
On the demand side, monetary policy can and should play a central role, which currently means an 

accommodative monetary policy for an extended period of time. I am confident that the package of 

measures we announced in June will indeed provide the intended boost to demand, and we stand 

ready to adjust our policy stance further.  

 

We have already seen exchange rate movements that should support both aggregate demand and 

inflation, which we expect to be sustained by the diverging expected paths of policy in the US and 

the euro area.  

We will launch our first Targeted Long-Term Refinancing Operation in September, which has so 

far garnered significant interest from banks. And our preparation for outright purchases in asset-

backed security (ABS) markets is fast moving forward and we expect that it should contribute to 

further credit easing. Indeed, such outright purchases would meaningfully contribute to diversifying 

the channels for us to generate liquidity.  

 

Inflation has been on a downward path from around 2.5% in the summer of 2012 to 0.4% most 

recently. I comment on these movements about once a month in the press conference and I have 

given several reasons for this downward path in inflation, saying it is because of food and energy 

price declines; because after mid-2012 it is mostly exchange rate appreciation that has impacted on 

price movements; more recently we have had the Russia-Ukraine geopolitical risks which will also 

exert a negative impact on the euro area economy; and of course we had the relative price 

adjustment that had to happen in the stressed countries as well as high unemployment.  

 

Acknowledging this, the Governing Council would use also unconventional instruments to 

safeguard the firm anchoring of inflation expectations over the medium- to long -term.  

I have said in principle most of these effects should in the end wash out because most of them are 

temporary in nature - though not all of them. But I also said if this period of low inflation were to 

last for a prolonged period of time the risk to price stability would increase. Over the month of 

August financial markets have indicated that inflation expectations exhibited significant declines at 

all horizons. The 5year/5year swap rate declined by 15 basis points to just below 2% - this is the 

metric that we usually use for defining medium term inflation. But if we go to shorter and medium-

term horizons the revisions have been even more significant. The real rates on the short and 

medium term have gone up, on the long term they haven't gone up because we are witnessing a 

decline in long term nominal rates, not only in the euro area but everywhere really.  

 



The Governing Council will acknowledge these developments and within its mandate will use all 

the available instruments needed to ensure price stability over the medium term. 


