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Abstract

The monetary dialogue between the European Parliament and the ECB is a key component for
the democratic accountability of the independent central bank. We provide new evidence for
the efficiency of the dialogue and present the results of a survey conducted among the
members of the parliament’s ECON committee. We find that while the monetary dialogue
may have had little or even negative impact on financial markets, it plays a significant role in
informing and involving members of parliament and their constituencies. Amidst an
intensifying debate about the transparency of the ECB, these findings shed new light on the

current state of affairs of ECB accountability and its alleged need for enhancement.

1 Accepted for publication in JCMS: Journal of Common Market Studies. We thank Piero Esposito for
research assistance on an earlier version of the paper which formed part of the EP research note
IP/A/JECON/NT/2014-01 in the compilation PE 518.753. We are highly grateful to colleagues from
LSE and Sant'Anna as well as three anonymous reviewers for their very helpful comments. All errors

remain our own.



Introduction

Central bank communication is crucial for the effectiveness of monetary policy. Central banks
affect the economy by setting interest rates and conducting money market operations, but also
through their influence on expectations (Woodford, 2005). To be effective, central banks’
interventions, signals and policy discourses must remain coherent over time so that the
contexts and reasons for which the central bank takes certain actions are properly understood
by economic agents and the public at large. Policy consistency is supported by central bank
independence, which prevents unwarranted interferences with the conduct of monetary policy.
Yet, while central bank independence is a necessary condition for coherence in monetary
policy, it is not sufficient: When responding to changes in the environment, the central bank
must not only convey a reaction in its policy stance, such as adjusting interest rates, but also
explain how it pursues its goals by appropriate action. Ultimately, policy effectiveness also
rests on the democratic legitimacy of the central bank as an institution that serves collective
welfare. These needs assign, in theory, a two-fold function to the transparency and
accountability of central bank communication: they ought to further both the effectiveness

and the democratic legitimacy of monetary policy.

In the euro area, monetary policy responsibility has been delegated to the highly independent
European Central Bank (ECB), while other policy competences have remained under the
control of member states. Given that there is no institution to correct inconsistencies in the
conduct of decentralised national economic policies with respect to the aggregate
macroeconomic policy stance, the communication, transparency and accountability of the
central bank is even more important than in sovereign nation states. Such policy
inconsistencies have been at the root of the euro crisis and have made a subsequent return to
sustainable balanced growth and full employment more difficult. The ECB, as the only
unified macroeconomic actor, has played a major role in preserving the euro as the single
currency, while national politics have frequently been a source of uncertainty and economic
shocks (Collignon et al., 2013). In this context, communication between the ECB and
political decision-makers has been indispensable, but the problems are compounded by the
fact that decision-makers are not only national governments but voters in national
constituencies. While the eurogroup allows the direct exchange of views between the ECB
president and finance ministers, the legitimacy and general acceptance of the euro requires
that the public at large is able to comprehend and challenge the views of the central bank. Yet
while the ECB communicates regularly through press conferences, public speeches and
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official documents, the only institutional setting for a mutual exchange with the
representatives of eurozone citizens is the quarterly monetary dialogue (MD) between the
European Parliament’s committee on economic and monetary affairs (ECON) and the ECB
president. This raises the question whether the monetary dialogue has contributed to a better
understanding of economic and monetary policy requirements in the context of the rapidly

deteriorating euro crisis.

This paper assesses, therefore, the role of the monetary dialogue during the EP’s seventh
legislative term (2009-14). We conduct an empirical test of the two functions that can
theoretically be assigned to central bank communication in the MD, namely monetary policy
efficiency and democratic accountability. To this end, we employ a set of both quantitative
and qualitative methods: Policy efficiency is gauged with the help of an econometric
GARCH-M model, while accountability is examined through a close reading of policy
transcripts as well as parts of an own survey among policy-makers. Our findings suggest that
the dialogue's impact on monetary policy efficiency is small at best, but that its accountability
function is all the more relevant. The rest of the article is structured as follows. We first
review why central bank communication and accountability are important especially during
times of crisis and derive two hypotheses from the academic literature. We then produce
evidence with respect to the impact the dialogue has had on financial market reactions,
changes in the quality of exchanges during the crisis, and the views MEPs as representatives
of citizens have themselves about the usefulness of the dialogue. We conclude that while the
exchanges between the two institutions seem to have done very little to improve the stability
of financial markets, they do play a role in informing and involving members of the

parliament and thus further the ECB's democratic accountability.

I. Central Bank Communication and Accountability in Times of Crisis

Since the global financial crisis erupted in 2008, parts of the received wisdom on monetary
policy-making have been shaken. While the debate about policy objectives used to focus on
the trade-off between inflation and unemployment, it is now understood that conventional
monetary policy must be grounded in financial stability. Focussing on medium term price
stability — supported by central bank independence, accountability and clear communications
— was by itself not enough to guarantee financial stability (Vayid, 2013). The source of
financial instability resulting in the global financial crisis was the build-up of asset price
misalignments (bubbles), which had generated asset overvaluations and persistent debt

3



accumulation. In principle, the ECB could have prevented credit bubbles by controlling
monetary and credit aggregates in the monetary pillar of its strategy framework (and indeed it
was more conservative than the Federal Reserve System under Greenspan). In reality,
however, it is difficult to detect the early stages of a bubble and in the euro area asset bubbles
were localised in some member states. Like other central banks prior to the crisis, the ECB
had given priority to inflation targeting of consumer prices and excluded asset prices from its
policy focus. If this was a mistake, it was shared with the European Parliament: before the
Lehman crisis the ECON committee did not press the ECB to explain asset price inflation.
However, during the seventh parliament, the committee did raise the issue during almost

every session, although the ECB’s answers have remained evasive.

The crisis has generated new challenges for monetary policy, which also affect the ECB’s
accountability. First of all, the question arises of how the central bank ought to deal with
financial instability. Central banks around the world responded by cutting interest rates and
accommodating the high liquidity preference of banks. Initially, the euro area's other major
institutions were slow to seize the full policy implications of the crisis. Observing large
current account imbalances, the European Commission and Council of the EU focussed on
old-fashioned structural policies, and through the tightening of fiscal rules and the creation of
the macroeconomic imbalance procedure austerity was imposed as a response to the debt
crisis, while financial markets were heading to a meltdown with massive fire sales re-
enforcing the dynamics of financial instability. The disaster was only avoided when the ECB
explicitly acknowledged that maintaining financial stability was one of its objectives and
President Draghi famously pledged that the ECB would ‘do whatever it takes to preserve the
euro’ (ECB, 2012). In practical terms, the ECB reacted not only by cutting interest rates but
also by means of unconventional policies, namely by providing ample liquidity through its
long-term refinancing operations, by open market purchases under the securities market
programme, and finally by setting up the unlimited outright monetary transactions (OMT)

programme.

Secondly, the crisis has posed new questions for the future conduct of monetary policy:
Should the ECB address financial imbalances and asset price misalignments pre-emptively
(i.e. ‘lean against the wind’, as former ECB president Jean-Claude Trichet proclaimed in front
of the monetary dialogue (European Parliament, 2010)) or rather clean up after they unwind?

As Europe is painfully learning now, unwinding imbalances involve extensive and lengthy
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debt deleveraging associated with persistently weak demand, low growth, rising
unemployment and fiscal constraints (Vayid, 2013, p. 21). The implications of these
developments and the question of how financial stability should be integrated into monetary
policy are still under debate. The creation of a banking union with particular focus on macro-
prudential supervision, in the form of the European Systemic Risk Board and the banking
union’s single supervisory mechanism which are both located at and operated by the ECB,
has elevated the role of the central bank in general and is likely to generate new requirements
for its communication and accountability in particular (Pisani-Ferry and von Weizsécker,
2009). It thus appears evident that a closer look at the theory and practice of existing
provisions for ECB communication and accountability, as well as their usefulness in the new
post-crisis environment, is warranted. In the following, we provide a discussion of these
aspects with the aim of deriving testable hypotheses on the potential impacts of the monetary

dialogue.

Parliamentary Scrutiny of Central Banks and its Impact on Monetary Policy Efficiency

The academic literature distinguishes between central bank transparency and accountability.
Transparency is the broader concept and it encompasses all forms of communication about
the conduct of monetary policy. It includes a clear legal mandate, setting up a coherent
strategic and operating framework, the publication of forecasts, and sometimes also the
publication of internal records on the debates in the policy-making bodies. In addition to these
structural arrangements, transparency requires frequent communication to financial markets
and to the general public (Eijffinger and Geraats, 2006). The ECB does this through its press
conferences after board meetings, the monthly bulletin (since 2015 replaced by a six-weekly
economic bulletin), its annual report, the financial stability report, published research
including forecasts, and the frequent speeches by its staff and directors. Crowe and Meade
(2008) suggest that, on the whole, this endows the ECB with a higher degree of transparency
than the majority of national central banks had exhibited prior to the establishment of the

eurosystem.

Accountability, on the other hand, means explaining and justifying policy decisions ex post,
i.e. by making clear why the ECB did what it did and why the measures taken may or may not

have achieved their purpose. If transparency helps clarifying and explaining policy decisions,



it is often seen as furthering accountability in a non-substantive manner.” Moreover, with
unconventional policies, ex ante explanations, or forward guidance, have become important
areas where transparency and accountability overlap. The ECB has effectively started
providing such forward guidance in July 2013, by giving an indication of the future path of its
policy interest rates (ECB, 2013). This generates new demands on the bank’s accountability.
In the future, communicating and clarifying a convincing exit strategy from unconventional
monetary policies without creating further instability in financial markets will be one of the

greatest challenges.

Central bank accountability is always geared towards democratically elected representatives,
either parliaments or governments. Stasavage (2003) has studied the arrangements in 44
countries and found 32 had a specific requirement for central bank officials to testify before a
national parliament on a regular basis. However, in some countries there were also provisions
for governments to override central bank decisions. The literature has emphasised that
transparency and accountability might improve the efficiency of monetary policy (cf. Geraats,
2008) although it has been argued as well that if accountability includes a publication of the
dispersed views of individual decision-makers or a possibility of overriding the central bank,
it might be counterproductive (Gersbach and Hahn, 2009; Ehrmann and Fratzscher, 2013).
The latter view serves to understand why the ECB has been given both instrument and goal
independence, which means that it can determine the quantitative benchmarks for its primary

objective as well as the instruments with which to attain them.

In line with these considerations, we hypothesize that the transparency and accountability of
ECB monetary policy, as professed in the monetary dialogue, could potentially reduce the
cost of economic adjustment in the crisis. The alternative hypothesis would be that some
forms of communication may at times raise volatility and uncertainty, expressed as increases
in bond vyields due to a higher risk premium (indeed a very common hypothesis in
economics). Enhanced transparency can improve the efficiency of monetary policy by

calming financial markets, i.e. by reducing volatility and uncertainty especially in sovereign

2 Some confusion may arise from the literature here, as authors seem to invoke the labels ‘formal
accountability’ (Buiter, 2006; Sibert, 2010) and ‘informal accountability’ (De Grauwe, 2012) for the

exact same issue of relying on transparency as a voluntary means to enhance accountability.
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bond markets so that the monetary transmission process is enhanced.® There is, however, also
the possibility that an increased transparency raises the awareness for sovereign default risks,
so that bond yields rise when uncertainty is reduced. In this case, monetary policy becomes
less efficient because financial markets become more fragmented. The first hypothesis that we

aim to examine therefore reads:

H1: The monetary dialogue has enhanced the efficiency of ECB monetary policy

during the crisis by reducing volatility and uncertainty in sovereign bond markets.

H1 can be formally tested. Volatility is measured by analysing the conditional variance in
yields, depending on the variance of previous periods, as performed by standard GARCH
models (cf. Enders 2004). One can, however, also measure the direct impact on yields or
changes of yields (i.e., their acceleration) with the help of GARCH-M models which estimate
simultaneously the mean bond yield and the conditional variance. To test H1, we estimate a
GARCH-M model for changes in bond yield spreads of the five major crisis countries
(Greece, Ireland, Italy, Portugal, Spain) on a dummy variable where the day of the monetary
dialogue takes the value 1 and all other days are 0. Hence, the dependent variable of interest is
the first difference of daily bond yields. We measure the dialogue's aggregate effects on the
rate of change of spreads and on the volatility in the bond market over three days after each

appearance of the ECB president before the ECON committee.

The literature gives an indication of the expected impact of transparency on the efficiency of
monetary policy. Jansen and de Haan (2007) found that ECB verbal interventions have had
little effect on the value of the euro in normal times, whereas Rosa and Verga (2007) showed
that the introductory statements of the then-monthly ECB press conferences have had an
impact on market behaviour and expectations. Born et al. (2012; 2014) found that while
published financial stability reports tend to reduce volatility in financial markets, speeches
and interviews increase volatility and uncertainty. Collignon et al. (2013) worked out that
speeches by the German chancellor Merkel have increased uncertainty during the crisis and

pushed up the spreads for Greek bond yields. Stasavage’s (2003) aforementioned analysis

* One could, moreover, frame this as a form of ‘output legitimacy’, because more efficiency in the
conduct of monetary policy may increase the acceptance of the institution (cf. Scharpf, 1999; Begg,
2006).



estimated the relation between transparency, accountability and the cost of disinflation. The
author found significant effects for the reduction of these social welfare costs with respect to
forecast transparency, the possibility of governments overriding central banks and wage
coordination. However, most interestingly, reporting to the legislature was always found to be
statistically insignificant and had a positive cost-increasing sign in high income OECD
countries. This result ought to encourage modesty and keep us from exaggerating the role of
the monetary dialogue. We are not aware of any formal estimates of the MD's impact on

financial markets to date.

Assessing Democratic Accountability: ECB-EP Relations in the Monetary Dialogue

It has been affirmed many a time that the European Central Bank is one of the most
independent central banks in the world and that it has, therefore, a particular responsibility for
ensuring transparency and accountability in the conduct of its policies (De Grauwe, 2012).
Central bank independence is often criticized as undemocratic, for it imposes constraints on
the sovereignty of states (cf. Baimbridge et al., 1999). This argument applies to independent
national central banks as much as to the ECB: if the central bank can refuse to monetize
public debt in order to maintain low inflation, the sovereignty of governments is no longer
absolute. Yet, while technically the ECB only has a limited task as the bank of banks which
alone supplies the legal tender currency (Goodhart, 1987), it has a clear political mandate for
maintaining price stability as the primary policy objective. Subject to fulfilling this highest
ranking objective, the ECB is also tasked with supporting other economic policies (Art.
127(1) TFEU). As in all instances of delegated tasks, there is always a question whether an
agent, in this case the central bank, makes enough efforts to achieve its mandated purposes
(Pollack, 1997; Majone, 2001a; 2001b). It is, therefore, one of the noblest tasks of the

European Parliament to hold the ECB to account and check if and how it fulfils its mandate.

A prudent approach to central bank accountability should reflect that there may not be one
ideal-type strategy of central bank communication, but that each central bank may identify the
channels of accountability and transparency it deems best for consistent policy-making
(Ehrmann and Fratzscher, 2007). The ECB, the world’s first and only supranational central
bank, is surely no exception here. Jabko (2003) and Torres (2013) have emphasized the
potential and actual merits of the European Parliament’s monetary dialogue with the ECB as
its own resource of democratic legitimacy. In a democratic society as diversified as the euro

area’s, there naturally appears to be a need for plurality in (expert) opinions, challenges of
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views, and questioning of orthodoxies to be part of the process by which the ECB is held to
account. This diversity is deeply reflected in the European Parliament, and in fact more so
than in other European institutions. It is precisely for this reason that one would deem the
monetary dialogue to be of importance: The need to respond to the concerns of citizens in
their respective constituencies can anchor the ECB in society, generate a public sphere and
increase the acceptability and legitimacy of European institutions. Conversely, the European
Parliament may itself be a driver in making the ECB more transparent as it has, in the past,

demanded and obtained the publication of forecasts from the central bank.

While the ECB is independent and member states are autonomous (albeit fiscally constrained
by an ever closer net of rules), the monetary dialogue is one of the few bridges to link
monetary policy with other policy considerations. Formally, the dialogue was set up by the
European Parliament’s resolution on ‘democratic accountability in the third phase of EMU’ of
4 May 1998 which called for the organisation of a dialogue between the European Parliament
and the future ECB on monetary and economic affairs, the framework for which was
confirmed by mutual agreement (European Parliament, 1998). Although the Treaty requires
only one meeting a year, the monetary dialogue takes place effectively at least four times a
year in the form of debates between the ECON committee and the president of the ECB. This
frequency exceeds the average appearances by other central banks before their parliaments
(Eijffinger and Mujagic, 2004). Prior to the meetings of the dialogue, two subjects are usually
identified for discussion and an expert panel is requested to submit notes as background
information. During the formal session, the president is first asked to give a short introductory
statement and then he replies to questions from MEPs which do not necessarily stick to the
previously identified subjects. Over the years, the time allowed for the initial statement has
been shortened in order to give MEPSs the opportunity to ask more questions. Along the lines

of these general considerations, the second hypothesis of our paper reads:

H2: The monetary dialogue has served as a means of democratic accountability of

ECB monetary policy during the crisis.

Evaluating the impact the MD has had in terms of democratic accountability is difficult,
because the contents and consequences of a discussion may be diffuse and because the ECB
does not take any instructions from European or national institutions. Earlier assessments of

the monetary dialogue have often been critical, observing a lack of forcefulness and
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qualification of MEPs; a tendency to talk cross-purpose; the absence of common grounds or
concerns between ECB and EP, reinforced by the large size of the ECON; and the ECB's
discursive monopoly on most issues (De Grauwe and Gros, 2009; Amtenbrink and Van Duin,
2009; Wyplosz, 2005; Sibert, 2005; Gros, 2004). Nevertheless, in their study of previous
parliaments, Eijffinger and Mujagic (2004) have claimed that in 71 per cent of the cases the
ECB had implemented changes requested by the ECON, and that the transmission from the
panel of economic experts to ECON was equal to 100 per cent. Sibert (2005) also finds some
evidence that the economic and monetary affairs committee was more successful in

influencing monetary policy when it was in line with the expert panel advising it.

We seek to operationalise and measure the democratic accountability of ECB monetary policy
through the monetary dialogue along two different dimensions. On the one hand, we
undertake a qualitative assessment of debates in the MD over the entire course of the seventh
parliament, juxtaposing some salient exchanges between former ECB president Jean-Claude
Trichet and the ECON committee in opposition to those between current president Mario
Draghi and the very same parliamentarians. The aim is to gain a sense of how the style and
content of the often diffuse debates in the MD may have evolved throughout the crisis years
with a view to the readiness of the ECB to answer specific questions posed by MEPs. To this
end, we can rely on the verbatim transcripts of all MD sessions which are publicly available
through the European Parliament but which have been paid relatively little attention to in the
academic literature. On the other hand, we invoke survey data from a larger review that we
have conducted among parliamentarians in the ECON committee to gauge their sense of the
role the MD plays in involving them in ECB monetary policy-making, focussing in particular
on the survey items that asked committee members about the perceived usefulness of the
dialogue both in terms of the management of the eurozone crisis and in terms of informing
them as representatives of the general public. The rationale behind this two-fold research
strategy is to not only look at what the available textual data (i.e., the transcripts of the MD)
might reveal, but also to try and extract some information from the very producers of this

textual data, namely the parliamentarians in the ECON®. We are confident that this approach

* For a similarly motivated research design, see Schonhardt-Bailey's (2013) intriguing study of US
monetary policy-making and parliamentary scrutiny as performed by the federal open market

committee (FOMC) and the US Congress, respectively.
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can at the very least give an indication of the ECB's accountability towards the ECON in the
crisis, bearing in mind that determining a precise ‘degree’ of accountability is impossible.

I1. The Impact of the Monetary Dialogue on ECB Monetary Policy Efficiency

What effect did the monetary dialogue have during the euro crisis? In this section, we present
some econometric evidence for the impact of the MD on financial markets and the
transmission of monetary policy. As discussed above, the efficiency-enhancing effect of the
monetary dialogue can be measured by the contribution it may have made towards reducing
volatility in sovereign bond markets. Standard economic theory would assume that bond
yields increase with rising default risks and increased uncertainty (measured by volatility).
Employing the aforementioned GARCH-M model to test hypothesis H1, we would expect
that in the day(s) after the MD the volatility in yield spreads of the five crisis countries
(Greece, Ireland, Italy, Spain, Portugal) to be reduced and spreads to come down or at least
their increases to slow down. However, our results are not confirming the hypothesis of a

stabilizing effect (see table 1 and figure 1).°

Table 1: Estimation of Monetary Dialogue’s Impact
on Spreads and Volatility in Crisis Countries

Coefficient Std. Error Z-Statistic Prob.

Greece

Spread 0,1020 0,0469 2,1734 0,0298
Spread (-1) 0,0805 0,0321 2,5086 0,0121
Volatility (-1) -0,0473 0,0140 -3,3660 0,0008
Volatility (-2) -0,0868 0,0008 -112,2873  0,0000
Ireland

Spread 0,0401 0,0110 3,6431 0,0003
Portugal

Spread 0,0309 0,0146 2,1215 0,0339
Volatility (-2) 0,0054 0,0023 2,3091 0,0209
Spain

Spread 0,0206 0,0096 2,1534 0,0313
Italy

Volatility 0,0016 0,0004 3,5425 0,0004

> More detailed tables with coefficients for each of the five crisis countries are provided in the online
appendix. Where the estimates were statistically not significant (at the 5% level) the measured

coefficients have been discarded.
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Figure 1: Estimation of Monetary Dialogue's Impact on Combined Spreads
and Volatility in Crisis Countries

Greece Ireland Portugal Spain Italy
0.2 0.18
0.15
0.1
0.05 0.04 0.03 W spread
0.02
‘.01 . 0.00 B volatility
0 1 f f !
-0.05
-0.1
) Source: ECB and European Parliament, own calculations
-0.15 0.13

First of all, the dynamics are different in the five countries. In Greece, we find significant
effects on spread and volatility lasting for two days with spreads increasing and volatility
decreasing. In Portugal both spreads and volatility are increasing. In Ireland and Spain
volatility is not significant, but spreads are rising, while in Italy only volatility increases.
These results may suggest that the monetary dialogue did not significantly affect uncertainty
in countries where problems were caused by real estate debt rather than by public borrowing,
such as Ireland and Spain, while it had a significant effect in countries with unsustainable
public debt. Interestingly, in Greece increased transparency has pushed up the risk premia on
sovereign debt. On the whole, these results do not support the hypothesis that the monetary
dialogue has increased the efficiency of monetary policy — if anything it has reinforced
financial fragmentation. Yet, the barely significant and cost-increasing effect of the MD in
the short term is generally consistent with the studies by Stasavage (2003), Jansen and de
Haan (2007), Born et al. (2012; 2014) and Collignon et al. (2013) which all found that
statements by public authorities alone rarely calm markets. Actions do. The ECB has
prevented the collapse of the euro in 2012 because it was credible in flooding banks with
liquidity and setting up formal mechanisms for intervening in the markets. The implication of

this result is that the monetary dialogue does not markedly enhance economic efficiency by
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influencing financial markets in the short run®. Its main function may then rather consist in
providing democratic accountability to the elected representatives of European citizens, which

we aim to shed light on in the following sections.

I11. The Monetary Dialogue and the ECB's Accountability in the Crisis

To assess the workings of accountability in the MD, we first make a number of observations
about the exchanges of opinion between parliamentarians and the successive ECB presidents
Jean-Claude Trichet and Mario Draghi. These are revealed by examining salient discussions
in the verbatim transcripts of the dialogue over the seventh legislature. We then proceed with
analysing the views members of the European Parliament have about the MD in relation to
their participation in — and the perceived effects of — the dialogue. Here, we rely on data from

an own survey posed to MEPs in the ECON committee.

Style and Content of the Dialogue

The seventh parliament has covered the full unfolding of the euro crisis. During its term, the
monetary dialogue has taken place 20 times. Initially, the ECB was represented by president
Jean-Claude Trichet, after 1 November 2011 by Mario Draghi. Thus, this parliament has seen
many transformations of monetary policy and its environment and that would have justified
thorough scrutiny. The style of interactions appears to have changed quite significantly during
the five year period. In the early days, MEPs asked Mr Trichet questions in a mostly
submissive fashion, to which he replied with broad generalities. Dwyer and Clarida (2012, p.
38) have argued that this was a deliberate policy, with the ECB purportedly realizing that ‘a
certain level of opaqueness allows more flexibility and credibility in non-standard measures’
as well as seeking to limit its own exposure to ‘speculative attacks’. MEPs seemed to go
along with this philosophy. However, at the later stages of the crisis it became clear that
markets and the public needed clarity and guidance, not opacity. By 2013, the parliament’s
exchanges with Mr Draghi had become the expression of a more emancipated working
relationship, where both sides of the dialogue were partners, even if in different roles, trying

to resolve the euro area’s problems (Torres, 2013).

® One may note that the econometric estimates produced by means of the GARCH model provide
evidence for short-term effects during the eurozone crisis, based on day-to-day developments. They

thus do not rule out hypothetical longer-term benefits of the MD for monetary policy efficiency.
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Some of the subjects under discussion re-appeared in every session: economic growth, price
stability (in this order), fiscal policy, internal and external competitiveness, financial and
macro prudential supervision. Others clearly gained prominence with the intensification of the
crisis: liquidity provision and yield spreads, institutional innovations (EFSF, ESM, fiscal
compact, SMP, LTRO, OMT), even constitutional issues (Van Rompuy Report, exit from the
euro area), and of course austerity. While the discussions with president Trichet covered
broad macroeconomic issues and remained more superficial, the dialogue with President
Draghi has become more operational and technical. Trichet frequently stopped technical
questions by referring to the ECB’s mandate; Draghi is willing to answer even hypothetical
questions as this example shows:

I still claim that our LTROs have been quite timely and, all in all, successful. If the

only thing we have achieved is buying time — and it is not the only thing — that

would in itself be an extraordinary success. Think about what could have

happened: EUR 230 billion-plus of bank bonds due in the first three months of this

year and more than that in sovereign funding due, and markets completely closed.

We avoided that.
(European Parliament, 2012a). However, if the purpose of the monetary dialogue is to hold
the ECB to account, there have been some spectacular mishaps. On 9 March 2009 (the last
session of the previous Parliament), the global financial crisis had already thrown the world
into its deepest recession since World War 11,” but the ECB president and MEPs still seemed
to be in relatively optimistic mood, believing in the euro area’s resilience after the earlier
important interest rate cuts. Nevertheless, Trichet already pointed at three subjects which were
to dominate the next five years: asset price dynamics, mainly in the housing market, internal
macroeconomic imbalances, and the need for macro prudential supervision (European
Parliament, 2009). John Purvis, an MEP for the European People’s Party group (who did not
return to the next parliament), asked the pertinent question whether there was a contingency
plan ‘in case one of the member states really got into very substantial difficulties and was
unable to fund its public debt?’ (European Parliament, 2009). Trichet replied at the time that
the idea of one member country creating a problem for the whole euro area was ‘absolutely
absurd’ (European Parliament, 2009). One year later, he had to admit that even a country

representing only a tiny fraction of the euro area GDP has an influence on the whole of the

" On 22 March 2010, Trichet even ventured to say: ‘we have had to cope with the worst crisis since
World War 11, perhaps even potentially the worst crisis since World War 1.” (European Parliament,

2010)
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eurozone. He concluded that ‘we do indeed share a common destiny and that all of us
therefore — | am talking of the governments here — are justified in exercising this common
responsibility, this collective responsibility which is essential’ (European Parliament, 2010).
Yet, no MEP asked Trichet how he had come to this new conclusion. Maybe it was too
obvious in the changed environment, but the incident shows that mistakes in assessment are

often shared by the scrutinized as well as by the scrutinizer.

Another example for insufficient scrutiny is what may have been the biggest blunder in the
short history of the ECB. On 7 April 2011, in the midst of the euro crisis, the governing
council increased the policy interest rate by 25 basis points, because inflation had shot up
above the two per cent target and economic growth had been forecasted between 1.5 per cent
and 2.3 per cent (ECB, 2011). Speaking to MEPs, Trichet justified the decision by saying that
the governing council ‘sees the monetary policy stance as still accommodative’ (European
Parliament, 2011a). At the same time, he supported fiscal consolidation. Not surprisingly,
demand collapsed after the usual two-quarter lag and the euro area fell again into recession,
while in the US, in contrast, fiscal consolidation was delayed and growth was sustained. The
astonishing fact is that at the first monetary dialogue after the rate hike, on 20 June 2011, not
even one MEP questioned or criticised the interest decision. Instead, MEPs kept riding their
hobby horses on rating agencies and talking of constitutional quantum leaps (European
Parliament, 2011a). While one is always smarter with hindsight, the case shows that the ECB
can at times get away with little accountability by the European Parliament. When the ECB
corrected the mistake a few months later, President Draghi was not challenged either.

Nevertheless, the ECB president explained more clearly by then the purpose of
unconventional monetary policies which had the primary objective of helping ‘restore the
credit process for households and for small and medium-sized companies’, as this was
necessary ‘to avoid an even more significant weakening in growth than we have already had’
(European Parliament, 2011b). He also indicated that unconventional policies were different
from other central banks like in the US or the UK, because ‘banks represent 80% of the
lending to the euro area’ (European Parliament, 2011b). Importantly, the new ECB president
responded more clearly to policy concerns regarding the ECB’s mandate expressed by MEPs.
In July 2012, Draghi pointed out that the bank’s monetary analysis indicated price stability
over the medium term and stressed that price stability always mattered ‘in both directions,

upwards and downwards’ (European Parliament, 2012b). He also acknowledged criticism of
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austerity by agreeing that it had indisputable contractionary effects in the short-term, all the
while asking ‘...is this avoidable? Was the previous situation sustainable? Basically there was
no choice’ (European Parliament, 2011b). In summary, the protocols of the monetary
dialogue convey a sense of progress towards a clearer communication by the ECB and
somewhat more pertinent questions by MEPs, although there undoubtedly remains potential
for further improvement. For the most part, this finding is attributable to the central bank and
its new president Mario Draghi seeking a strategic relationship with the ECON committee
during the crisis (cf. Torres, 2013), especially with respect to furthering the understanding of
unconventional policy measures and inviting more detailed discussions, thus moving towards
a higher degree of democratic accountability rather than merely lecturing passive MEPs. We

therefore consider the exchanges in the MD to provide evidence in favour of hypothesis H2.

How MEPs Evaluate the Monetary Dialogue

Political accountability is a multi-level process. While the European Parliament holds the
ECB to account, electors do likewise with MEPs. This section reports the performance of the
members of ECON during the seventh parliament and presents answers to a questionnaire
submitted to all members of the committee inquiring, amongst others, how they assess the
dialogue themselves. The seventh parliamentary ECON committee had 99 members, of whom
50 were full members and 49 were substitutes (with some participants having been replaced
over time, thus marking a total of 110 MEPs). Of all those, 43 never asked a question during
the five-year term of the parliament. With respect to those who have intervened, the average
number of questions per session asked by all MEPs was 22.5. In general, the frequency of
interventions by MEPs represented the strength of their parliamentary group in the
parliament, although ALDE outperformed other groups and S&D underperformed. The
ECON committee was made up of 67 per cent euro area and 32 per cent non-euro area MEPSs.
Members from the euro area asked 79 per cent of all questions addressed to the ECB
president. Of these, representatives from Germany, France and Spain were the most active
participants in the dialogue. Members from Greece, Ireland and Luxemburg also participated
more than their overall weight in the parliament or the ECON would reflect, while MEPs
from Italy, the Netherlands and Finland have participated least in the dialogue relative to the
number of seats they have in ECON.

Out of the 99 committee members, 20 have responded to our questionnaire. While this

indicates a sizeable non-response rate at face value, this is to a certain extent mitigated by the
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fact that the vast majority of responses received were from full members of the committee (16
out of 20 responses, with 50 full members in total), which inarguably constitute the more
relevant group of MEPs in the ECON. In addition, the responses to our questionnaire cover
roughly the different frequencies of questions asked by ECON members, with the only highly
underrepresented groups of MEPs being those that have asked O or 1 question during the
entire course of the seventh parliament. It should be fair to state that these form quite clearly
the less noteworthy part of the monetary dialogue. This is illustrated in figure 2 . On the
horizontal axis we report the number of questions per MEP (‘frequency’); on the vertical axis
we show how many MEPs correspond to each frequency and compare this to how many of

them have responded to our questionnaire.

Figure 2: MEP Participation in Monetary Dialogue and Responses to Questionnaire

50
45
40
35
30 & Number of MEPs per
5 frequency
20
15 B Number of MEPs
10 responding to
5 questionnaire

15131211109 8 7 6 5 4 3 2 1 0

Frequency: number of questions asked during MD per MEP

The questionnaire results reveal the following opinions from members of ECON. Most MEPs
(75 per cent) indicate they participate regularly or always in the dialogue and so do 85 per
cent of their staff. More importantly, and pointing to our question of accountability, all
respondents deem the monetary dialogue (at least sometimes) useful for themselves (see table
2). In addition, 85 per cent feel always or regularly well prepared for the dialogue, while 74

per cent find the academic papers produced beforehand by the expert group to be of use.
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Table 2: ‘Have you found the meetings useful for yourself?’

‘Always’ ‘Sometimes’ ‘Never’

Total number 8 8 0

Percent 50% 50% 0%
EPP 31% 0% 0%
S&D 6% 19% 0%
ALDE 13% 0% 0%
Greens-EFA 0% 19% 0%
ECR 0% 6% 0%
EFD 0% 6% 0%

Yet, mirroring in some sense the outcome of our econometric analysis, MEPs’ evaluation of
the dialogue's effectiveness during the euro area crisis is mixed: Most (55 per cent) do not
think the dialogue has made a difference for the management of the crisis (see table 3). As far
as political ideologies come to play, a broad pattern that is discernible is that pro-European
parties on the centre-right are more content with the work of the MD: They find the dialogue
both more useful for themselves and for the handling of the crisis than parties on the left and

eurosceptics.

Table 3: ‘Do you think the monetary dialogue has made
a difference for the management of the euro crisis?’

‘Don't

Yes’ ‘No’ know’
Total number 5 11 4
Percent 25% 55% 20%
EPP 20% 10% 5%
S&D 0% 15% 5%
ALDE 0% 10% 5%
Greens-EFA 0% 10% 5%
ECR 5% 0% 0%
EFD 0% 5% 0%
NI 0% 5% 0%

With regard to the issue of inter-institutional cooperation, 55 per cent of respondents think
that the central bank’s most important partner is ECOFIN, while only 17 per cent think so of

the parliament itself and 28 per cent of the European Council. Nonetheless, only a minority of
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30 per cent would go as far as saying that the ECB does not take the views of the EP into
consideration at all when making decisions (see figure 3). What's more, all responding MEPs
deem the ECB’s independence to be ‘a good thing” and a majority of 55 per cent think that the
bank’s transparency towards them is adequate. At the same time, nearly 70 per cent replied
they would like to see the publication of minutes of internal deliberations — which the ECB
has in the meantime started to provide (beginning with its January 2015 governing council

meeting).

Figure 3: ‘Do you think the ECB takes the views of
the EP into consideration when making decisions?’

70%
60%
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40%
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20%
10%

0% .

Always Regularly Qccasionally Never

On the whole, what we take from our short survey exercise is that the majority of MEPs
seems to express a cautious satisfaction with the work of the monetary dialogue. To the extent
that this provides an indication of the ECB's practice of accountability towards the ECON,

this constitutes further confirmatory evidence for hypothesis H2.

Conclusion

The accountability of an independent central bank is important, but probably less for reasons
of market efficiency than for reasons of democratic legitimacy. Nevertheless, without
legitimacy the ECB will not be effective. Hence, the monetary dialogue is an important pillar
of the institutional architecture of Europe's economic and monetary union. Our study has
shown that yield spreads in most crisis countries of the euro area have increased in the days
after the dialogue, and MEPs correctly feel that the dialogue did not make a big difference for
the management of the euro crisis. However, they do appreciate its role for informing and
engaging them. Not all members of the ECON committee participate and intervene actively in
the monetary dialogue, but those who do feel well informed and prepared for their exchanges
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with the president of the ECB. The quality of these exchanges has shown to improve during
the crisis, with the ECB — in the person of its president Mario Draghi — displaying an
increased readiness to discuss its unconventional monetary policy measures with MEPs. It
must be noted that our study has focused on the immediate and short-term effects of
discussions about monetary policy decisions in an increasingly deteriorating economic
context. In how far these effects are generalisable to the pre-crisis 'normal’ times and prove to
be robust in the long run will need to be the work of further research. In themselves, our
findings contribute to our understanding about the ways in which the euro area's supranational
institutions have cooperated in battling off some of the worst repercussions of the crisis. More
broadly, our results indicate that the issues of central bank communication and accountability,
while necessarily demonstrating some overlap, ought to be appreciated separately.
Communication and transparency are important for the transmission of monetary signals and
the response by financial markets. Accountability serves to embed the institution of an
independent central bank in the broader framework of democratic legitimacy. The monetary

dialogue has helped the ECB make some progress during the crisis with regard to the latter.
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