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To what extent can the money created by the 
central bank be used to finance investments in 
the environment? This is a question often asked 
today. The green activists respond with 
enthusiasm that the central bank—and, in 
particular, the European Central Bank (ECB)—
should stimulate the financing of environmental 
investments through the printing of money. 
The ECB has created €2,600 billion of new 
money since 2015 in the context of its 
quantitative easing (QE) programme. All that 
money has gone to financial institutions which 
have done very little with it. Why can’t the ECB 
inject the money into environmental 
investments instead of pouring it into the 
financial sector? 
Most traditional economists react with horror. 
The ECB should not interfere with the 
environment, they say. The government should 
do that. If the ECB jumps on the environmental 
bandwagon, it will be obliged to print too much 
money. This will fuel inflation in the long run, 
with terrible consequences. Ultimately, the 
environment will not be served. 

Creating money 
Who is right? It is good to recall the basics of 
money creation by the ECB (or any modern 
central bank). Money is created when that 
institution buys financial assets in the market. 
The suppliers of these assets are financial 
institutions. These then obtain a deposit in euro 
at the ECB, in exchange for relinquishing these 
financial assets. That is the moment when 
money is created. This money (deposits) can 
then be used as their reserve base by the 
financial institutions to extend loans to 
companies and households. 
There is no limit to the amount of financial 
assets the ECB can buy. In principle, it could 
purchase all existing financial assets (all bonds 

and shares, for example), but that would 
increase the money supply in such a way that 
inflation would increase dramatically. In other 
words, the value of the money issued by the 
ECB would fall sharply. To avoid this, the bank 
has set a limit: it promises not to let inflation 
rise above 2 per cent. That imposes a constraint 
on the amount of money which the ECB can 
create. So far, it has been successful in 
remaining within the 2 per cent inflation target. 
There is also no restriction on what types of 
assets the ECB can buy. Since 2015, when it 
started its QE programme, it has mainly bought 
government bonds, but also corporate bonds 
from financial institutions. The ECB could, 
however, also purchase bonds issued to finance 
environmental investments. The only 
restriction on these purchases (again) is that 
they do not endanger meeting the inflation 
target. 

ECB options 
What are the options for the bank? The €2,600 
billion of government and corporate bonds it 
has bought since 2015 have not fuelled 
inflation, which has remained below 2 per cent 
in the eurozone. The ECB has now stopped 
making new purchases. It has announced, 
though, that when these government and 
corporate bonds come to maturity new bonds 
will be bought in the market, so as to keep the 
money stock (money base) unchanged. This 
creates a window of opportunity for the ECB. It 
could replace the old bonds with new 
‘environmental bonds’, issued to finance 
environmental projects. 
In doing so, the ECB would not create new 
money. It would only reorient money flows 
towards environmental projects. As the total 
amount of money would remain the same there 
would be no risk of additional inflation. 
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