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Transmission Mechanism of Monetary Policy

“This is the process through which monetary policy decisions
affect the economy in general and the price level in
particular. The transmission mechanism is characterised by
long, variable and uncertain time lags. Thus it is difficult to
predict the precise effect of monetary policy actions on the
economy and price level.”

Source: ECB (https://www.ecb.europa.eu/mopo/intro/transmission/html/index.en.html)



Source: https://www.federalreserve.gov/monetarypolicy/monetary-policy-what-are-its-goals-how-does-it-work.htm



Source: https://www.rba.gov.au/education/resources/explainers/the-transmission-of-monetary-policy.html



Source: https://www.ecb.europa.eu/mopo/intro/transmission/html/index.en.html











What are the causes behind the uneven geographical effects
of the TMMP across the euro area?

• Heterogeneity

• Limited theoretical scope

• Demand-side biased approach

• Financialization of TMMP and the uneven development
of financial markets across the Euro area



Key issues for the future

• The risks of the traditional approach to TMMP
and inflation in the context of the war in
Ukraine

• “How to rethink the ECB’s TMMP and TCs in
order to cover a broader range of scenarios
(not only debt-based & demand-side tools) and
address the different geographical reality of
the EU more evenly?”
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Biased by the theory: the alleged TC reflect what the theory claims before hand. It is a completely top 
down approach that not necessarily matches with reality, instead of a bottom up approach, from reality 
to theory.

Orthodox economics sees inflation only as a monetary phenomenon However, There are multiple causes 
for inflation, not only monetary. Currently we are seeing bottlenecks in the supply chains. The latest 
example of that is the rise in energy prices due to the war in Ukraine

TMMP work better in some EA countries (core) and in others (peripheries)

The current approach to TMMP only Works to de-risk profitability for financial actors

TMMP focuses on the demand-side, falling short to address the supply-side

Inflation is highly regressive and, the mainstream understanding of TMMP requires higher interest rates, 
which may trigger economic recession without suppressing inflation, which in turn will foster social 
unrest and eventually feed more demagogues and intolerance

TMMP based on interest rates means that they only work through debt, this shows an absolute 
financialization of monetary policy, which, in order to be effective, need consumers and business to be 
completely dependent on debt to consume more or less

What are the reasons why TMMP are more effective in some EZ countries than other? One possible 
explanation is financial depth. Considering that MP is implemented through financial markets and debt, 


