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Abstract: Major negative implications of the recent global financial crisis on 

the financial system, monetary transmission mechanism and the real 

economy led to unprecedented, rapid, strong actions and of considerable size 

from central banks, particularly in developed countries severely affected.  

From the perspective of monetary policy, central bank reactions have 

resulted in progressively and of unprecedented size decreasing of the 

monetary policy interest rate, adjustment of  conventional monetary policy 

operational framework and, in particular, the designing and use of new 

tools, specific for the crisis period, respectively the unconventional 

monetary policy instruments. 

In this context, our paper aims to highlight, mainly, some innovative actions 

taken by some major central banks, aiming mainly to facilitate the 

transmission of monetary policy on the real economy and restore the 

confidence of market participants in the financial system. Also, our study 

highlights some of the effects and potential costs of innovative instruments 

for monetary policy, and the challenges posed by these to central banks. 
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1. INTRODUCTION 

The serious implications of the recent global financial crisis on the financial 

system and the real economies have led to unprecedented reactions of central 

banks, particularly in the countries severely affected. The actions of central banks 
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have been materialized besides in a significant reduction of the interest rate of 

monetary policy up to a level close to 0%, also in an adjustment of monetary policy 

operational framework, but especially in the adoption and implementation of 

innovative instruments for monetary policy. The last ones, known as 

unconventional monetary policy measures, have been materialized in operations 

initiated by central banks, which have led to changes in the size and structure of 

their balance sheets, and in actions aimed to guide expectations regarding longer-

term interest rates (Peersman, 2013). 

The literature review presents a significant number of studies that analyze 

the monetary policy measures taken by the central banks of various countries, in 

the context of the recent financial crisis. Among the empirical studies, the attention 

is drawn by those that are focused mainly on the analysis of the typology, 

characteristics and implementation framework of unconventional monetary policy 

instruments (Borio & Disyatat, 2009; Cecioni et al., 2011; Krekó et al., 2013), on 

the investigation of the overall impact and challenges of unconventional policies 

(Shirai, 2014), but also by those focused on highlighting the effects and limits of 

these policies (Lenza et al., 2010; Peersman, 2013; IMF, 2013a). According to 

Trichet (2013), the introduction on a large scale of the unconventional monetary 

policy measures by the central banks of some developed countries, has been a 

defining feature of the global financial crisis. 

Our paper aims to highlight the impact of the recent global financial crisis on 

the monetary policy and it is structured as follows: the second section summarizes 

the unconventional monetary policy measures adopted by some major central 

banks in the context of the financial crisis; the third section focuses on highlighting 

some effects and potential costs involved by the use of  unconventional 

instruments, but also on some challenges that arise for central banks engaged in the 

implementation of these instruments. The study ends with conclusions. 

2. THE TYPOLOGY AND THE ROLE OF UNCONVENTIONAL MONETARY 

POLICY INSTRUMENTS  

In the context of the international crisis on the background of financial system 

instability amplification, increasing macroeconomic risks and deepening global 

economic recession, the central banks of some developed countries have resorted to 

progressive and significant reductions of the monetary policy rate to a level close to 0%, 
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but also have resorted to the use of other traditional monetary policy instruments. 

However, these actions of central banks have had a reduced efficiency because they 

failed to remedy the dysfunctions of the financial system and of the monetary policy 

transmission mechanism. In this context, some central banks have demonstrated 

exceptional capacity for innovation by creating new monetary policy instruments specific 

for the period of crisis: the unconventional monetary policy measures. These measures 

are designed and implemented in order to facilitate the transmission of monetary policy 

rate on the real economy and to restore the confidence in the financial system.  

Agreeing with Smaghi (2009), unconventional monetary policy measures are 

those measures that directly affect the cost and availability of external financing of 

banks, households and non-financial corporations and whose ultimate goal is to keep 

inflation close to the target level, prevent the collapse of financial intermediation and 

reduce the magnitude of the economic downturn (Krekó et al., 2013). 

According to specialized literature (Krekó et al., 2013), non-conventional 

monetary policy instruments can be structured on the basis of several criteria. Thus, 

depending on the ways of interventions, there are three types of measures: facilities 

that provide liquidity to commercial banks, direct interventions in the credit market 

(purchases of corporate securities and mortgage bonds, direct lending) and the 

purchase of government bonds. According to IMF (2013a), two main types of 

unconventional monetary policies can be defined depending on the aimed objective: 

policies aiming to restore the functioning of financial markets and intermediation 

(used in particular in the euro area, the UK and the U.S.A.) and policies oriented at 

supporting economic activity while the monetary policy rate approaches the zero 

lower bound, either by forward guidance on interest rates or by buying bonds 

(implemented mainly in Japan, U.S.A. and UK). Although these two types of 

unconventional policy are conceptually distinct, they are interrelated and, ultimately, 

have the same major objective, namely to support macroeconomic stability. 

Unconventional monetary policy measures designed and implemented by the 

central banks of the developed countries and, more widely, their interventions in 

the context of the crisis present particularities from one country to another, 

determined, naturally, by the characteristics of the financial system and of the 

national economy (see table 1). In the sphere of non-conventional measures used 

by the central banks stands out, in particular, enhanced credit support, credit 

easing, quantitative easing, interventions in foreign exchange and securities 
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markets and the provision of liquidity in foreign currency (Trichet, 2013). All these 

measures are used to support the functioning of the financial system, reinforce the 

real economy, but also to maintain price stability in medium term. 

Initially, in the early stages of the crisis, the unconventional measures 

adopted were closer to the traditional role of the central bank as lender of last 

resort, aiming to correct the malfunctions of the financial system and preventing 

the collapse of investor confidence. Thus, some major central banks (especially the 

ECB, FED, BoJ) provided liquidity at unprecedented dimensions to a much larger 

number of beneficiaries in order to support market functioning. Following the 

implementation of these measures, there has been a strengthening of the balance 

sheets of commercial banks (IMF, 2013a). Subsequently, the unconventional 

measures were focused on mitigating the decrease of financial intermediation, 

relaxing borrowing constraints on financial institutions, reducing the borrowing 

costs and supporting the credit flow to the real economy. Such measures consisted 

of (IMF, 2013b): the funding for lending scheme (in the UK), the purchase of 

mortgage backed securities and agency debt (in U.S.A.), bank covered bonds (in 

the euro zone), and also the purchase of various private assets (in Japan). 
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Table 1 Interventions of some important central banks in recent years 

Instruments 
 

Central Banks 

BoE + BoJ + ECB* + FED + 

Direct interest rate 

tools 
Cut to 0.5%  in March 2009 At zero since the mid - 1990s Cut to 0.75% in July 2012 

Cut to 0.0-0.25% in 
December 2008 

Asset purchases     

Supporting liquidity 
and credit provision 

Special Liquidity Scheme 
(now closed); Discount 
Window Facility; 
Indexed Long-term Repo 
operations; 
Extended Collateral Term 
Repo Funding for Lending 
Scheme. 

Fund–Provisioning Measure 
to Stimulate Bank Lending. 
 

‘Fixed Rate Full Allotment’ 
in Main Refinancing 
Operations and Longer-Term; 
Refinancing Covered Bond 
Purchase Programme. 

Money Market Investor 
Funding Facility; 
Commercial Paper Funding 
Facility; 
The Term Securities Lending 
Facility 
(all now closed). 

Exchange rates  

Coordinated G7 intervention 
in international foreign 
exchange markets in 2011; 
two unilateral yen/dollar 
interventions in 2012. 

  

Communication - 
forward guidance 

   

The limitation of the 
monetary policy interest rate 
and the anchoring of 
inflationary expectations; 
Assets purchases conditioned 
by the situation on the labor 
market. 

* Deposit rate on commercial bank reserve balances cut to zero. + Liquidity swap lines between central banks. 

Source: HM Treasury, 2013, pp. 55-56 
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Given that the monetary policy interest rates were close to the zero lower 

bound, some major central banks, especially the FED, Bank of England and Bank 

of Japan, have resorted to adopting and implementing other unconventional 

measures, focused on supporting the real economy, respectively, expanded forward 

guidance and bond purchases. These measures had as main objective the reduction 

of longer-term bond rates and easing monetary conditions. 

Overall, following the implementation of non-conventional measures have 

been registered a considerable increase in the size of central banks' balance sheets, 

as can be seen in figure 1. Also according to Hannoun (2012), it is worth noting, in 

the case of some major developed economies, that currently the central banks 

assets exceeded 20% of GDP. 

 

Figure 1 The dynamic of central banks assets as a percentage  

of GDP
* 
in the period 2007 – 2013 

* Nominal GDP in 2011 

Source: Pattipeilohy et al., 2013, p. 36 

Moreover, the use of unconventional measures has led to unprecedented 

changes in the structure of central banks' balance sheets (see fig. 2). Thus, it is 

noteworthy, especially in the case of ECB and FED, the rate of the increase of balance 

sheet assets, evolution that does not seem, at least not yet, to slow down, given that 

market participants expect that central banks will continue to implement new measures 

to support the real economy and to counter financial market failures (Hannoun, 2012).  
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Figure 2 Eurosystem and Federal Reserve Balance Sheets 

Source: Pattipeilohy et al., 2013, p. 37 

3 EFFECTS OF UNCONVENTIONAL MONETARY POLICY IMPLEMENTATION 

Using, in the context of the crisis, monetary policy innovative instruments, 

respectively unconventional measures, has led to an intensification of the concerns 

of the decision makers and of the researchers in order to know how these could 

affect the conduct of the monetary policy, but also of the potential costs which they 

imply (Kozicki et al., 2011). Thus, according to some studies, the implementation 

of unconventional measures could generate some risks and undesirable effects (see 

fig. 3), which should be considered when undertaking such measures. 

Although the application of unconventional measures proved effective, 

especially in the context of worsening financial system dysfunctions, but also in the 

case of supporting aggregate demand, it is estimated that the positive effects 

involved by these measures should be regarded to some extent, respectively 

monetary policy can not solve by itself structural banking problems or amplify the 

growth potential in the medium and long term (IMF, 2013b). 

Unconventional monetary policy measures are temporary and are intended to 

be used only in a crisis situation. Thus, as it improves the functioning of financial 

markets and the economy in general, keeping them is no longer justified. Therefore, 

abolishing these measures is conditioned by the restore of the normal functioning of 

financial markets and the recover of the real economy. From this perspective, central 

banks face a new challenge, namely, designing and implementing appropriate 

strategies to renounce to unconventional policies, depending on the particularities of 

each country. According to Kozicki et al. (2011) abolishing these policies should be 
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guided by certain principles, namely: the output to be conditioned by objectives 

regarding inflation or price stability, by information regarding the economic outlook, 

including fiscal one, which would help strengthen the credibility of central banks; 

maintaining the credibility and the independence of central banks in order to ensure 

in the future the effectiveness of monetary policy; communication on exit strategies 

should be clear and include timely reporting of balance sheet developments. 

Figure 3 Effects and potential costs of using unconventional monetary policy measures  
 Source: Own simulation based on IMF, 2013b; Kozicki et al., 2011 

Another problem that arises in relation to exit strategies refers to the correct 

determination of the timing and the rhythm of abandoning innovative policies. 

From this perspective, as demonstrated by past experience, the main risk relate to a 

late and slow exit (Borio & Disyatat, 2009). 

1. Banks and other intermediaries 

may increase the liquidity risk 

relying on central bank 

intervention; 

 

2. Deterioration of financial 

stability as a result of risk-

taking, stimulated by the loose 

monetary policies; 

3. The delay in implementing 

reforms could reduce the future 

effectiveness of monetary 

policy; 

4. Large capital flows and possibly 

volatile from other countries 

could continue or increase, 

with the risk of sudden 

reversals in the future; 

5. Financial market 

distortion; 

6. Additional challenges to 

the balance sheet 

management; 

7. The potential loss of 

credibility and 

independence of the 

central bank; 

8. Conflict with the central 

banks' financial stability 

responsibilities; 
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Figure 4 Stages of unconventional policies exit strategy  

Source: Own simulation based on IMF, 2013a 

Giving up unconventional measures involves specific stages (see fig. 4) - 

some of them being overlapped - and seeks a return to conventional monetary 

policy in which the monetary policy interest rate resumes its fundamental role for 

signalling monetary policy orientation. 

4 CONCLUSIONS 

The serious implications of the recent global financial crisis on the financial 

system and real economies resulted, from a monetary policy perspective, in 

unprecedented reaction of central banks, particularly in developed countries 

severely affected. 

In the context of the international crisis on the background of financial 

system instability amplification, increasing macroeconomic risks and deepening 

global economic recession, the traditional instruments of monetary policy used by 

central banks have not proven effective or had a low efficiency because they failed 

to remedy the malfunctions of the financial system and restore normal functioning 

of the monetary policy transmission mechanism. However, some central banks 

have shown a remarkable capacity for innovation by creating new monetary policy 

instruments specific for the period of crisis, respectively unconventional monetary 

policy measures. Using these measures, different from one country to another 

depending on the particularities of the national economic and financial 

environment, has been effective at least in the short term because they managed to 

prevent the collapse of the financial system and support the real economy. On the 

other hand, as the literature reveals, unconventional monetary policy measures 

generate some risks and costs that should be taken into account by central banks.  

From the perspective of unconventional measures, because they are temporary 

and are intended to be used only in conditions of crisis, central banks face a new 
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challenge, namely the design and implementation of appropriate strategies to 

renounce these measures. By abandoning unconventional policy, central banks aim, 

naturally, to return to conventional monetary policy in which monetary policy interest 

rate resumes its fundamental role for signaling the monetary policy orientation. 
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