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Could 'helicopter money’ help
Europe's economy take flight?
Weekly Market Compass: If governments aren’t willing to enact

fiscal stimulus, central banks may need to consider more hands-on
ways to promote spending

Sep 16, 2019 | Kristina Hooper, Chief Global Market Strategist

Last week, the European Central Bank (ECB) decided to take a significant step
away from normalization and toward more accommaodation. It cut the deposit
facility rate by 0.1% to a level of -0.5% (the first time the deposit rate has changed
since 2016) and announced a re-ignition of quantitative easing (QE).! The ECB
will begin purchasing €20 billion worth of assets each month beginning in
November - less than a year after QE tapering ended in December 2018 - and
running “for as long as necessary."! The ECB also said that the key interest rates
will remain at the level they are now until inflation hits 2% - which is essentially
committing incoming ECB president Christine Lagarde to negative rates (although
this is not set in stone and could obviously change). It is worth noting that Draghi
revealed serious disagreements among ECB Governing Council members.

This past week | spent in Europe, meeting with clients in five different cities
around the continent. It was an opportune time to be there, given the ECB
decision. So many clients asked about the ECB and why it was continuing to use
tools that it had seemingly exhausted. They talked about all the negative
implications of a negative interest rate policy and wondered how long it could go
on. They asked about QE and how long it would take before the ECB might be
forced to enlarge the scope of assets it purchases - such as stock
exchange-traded funds (ETFs) and real estate investment trusts, which the Bank
of Japan has been doing for years. We also talked about the market distortions
created by current monetary policy - how it has had a bigger impact on asset
prices than the economy, in my view, which in turn has exacerbated wealth
inequality and helped fuel the populist movements that have been on the rise in
the last several years.

ECB President Mario Draghi made it clear last week that governments need to
step up fiscal stimulus because that's what is really needed right now. As he
explained, “It is high time for the fiscal policy to take charge.”? And that served as
a call to action to the European Commission finance ministers, who were meeting
last Friday in Helsinki. Fiscal stimulus was seriously discussed, and it seems that
they are moving toward a willingness to loosen purse strings. Having said that,
there are some central bankers who believe that the ECB's decision last week was
unnecessary, including the head of Germany's Bundesbank, which raises the
guestion of whether some government leaders feel the same way. So what if
European governments choose not to fiscally stimulate - or at least not stimulate
adequately? This is a particularly relevant question to ask given that the European
Monetary Union is a monetary union but not a fiscal union.

Could ‘helicopter money’ benefit
the economy?

This raises the question of whether very experimental monetary policy, such as
helicopter money, could become a serious topic for debate among central
bankers and policy experts. By way of background, helicopter money was a
term coined by economist Milton Friedman in 1969 to describe the concept of
central banks dropping money into an economy. Helicopter money, at its most
basic, is the printing of money by central banks (without taking on any
additional debt) to then be spent on government programs or given directly to
individuals.

Ben Bernanke revisited the concept of helicopter money in 2002 as a way to
prevent deflation. And Irish economist Eric Lonergan wrote an editorial in The
Financial Times arguing that central banks consider helicopter money
(specifically, cash transfers to households) as an alternative to cutting interest
rates. This is why helicopter money is also referred to as “quantitative easing



for the people.” The concept of helicopter money was covered in a recent
book by Adair Turner titled Between Debt and the Devil - Money, Credit and
Fixing Global Finance.

While helicopter money started as an abstract economic theory, it moved
closer to the forefront of conversation when it was mentioned during an ECB
press conference in early 2016. Specifically, when Draghi was then asked
about helicopter money, he did not immediately dismiss it outright. Instead he
said it was “a very interesting concept,” although he admitted the ECB had not
“really studied yet the concept."® At last week's ECB meeting, Draghi was again
asked about helicopter money, and he explained, “All these innovations in
monetary policy need to be looked at and studied and thought over. These are
big changes in the way monetary policy works, and we have not discussed this.
These may be part of the future strategic review, but at this point the
Governing Council never discussed” them.* Draghi also shared his personal
view that giving money to people is a fiscal task, not a monetary policy task.

Ironically, | believe helicopter money may make more sense than other
monetary policies because it simulates fiscal policy. Keep in mind that
monetary policy acts more like a blunt instrument, not a surgical tool. Central
banks can inject liquidity into the economy and lower interest rates, but they
can't ensure that people actually spend the money, thereby enabling the
economy to grow. In other words, monetary policy is like bringing the
proverbial horse to water - you can't make it drink. But helicopter money is
different - central banks may be able to make the horse drink by actually
spending the money on projects that could boost the economy, such as
infrastructure, or by depositing money in citizens' bank accounts with an
expiration date, so they are forced to spend it. Helicopter money may be the
most surgical tool-like portion of monetary policy.

Central banks could step in where
governments fear to tread

There clearly has been a reluctance on the part of many governments to enact
adequate fiscal stimulus, especially in Europe. Perhaps this will change in Europe
in the near future. But if it doesn't, helicopter money may become part of the
ECB’s strategic review in the future.

John Maynard Keynes, the late British economist, argued that when there is a
drop in spending from consumers or businesses, the government must step in
and spend more in order to maintain the same level of aggregate demand — and
therefore prevent unemployment. If the government will not step in, perhaps
central banks should.

An excellent example of fiscal stimulus can be found in infrastructure spending,
which is often considered the most effective form of fiscal policy in terms of its
impact on the economy. The US Congressional Budget Office estimates that
infrastructure spending has a 1.8 multiplier effect. In other words, every dollar
spent on infrastructure produces $1.80 in economic benefits.> And infrastructure
spending, as we saw in the 1930s, can result in a ripple effect. As buildings,
bridges, and roadways are built or repaired, they can then enable greater
commercial movement and trade. If governments are unable or unwilling to pass
an infrastructure spending package, perhaps that responsibility will be
shouldered by a central bank.

Spender of last resort

Helicopter money is not a magic fix, and some economists worry that it could
result in higher inflation. In some countries such as the US, there is growing
public disapproval of unconventional central bank actions given that central
banks are not directly accountable to the people. In addition, central bank
helicopter spending could violate existing laws — particularly because it would
be bypassing legislative bodies in order to spend.

As central banks hopefully consider new and experimental tools to boost growth,
helicopter money stands out for its potential to more directly and powerfully
impact the economy. While it certainly has its drawbacks, the concept of
becoming a“spender of last resort” may be worth consideration by central banks
such as the ECB.
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Quantitative easing (QE) is a monetary policy used by central banks to stimulate the economy when standard monetary
policy has become ineffective.

The deposit facility rate is set by the ECB as part of its monetary policy. It defines the interest banks receive for
depositing money with the central bank overnight.

The opinions referenced above are those of the author as of Sept. 16, 2019. These comments should not be construed
as recommendations, but as an illustration of broader themes. Forward-looking statements are not guarantees of future
results. They involve risks, uncertainties and assumptions; there can be no assurance that actual results will not differ
materially from expectations.

This document has been prepared only for those persons to whom Invesco has provided it for informational purposes
only. This document is not an offering of a financial product and is not intended for and should not be distributed to
retail clients who are resident in jurisdiction where its distribution is not authorized or is unlawful. Circulation,
disclosure, or dissemination of all or any part of this document to any person without the consent of Invesco is
prohibited.

This document may contain statements that are not purely historical in nature but are "forward-looking statements",
which are based on certain assumptions of future events. Forward-looking statements are based on information
available on the date hereof, and Invesco does not assume any duty to update any forward-looking statement. Actual
events may differ from those assumed. There can be no assurance that forward-looking statements, including any
projected returns, will materialize or that actual market conditions and/or performance results will not be materially
different or worse than those presented.

The information in this document has been prepared without taking into account any investor's investment objectives,
financial situation or particular needs. Before acting on the information the investor should consider its appropriateness
having regard to their investment objectives, financial situation and needs.

You should note that this information:
® may contain references to amounts which are not in local currencies;

* may contain financial information which is not prepared in accordance with the laws or practices of your
country of residence;

* may not address risks associated with investment in foreign currency denominated investments; and
 does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed.
Investment involves risk. Please review all financial material carefully before investing. The opinions expressed are based
on current market conditions and are subject to change without notice. These opinions may differ from those of other
Invesco investment professionals.

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose
possession this marketing material may come are required to inform themselves about and to comply with any relevant
restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction in which such an offer is not
authorised or to any person to whom it is unlawful to make such an offer or solicitation.



