to the Italian government bonds.
15 Lane (2020b) discusses the time series of the average euro-area lending rate, focusing on the inter-
mediation wedge, i.e. the spread between the non-financial corporations’ lending rate and the three-year 
swap rate capturing the risk-free rate. Lane shows that the ECB’s overall action was useful to keep lend-
ing rates near historically low, by easing the terms and conditions on bank lending despite an increase in 
the credit risk. Therefore, a credit crunch was avoided. Borri and Di Giorgio (2021) also document that 
the PEPP announcement contributed to restoring calm in the European banking sector.
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Fig. 1  Borrowing conditions and inflation expectations dynamics
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scaling-up on 12 March have reduced the euro-area GDP-weighted ten-year sover-
eign yield by almost 45 basis points (ECB, 2020: Box 3).16

Panel (c) of Fig. 1 displays the two market-based measures of long-run infla-
tion’s expectations. On several occasions,17 Ms. Lagarde stressed that the intro-
duction of the PEPP and the PE-LTRO, within the strategy already designed by 
the ECB,18 had provided crucial support for the resilience of inflation within the 
EA, preventing a much larger disinflationary shock and the risk of triggering a 
deflationary spiral at the end of 2014. Panel (c) shows that inflation expectations 
strongly declined from the outbreak of Covid-19 until the beginning of 2021. 
On 23 March 2020 they reached a historical minimum of 0.72% over the 5-year 
horizon and 1.05% over 10-year horizon. Following the 12 March Press Confer-
ence, the adoptions of the PEPP on 18 March and the PE-LTRO on 30 April 
2020 were associated with a sharp increase in inflation expectations, especially 
for the very long-run component. However, some days were required for these 
announcements in order to affect the indicators in the “right” direction, perhaps 
suggesting that financial markets needed additional information to process the 
actual size of the monetary-policy stimulus.

A key factor of the positive reflationary reversal perhaps could have been traced 
back, at that time, to the beginning of concrete conversations on a common Euro-
pean fiscal policy reaction, thus boosting the stimulus provided by monetary pol-
icy. However, it is important to stress that market-based inflation expectations have 
still largely remained under the ECB 2% target, suggesting that all the policies 

Table 1  Monetary policy events

Authors’ elaboration on ECB’s decisions and Press Conferences

Event #1
12 March 2020

Having reached a zero-lower bound in policy interest rates some time before, the 
ECB implemented a strengthening of the T-LTRO III and a one-off enlargement 
of the APP. Moreover, President Lagarde announced that the ECB was not “here 
to close spreads” between government bonds of different EA countries, despite the 
exceptionality of the economic crisis.

Event #2
18 March 2020

The ECB enlarged the range of the eligible assets in the APP and implemented the 
PEPP. Moreover, it started to ease the quality of accepted collaterals.

Event #3
30 April 2020

The ECB further strengthened the T-LTRO III and implemented the PE-LTRO. The 
ECB Governing Council also announced that it would have been ready to provide 
additional liquidity, if needed. According to our previous analysis, this statement 
is not included in the announcements. However, the event remains significant in 
terms of policies.

Event #4
29 October 2020

The ECB announced the possible recalibration of its monetary policy instruments to 
counteract the projected negative inflation path and to support economic recovery, 
according to the new empirical evidence emerged in December.

Event #5
10 December 2020

The ECB implemented further strengthening of the PE-LTRO, the PEPP, the 
T-LTRO III.

16 See also Lane (2020a, b).
17 See Lagarde (2020a, b).
18 See, e.g., Neri and Siviero (2018) and Rostagno et al. (2019).
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undertaken came short of reaching the ECB’s long-term price objective. However,  
at the time this paper was written (December 2021), the five-year ahead forward 
swap rate had risen above 2%. The President of the ECB and the majority of the  
Governing Council members still maintained that this excess in the EA’s average 
inflation rate is a temporary phenomenon. However, in the meeting of mid-December  
2021, the ECB decided to decelerate the expansionary stance of its unconventional 
monetary policy.

5  The Impact of the ECB’s Pandemic Measures: Quantitative Aspects

This section assesses the impact of the policy measures implemented by the ECB to 
offset the pandemic crisis using an event-based analysis. This methodology allows 
us to refer to the descriptive analysis of the previous section and to closely examine 
the effects that the monetary policies, undertaken or announced by the ECB, had 
on relevant spreads in financial markets and inflation expectations as illustrated in 
Fig. 1. These variables are significant for the monetary policy’s transmission mecha-
nism during the pandemic shock. In doing so, we follow and extend the analysis pro-
vided by Szczerbowicz (2015), who instead analyses the monetary policies imple-
mented after global financial crisis.19

5.1  Methodology

An event-based methodology allows us to assess the impact of the events considered 
on selected variables. We aim at evaluating how the ECB’s 2020 unconventional and 
extraordinary monetary policy measures quantitatively impacted those two impor-
tant aspects of the European economic processes whose changes were descriptively 
examined in Sect. 4, that is:

1) Borrowing conditions for different agents (banks, firms, and national governments);
2) Inflation expectations.

Borrowing conditions are key elements in the smooth functioning of the mon-
etary policy’s transmission mechanism. Inflation expectations are significant both as 
part of monetary policy transmission channels and as an indicator of the ECB’s abil-
ity to reach its price stability objective.

We measure the impact of the ECB’s extraordinary monetary policy initiatives on 
different variables (see Sect. 4).

19 See also Altavilla and Giannone (2017). The same methodology has often been applied to studying 
financial markets under different perspectives, e.g. de Jong et  al. (1992); Miyajima and Yafeh (2007); 
Ederington et al. (2015); Loipersberger (2018) and Sun (2020).

667The European Monetary Policy Responses During the Pandemic…



1 3

1. Starting with the transmission in the banking sector, we consider measures of 
both short-term and long-term spreads in credit markets. These spreads highlight 
borrowing costs for banks. For the short-term spread, we make use of the differ-
ential between the 1-month (3-month) interbank rate captured by the EURIBOR 
and the 1-month (3-month) overnight indexed swap (OIS) rate, which is a proxy 
for the risk-free rate. For the long-term spread, we use the difference between the 
yield of a composite index of bank bonds and the 10-year swap rate capturing the 
long-term risk-free rate.20

2. Assessing then the transmission of the ECB’s monetary policy (implemented or 
announced) to the corporate sector, we consider the spread between the yield of 
a composite index on BBB long run corporate bonds and the 10-year swap rate.21

3. As regards the national governments, we consider two cases: (i) the variation of 
the spreads between the yield of an index of 10-year government bonds of the 
eurozone countries and the swap rate with the same maturity as a benchmark; (ii) 
the spread between 10-year Italian government bond yield and the same bench-
mark.

4. Regarding inflation expectations, we use market-based measures: the spread 
between nominal and real yields and the swap rates at the same maturity. We 
consider 5 and 10-year inflation expectations.

The source of all the data is Datastream; and, given the events listed in Table 1, 
the sample period is January 2019-January 2021.

For each of the abovementioned variables, we run the following regression:

where the variables denote: yt , the two-day changes of the variable under considera-
tion (spread for government bonds, bank bonds, and corporate bonds); xt includes 
the control variables (where the control is set for week-calendar days); Zt , repre-
sents the five dummy variables identifying each monetary policy event; �t , a random 
shock; � , represents the constant in the regression; �i ( i = 1…m ), the coefficients 
referring to the respective lags of the variable yt ; �j (j = 1… d) , the coefficients cor-
responding to the control variables; �v (v = 1… 5 ), the coefficients of the dummies 
of the five identified events.

5.2  Results

The results of the regressions are presented in Tables 2–4 only with respect to the 
coefficients that relate to the events identified.

Table 2 shows the impact of the events on the relevant spreads in the banking sec-
tor. The first two columns relate to the spread at 1-month and 3-month maturities, 

(1)yt = � +
∑m

1
�iyt−m +

∑d

1
�jxt +

∑5

1
�vZt + �t

20 The Datastream mnemonic for the bank bond index is IBCBANK (IBoxx index), which aggregates 
bonds at different maturities.
21 The Datastream mnemonic for the corporate bond index is IBCB10, which aggregates bonds at differ-
ent maturities.
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while the last column refers to the long-term spread. Notice that the estimated 
parameters of the regression (see Eq. 1) capture the short-term impact, on a two-day 
horizon, that the various events examined had on the change of the spread. A coef-
ficient of 0.01, for example, denotes that the event increased the spread after two 
days by 0.01%,. Using this metric, the table shows that the monetary policy event 
identified only displayed marginal impacts on the change of the relevant spreads for 
banks.

The table shows that the strengthening of the T-LTRO III (12 March 2020) rep-
resented the ECB policy initiative that had the most important impact in reducing 
spreads along all considered time horizons. In particular, the long-term spreads 
decreased by almost ten basis points. The other events did not display a compa-
rable impact on spreads. In some cases, they just provided a marginal impact on 
short-term maturities.

More interesting results will be obtained if we look at the spreads for govern-
ment bond yields. This is shown in the first and second columns of Table 3, which 
display, respectively, the composite EA and the Italian government spreads. The 
last column reports, instead, the effects on spreads of corporate bond yields. The 
results for the events of 12 and 18 March 2020, are shown to be significant and 
drastic.

Table 2  Effects on banks’ spreads

p–values are in brackets. ***p < 0.01; **p < 0.05; *p < 0.1

1-month spread 3-month spread Long-term spread

12 March 2020 -0.01*** -0.02** -0.09**

18 March 2020 -0.01*** -0.02* 0.03
30 April 2020 0.02*** 0.00 0.00
29 October 2020 0.01*** 0.00 -0.01
10 December 2020 0.00 0.00 0.00
Obs 521 520 519
R2 0.23 0.38 0.67

Table 3  Effects on firms’ and governments’ yield spreads

p–values are in brackets. ***p < 0.01; **p < 0.05; *p < 0.1

EZ sovereign spread Italian sovereign spread Corporate bond 
spread

12 March 2020 0.11*** 0.28*** -0.02
18 March 2020 -0.23*** -0.77*** 0.04
30 April 2020 0.01*** 0.00 0.01
29 October 2020 -0.02*** -0.05*** 0.01***

10 December 2020 0.00 0.02** -0.01**

Obs 522 522 518
R2 0.36 0.33 0.62
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The ECB’s monetary policy decisions and announcements of 12 March 2020 sig-
nificantly contributed to the increase of government bond yield spreads on that day 
and on the following two days. This specifically applies to the Italian spread, which 
is estimated to have increased by 28 basis points after the event of 12 March. The 
main culprit is President Lagarde’s famous statement at the Press Conference. As 
already mentioned, Ms. Lagarde said that the ECB’s role was not to close sovereign 
debt spreads. Indeed, as Table  3 shows, the market well understood the message; 
and the impact of this message was not compensated for by the strengthening of the 
T-LTRO III. However, our analysis cannot exclude that investors were also disap-
pointed by the modest one-off €120 billion strengthening of the APP. By contrast, 
on 18 March 2020 the ECB launched the PEPP with a total envelop of €750 bil-
lion. This event reduced significantly government bond yield spreads, especially for 
Italy. The effect was significant since it amounted to 77 basis points. Interestingly, 
as noted in Sect. 4, the downward pressure on spreads became more effective after 
some time, perhaps suggesting the importance of enacting additional channels or 
policies.

The announcement on 29 October 2020 of the future strengthening of the ECB’s 
expansionary monetary policy, showed a relatively weak impact: a 5-basis-point 
reduction of government bond yield spread for Italy and an even lower reduction 
for the EA. However, on 10 December 2020, the robust implementation of this 
announcement apparently had no effect at all. At first glance, this empirical result 
is difficult to explain. It signals that, in fact, positive announcements do not have the 
same impact as actual positive initiatives; however, financial investors incorporate 
news in their market behaviour so that the announcements can reduce the impact of 
the implementation of these policies due to the absence of market surprise.

The third column of Table  3 shows that the examined monetary policy events 
only marginally affected spreads in the corporate bond markets. Interestingly, the 
controversial announcement on 12 March did not completely blur the positive effects 
of the ECB’s actual decisions on corporate bonds. In other words, the strengthening 
of the T-LTRO III was interpreted by potential borrowers as a positive news regard-
ing the interest rate structure. However, the impact was small and not significant 
(only 2-basis points); hence, it does not allow for a robust interpretation.

Let us finally focus on expectation dynamics of inflation rates. In Table  4 we 
apply an econometric analysis to Eq. (1) by using measures of inflation expectations 
captured by the spread between nominal and real yields and the swap rates at the 
same maturity. We consider 5 and 10-year inflation expectations.22

Even in this case, the impact of the announcements on inflation expectations was 
limited. Interestingly in some cases the responses went in the opposite direction with 
respect to what the economic intuition should have suggested. For example, President 
Lagarde’s announcement of 12 March 2020 had a deflationary content; on the con-
trary, the whole event produced an increase in inflation expectations probably ascrib-
able to the expected impact of the strengthened T-LTRO III. Moreover, the event on 
18 March should have boosted inflation expectations rather than implying a persistent 

22 Market-based expectation data have been obtained from Datastream.
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decline. A caveat to be considered for explaining these results is that market-based 
measures of inflation expectations may not be appropriate for measuring the signifi-
cant inflation expectations for economic agents’ consumption and investment deci-
sions. Most importantly, they may react only slowly to new information as agents 
process their long-term economic impact. As shown in Sect. 4, the agents’ reaction 
started to head in the expected direction, with delay.

5.3  Limits

An event-study analysis is characterised by some structural limitations that would 
be appropriate to emphasise. First, in examining the ECB’s decisions to change its 
monetary policy stance, it would be necessary to verify if the event was not antic-
ipated by the market. A partial or full anticipation could result from information 
leaks or simply from the market agents’ ability to read some signals of the possible 
ECB measures before their implementation. In these cases, the event-study analysis 
could still capture some surprise in the actual disclosure of the decision with respect 
to the previous market information set; however, the surprise and its impact would 
be weakened. The same applies to the announcements. It is important to verify that 
the latter were not fully anticipated by the market; otherwise, their possible impact 
would be cancelled. The second limitation of an event-study analysis derives from 
the possible time coincidence in the disclosure of different decisions and announce-
ments. It is difficult to disentangle the specific impact of the various components in 
the consequent flow of contradictory information. For instance, in our exercise we 
analyse the impact of a specific event on the two-day changes of variables under 
examination; hence, it is impossible to specify the effects of each of the different 
decisions and announcements given on the same event day.

Event #1 of Table 1 is a proper example of this second limitation. On that date, 
the ECB strengthened some aspects of the T-LTRO III and enlarged – even if mildly 
– the APP; afterward, during the Press Conference Ms. Lagarde announced that clos-
ing the spreads in sovereign debt markets was not consistent with the ECB’s role.23 

Table 4  Effect on inflation 
expectations

p–values are in brackets. ***p < 0.01; **p < 0.05; *p < 0.1

5-year horizon 10-year horizon

12 March 2020 0.02*** 0.04***

18 March 2020 0.01 -0.05***

30 April 2020 0.01* 0.01*

29 October 2020 0.02*** 0.02***

10 December 2020 -0.01** -0.01***

Obs 522 520
R2 0.48 0.48

23 The ECB also decided to leave unchanged the interest rates on the main refinancing operations, the 
marginal lending facility, and the deposit facility.
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Figure 2 clearly illustrates how complex was the impact of this event by plotting the 
10-year Italian government bond yield in different points in time. At the instant in 
which the ECB disclosed the information on the monetary policy decisions (12:45 
GMT), the market yield on Italian debt had already jumped. This was probably due 
to the ECB’s expansionary initiatives being weaker than generally expected. In the 
instant in which the Press Conference started (13:30 GMT), the yield progressively 
increased and jumped even further after the instant of Ms. Lagarde’s statement.

6  Conclusions

By investigating the impact of the ECB’s 2020 monetary policy decisions imple-
mented to contrast the negative impact of the pandemic shock, this paper shows 
that these policies obtained limited but significant positive results.

In 2020, European firms and households experienced the dramatic conse-
quences of the most severe economic and social crisis of the last two centuries. 
However, the huge amount of liquidity pumped by the ECB into the economic 
system through the monetary channel (APP and PEPP) reduced the risk of gen-
eral economic breakdowns and social collapse by allowing also the most fragile 
countries of the EA to implement national expansionary fiscal policies despite 
their very limited fiscal capacity. The even larger amount of liquidity temporar-
ily transferred by the ECB to the European banking sector decreased the num-
ber of firms and households hit by the quantity credit rationing and helped their 
temporary solvency. Hence, the ECB’s extraordinary monetary policy contributed 
to overcoming the emergency. The continuation of this policy in 2021 and its 
combination with a centralised and expansionary fiscal policy (Next Generation 
– EU) has allowed EA countries to overcome the negative economic impact of 
further waves of Covid-19 while laying the foundation for an economic recovery 
that aims at implementing sustainable long-term development.

Fig. 2  Italian ten-year sovereign bond yield (12 March 2020; GMT)

672 P. Benigno et al.



1 3

The evolution of this new European ‘policy mix’ is still uncertain. It is worth 
stressing that the centralised fiscal policy launched in the EA and EU in the 
spring of 2020 and mainly implemented in the fall of 2021 is extraordinary and 
temporary. The initiatives, financed by the main EU programme (RRF), should 
be centred on projects (that is, a combination of reforms and public and private 
investments) relating to three pillars: ‘green’ transition, digital innovation, and 
social inclusion. All these projects should be concluded by the end of 2026. This 
means that, in the short term, the RRF will imply a deep restructuring of the 
EU production sectors and dramatic changes in the composition of the demand 
for capital equipment and human resources. To handle these profound economic 
changes, the RRF and other EU funds will not be sufficient, which is why Euro-
pean financial and non-financial firms will still need the support of an expansion-
ary monetary policy. In its meeting of mid-December 2021, the ECB Governing 
Council stated that the increase in the EA’s inflation rate is temporary and that the 
2021 economic rebound is just a comforting basis for a robust recovery. Hence, 
the ECB confirmed the expansionary stance of its monetary policy. However, it 
also decided on a strong slowdown of its unconventional programmes.

It is difficult to forecast today (December 2021) the trend in the ECB’s mon-
etary policy in 2022. The parallel decision taken by the US central bank (the 
Fed) to conclude its pandemic emergency programme of asset purchases and 
to increase its policy interest rate will likely imply that, at the end of 2022, the 
ECB will take analogous decisions. In that case, the EA countries with high pub-
lic debt/GDP ratio would be unable to reproduce a national expansionary fiscal 
policy. Hence, the EU’s economic recovery and medium-term growth would be 
based on the successful implementation of the RRF and, specifically, on the effi-
cient and effective management of the difficult economic transition. Moreover, 
these achievements could reproduce and strengthen the centralisation of EU fiscal 
policy beyond 2026. Hence, the crucial question is: Is it possible that, thanks to 
the positive incidence of a centralised fiscal policy, the ECB’s monetary policy 
becomes more prudent without penalising European growth?

Let us add that, even if the ECB was able to implement a persistent expansionary 
monetary policy, the long-term impact of the latter on national fiscal policies and 
on the implementation of the RRF’s projects would remain unclear. EU countries 
would clearly face an easier centralised fiscal constraint. Can we maintain that the 
majority of national policymakers would use this opportunity to efficiently support 
the future economic development of their economies so that increases in the national 
government debts would not threaten their future sustainability? We cannot answer 
the last question by means of a positive and unqualified answer.

Our open conclusion is that the European economic evolution can establish sev-
eral different equilibria (e.g. De Grauwe and Ji 2012). The continuation of an appro-
priate policy mix at the European level will be a crucial but insufficient condition to 
select a ‘good’ equilibrium and avoid ‘bad’ equilibria. Another condition will be an 
efficient national fiscal policy in the EA countries with high public debt/GDP ratios.
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