The European Central Bank’s OMT Programme is unlawful and economically amiss

A few weeks ago a significant number of European and American ,professional economists“ -
including a small minority of German university professors - have issued a public defence of the
ECB’s buying of government bonds. In contrast, the supporters of this statement - 136 German
professors of economics - hold that the arguments put forward are not valid. Moreover, in our
view the ECB’s bond acquisition is unlawful.

Article 123 Treaty of Lisbon forbids the ECB the direct “purchase of debt instruments” from
governments of Member States. The article clarifies that monetary finance of governments is
inadmissible. While a purchase of bonds in secondary markets is permitted, it must serve
monetary policy goals (e.g. short-run money market balance) not government finance. If
monetary policy were its focus, the ECB would buy the representative bond portfolio, including
sovereign or private debt from all member states. But this is not the policy. Instead the ECB
concentrates on buying the bonds of overindebted member states. This is money finance of
governments.

Money finance of governments is rightly prohibited because it endangers the central bank’s
independence from governments. The central bank’s duty is maintaining price stability, it is not
reducing the sovereign risk premia member states have to pay in bond markets.

The authors of the above-mentioned defence of the ECB’s bond purchase programme disapprove
of any interference by the Bundesverfassungsgericht, the German constitutional court. They
assert this to be incompatible with central bank independence. We counter: As anyone the ECB
is bound to observe the law! The Treaty requires independence from politics. But the ECB is not
independent if it is ready to finance member states’ budget deficits.
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