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,WLVDSOHDVXUHIRUPHWRDWWHQGWRGD\·VKHDULQJZLWK\RXU&RPPLWWHH7KLVLVWKH
ILUVW WLPH WKDW , DP DEOH WR UHSUHVHQW WKH (&% LQ WKH UHJXODU H[FKDQJH RI YLHZV
EHWZHHQ RXU LQVWLWXWLRQV $V,ZDV WROG WKLV LV DOVR WKH ILUVW WLPH WKDW PRVW RI \RX
DUH SDUWLFLSDWLQJ LQ WKHVH SDUWLFXODU KHDULQJV IROORZLQJ WKH HOHFWLRQ RI WKH QHZ
(XURSHDQ 3DUOLDPHQW DQG WKH VHWWLQJXS RI WKH QHZ &RPPLWWHH RQ (FRQRPLF
DQG 0RQHWDU\ $IIDLUV , VXSSRVH WKDW , DP ULJKW LQ XQGHUVWDQGLQJ WKDW WKH
HVWDEOLVKPHQW RI WKLV QHZ &RPPLWWHH XQGHUOLQHV WKH LPSRUWDQFH WKDW WKH
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GHYHORSPHQWV 0RUHRYHU , VKRXOG OLNH WR H[SUHVV P\ FRQYLFWLRQ WKDW WKH QHZ
IRUPDWRI\RXU&RPPLWWHHZLOOFRQWULEXWH WRLPSURYLQJIXUWKHU WKHTXDOLW\RI RXU
GLVFXVVLRQV,VKRXOGDOVROLNHWRDVVXUH\RXRQFHDJDLQRIWKHJUHDWLPSRUWDQFH
WKDWWKH(&%DWWDFKHVWRWKHVHUHJXODUKHDULQJV
)RU PH UHSUHVHQWLQJ WKH (&% DW WRGD\·V KHDULQJ LV DOO WKH PRUH VDWLVI\LQJ QRZ
WKDW HFRQRPLF GHYHORSPHQWV SRLQW WR D PXFK EULJKWHU RXWORRN IRU WKH HXUR
DUHDHFRQRP\WKDQZDVWKHFDVHHDUOLHULQWKH\HDU,VKRXOGOLNHILUVWWRSUHVHQW
WKH(&%·VYLHZVRQWKHVHGHYHORSPHQWV)ROORZLQJWKLV,VKDOOUHIOHFWRQKRZZH
FDQ VHL]H WKLV RSSRUWXQLW\ WR HQVXUH WKDW WKH FXUUHQW UHFRYHU\ EHFRPHV D
SURORQJHG SKDVH RI QRQLQIODWLRQDU\ HFRQRPLF JURZWK DQG HPSOR\PHQW
FUHDWLRQ WR WKH EHQHILW RI DOO (XURSHDQ FLWL]HQV $V XVXDO , VKRXOG DOVR OLNH WR
UHSRUWEULHIO\RQWKHFXUUHQWDFWLYLWLHVRIWKH(XURV\VWHP

Recent economic developments and prospects

7KH HXUR DUHD HFRQRP\ LV LQ WKH SURFHVV RI UHFRYHULQJ IURP WKH VORZGRZQ LQ
RXWSXW JURZWK ZKLFK KDG EHHQ REVHUYHG DURXQG WKH WXUQ RI WKH \HDU 
7KLV SURFHVV LV H[SHFWHG WR JDLQ PRPHQWXP ZLWK D VXVWDLQHG VWUHQJWKHQLQJ RI
UHDO *'3 JURZWK LQ WKH VHFRQG KDOI RI WKLV \HDU DQG QH[W \HDU 7KH SURYLVLRQDO
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UHVXOW RI D VOLJKWO\ ORZHU UHDO *'3 JURZWK UDWH LQ WKH VHFRQG TXDUWHU RI 
FRPSDUHG ZLWK WKH ILUVW TXDUWHU ZKLFK LV OLNHO\ WR UHIOHFW VRPH GLVWRUWLRQ LQ WKH
TXDUWHUO\ SDWWHUQ GRHV QRW FRQWUDGLFW WKLV SURMHFWLRQ 2YHUDOO GDWD IRU WKH ILUVW
VHPHVWHU RI  SRLQW WR D PRGHUDWH JURZWK RI UHDO *'3 LQ WKH HXUR DUHD
OD\LQJ WKH EDVLV IRU DQ DFFHOHUDWLRQ LQ WKH VHFRQG SDUW RI  DQG WKH \HDU

7KH UHFHQW F\FOLFDO PRYHPHQWV RI SURGXFWLRQ KDYH EHHQ GULYHQ E\ H[SRUW
RSSRUWXQLWLHV ZKLFK DUH QRZ EHJLQQLQJ WR EHQHILW IURP D UHFRYHU\ LQ ZRUOG
WUDGH HQKDQFHG E\ D IDYRXUDEOH FRPSHWLWLYH SRVLWLRQ 7KH H[SHFWDWLRQ RI
IXUWKHUH[SRUWJURZWKLQWKHSHULRGDKHDGILQGVVXSSRUWLQWKHUHFHQWO\LPSURYHG
DVVHVVPHQWRIH[SRUWRUGHUERRNVE\PDQXIDFWXULQJILUPV0RUHRYHUWKHULVNVWR
WKH RXWORRN IRU WKH ZRUOG HFRQRP\ KDYH EHFRPH PRUH EDODQFHG :KLOH WKH
SRVVLELOLW\ RI D SURQRXQFHG VORZGRZQ RI WKH 86 HFRQRP\ ZLWK QHJDWLYH
UHSHUFXVVLRQVRQZRUOGWUDGHFDQQRWEHH[FOXGHGVXFKDVFHQDULRDSSHDUVDW
SUHVHQWXQOLNHO\$WWKHVDPHWLPHWKHUHLVWKHSRVVLELOLW\RIDVWURQJHUHFRQRPLF
UHFRYHU\ LQ $VLD 2YHUDOO WKH EULJKWHQLQJ H[WHUQDO HQYLURQPHQW VKRXOG EH
H[SHFWHGWRVXSSRUWWKHHXURDUHDHFRQRP\
$VUHJDUGVWKHGRPHVWLFVLGHSURVSHFWVDUHIRUFRQWLQXHGVWUHQJWKLQGRPHVWLF
GHPDQG :KLOH LQGXVWULDO FRQILGHQFH KDV UHFRYHUHG WR LWV ORQJWHUP DYHUDJH
OHYHO FRQVXPHU FRQILGHQFH KDV UHPDLQHG IDLUO\ FORVH WR WKH DOOWLPH KLJKV
UHDFKHGDWWKHWXUQRIWKH\HDU7KLVLQGLFDWHVWKDWDEURDGO\EDVHGUHFRYHU\LV
XQGHUZD\H[WHQGLQJWRERWKWKHVHUYLFHVVHFWRUDQGLQGXVWU\
:LWK UHJDUG WR HPSOR\PHQW LQ WKH HXUR DUHD ZH KDYH VHHQ FRQWLQXHG MRE
FUHDWLRQLQWKHILUVWTXDUWHURIEXWDVOLJKWVORZGRZQLQWKHVHFRQGTXDUWHU
+RZHYHULWLVH[SHFWHGWKDWWKHVORZGRZQRIHFRQRPLFJURZWKDURXQGWKHWXUQ
RIWKH\HDUZLOOKDYHRQO\OLPLWHGQHJDWLYHHIIHFWVRQHPSOR\PHQWJURZWK$QG,
VKRXOGVWUHVVWKDWWKLVKDVWREHDVFULEHGWRWKHPRGHUDWHZDJHGHYHORSPHQWV
RIWKHSDVWIHZ\HDUV,WLVFOHDUWKDWDFRQWLQXDWLRQRIZDJHPRGHUDWLRQZLOOEH
D SUHUHTXLVLWH IRU WUDQVODWLQJ WKH H[SHFWHG JURZWK UHFRYHU\ LQWR D VLJQLILFDQW
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JURZWKRIHPSOR\PHQW+RZHYHUDVZHKDYHHPSKDVLVHGRQPDQ\RFFDVLRQV
DVXEVWDQWLDODQGVXVWDLQHGUHGXFWLRQRIXQHPSOR\PHQWLQ(XURSHLVFRQWLQJHQW
RQ DFFRPSDQ\LQJ FRPSUHKHQVLYH VWUXFWXUDO UHIRUP PHDVXUHV DLPHG DW
LQFUHDVLQJ IOH[LELOLW\ LQ WKH ODERXU DQG SURGXFW PDUNHWV D SRLQW WR ZKLFK , VKDOO
UHWXUQLQDPRPHQW
7RVRPHH[WHQWWKHLPSURYHGRXWORRNIRUWKHHXURDUHDHFRQRP\LVPLUURUHGE\
WKHXSZDUGWUHQGLQORQJWHUPJRYHUQPHQWERQGVLQUHFHQWPRQWKV$WSUHVHQW
WKHDYHUDJHOHYHORI\HDUERQG\LHOGVLQWKHHXURDUHDVWDQGVDWDURXQG
RUDERXWEDVLVSRLQWVKLJKHUWKDQWKHOHYHOVHHQDWWKHHQGRI$SULO(XUR
DUHD VWRFN PDUNHWV DOVR LQGLFDWH JURZLQJ RSWLPLVP DERXW WKH SURVSHFWV IRU
HFRQRPLF DFWLYLW\ LQ WKH HXUR DUHD 7KH LQFUHDVH LQ VKDUH SULFHV LQ UHFHQW
PRQWKV ZKLFK RFFXUUHG DJDLQVW D EDFNJURXQG RI ULVLQJ ORQJWHUP ERQG \LHOGV
WHQGV WR VXJJHVW WKDW ILQDQFLDO PDUNHW SDUWLFLSDQWV KDYH UDLVHG WKHLU
H[SHFWDWLRQVDERXWWKHSURVSHFWVIRUFRUSRUDWHSURILWDELOLW\LQWKHHXURDUHDLQ
FRQMXQFWLRQZLWKWKHLUH[SHFWDWLRQVRIDFFHOHUDWLQJRXWSXWJURZWK
:KLOH WKH SURVSHFWV IRU HFRQRPLF DFWLYLW\ DUH WKXV UHODWLYHO\ IDYRXUDEOH DW
SUHVHQW FKDQFHV IRU FRQWLQXHG SULFH VWDELOLW\ DUH DOVR JRRG +RZHYHU
FRQVXPHU SULFH LQFUHDVHV KDYH VHHQ VRPH XSZDUG SUHVVXUH LQ UHFHQW PRQWKV
ULVLQJ IURP  LQ -XQH WR  LQ $XJXVW 7KLV ZDV PDLQO\ DFFRXQWHG IRU E\ D
VWURQJHU LQFUHDVH LQ HQHUJ\ SULFHV UHIOHFWLQJ WKH FRQWLQXHG ULVH LQ RLO SULFHV $V
UHJDUGV WKH RXWORRN IRU SULFH GHYHORSPHQWV ZKLOH VRPH GRZQZDUG SUHVVXUH
PD\ EH H[SHFWHG WR HPDQDWH IURP RQJRLQJ GHUHJXODWLRQ DQG LQFUHDVHG
FRPSHWLWLRQ ZH H[SHFW FRQVXPHU SULFH LQFUHDVHV WR ULVH VRPHZKDW IXUWKHU LQ
WKH QHDU IXWXUH PDLQO\ DV D FRQVHTXHQFH RI KLJKHU RLO SULFHV DQG WKH ODJJHG
HIIHFWVRIH[FKDQJHUDWHGHYHORSPHQWV/RRNLQJRYHUDKRUL]RQRIPRQWKVRU
VR ZH H[SHFW FRQVXPHU SULFH GHYHORSPHQWV WR UHPDLQ EHORZ WKH FHLOLQJ ZH
KDYH GHILQHG DV EHLQJ FRPSDWLEOH ZLWK SULFH VWDELOLW\ RYHU WKH PHGLXP WHUP
+RZHYHUXSZDUGULVNVWRWKHPDLQWHQDQFHRISULFHVWDELOLW\FDQQRWEHUXOHGRXW
LQSDUWLFXODULQYLHZRIWKHUDSLGJURZWKLQPRQHWDU\DJJUHJDWHVDQGLQFUHGLWWR
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WKHSULYDWHVHFWRUDQGJLYHQWKHSRVVLELOLW\RIDPRUHSURQRXQFHGDFFHOHUDWLRQ
RIHFRQRPLFDFWLYLW\WKDQH[SHFWHG
,QGHHG PRQHWDU\ JURZWK LQ WHUPV RI WKH EURDG DJJUHJDWH 0 KDV EHHQ RQ D
ULVLQJ WUHQG VLQFH WKH VWDUW RI WKLV \HDU PRYLQJ JUDGXDOO\ DZD\ IURP WKH
UHIHUHQFH YDOXH RI î VHW E\ WKH *RYHUQLQJ &RXQFLO RI WKH (&% 7KLV XSZDUG
PRYHPHQW PDLQO\ UHIOHFWHG D FRQWLQXHG VWURQJ GHPDQG IRU WKH PRVW OLTXLG
FRPSRQHQWV RI 0 7KLV PD\ EH H[SODLQHG WR D ODUJH H[WHQW E\ WKH YHU\ ORZ
RSSRUWXQLW\ FRVWV RI KROGLQJ WKHVH PRQHWDU\ DVVHWV EXW SHUKDSV DOVR E\ WKH
JUDGXDOO\LPSURYLQJHFRQRPLFFRQGLWLRQVLQWKHHXURDUHD
$WWKHVDPHWLPHWKHJURZWKUDWHRIFUHGLWWRWKHSULYDWHVHFWRUUHPDLQHGKLJK
IOXFWXDWLQJVWHDGLO\DURXQG2XULPSUHVVLRQLVWKDWWKHKLJKGHPDQGIRUEDQN
ORDQVLVEURDGO\EDVHGRULJLQDWLQJIURPERWKKRXVHKROGVDQGFRUSRUDWLRQV7KH
PDLQIDFWRUEHKLQGWKHVXVWDLQHGJURZWKRIFUHGLWWRWKHSULYDWHVHFWRUDSSHDUV
WR EH WKH RYHUDOO ORZ OHYHO RI EDQN OHQGLQJ LQWHUHVW UDWHV 0RUHRYHU WKH
VXVWDLQHG JURZWK RI FUHGLW VKRXOG KDYH EHHQ VXSSRUWHG E\ WKH RQJRLQJ
HFRQRPLF UHFRYHU\ LQ WKH HXUR DUHD )XUWKHUPRUH LQ VRPH FRXQWULHV WKH
LQWHUSOD\ RI FUHGLW JURZWK DQG ULVLQJ KRXVH DQG ODQG SULFHV SOD\V DQ LPSRUWDQW
UROH DV ZHOO DV WKH QHHG WR ILQDQFH PRUH LQWHQVH PHUJHU DQG DFTXLVLWLRQ
DFWLYLW\ )LQDOO\ , VKRXOG PHQWLRQ WKDW HDVLHU DFFHVV WR ILQDQFLQJ RZLQJ WR WKH
LQFUHDVHG GHJUHH RI FRPSHWLWLRQ LQ WKH EDQNLQJ LQGXVWU\ VLQFH WKH VWDUW RI
0RQHWDU\8QLRQPD\DOVRKDYHHQFRXUDJHGERUURZLQJ$OOLQDOOPRQHWDU\DQG
FUHGLWGHYHORSPHQWVVLJQDOWKDWDWSUHVHQWWKHOLTXLGLW\VLWXDWLRQLQWKHHXURDUHD
LVUDWKHUJHQHURXVVLJQDOOLQJDSRVVLEOHULVNWRSULFHVWDELOLW\LQWKHPHGLXPWHUP
ZKLFKWKH(XURV\VWHPQHHGVWRWDNHVHULRXVO\
2YHUDOO WDNLQJ LQWR DFFRXQW ERWK SLOODUV RI RXU PRQHWDU\ SROLF\ VWUDWHJ\ WKH
IROORZLQJFDQEHFRQFOXGHG
:KLOH WKH SURVSHFWV IRU FRQWLQXHG SULFH VWDELOLW\ DUH JRRG LW LV QHFHVVDU\ WR
UHPDLQ YLJLODQW ZLWK UHJDUG WR XSVLGH ULVNV $JDLQVW WKLV EDFNJURXQG WKH
*RYHUQLQJ &RXQFLO RI WKH (&% GHFLGHG ODVW ZHHN WR NHHS WKH LQWHUHVW UDWHV RQ
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WKHPRQHWDU\SROLF\RSHUDWLRQVRIWKH(XURV\VWHPXQFKDQJHGDVLWGLGDWDOORI
LWVPHHWLQJVDIWHU$SULO

Conditions for prolonged non-inflationary growth

1RZWKDW WKHRXWORRNIRU WKH(XURSHDQHFRQRP\KDVLPSURYHG,VKRXOGOLNHWR
UHIOHFWRQWKHPRVWHVVHQWLDOUHTXLUHPHQWVIRUWKHFXUUHQWUHFRYHU\WREHFRPHD
SHULRG RI SURORQJHG QRQLQIODWLRQDU\ DQG HPSOR\PHQW JHQHUDWLQJ RXWSXW
JURZWK ,Q RXU YLHZ D SHULRG RI VXVWDLQHG KLJKHU RXWSXW JURZWK DQG ORZHU
XQHPSOR\PHQW ZRXOG FDOO ILUVW RI DOO IRU PRUH GHFLVLYH PHDVXUHV WR WDFNOH WKH
VWLOOH[LVWLQJLPSHUIHFWLRQVLQSDUWLFXODULQIOH[LEOHPDUNHWVWUXFWXUHV6HFRQGO\WKH
FRQVROLGDWLRQRI SXEOLF ILQDQFHVZKLFK KDVPDGH FRQVLGHUDEOH SURJUHVV LQ WKH
SDVWIHZ\HDUVZRXOGKDYHWREHFRQWLQXHGDQGLQVHYHUDOFDVHVLQWHQVLILHG,Q
PDQ\ DUHDV WKH LPSOHPHQWDWLRQ RI WKHVH SROLF\ UHTXLUHPHQWV ZLOO FHUWDLQO\
UHTXLUH D EUHDN ZLWK RIWHQ GHHSO\ URRWHG KDELWV DQG DOOHJHGO\ DFTXLUHG ULJKWV
+RZHYHU WKHFXUUHQWHFRQRPLFXSWXUQ ZRXOG SURYLGH D JROGHQ RSSRUWXQLW\ WR
PDNHVHULRXVKHDGZD\LQWKHVHWZRDUHDV
7KLVPHVVDJHPD\DSSHDUDQ\WKLQJEXWRULJLQDOVLQFHLWEHORQJVWRRXUVWDQGDUG
YRFDEXODU\ +RZHYHU WKLV E\ QR PHDQV PDNHV WKH PHVVDJH OHVV UHOHYDQW
5DWKHU WKH QHHG WR UHLWHUDWH WKLV PHVVDJH FDVWV OLJKW RQ WKH SHUVLVWHQFH RI WKH
XQGHUO\LQJ SUREOHPV DQG WKH GLIILFXOW\ RI DFWXDOO\ LPSOHPHQWLQJ VWUXFWXUDO
DGMXVWPHQW SROLFLHV HYHQ ZKHQ WKH\ DUH ZLGHO\ UHFRJQLVHG DV EHLQJ
DSSURSULDWH
3ROLWLFLDQV DUH FRQVWDQWO\ FRQIURQWHG ZLWK VXFK GLIILFXOWLHV LQ SDUWLFXODU ZKHQ
SROLF\DGMXVWPHQWVLQWHUIHUHZLWKVRFDOOHGDFTXLUHGULJKWV7KHUHIRUHLWLVKDUGO\
VXUSULVLQJ WKDW HIIRUWV WR FRUUHFW XQVXVWDLQDEOH GHILFLWV DQG ZHOIDUH EHQHILWV GR
QRWPHHWZLWKXQLYHUVDOVXSSRUW
(YHQ WKRXJK EXGJHWDU\ GHILFLWV DQG WR D OHVVHU GHJUHH DOVR SXEOLF GHEWWR
*'3 UDWLRV KDYH EHHQ UHGXFHG RYHU WKH SDVW IHZ \HDUV ZH KDYH WR NHHS LQ
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PLQG WKDW WKLV WR D ODUJH H[WHQW ZDV GXH WR WKH ORZ OHYHO RI LQWHUHVW UDWHV $W
SUHVHQW WKH EXGJHWDU\ VLWXDWLRQ RI PRVW 0HPEHU 6WDWHV VWLOO QHHGV IXUWKHU
LPSURYHPHQWV %H\RQG D IXUWKHU UHGXFWLRQ RI GHEWWR*'3 UDWLRV WKHUH DUH D
QXPEHURIRWKHULVVXHVWKDWKDYH WREH WDFNOHGE\JRYHUQPHQWV7KHVHLQFOXGH
HVSHFLDOO\WKHUHGXFWLRQRIVWUXFWXUDOGHILFLWVWKHUHIRUPRIWKHZHOIDUHVWDWHDQG
LPSURYHPHQWVWRWKHFRPSRVLWLRQRIJRYHUQPHQWH[SHQGLWXUHVDQGUHFHLSWV
8OWLPDWHO\ WKH SXUVXLW RI VRXQG EXGJHWDU\ SROLFLHV ZLOO E\ QR PHDQV XQGXO\
UHVWULFWJRYHUQPHQWVEXWUDWKHUFUHDWHWKHEDVLVIRUDQHIILFLHQWFRQGXFWRIILVFDO
SROLFLHV 7KLV LQ WXUQ ZRXOG FHUWDLQO\ KDYH D SRVLWLYH LPSDFW RQ HFRQRPLF
JURZWK DQG RQ WKH DELOLW\ WR PDLQWDLQ D VWDEOH DQG EDODQFHG VRFLDO
HQYLURQPHQW
8QGHUWKH6WDELOLW\DQG*URZWK3DFWJRYHUQPHQWVVKRXOGPDLQWDLQDEXGJHWDU\
SRVLWLRQ FORVH WR EDODQFH RU LQ VXUSOXV RYHU WKH PHGLXP WHUP 7KH FXUUHQW
HFRQRPLFUHFRYHU\VKRXOGKHOSFRXQWULHVWRDFKLHYHVXFKDEXGJHWDU\SRVLWLRQ
PRUH TXLFNO\ WKDQ SODQQHG ,Q WKLV UHJDUG LW VHHPV LPSHUDWLYH WKDW KLJKHU WD[
UHFHLSWV DUH XVHG WR LQWHQVLI\ WKH FRQVROLGDWLRQ SURFHVV YLD WKH VHWWLQJ RI PRUH
DPELWLRXVGHILFLWWDUJHWV,QGHHGWKHVRFDOOHGDXWRPDWLFVWDELOLVHUVVKRXOGDOVR
RSHUDWHGXULQJF\FOLFDOXSWXUQVDQGQRWRQO\EHUHJDUGHGDVUHOHYDQWLQSHULRGV
RIVOXJJLVKJURZWK
$V UHJDUGV WKH UROH RI JRYHUQPHQWV , VKRXOG DOVR OLNH WR VWUHVV WKHLU SDUWLFXODU
UHVSRQVLELOLW\ LQ WKH VHWWLQJ RI WKH RYHUDOO FRQGLWLRQV IRU D VPRRWKO\ IXQFWLRQLQJ
HFRQRP\ 7KLV DSSOLHV QRW RQO\ WR WD[ DQG H[SHQGLWXUH UHIRUPV WKDW DUH
FRQGXFLYHWRJURZWKDQGHPSOR\PHQWFUHDWLRQEXWDOVRWRWKHQHHGWRUHGXFH
ULJLGLWLHVLQODERXUSURGXFWDQGVHUYLFHPDUNHWV7KHVHLPSHGLPHQWVZKLFKKDYH
VHYHUHO\FRQVWUDLQHGRXWSXWDQGHPSOR\PHQWJURZWKLQUHFHQW\HDUVGHILQLWHO\
QHHGWREHRYHUFRPH
7KH HPSKDVLV ZLWK ZKLFK , DP FDOOLQJ IRU VXFK UHIRUPV VWHPV QRW OHDVW IURP RXU
RYHUULGLQJFRPPLWPHQWWRPDLQWDLQSULFHVWDELOLW\DFURVVWKHHXURDUHDRYHUWKH
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PHGLXP WHUP ,Q WKLV UHJDUG LW VHHPV ZRUWK UHFDOOLQJ WKDW ULJLGLWLHV LQ WKH
IXQFWLRQLQJ RI PDUNHWV DUH DPRQJ WKH PDLQ WULJJHUV RI DQ HDUO\ UHVXUJHQFH RI
LQIODWLRQDU\ SUHVVXUHV LQ WKH HYHQW RI DGYHUVH VXSSO\ DQG GHPDQG VKRFNV
0RUHRYHUDVDUHVXOWRIVSLOORYHUHIIHFWV WKLVRIWHQDSSOLHVHYHQLQFDVHVZKHUH
VXFKLPSHUIHFWLRQVDUHUHVWULFWHGWRRQO\DIHZDUHDVRIWKHHFRQRP\
7KH DWWHQWLRQ WKDW , KDYH GUDZQ WR WKH SXEOLF VHFWRU ZKLFK LQ WHUPV RI
VSHQGLQJ DFFRXQWV IRU DERXW KDOI RI *'3 LQ WKH HXUR DUHD LV DOVR GXH WR WKH
IDFW WKDW PRQHWDU\ SROLF\ LV PRVW HIIHFWLYH ZKHQ LW LV VXSSRUWHG E\ UHVSRQVLEOH
SROLFLHV RQ WKH SDUW RI RWKHU HFRQRPLF DFWRUV 7KLV DOVR DSSOLHV WR WKH VRFLDO
SDUWQHUVDVWKH\DUHODUJHO\UHVSRQVLEOHIRUWKHVHWWLQJRIZDJHV:LWKUHJDUGWR
WKH ODWWHU WKH NH\ PHVVDJH LV WKDW ZDJH LQFUHDVHV ZKLFK DUH QRW PDWFKHG E\
SURGXFWLYLW\JDLQVDUHXQGRXEWHGO\DQLPSRUWDQWVRXUFHRILQIODWLRQDU\SUHVVXUHV
DQGKLJKHUVWUXFWXUDOXQHPSOR\PHQW
,W LV WKH SULPDU\ UHVSRQVLELOLW\ RI WKH (XURV\VWHP WR VHW WKH PRQHWDU\ SROLF\ WKDW
EHVW VHUYHV WKH PDLQWHQDQFH RI SULFH VWDELOLW\ LQ WKH HXUR DUHD ,Q WKLV UHJDUG ,
VKRXOG OLNH WR VWUHVV WKDW WKH *RYHUQLQJ &RXQFLO RI WKH (&% LV LQ D SHUPDQHQW
SURFHVV RI UHYLHZLQJ WKH ULVNV WR SULFH VWDELOLW\ RQ WKH EDVLV RI D EURDG VHW RI
HFRQRPLF YDULDEOHV ZKHUHE\ PRQHWDU\ JURZWK SOD\V D SURPLQHQW UROH 7KHVH
RQJRLQJ DVVHVVPHQWV LQFOXGH DOO DVSHFWV RI WKH GRPHVWLF DQG H[WHUQDO
HFRQRPLFDQGILQDQFLDOHQYLURQPHQW&RQVHTXHQWO\WKH\WDNHLQWRDFFRXQWWKH
RYHUDOOSHUIRUPDQFHRIDQGRXWORRNIRUWKHHXURDUHDHFRQRP\
6HWWLQJWKHPRQHWDU\FRQGLWLRQVVRDVWRPDLQWDLQSULFHVWDELOLW\LQWKHHXURDUHD
LV FHUWDLQO\ WKH EHVW FRQWULEXWLRQ WKDW WKH (XURV\VWHP DQG WKH VLQJOH PRQHWDU\
SROLF\ FDQ PDNH WR FUHDWLQJ DQ HFRQRPLF HQYLURQPHQW FRQGXFLYH WR JURZWK
DQG HPSOR\PHQW ,Q WKLV UHVSHFW KRZHYHU ZH VKDOO QHHG WKH VXSSRUW RI RWKHU
SROLF\ DUHDV :KHWKHU WKH HXUR DUHD ZLOO VHH D SURORQJHG SKDVH RI QRQ
LQIODWLRQDU\ DQG HPSOR\PHQW JHQHUDWLQJ RXWSXW JURZWK GHSHQGV RQ ZKHWKHU
ZHVKDOOEHDEOHWRDYRLGUHSHDWLQJSDVWPLVWDNHVDQGWRGHFLVLYHO\DGGUHVVVWLOO
XQUHVROYHG SUREOHPV ,I RWKHU SROLF\PDNHUV ZHUH WR FRQWULEXWH WR WKH HIILFLHQW
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IXQFWLRQLQJRIWKHHFRQRP\E\DGGUHVVLQJ WKHODUJHO\VWUXFWXUDOSUREOHPVQRZ
WKH REMHFWLYHV RI WKH &RPPXQLW\ LQFOXGLQJ LQWHU DOLD VXVWDLQDEOH DQG QRQ
LQIODWLRQDU\JURZWKDQGDKLJKOHYHORIERWKHPSOR\PHQWDQGVRFLDOSURWHFWLRQ
ZRXOGEHEHVWVHUYHG
,Q RUGHU WR HQKDQFH WKH XQGHUVWDQGLQJ RI ZKDW LV DFWXDOO\ UHTXLUHG DQG WR
SURPRWHWKHSXUVXLWRIDSSURSULDWHSROLFLHVLWLVFHUWDLQO\RIXVHWRKDYHDQRSHQ
H[FKDQJH RI YLHZV DPRQJ DOO PDFURHFRQRPLF SROLF\ DFWRUV 7KLV VKRXOG EH
FDUULHG RXW LQ VXFK D ZD\ DV LV HQYLVDJHG LQ WKH QHZO\ HVWDEOLVKHG
PDFURHFRQRPLF GLDORJXH LQ IXOO UHVSHFW RI WKH LQGHSHQGHQFH DQG
SUHURJDWLYHV RI WKH DFWRUV LQYROYHG DQG ZLWKRXW EOXUULQJ WKH GLYLVLRQ RI
UHVSRQVLELOLWLHV LQ WKH LQGLYLGXDO ILHOGV RI FRPSHWHQFH , DP FRQYLQFHG WKDW WKH
GLDORJXHEHWZHHQRXULQVWLWXWLRQVZLOODOVRFRQWULEXWH WR D EHWWHU XQGHUVWDQGLQJ
RIWKHPDFURHFRQRPLFSROLF\UHTXLUHPHQWV

Current activities of the Eurosystem

%HIRUH,ILQLVK,VKRXOGQRZOLNHWRGUDZ\RXUDWWHQWLRQ WRVRPHRWKHULPSRUWDQW
DFWLYLWLHVRIWKH(XURV\VWHP7RVDYHWLPH,VKDOOPHQWLRQ WKHVHRQO\YHU\EULHIO\
+RZHYHU VKRXOG \RX EH LQWHUHVWHG , ZRXOG EH JODG WR SURYLGH \RX ZLWK PRUH
GHWDLOVRQWKHVHDQGRWKHU(XURV\VWHPDFWLYLWLHVDWDODWHUVWDJH
)LUVWRIDOO,DPSOHDVHGWRVD\WKDWDOLWWOHRYHUWZRPRQWKVDJRZHEHJDQWKH
SURGXFWLRQRIHXUREDQNQRWHVDQGFRLQV7KHEDQNQRWHVDUHEHLQJSURGXFHGLQ
DFFRUGDQFHZLWKVSHFLILFDWLRQVRI WKHYHU\KLJKHVWVWDQGDUGDQGZLOOLQFOXGHD
ZLGHUDQJHRIVHFXULW\IHDWXUHV0RUHRYHUDV\RXDUHDOUHDG\DZDUHIURP\RXU
PHHWLQJ ODVW ZHHN ZH KDYH DOVR ODXQFKHG D (XURSHZLGH LQIRUPDWLRQ
FDPSDLJQ LQ FRRSHUDWLRQ ZLWK WKH (XURSHDQ &RPPLVVLRQ WR UDLVH SXEOLF
DZDUHQHVV SULRU WR WKH LQWURGXFWLRQ RI HXUR EDQNQRWHV DQG FRLQV RQ  -DQXDU\
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$VUHJDUGVWKH(XURV\VWHP·VSUHSDUDWLRQVIRU WKH WUDQVLWLRQ WR WKH\HDUZH
DUH QRZ DSSURDFKLQJ WKH ILQDO SKDVH RI RXU WHVWLQJ DFWLYLWLHV , DP KDSS\ WR
UHSRUW WKDW RXU WHVWLQJ RI WKH DSSOLFDWLRQV QHFHVVDU\ IRU WKH FRQGXFW RI
PRQHWDU\SROLF\KDVVRIDUSURYHGWKHVHV\VWHPVWREH\HDUFRPSOLDQW$V
IDUDVRXUPRQHWDU\SROLF\IUDPHZRUNLVFRQFHUQHGZHDUHFRQYLQFHGWKDWLWLV
IOH[LEOHHQRXJKDQGKDVWKHEXLOWLQPHFKDQLVPVGHVLJQHGWRGHDOZLWKDQ\OHYHO
RI OLTXLGLW\ GHPDQG WKDW PLJKW DULVH HYHQ XQGHU WKH PRVW H[FHSWLRQDO
FLUFXPVWDQFHV -XVW ODVW ZHHN WKH *RYHUQLQJ &RXQFLO GHFLGHG WKDW WKH PDLQ
UHILQDQFLQJRSHUDWLRQVRIDQG'HFHPEHUZLOOEHOHQJWKHQHGWRWKUHH
ZHHNVVRWKDWQRVXFKRSHUDWLRQZLOOEHLQLWLDWHGRUPDWXUHGXULQJWKHILUVWZHHN
RIWKH\HDU0RUHRYHULQWKHLQWHUHVWVRIVPRRWKLQJWKH WUDQVLWLRQQRWRQO\
IRU(8FHQWUDOEDQNVEXWDOVRIRURWKHUILQDQFLDOLQVWLWXWLRQVZHKDYHGHFLGHGWR
FORVHWKH7$5*(7V\VWHPRQ'HFHPEHU7KLVZLOODOORZDIXOOGD\IRUHQG
RI\HDURSHUDWLRQVDQGPDNLQJIXOOEDFNXSVRIDOOWKHUHOHYDQWV\VWHPV
$V IDU DV 7$5*(7 LV FRQFHUQHG , VKRXOG OLNH WR H[SUHVV VDWLVIDFWLRQ WKDW WKH
V\VWHP LV QRZ ZLGHO\ XVHG DV LQWHQGHG IRU ERWK GRPHVWLF DQG FURVVERUGHU
ODUJHYDOXH SD\PHQWV 7KH V\VWHP QRZ SURFHVVHV DSSUR[LPDWHO\  PLOOLRQ
GRPHVWLF DQG FURVVERUGHU SD\PHQWV SHU PRQWK WR D YDOXH RI DURXQG (85 
WULOOLRQ 7KH V\VWHP KDV FOHDUO\ LQFUHDVHG WKH XVH RI UHDOWLPH JURVV VHWWOHPHQW LQ
WKH(8VLQFHWKHLQWURGXFWLRQRIWKHHXUR0RUHRYHUFURVVERUGHUSD\PHQWVQRZ
UHSUHVHQWDURXQGRIWKHWRWDODQGRIWKHYDOXHRIDOO7$5*(7SD\PHQWV
:KLOH RQ WKH VXEMHFW RI FURVVERUGHU SD\PHQWV , VKRXOG DOVR OLNH WR GUDZ \RXU
DWWHQWLRQWRWKHSXEOLFDWLRQRIWKH(&%·VUHSRUWRQ´LPSURYLQJFURVVERUGHUUHWDLO
SD\PHQW VHUYLFHV LQ WKH HXUR DUHDµ 7KLV UHSRUW ZKLFK IRUPV SDUW RI WKH
(XURV\VWHP·V RQJRLQJ HIIRUWV LQ WKLV ILHOG RXWOLQHV D QXPEHU RI REMHFWLYHV IRU
LPSURYLQJWKHHIILFLHQF\DQGTXDOLW\RIFURVVERUGHUSD\PHQWVHUYLFHV
2WKHU UHFHQW SXEOLFDWLRQV E\ WKH (&% LQFOXGH D UHSRUW RQ WKH HIIHFWV RI
WHFKQRORJ\ RQ (8 EDQNLQJ V\VWHPV DQG WKH VRFDOOHG ´%OXH %RRNµ RQ SD\PHQW
V\VWHPV LQ FRXQWULHV WKDW KDYH DSSOLHG IRU PHPEHUVKLS RI WKH (8 , VKRXOG DOVR
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OLNH WR UHFDOO WKDW WKH EHJLQQLQJ RI -XQH VDZ WKH ODXQFK RI WKH (&%·V :RUNLQJ
3DSHU VHULHV 6HYHQ ZRUNLQJ SDSHUV KDYH DOUHDG\ EHHQ SXEOLVKHG LQFOXGLQJ
PRVW UHFHQWO\ WR PHQWLRQ EXW RQH ´D FURVVFRXQWU\ FRPSDULVRQ RI PDUNHW
VWUXFWXUHV LQ (XURSHDQ EDQNLQJµ 7R HQG OHW PH DGG WKDW LQ WKH LQWHUHVWV RI
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ZKLFKVKRXOGDOVREHSXEOLVKHGLQWKHQHDUIXWXUH
,DPQRZDW\RXUGLVSRVDOWRDQVZHUDQ\TXHVWLRQVWKDW\RXPLJKWKDYH
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Monetary dialogue with Mr Christian NOYER, Vice-President of the
European Central Bank
Brussels, 27 September 1999

Mrs Randzio-Plath, Chairwoman
Mr Noyer’s introductory speech…..
Mrs Randzio-Plath:
Thank you Mr Noyer, Vice-President of the ECB, for that statement and I think that we
really must emphasize our wish to get more information in particular on the publication of
further reports, the repayments system report and your working papers. There has been
progress made on these fronts over the last quarter so colleagues I will open the floor and
remind you that we agreed amongst the coordinators that first of all we would have a
round on monetary policy concepts and strategy and a second round then on how the ECB
contributes to growth and employment and a third round on the international dimensions
of the euro and the exchange rates and a fourth one on transparency and other issues.
So colleagues, as I’ve got a list, if you wish to be added to the list let the secretariat know.
Mrs Villiers and then Mr Pérez Royo on the first round.
Do you have a point of order to raise?
Mr Abitbol:
Point of order, if I may, Madam Chairman. Several times since I joined the Parliament,
since I joined this Committee, I have drawn your attention to the need to respect what I
see is the first level of transparency of information; the use of the various official languages
of the European Union. I am particularly amazed to see a French representative of the
Bank — there is only one anglophone member country of that Bank, that is Ireland — I
am amazed that he spoke English and the text is only available in English too whereas the
monthly reports are also in English. Mr Noyer, my first question: The ECB, is it really
without enough linguistic currency and credit currency to be able to produce it in French?
Talk about dialogue with various opinions, what about French public opinion, or the northsouth dialogue? I feel that the north is OK but the south is beyond the pale, so what should
we do? France is not the only one, there are three countries where French is spoken so
France is not the only - and there is only one English one. OK that was a statement (chair
interrupts)..

Mrs Randzio-Plath:
OK, it was a statement but look at the Rule 117. All documents have to be tabled in one
of Parliament’s official languages and statements can be in any language and obviously
then it would have to be translated. The Committee has always respected those language

rules and there is no infringement at all. I’m sorry but we have kept to the letter of the
rules and it is our rules, the Parliament’s rules which count here. We are in the Parliament
after all and each institution sets up its own internal rules as it sees fit. We take note of
your point of view and respect it for what its worth but it is up to each institution to decide
on their own internal rules and we have kept to the internal parliamentary rules, so thank
you. So we come to the first round, Mrs Villiers.

Mrs Villiers:
Thank you Madam President. My questions are prompted by the latest quarter’s statistics
which show the renewed diversion in inflation rates across the euro-zone particularly for
faster growing economies like Spain and Ireland. It also shows continuing high growth in
Ireland and taken together with the significant and unexpected divergences that we have
seen between some of the poor economies, particularly France and Germany over the last
few months, this must of course give some cause for concern to the ECB in setting a onesize fits all interest rate. That has prompted three questions on my part. Do you expect
this divergence to last? In what ways do you expect further convergence to occur and isn’t
the euro-zone’s current interest rate level calculated to increase inflation in the faster
growing economies, in fact leading to further divergence?

Mr Noyer:
Thank you very much indeed. I shall speak in English because this question was raised in
English, but before I do so, could I say in French "Talking about the first thing… I will do
my best. I don’t know all community languages but there is one factual mistake made.
Since January, since we have been conducting the monetary policy of the euro area and
started publishing the monthly bulletins, we have set up an infrastructure for these
bulletins to be published simultaneously in all languages of the Community. Please believe
me: it is extremely difficult, because in the monthly bulletin you find many detailed
explanations in our major effort to be transparent. The economic and monetary analysis
behind the decisions of the Governing Council of the ECB is available only a few days
before the publication of the bulletin. We just have those few days to draft all the economic
reasoning and make it accessible to all Europeans and to translate it into all Community
language. Obviously these translations are also done systematically for all the legal texts
which we publish. But we really wanted it to be the main vehicle of transparency, this
publication of ours, this monthly bulletin. It should be published simultaneously in all
Community languages to that end. Should there have been a problem or a hitch or a half
day’s lag in one or other of the languages, it is just a hitch in the functioning, but the
principle "same day, all languages" applies. Sorry to digress"
Now, with regard to the three questions that were raised about inflation rates differential
and the outlook for these differences to remain or to increase, there are several elements.
The basis of course is that we have only one single monetary policy. The single monetary
policy addresses euro area-wide data and euro area-wide economic developments and
monetary developments. There is no way that we can make any differentiation, so if there
are special tensions on one side or the other in some region, or in Member States belonging
to the euro area, they have to be addressed through other policies. Now, is there
something that is of special importance and of special concern for the euro area? Well if
you take in comparison the United States, we have actually made an interesting study
about that which will be published very soon in one of the editions of our monthly bulletin.
Before it is even published, I can give you the main results of this study. It is a study
trying to compare what happens in the euro area and what happens in the United States

and what happens in other individual countries. Clearly there is no evidence that
differences in the euro area are more important than in the United States or even in
smaller economies. The differences in growth rates or inflation rates that you may observe
in the euro area are not more important than what you may observe between various
regions of the United States, various states of the United States, or what you could observe
in the Member States of the euro area before monetary union (between some ‘länder’ in
Germany or some regions in France) or what you may observe today in countries where
there is a single monetary policy for a single country (such as the United Kingdom, or
other countries where you may have differences between various regions). There is no
evidence that the challenge facing the ECB is more important than the challenge facing
the Federal Reserve System or the Bank of England today, or than that facing the
Bundesbank or the Banque de France or Banca d’Italia and others yesterday. We think
that if it is possible or has been possible to cope with that difficulty elsewhere, then it
should also be possible for the monetary authorities or the other policy makers to deal
with that in the present situation. Now I should like to add one or two additional remarks
that may be of interest for the Parliament. There has been a number of important studies
made over the years about what happens in the monetary union. That is to say that in the
monetary union there is a tendency for the absolute level of prices to converge to the
same level; it is not as simple as I am putting it, but the general idea is that if you start
the monetary union with various regions having absolute levels of prices that are different,
there is a natural tendency for them to converge very closely so that it is just inevitable
that in the parts of the monetary union where the absolute level is lower, the rate of
increase is higher than in the parts where the absolute level at the beginning was higher.
That is the general tendency, but it is very likely that the sort of differences that you have
observed for a certain time will continue to exist until the absolute levels are sufficiently
close, or else will remain because there are other structural factors that enable them to
remain.

Mr Pérez Royo:
Thank you very much indeed. Mr Noyer, can I just focus in my time on two questions on
monetary policy. The Central Bank, the ECB has right from the very beginning described
its strategy for monetary policy as being a strategy based on two pillars. The first being
growth in monetary mass which is a sort of reference value and the growth of prices on
the other side stay in a band of reference values of less than 2%. The growth of monetary
mass has month after month gone beyond its reference value by a percentage point
without it actually leading - quite rightly - to the ECB to review its monetary policy. I think
it’s right that you haven’t reviewed your monetary policy but I would remind you that that
is inconsistent with your remit as it pertains to the growth of the monetary volume, the
monetary mass. So don’t you think it would be better to recognise that the first pillar,
growth of the monetary volume, can really at the moment play a very limited role,
especially in such situations as now, and the ECB has got to look at strategy based on one
pillar, that is the trend for inflation based on price indices. In other words don’t you think
it would be apt and more transparent firmly to recognise that the main element of the
monetary policy of the ECB is the objective of inflation? That you can have only one basic
pillar and that is the inflation indices? And the second very brief one linked to that, if it is
true that the Central Bank has a central objective for monetary policy and that is inflation,
when does the ECB think it will publish its inflation goal, quantify it?

Mr Noyer:
Well, on that first question, we do not feel at all that our first pillar does not provide us
with the necessary information to be able to analyse the developments and the risks for
price stability. We feel that, on the contrary, the two pillars give us equally important
information. Obviously in the first pillar there is a risk here that it may be interpreted in
the wrong way, and we have to be very cautious and that is why we said that we couldn’t
be content with just one. First of all the reconstitution of time series are done on the basis
of estimates and we have frequent revisions of those series still today. And another
important factor is the fact that there is some uncertainty as to the transmission system
within the monetary union between money and price developments. That said, despite all
of this and the fact that we had to carry out a number of revisions, the relationship we
have been able to reconstitute over the long series which we have done, as well as over
the short series which we have published since the beginning of the year, we feel that
these give us a fairly good relationship. So we have no reason to feel that the data we are
getting on monetary developments are particularly distorted compared to other sources
which we have. If you look at the second pillar, there are two things which I might just
mention here. The second pillar is very often misunderstood. It is very often presented as
being an inflation forecast and the reaction to such a forecast. Well, it is not really that. It
is not an inflation forecast carried out by countries which have the inflation targeting
system, as it’s called. It is an assessment that is carried out on the basis of all of the real
economy and financial economy indicators which are generally used by Central Banks,
which have a strategy of inflation targeting. They use those to produce an inflation
forecast. But we have a much more complex analysis than simply producing an inflation
forecast and the consequences of that, the deviation from a fixed target. The
methodological difficulties which we have are even more difficult when it comes to
producing an inflation forecast, the development of various indicators and the relationship
between them and inflation leading to a forecast. We monitor this indicator-by-indicator
and we try to establish whether the information which we have got from the majority of
the indicators is contradictory or whether it goes in the same direction as the monetary
indicators. It is true that for a large part of the year we obtained this information quicker
than that on the reference value of monetary growth, but we saw that the jump in
monetary growth took place at the beginning of this year. That could be interpreted as the
result of the initial shock of introducing the euro, then it slowly grew and now we have a
spread which is beginning to become significant compared to the reference value. Many of
the indicators in the second pillar also give an indication of significant developments such
as long-term rates etc., those kind of indicators, and then more detailed financial indicators
and the real economy indicators. So I think there is quite a coherent evolution there
between the two pillars, and we think that the uncertainty is similar across all of the
indicators and it is only by cross-referencing the information which we get from the two
pillars and all of the indications in those pillars that we can carry out a global assessment
which has the best chance of being right.

Mr Pérez Royo:
Thank you very much indeed for what you said. That hasn’t really added much to what we
already knew from previous dialogues that we’ve had with Mr Duisenberg. We already
know that the second pillar, objectively, methodologically is not in kilter with the inflation
objective. What we wanted was some sort of instrument of monetary policy which is more
transparent, but in any case Mr Duisenberg, himself - that is why I put the question to you
- allowed in this Committee that the Central Bank naturally, obviously has to have an
inflation target, even if it doesn’t publicise it, doesn’t make it public. That was my question
which I would really like to press. Secondly, it is a reiteration of the question that I made
to start off with, that’s true, but if it is true that the ECB works with a two-pillar strategy

could Mr Noyer explain or make more tangible to us what role is accorded to the first one,
the growth of M3 money supply? Could you give us more detail, fewer ifs and buts, on the
role accorded by the Bank to M3 monetary growth?

Mr Noyer:
Regarding democratic responsibility, I think that we have undertaken to do what the Treaty
requires us to do, which is to ensure price stability. So if we have an inflation rate of less
than 2% in the medium term, we realise that that is the basis on which we will be judged.
Either we succeed in delivering that or we don’t, and people can criticise us for not
maintaining price stability. So we have a quantifiable objective and we have made that
clear to the Parliament and to all the citizens of the Union. Now, regarding publication of
an inflation forecast - not a target because we do not have a price stability target - but
the inflation forecast is in fact linked to the more general question of publishing internal
forecasts on economic developments, be they price developments or other variables. So
far we have not been able to publish our own forecasts. We have simply made comments
on forecasts published by other bodies such as the European Commission. Now why is
that? There are various reasons but to give you just the main reasons: First, of all our
estimates and models are very young. We haven’t yet tested them sufficiently and so we
do not want to run the risk of publishing forecasts which turn out to be of insufficient
quality. We do not feel that this will do anything for transparency if we were to publish
forecasts which have not been tried and tested under our own system. So it will take some
time. I cannot tell you exactly how long. But there is the problem of being able to prove
the solidity of our analytical instruments. Secondly, publishing an inflation forecast may
possibly lead to our strategy being misinterpreted. If we say that we have a certain
strategy, and the public interprets the forecast which we published as meaning that our
strategy is a different one, then there would be confusion as to what we are doing. So we
need to think very clearly, very carefully before we publish, if we decide to publish about
how we are going to do it. So there are issues which have hampered publication, and we
are still reflecting on this. We are not sure whether it would be positive or negative, but
at the moment it is out of the question due to methodological problems and a certain
amount of uncertainty which still exists in our models.

Mr Papayannakis:
Mr Noyer, when you were speaking about price stability just now it appeared that you are
favouring a certain type of monetary policy over others and you made it very, very clear
that there are certain structural measures which you are going to be adopting. You talked
about trying to fight against market inflexibility and trying to create a situation of wage
stability. Now we knew all of that already. However we have seen in lots of countries of
the European Union that lots of inflation pressure comes from other sorts of income, not
wage income, either business profits or another significant source which is the
uncontrollable and unpredictable income of the middle classes from investments and other
sorts of business activities. You didn’t talk about those sorts of income. I would like to
know whether in addition to wage income you have some sorts of policy predictions in
those areas as well.

Mr Noyer:
No, I must say that it really is the responsibility of governments to decide how they
manage the growth of workers and the number of workers employed in their economy.
The question of entries at the border is a general economic problem. Now, one point I
thought I had made in my introduction (but perhaps I didn’t make it clear enough because
it is linked to the question which you asked regarding economic analysis): At the moment
and over recent years, wage developments have been moderate for various regions. You
cited some of them and I could mention others as well and the way we interpret this is
that these moderate developments have made it possible to limit the negative effects of
the economic slow-down at the end of last year and beginning of this year, the negative
effects on employment. So there have been beneficial effects and in the same way wage
moderation has also made it easier for the Central Bank to establish price stability. We
have no criticism of the social partners. We would rather congratulate them on this, but
now that growth is coming back again, if we want to maximize the number of jobs created
and if we want to make achieving price stability as easy as possible and for the Central
Bank to have to intervene as little as possible to achieve price stability and to facilitate
growth, then we think that it would be desirable for this development to continue. I mean
wages should be able to increase within the limits of productivity gains. I mean that is one
of the basic economic rules if we want to ensure proper inflation control.

Mr Papayannakis:
I’m sorry perhaps I wasn’t clear enough in Greek before. Perhaps I could continue in
French and ask two additional questions. You talked about wage stability. I’m not talking
about that but I think that most of the pressures for inflation come from the middle classes,
from investments and other bad business activities. I asked before: What sort of policy
are you planning in those areas?

Mr Noyer:
Excuse me. It is clear that that is a general rule. Any growth in income in a specific sector
which is not linked to an increase in productivity is going to create an inflationary pressure
and so we don’t want to encourage that. But we are not trying to take the place of the
social partners and you said quite rightly that inflationary pressures may develop in the
services sector and may not be linked to wages as such.

Mrs Randzio-Plath:
I’d just like to point out that we are now taking questions on monetary policy and we are
going to come on later to monetary growth and employment policy.

Mr Lipietz:
Vice-President, I would like to thank you very much for this very frank presentation. I
have two questions on monetary policy and more in general on price policy, growth I will
come back to later. First of all management of monetary policy. One of my questions

relates to that and then once again I want to put a question on your objectives. But first
of all on management: I very much appreciated the fact that you made such an open and
frank presentation and I think quite rightly you have left behind the caution which is
usually exercised which means that bodies do not comment the policy being pursued by
other organizations. You haven’t hesitated to criticise and make recommendations to the
Governments, to the Parliament and to the Social Partners. And you have done this in
quite an outspoken way. And that was the first thing that I was quite surprised about. I
was surprised that the text which the Central Bank has written to the Parliament only uses
two of the languages of the Parliament and it is really quite outspoken. You talk about
acquired rights, alleged acquired rights. In fact you’re very often talking about
conventional, acquired rights which have been set down in conventions and you seem to
be contesting the legitimacy of those. Now I wonder what exactly do you mean by that in
French? If you think that each authority has the right to make suggestions to other
authorities which I think is quite right when it comes to economic policy and the price
stability objective, what weights would you give to agreements, conventions compared to
the decision in which you take in the Central Bank? If you think that there should be a
dialogue and that each party can make recommendations to the other. Well there I would
like to ask you a question on targeting. You have made a very specific recommendation
for one of the partners in fixing price stability which are the social partners. You
recommend that wage increases should be matched by productivity gains. Now you
haven’t said the same things for profits, that increases in profits should not exceed
increases in productivity. Now why haven’t you done that? Now I would just like to ask
how do you define increases in productivity? What aggregate do you use there? Because
you were quite right in saying that as a Central Bank we would not be able to fix an
objective except for Europe as a whole, but have you fixed an objective for all of these
sectors? For example when you are establishing a price target within growth over not more
than 2% in the medium term? Do you think that for consumers that is acceptable given
the fact that there has been more than 2% change in inflation in the various sectors?

Mr Noyer:
In principle, first of all I think it is quite clear that what has been decided or what is to be
decided by other actors, whether they are acting with the authority granted by democratic
representation or whether they are acting in their own right, in either case I think that it
is quite clear that they are completely free. We cannot dictate any terms to them. Now,
you might think that the recommendations and analysis were a bit strong, a bit harsh, but
I do feel that it is very, very important for each actor to act in or take decisions in complete
independence without being pressured by anyone. I think that has to be respected. It is
true for the Parliament, for the social partners etc. All we can do is draw up analyses and
publicise those analyses and our beliefs, our convictions to say what we think the causes
are for the trends that are being observed and then they can decide on their own. The
actors can decide on their own, it’s not for us to decide. Now you asked how what I said
before would be actually translated into practice. I didn’t want to give specific quantified
figures: that would cry in the face of respecting the principle of independent action for the
other actors which I have just subscribed to, and another question or another principle
which is very important to me is that there is not just one rate of productivity that you
have to look at in one industry, in one part of the economy. We have a very diverse
European economy throughout the euro area. There are many, many different patterns of
economic activity and development from one sector to another, from one industry to
another and even from one company to another. So we in the European Central Bank feel
very, very strongly that the economy should be decentralised as much as possible today
and what might be desirable in the case of one company or in certain cases of one region
or even a larger area or an industry shouldn’t necessarily be extended to the entire euro
area. There might be productivity increases which are lower for one company at one time

than they are for another company at another time. Further, those relations might change
a bit down the line and you need to allow for those sorts of fluctuations. Now I know that
everything I’m saying is a bit genera,l but that’s the overall concept. I think it’s a fairly
straightforward concept. Certainly if a company wants to avoid increases in costs, then its
tendency is going to be not to participate in a price increase which would not be in keeping
with our target. I think that everyone agrees to that. Thank you.

Mr Schmidt:
Thank you very much Mr Noyer. Well my question is a general one relating to both parts
of this question and answer section so I hope that the chairman will allow me to deal with
both points. I would like to hear what you think the effects of the euro will be in general,
particularly in view of the fact that four countries are not participating in the euro zone. I
would like to hear your analysis of that? Do you think it has negative effects or positive
effects in respect of developments in general?

Mr Noyer:
Well, the effects of the euro should really be analysed in view of the effects on the eleven
countries. Of course all the countries would be welcomed by the European Central Bank, I
mean all the central banks if they were to decide to come in, but that is a political decision
and we have no view to express on that. The only commitment we feel we need to make
is to be prepared at any time to have them on board. Now, what we are doing presently,
because we think that it is purely a requirement of the Treaty and we have to do it, is to
monitor on an ongoing basis the economic developments so as to be prepared to make a
convergence report at any time, and we follow the developments. We have regular
discussions with those responsible in the central banks to discuss developments, exchange
views about the progress being made in some fields, the challenges that are ahead for
these countries and what would happen if they wanted to join. We know that in some
cases there is a clear political wish to join and of course we take this into account and we
prepare ourselves to write the convergence report probably as soon as by the middle of
next year, but we don’t feel that we have to judge or to decide in any way on monetary
policy while taking into account the interest of outside countries. I mean this is not what
is required of us by the Treaty and we have to take decisions in the sole interest of the
euro area. This is our understanding of the Treaty.

Mr Goebbels:
Yes thank you very much chairman. I was very interested to hear Mr Noyer’s presentation
when he spoke before. He said that the Bank’s objective was still price stability as it was
before. I did take note of that. I also noted that the Central Bank does not seem to be too
concerned about recent price or inflation pressures as a result of increase in oil prices. On
page 4 you say "continued price stability is also good" and then, "looking at a horizon of
12 months or so we expect consumer price developments to remain below the ceiling we
have defined as being compatible with price stability over the medium term". Now what
does that mean exactly? Does that mean the European Central Bank and its monetary
policy is going to provide an opportunity for an economic upturn in the coming months?

Mr Noyer:
Well, certainly the European Central Bank does want to give an economic upturn a chance
in the coming period. Let me just point out that we do feel that we have fully taken on
board the need to provide the best possible economic environment, and we did that in a
very straightforward way. This is a general remark which I would like to make and I would
like to thank you for allowing me the opportunity to do so. In most cases, there is no
conflict or contradiction between economic policy providing the best possible economic
environment for growth, and a policy which would allow for price stability at the same
time, and I think that the case that you just mentioned is an illustration of that general
rule. At the time of the reduction in interest rates, there were not very many risks for a
significant increase in inflation. There were much greater risks for a decrease in inflation
and at the same time for a downturn. Our medium-term goal of price stability had to be
given priority. We thought that it was a good idea to slightly decrease our interest rate in
that direction and in that way we think that we also helped to foster an environment of
trust. I think that basically we managed to get a good balance of policy in terms of its
results. We have been focusing on medium-term price stability and we do feel that that
also, at the same time, creates the best possible environment for the maximum rate of
economic growth and to create jobs at the same time. And now to take that thought just
a bit further. Certainly I don’t want to try and anticipate decisions that might be taken,
but I do think it’s clear that today in the euro area we have a monetary policy which allows
for a great amount of monetary flexibility. We have a large money supply and a low shortterm interest rate as a consequence of what we decided in early spring for the reasons
that I mentioned. There is a lot of flexibility for financing which at some point might not
be compatible with combining increased growth and maintaining our primary, mediumterm objective of price stability. For a number of months now we have been saying just
that. We have been saying that our monetary policy is not going to keep changing in the
direction of further easing for the next months. That is a very, very cautious guess but we
didn’t want to do anything overly hastily or too rashly. We are, however, aware that the
upside risks now are becoming a bit greater than the downside risks. That’s a change. It
is possible that we will have to do something at some point in order not to compromise
our medium-term goal of maintaining price stability, to take some sort of action. It would
always be better to act in time proactively rather than doing so too late after the event
and in a rash and hasty way. It is possible that we would have to take that sort of action
in the future. I don’t think that it would have any sort of negative or adverse impact on
economic growth, but we may have to do something in the future in order to maintain our
price stability goal.

Mrs Randzio-Plath:
Can I come back to that question and just put a supplementary question. When you say
that you have this room for manoeuvre with the definition in the medium-term. Does that
mean that in the short-term that you would be prepared to allow an excess of the 2% rate
and that you are considering one day amending your very rigid definition which today is
below 2%?

Mr Noyer:
Thank you. Well that is a crucial question. I would like to express my gratitude for that
question and also to Mr Goebbel’s question. Now, we certainly can’t try to completely
control short-term price changes. To take a specific example, let’s take oil prices which we
have seen can drop quickly or can rise very quickly, so it’s entirely possible that you would

slightly exceed the lower limit or the upper limit of 2%, let’s say for one month or two,
because we won’t be able to react in such a term, but if you see that it has gone above
the 2% mark just for a month or two and then it drops back down again and it remains
within an acceptable range after that, that’s what I meant by saying that we have a
medium-term price stability policy. Let’s say in January you slightly exceed the 2% ceiling,
then the other eleven months of the year you are below that ceiling, then I think it’s clear
that overall we have managed to do what we said we would do which was to keep prices
from increasing at an annual rate of more than 2%, so we would have been successful in
that case. Having said that, I also want to make clear that we don’t just want to stick to a
goal of 1.99% when we say it’s going to be below 2%. We want to have sufficient margins
so that we’ll be safely within our objective range at all times. Now you said that there
might be some sort of incident as a result of an external shock and which could upset that
development, that pattern, but if you see afterwards that you are going back very quickly
then I think that you are going to have more of an upset than you would if you had a more
stable development without this sort of sharp upturns and downturns, and that is why we
are trying to anticipate economic developments, to act in time and to take on board all
possible impacts of our decisions.

Mr García-Margallo:
Thank you very much indeed Mr Vice-President for being here and I’m glad you are. I
would like to put a couple of questions to you. I have got a report which I have to draft.
Given the instrumentation of monetary policy anchored basically in an open market
system, would it be useful or not at all to have more integration of the financial markets
and more coordination of the stock markets? If you say yes that would make the sort of
instrumental panoply you have of monetary policy more easy. Are you going to keep
financial decision making nationally or should there be a sort of supervision of financial
policy at European level?

Mr Noyer:
For us the most important thing definitely was to have an integration of the bond markets
and short-term money paper markets, because these are instruments which are very
useful for the proper workings of monetary policy and the payment systems because, as
you know, in the implementation of our monetary policy, we do use mechanisms for
feeding the market which is based on the presence of collateral. So we need a very liquid
market, a very fungible one of debt title paper which could be used as collateral in the
TARGET payment system and other systems (TARGET and its various component parts)
so that you can exchange liquidity in real time and have a single interbank interest rate
within the whole of the euro zone. We need collateral which is totally fungible and we
appreciate seeing the unified nature of the market. Now the shares market is getting a bit
further integrated, even though we don’t actually use it in the same way. In the general
logic of consolidation and creation of a single market and, therefore, of wealth, we don’t
need this directly although my feeling generally speaking is that it is in the interests of all
the citizens of the euro area and the economy of the eleven to have an attractive financial
market for the whole world - not just home investors, but those outside the euro area as
well, so that these markets are visibly and clearly as single as possible. There might be
various ways of doing that, you might have different stock markets if they are linked,
interlinked electronically, or mechanisms which would allow free operations from wherever
you may be and still get the same result. Now monitoring authorities. Well, the
centralisation of these will depend on market developments and trends. I think it is good
to have a greater unification of the rules as we have done in Europe on the banking side.

Some people have banking laws, rules for buy-outs, currency exchange, all sorts of things,
all the main areas are covered and as unified as possible and we’ve got to see that as far
as possible in Europe. So you may need a single authority or perhaps more simply greater
cooperation between the already existing supervisory authorities. So what we’ve started
doing under the remit of the Treaty in cooperation with the authorities and banking
supervision, we have a Committee which provides coordination in this field, makes sure
that bilateral notification exists and that various authorities which operate in several
markets do cooperate. Maybe I am ranging too wide here because my competence in this
sphere is not that great and I’m really speaking personally and off-the-cuff.

Mrs Randzio-Plath
Before we now talk about growth and employment and the role of the ECB, before we get
to those two areas, Mr de Gaulle.

Mr de Gaulle:
Yes, Madam Chairman. A point of order. I’m amazed I asked for the floor and I was
recognized but I had to wait until a lot of people who hadn’t really been on the list got it,
and I had to wait about one hour and a half. It’s a typical example of the sort of
transparency which exists in the European Parliament. You ask the European Central Bank
to be transparent. I think first of all you have got to show it yourself.

Mrs Randzio-Plath:
Sorry you weren’t actually written in the list. I’m sorry.

Mr de Gaulle:
But I did put my hand up. Oh it doesn’t matter. OK. Mr Noyer, you tried to defend the
modest nature of the euro zone in economic terms. I think you a bit underestimated the
heterogenous nature of that zone because the monetary and economic policies of countries
in the euro zone are very different. Take Spain. You see an inflation rate which is growing
fairly swiftly with an industrial production which is also growing; France which is improving
but fairly averagely; Italy where you can see economic stagnation. So sooner or later you
are going to have to choose when it comes to monetary growth. When it comes to
increasing interest rates you are going to have to choose between one or other of those
countries. Spain has got an inflation rate which is very high and very low inflation rate in
other countries. So how will you manage that contradiction?

Mr Noyer:
We won’t be choosing between the countries. In fact I don’t even have to look at the
inflation rates in various countries, I have to look at the overall inflation rate. What did
the Banque de France do yesterday, last year? - it didn’t consider whether the parts of the

Pyrenées had an inflation which was greater or lower than the Nord Pas de Calais, or
whether the Brittany inflation rate was greater or lower than the inflation rate in Aquitaine.
In the same way, we don’t consider if the inflation rate in one country or another is
different - at least not for taking our decisions, and I would assure you that the variation
of prices between the north and the south of Italy, some parts of east and west of
Germany, the north and south of France, and, as for countries which have not yet joined
monetary union, the north and south of the United Kingdom, can be greater in fact than
the average differences we see within the euro area taken from one country to another.
So we have no methodological difficulty. It is not a question of choosing one country over
another. We have a classic problem here of different trends from one town to another,
from one region to another, and in our case from one country to another but conceptually
it is all the same to us. We have to look at the overall aggregate interests of the area as
a whole. Take some specific examples which you raised. I was very happy to note that in
the case of Spain, developments have been recently progressing towards the European
average, and that the rate of growth in Italy is tending to increase towards the European
average. The most recent developments are really rather satisfactory and are tending
more towards convergence. There might be some time lag involved, but in the various
economies of the various countries over various and varying time periods, and depending
on the cycle and the recovery, economic trends seem to be going in the same direction.

Ms Lulling:
Many colleagues have raised issues with respect to conditions for prolonged noninflationary growth. First of all I would like to make one comment, because we do have
grounds for concern in respect of the Maastricht criteria, in particular the budget deficit,
and even more the long-term debt of certain Member States, in particular Belgium and
Italy. With regard to Belgium, I would like to ask Mr Noyer, is there no risk of slippage
after this dioxin scandal and its costs linked to the two criteria I just mentioned, and also
reform of the welfare state generally. I would ask Mr Noyer to give us a better idea of
what he means by this reform. What about reducing rigidities in labour? What does that
mean? Is he looking to laws on labour contracts, or leave? Are we looking to legislation
such as exists in my country with respect to a sort of mobile salary scale, automatic
adaptations in all directions if I would dare to put it that way, or where everything is
indexed to prices all over the place? What Mr Noyer has said so far is too vague. I very
much agree with Mr Noyer when he warns about the dangers of expenditure in the public
sector, which calls up more than half of the GDP in the Euro area. Also, in the same
paragraph he talks about the necessity of matching productivity gains with wage increases.
I fully agree with him, but how is he going to gauge that? How is he going to measure
these productivity gains, above all in the public sector, where, at least in my country, it is
extremely difficult to adapt working conditions and wages to these sorts of criteria?

Mr Noyer:
Thank you very much indeed for the question. You mentioned trends in deficits and public
debt. I don't want to emphasise the case of a particular country too much, but you
mentioned Belgium. Insofar as I know, we don't have any forecasts different from that of
the Commission on this specific case and I have to say from the Member State itself. So
it seems that despite the dioxin scandal and negative economic effects it will have on
growth, specifically this year, the primary surplus target will be met. The deficit has
remained the same and in fact improved —thereby improving the public debt situation as
well. In some cases you have to imagine that this sort of case might give rise to a blip on
public deficit trends and the Stability Pact to which governments are committed. Do bear

in mind the existence of that sort of risk. That's why you've got to have reserves in order
to be able to fight the risks from asymmetric shocks and in this particular case Belgium is
being very, very careful with its public expenditure. I'm sure they can cover the
expenditure this year for that accident.
Now, overall, talking about the welfare state and structural reforms, particularly in the
labour market, but also in the goods and services markets, we are trying not to be too
detailed in our recommendations for a very simple reason. First of all, the work has already
been done by other institutions. Above all, the OECD has undertaken work that has been
widely debated amongst Member States and there's a great deal of consensus. It gives
country-by-country and in detail, the sorts of measures that would be useful and
necessary, to reinforce growth and increase the potential for growth, so I think there's
about 99 if not 100% agreement already on those sorts of analyses. We try to avoid being
too specific also on recommendations for specific measures for specific countries because
we think it is not up to us to say to the government, ‘look you have got to do this, you
have got to propose such and such a bill to your parliament and such and such a reform
to your social partners’. I think that oversteps our responsibility. I think we have to remain
more in the realm of the general.

Mrs Randzio-Plath
You talk about analyses, positive developments in growth, OECD, etc. for the Euro 11, you
seem to share those analyses as a point of departure. In your opinion, is there a threshold
for non-inflationary growth where the European Central Bank would actually have to
intervene, where you would be supporting this policy through your interest rate policy and
then having to tread on the brakes? Do you have a threshold value which you would work
with in that respect? I would very much like to know what that would mean. For example,
going to social partners and calling on the governments to contribute to acceleration of
growth, making recommendations to them in that direction? Is there any risk involved
here for you in doing that? I would like to know, when you criticise the financial policies of
certain countries, what does that mean? You were talking about using their surpluses to
generate more internal consumption and therefore growth, or telling them to invest it. The
investment rate in the Euro zone seems to be still too low. What are your thoughts on that
and also your role in the macroeconomic dialogue? On 8 November we are going to be
looking at this in Helsinki. What is the point of the macroeconomic dialogue? If you look
at inflation rates and deficits we do have figures, but where it comes to investment and
growth and all the rest we do not even have any benchmarking. Is it even possible for it
to succeed and is it possible without political institutionalisation in some sort of pooling of
economic governments?

Mr Noyer:
I was probably wrong to refer mainly to the OECD, because in fact I should have started
by saying that also the Commission has made a number of studies and is in the process
of preparing a proposal for broad economic guidelines for next year that will certainly come
here and will be discussed by the Council of Ministers. I know they have tried to greatly
improve the study of the sort of structural measures that would help to foster growth
potential and employment in each country, so the work that can be done inside the EU
addressing the specific problems of the EU is certainly very, very important. Here also,
from what I have seen until now, I think we would fully agree with the Commission, but it
is really much more the responsibility of the Commission to propose precise measures to
governments and to explain that before parliaments than for us to do so.

What is the economic growth level above which we would see danger for inflationary
pressures and we would react? First of all, you should not interpret a possible move in the
future in our monetary policy as wanting to hold and restrain the continuance of economic
growth. That would mean simply that at a certain time, I don't like the term neutral
monetary stance because I do not think anybody is really able to describe a neutral
monetary stance, but the concept, more or less, is that at a certain time we would adopt
a monetary position that was designed to assist the resumption of growth. Now if, and I
hope rather soon, we revert to economic growth that is more or less close to the potential,
we might wish to have a different monetary stance, but that does not mean that we would
like to slow down the economy, not at all, but simply to avoid it having consequences in
developing price pressures that would oblige us to react sharply with a risk at that time of
creating problems for the continuation of economic growth. We have, of course, to assess
risks at any time and find the best possible monetary stance to avoid the development of
risks on one side, and also help the continuation of sound, non-inflationary economic
growth.
Your question was also, is there a figure? Well, historically it seems that the potential on
average that is the growth rate that could continue with the possible avoidance of
excessive price developments, was around 2½% on average. Our conviction is that if a
number of structural reforms are pursued, this could enable the potential on average to
be higher, i.e. that it would enable higher growth without inflationary pressures (forgive
my words, they are over-simplified), but one could imagine that more than 2½% without
some accompanying measures would mean a threat to price stability and oblige us to react
with some pre-emptive moves. One could imagine that a growth higher than that with
some structural reforms would be tolerable and would not signal risks to price stability.
Now, for the policy developed by the social partners, I do not think I can add much to
what I said earlier. They have, of course, to be aware of their full responsibility. The fact
that the situation is different, as I said before, from one enterprise to another, from one
sector to another, means that there is no general figure we can give. The rates of
productivity growth are to be measured enterprise by enterprise. As for fiscal policy and
budgetary policy, of course we are fully aware that a number of tax reforms that are either
performed or planned by the Member States are part of the structural reforms that we are
calling for, and so in a sense we can only compliment those governments that propose to
their parliaments to take such a tax reform, as far as this decreases, for instance, the cost
of employment for low skilled workers etc., and certainly this has to happen and must be
backed and complimented. This being said, we think that when/if there are golden years
where economic growth is very strong like for example what happened in 1988-92, at the
time it was clear that in a number of Member States the measures were not taken that
would have enabled those Member States to approach what now has been stated as a goal
in the stability and growth pact, that is to come to a budget close to balance or in surplus.
If this had been done at the time we would probably not have been confronted with deficits
higher than 3% and a very rapidly growing debt to GDP ratio when the recession came in
1993. So, our message is that governments should be aware of that and take the
opportunity of better growth, of stronger than expected receipts, to go further and quicker
in the reduction of public deficits. But of course the exact measures in terms of what they
want to do to address the problem of tax reforms that are needed and to increase the
speed of reduction of deficits is certainly their responsibility.
As for investment, we have the impression, but of course this is also very much a decision
to be made by the policy makers, by governments and parliaments, we have the
impression that the rate of public spending overall in the Community and in the euro area
in particular is relatively high and that within a given amount of expenditure, what really
counts for developing a public policy is the choice being made between, for instance,
investment and current expenditure. It seems to us that you can very well have within a
ceiling (if you decide to have a ceiling on public spending and therefore the avoidance of

public deficits), real policy choices between different sorts of expenditure, and that the
choice to make more expenditure in the field of investment and less in current expenditure
is probably also extremely helpful for higher growth in the long term. So I would
completely agree with you, but without thinking that if you want to increase public
spending for investment that that necessarily means either to increase expenditure and/or
to increase the level of the deficit.

Mr Abitbol:
MEPs cannot carry out their work properly if they do not have a document in their own
language. I would like comment on the basis of a text in the French language, but I cannot
understand this text at all. I wonder if next time the ECB would be so good as to give me
documents at least in my language? I think a lot of other MEPs would agree with me with
respect to their own respective languages.
My question is about the hostility to the principle of the single currency which existed very
strongly in some countries. In France pretty much half of the French did not approve the
creation of the Euro. It is a fact that the Euro wants to continue a sort of "franc fort", the
strong franc policy which gave low growth and a lot of unemployment. Will the Euro follow
on this " franc fort" policy? The nascent Euro is a Herculean effort and the press has saluted
it as such, but will it continue that way? We seem to be more flexible when you compare
it with the dollar and in France and Germany I think we've benefited from the strength of
the dollar. The Euro seems to have been fairly flexible, is that just something which is a
short term tactic and in the long term you are going to go back to the rigid " franc fort"
policy? Are you going to continue with the flexibility policy? Remember we lost a lot of jobs
through the " franc fort".

Mr Noyer:
I cannot give you any figures for the problem to which you refer, but you talked about the
costs involved in the past when it came to growth and, on the other hand, jobs. I do not
think that this is necessarily specifically linked to the external value of the franc and am
convinced the opposite is the case. I think at a given point in time, what gave rise to
problems in the EU and the European monetary system was the fact that we had monetary
crises which could have been due to erratic movements of third currencies. Sometimes
when there was erratic movement between the dollar and European currencies, there were
small "tectonic plates" that gave rise to tensions within the European monetary system. It
was a natural market reaction. Sudden changes in interest rates? Central banks did that
to try and make sure that the system did not break down, but it did also flag the necessity
that when there was this basic political decision to create the euro, that also included
within it the fact that they wanted to get rid of these sorts of risks after we set up the
euro. It was a political decision and at the end of 1998, immediately afterwards, when
there were international currency tensions, there was no effect internally within the euro
area. Interest rates continued to converge, currencies were close to their central parity
rates which were established for the definitive translation into euros and all these tectonic
costs were avoided because there was a political strategic decision to create the euro. At
the moment the landscape is fairly peaceful and there is no risk of these tectonic tensions
because national currencies do not exist anymore independently. We have the euro, there
is no internal tension and trends are not influenced by the costs we have had in the past
between the small currencies and the larger currencies, which were greatly protected.

Mr Abitbol:
I seem to remember that last autumn the currency tensions were pacified because the
dollar was so gracious as to rise at the time, not because of what you said.

Mr Noyer:
Well the experience of the past shows that a sudden increase or a sudden drop in the
dollar can both give rise to tensions within the system, not necessarily affecting the same
currencies at the same time, but anyway, sudden swingeing changes outside can give rise
to tensions within and give rise to reactions. That's gone. Other than that I would just say
that we now have the euro which you know - and it is established in the Treaty and we
have a new European Central Bank to implement the Treaty - is firmly rooted in price
stability. On that basis, the euro has potential for appreciation which should I think become
manifest as and when we get to stronger economic growth, and that will not have negative
economic consequences.

Mr Lipietz:
Well given that we are continuing this dialogue between all of the authorities, you said,
quite rightly, that each authority tries to convince the others of its opinions. I would just
like to ask you to shed some light on recommendations that you have addressed to other
authorities and then ask a question about your own intentions. Regarding the
recommendations you were making to their organisations, well first of all you talked about
budget deficits and it is parliaments who fix the budget deficit and not the government,
so you have recommended to parliaments that there should be a zero budget deficit or a
surplus in the years to come, whereas the stability pact says that there should be a budget
deficit of no more than 3%. Do you not think this could have a deflationary effect and
negative effects on employment? You have also recommended to the social partners, and
you mentioned earlier that there should be decentralised determination of wages and there
should be growth and salaries equal to growth in productivity. Now you have mentioned
that there is a lot of heterogeneity between the various sectors, and clearly there will be
some sectors where productivity increases twofold whereas other sectors are stable. Do
you think that at the end of four or five years that the workers in those sectors should
have twice the salary rise of for example hairdressers?
The question that I would put on your policy in the Central Bank is if you have established
an objective of about 1.5%, I take that rather than 1.99%, inflation, given that there is
about 2% of a discrepancy between the consumer price index and the industrial price
index, do you not think that that kind of policy would have a negative effect on
employment?
Finally, you talked about policies for sustainability and I'm very happy to hear that, but
how do you think the Central Bank can contribute to sustainability? Do you think that we
should have lower real interest rates for loans, for example, to railways so that we can
meet the commitments we entered into in Kyoto?

Mr Noyer:
Regarding the fact that deficits are defined by parliaments, well the growth and stability
pact does not only establish a limit of 3% for deficits, it also very specifically lays down a
general rule so where you have normal growth developing over two or three years the
target should be a balance or a surplus, those are the exact words used in the growth and
stability pact which was adopted by all of the Member States. Now I would just like to let
you know what my personal conviction is. I am a member of a generation that had a lot
of opportunities. From our parents we inherited an excellent public financial system,
demographic conditions that are very easy, it was very easy for us to finance our parents'
pensions, and all of that despite the fact that the generation which went before us went
through terrible tests and tragedies which we did not experience at all in our generation.
What we are going to be leaving to the next generation is a very difficult demographic
situation, accumulated social and public debts, whereas we have lived in a period where
there have been no major disasters in the world and a fairly stable economic situation. I
think that we have considerable responsibility there vis-à-vis the next generation and the
European Central Bank takes that into account. We react in part as citizens and we feel
that it should not just be left to authorities, which will have to take political decisions over
the next 10-30 years. We have to ensure that they are given a manageable situation so
that we do not have very low growth or dangerously high inflation levels and I think that
is part of our responsibility as the European Central Bank. We must have a long-term
vision and luckily we can do that because we are not constrained by very short-term
preoccupations, and I think it is part of our duty to help governments and parliaments to
take these decisions and to take into account these issues such as demography and the
responsibility we have to future generations. I think it is unacceptable that we should
simply leave that as a legacy to our children.
Regarding the decentralised economy. I think that if you take what I said literally then,
yes, it would be acceptable to have different developments between different sectors. The
reality, however, is, as we have seen happen in the past, that prices would go up more
quickly in some sectors compared to others because the productivity gains will not be
uniform throughout all the sectors if you compare, for example, the car industry and
hairdressing. It could be found unacceptable to have different wage developments because
of different productivity gains, so what I said should not be taken too literally. Depending
on the sectors, that relationship between price developments and productivity gains
cannot all be determined in a purely mechanical way, so you have to take the analysis a
step further and look at sectors which are exposed to national and international
competition, which sectors are less exposed, and we know the way in which economic
operators and social partners can effect wage development and price development
depends to a great extent on the amount of competition. On the other hand, I do not think
the fact that production prices in some sectors are going down is necessarily a sign of
deflation. We have seen in areas such as information technology and electronics over the
past few years prices decreasing simply because it is quite a young industry, because you
have a huge amount of technological progress and therefore gigantic leaps in productivity
and those productivity gains have been passed on to the consumer in the form of lower
prices without that creating a risk of deflation. For example, the fact that the price of
mobile phones is decreasing does not mean that there is a danger of deflation. It is linked
to the great and very fast technological developments where the consumer is benefiting
from the fact that the industry is developing so rapidly.
With regard to the question on sustainability and whether it will be possible to have
different real interest rates for different activities, I think no, not as a result of monetary
policy, but if you were to take, for example, the idea of promoting certain sectors where
economic profitability is difficult and whether we should manipulate interest rates to
address that system, whether budgets or elsewhere, I do not think that is the most
efficient way of doing it. I think if there is an economic benefit to be gained from doing

that, you should do it either by regulatory measures in some cases or by a clear subsidy
for a non-market activity. If there is something in non-market activity that is of benefit to
the general public then it should be financed in this way, but I do not think that trying to
give subsidies by manipulating interest rates is the most effective way to take action
because there would be indirect mechanisms that would be more difficult to manage and
more expensive.

Mr J. Evans:
Can I compliment Mr Noyer on the clarity of his introductory statement. He said that it
came from the standard vocabulary of the European Central Bank and I would be grateful
if he would consult the dictionary in order to give me some further definition of some of
the expressions that he used. I thought listening to his introductory statement I had a
very clear idea of the message that was coming from the Bank, that is that there were
imperfections in inflexible market structures within the Euro zone area, that there was a
need for continued wage moderation, that there needed to be, as he described it,
substantial and sustained action taken and accompanying comprehensive structural
reform to increase flexibility in labour and product markets and more decisive methods,
he said, to break with deeply rooted habits and alleged acquired rights. Now that gives me
a very clear impression of what agenda he feels needs to be pursued in order that we see
growth within the Euro zone area. But as he answered questions, not least to you Madam
Chairman, he seemed to leave me with the impression that if nothing changed we might
still see a situation of growth of the order of about 2½% and I am bound to say I am
rather concerned by that because it certainly will be my impression that unless the issues
of structural deficits, with the welfare state cost of the present time, and the other matters
that have been identified in terms of inflexible market structures are addressed then there
is a risk for the Euro zone area itself and for all of us who are within the European Union.
I wonder if he could just clarify that conundrum for me. Is he saying that if we do nothing
that we can look forward to 2½% growth, but if the weather improves we might do better
than that, or is he saying, as I hope he is saying, that within the Euro zone there is action
that needs to be taken, although, of course, as Vice-President of the European Central
Bank he leaves it to governments to decide what that action should be?

Mr Noyer:
First, I should have said that the historical average of growth is not 2½%, but between 22½%, that would have been more accurate. Secondly, I should have said that if nothing
is don, it is possible that the average would, in fact, be lower than the historical average.
If things are done, we may hope that it would be higher than the historical average, that
is in one case going back towards 2 or even less, and in the other case going up towards
3 and maybe more, so I would fully agree with the way you have restated my judgement.

Mr Bullmann:
Well this is just the beginning of the dialogue on the responsibility of the European Central
Bank in the real economy and I think it is good that you have taken this step to talk about
that real economy responsibility. One thing that has not yet been quite clear is your reply:
your strategy for dealing with that responsibility which has been entrusted to the European
Central Bank by the Treaty. It has to be done not by the Commission or by governments.
I would like to know what strategies and what recommendations the European Central

Bank intends to use to deal with that responsibility. What about external shocks, rising oil
prices, the possibility of an economic downturn in the US and the fact that we will be able
to reduce unemployment in the long term if growth exceeds productivity gains for long
periods. What is your recommendation to individual governments?

Mr Noyer:
Certainly, we have to take into account all relevant economic data, all economic events;
we have to take into account developments in oil prices. It is our judgement that in
themselves developments in oil prices do not mean that there will be adverse
developments for price stability, if nothing else happens. But, of course, the risk is that it
creates what we could call second-round effects. We must remain extremely vigilant,
because if it was only oil prices and the increase were to disappear after 6 months/1 year,
it would not be a major cause for concern, exactly as the decrease of prices one year ago
did not in itself represent a danger of deflation. The danger was that there would be
second-round effects. This has to be taken into account. All shocks have to be taken into
account. Concerning the objective, I would fully agree with you about the need for the
highest possible economic growth and the need to foster employment. I think President
Duisenberg has said several times that we fully share the view that I think is the view of
your Parliament, that the present level of unemployment in Europe and in the euro area
is absolutely unacceptable, and this explains in part the rather strong statements that I
made on a number of policies. We have that in view and we think that all economic actors
should make all possible efforts to help reduce the level of unemployment and take the
opportunity of forthcoming stronger growth. Certainly all international events are part of
the global assessment that we make. We know that the rates of growth, not only in the
United States but also in all the international partners, do count. They have an effect on
our own internal growth and economic development, and in some cases they may also
affect the development of prices if the prices of imports or the pressures on exports or
imports are such that they may have consequences for our development, so we fully take
all this into account in our assessments.

Mr Theonas:
In your introductory statement you seem to be very optimistic as far as the prospects for
an upturn in growth are concerned, although you did say that that probably would happen
next year. So for yet another year in a row we have to wait until next year to see real
results. We have heard that one before. If we have an increase in growth, let us say around
2%, a little bit lower than 2% or even around 2½%, would that be a safe rate of growth?
Do you think that with those sorts of low rates of growth increase that we are going to be
able to deal with the problems of unemployment that you just mentioned in an effective
way? Secondly, we see that there are lots of efforts being made now to concentrate capital
into a smaller amount of "big hands". You see Michelin for example, which is now making
many workers in France redundant, despite the fact that they are concentrating more
power, they are making more and more profits and they are not in any economic problems.
Do you think you can do anything to influence those company policies? Finally, with the
policies that you have been mapping out, which I think are actually taking money away
from real prospects for growth and development, do you think you can actually help growth
potential and the creation of jobs?

Mr Noyer:
The average rate of growth of between 2-2½%, yes, is sufficient to create employment,
but of course it would be of the utmost importance to try to increase that rate of growth
to foster more employment growth, and I would say also with a given growth rate to
increase the employment content of growth, that is available through a certain growth
rate. What I tried to say is that we are convinced that by making a number of economic
reforms we may achieve a higher average growth rate without endangering price stability
- a growth rate that is sustainable, that is feasible, for non-inflationary growth, of a sound
growth, that this growth rate is higher if you increase the flexibility of the economy. We
may have more growth with no more price pressures. That is basically the message that
we give. So we turn to governments and parliaments and we say, if you make a number
of these reforms, which we will not prescribe but which should be discussed with the
Commission and between yourselves, but if you do make a number of reforms, it will be
possible in the coming years to have more growth and more employment. It does not
mean that with the track record we have had in the past there will not be some
employment creation, but not addressing the enormous amount of unemployment that we
have to try to get rid of, that is the message.
As far as mergers and acquisitions are concerned, I would like to answer indirectly. What
is remarkable in the American economy is that it is so easy for a large number of
individuals to create and develop new businesses that if suddenly in the United States the
same number of jobs were to disappear as happens in Europe, the difference would be the
number of newly-created jobs, the number of businesses developed by new entrepreneurs.
Do you know that there are thousands, probably tens of thousands, of young Europeans
who leave this continent to go to the United States to create businesses because it is so
much easier to do that there and they create jobs in the United States instead of creating
them in Europe? They have the ideas, the knowledge, the wish to create businesses, the
wish to develop new jobs, but they have the feeling that they cannot do that here, because
there are too many obstacles and it is easier to go to California or Texas and to do that
thousands of miles away, and that is really the sort of thing that we have the feeling
governments here should address to give more opportunities to these people who want to
create new industries and services. Give them more of a chance to develop that on our
continent and to create jobs here in order to address the unemployment problem.

Mr Blokland:
I should like to express my appreciation of the very clear monthly bulletins which I receive
at my home address in my own language and in very good time. These are very good
documents and they contain a great deal of information and it is always very useful to
have read the monthly bulletin before the next one arrives. Now my question relates to
the Dutch situation. Mention has been made of unemployment and how we need to have
more growth in order to be able to tackle unemployment. Well in the Netherlands we have
a difficult labour market where there are a lot of vacancies. I mean sometimes you have
150,000 vacancies at any given time which cannot be filled and that affects SMEs as well.
Now we have inflation which is fine at the moment. Public finances are in reasonably good
order and the question now is what policy should we adopt in this situation? The Dutch
Government recently decided to relieve some of the burdens. Now the economic operators
said that this meant that there was a danger of interest rates then going back up and that
is perhaps going to create divergent growth levels in Europe. Now before the euro in the
Netherlands we would undoubtedly have thought about revaluing the guilder but we no
longer have a good method to apply in this situation. I mean the best thing would be if
economic growth in the rest of Europe were better and the Dutch would not simply be left
as an island but because we are an island the tension is created. So I would like to hear

what you think, Mr Noyer. How can we deal with this situation where one country is an
island and where a lot of tension is created? How can we resolve this?

Mr Noyer:
Of course there is no easy answer to your question which is a very important question. I
would say mainly two things. The first one is that the Netherlands is clearly one of the
countries where the sort of economic reforms that we are recommending strongly have
been pursued more than on average in the Union or in the euro area, so it is no surprise
to us that the level of unemployment is much lower than the average in the Union and
that the growth rate is higher. And I recognize that, to a certain extent, there is a price to
pay for that success, that is that at a certain time it may appear difficult to continue
without pressures. But the second answer that I would give is that the Netherlands is one
of the regions that are advanced in the cycle, performing better, but also have helped the
recovery to develop in Europe. It appears that in the months to come the difference
between the growth rate in the Netherlands, the rate of job creation and the average of
these two in the euro area will be reduced because all the regions will converge with the
Dutch development. So we may hope that will calm down the pressure a little on the Dutch
economy.

Mr Radwan:
Well as a new member of this Committee I get the impression that the ECB is going to be
responsible for a lot of things in the future but not responsible for its own targets so what
I mean is that a lot of national responsibilities are going to be shifted to the ECB. However
I would be grateful in the future if you could be more specific. Perhaps if you could give
us some kind of a ranking how you feel the various Member States are meeting the targets
for employment and other areas? Then secondly Italy was allowed to deal with its budget
deficit in a certain way, how do you see that in the ECB?

Mr Noyer:
We have the feeling that it is our responsibility to give our analysis as frankly as possible
to the developments that appear in economic reforms or public finances in the Member
States in a rather general way, but we are not really willing to enter into details because
we have the feeling that all the policy makers would find that we are really going beyond
our responsibility and addressing things that they should address in another way.
Fortunately, in the European Union institutional framework there is a body which is fully
responsible for that and that is the European Commission and they are making reports on
the performance of Member States compared with the broad economic guidelines. They
make proposals for economic guidelines and economic reforms and this is absolutely
crucial in the European process to have that sort of, not the pleasure of ranking for ranking,
but to help all Member States to try to have the best possible performance and globally
really attack the unemployment problem. On the deficit problem, we are extremely happy
to see that since those projections of much lower receipts than expected, that would have
resulted in a more significant deficit, it appears that the growth rate would not be as low
as was feared by the Italian authorities and that the result should be that finally the level
of deficit should be very close to the original target. Well maybe all these stories could
have been avoided but finally the result would be more satisfactory than one might have
feared.

Mrs Randzio-Plath:
That brings us to the part on the international dimension and the euro. Mr Goebbels is first
on that.

Mr Goebbels:
Thank you very much, Chairman. Well since the European Central Bank is still a fairly
young institution it probably still has to make its presence felt on the world scene.
Nevertheless I do get the feeling that the Bank is perhaps a bit too timid in terms of certain
global macro-economic trends. The IMF, for example, has been preaching more growth,
has been saying that Asia is now finding its way out of the slump so that we see that some
major economic powers in the world such as Japan are now coming out of their crisis. Of
course one factor going the other direction could be the excessive value of the Yen. The
G7 met at the end of last week talking about what to do with the reserve being made
available by the United States. For example I haven’t heard anything about the European
Central Bank and the role it could play in that context. I do think that it’s clear that Japan
can exit its present crisis and I wanted to know if the European Central Bank is willing to
help it do just that, that is to work with other international financial institutions in order
to avoid a future increase in the value of the Yen?

Mr Noyer:
Yes well I will answer yes on both counts. First of all President Duisenberg was at the G7
meeting so he actually signed the final statement that came out of that meeting saying
that there was a concern shared by all the G7 countries including the euro-11 as a group
of countries and they also share the concern on the danger of a too rapid increase in the
value of the Yen, the impact on the recovery of the Japanese economy which you
mentioned, all of those things, we agree on all of those issues. And yes to the second part
of the question as well. That is that he also was a signatory to the second part of the
statement that came out of the G7 meeting which said specifically that the Central Banks
of countries concerned, that’s basically three Central Banks, are willing and ready to work
at the international level in order to try to avoid any adverse consequences. I don’t think
that I can say anything more than that right now but the main reason for which I am very,
very happy to be grilled by your questions here, I’m not saying I would have preferred Mr
Duisenberg to do it, the main reason that it’s me and not him is that he’s in Washington.

Mr Katiforis:
Mr Vice-President, you seem to be able to speak and understand French quite well. Despite
that allow me to address you in English in the interests of the inter-penetration of cultures.
Indeed I would like to follow-up on Robert’s question. If you could comment a little bit
more on the "communiqué" which seems to be interesting in many respects. First of all
the news presented by the general statement, not by the "communiqué" (as was said in
the financial press), that the Bank of Japan has responded to domestic and international
pressure to ease monetary policy to weaken the Yen enabling Japan to win an unexpected
expression of concern from other groups of the seven governments. So my first question

is then: how does that square with the doctrine of the independence of Central Banks and
their sovereignty over monetary policy? And are we witnessing here the emergence of a
power centre in monetary policy which is capable of overruling Central Banks? Now please
don’t tell me that the consitution of the United States says this, and the Treaty says that,
because all that we know but in fact are we witnessing the emergence of a power centre
in monetary policy which is capable of pressuring a Central Bank and making it in fact
swallow its words and change its monetary policy and would you expect that to happen to
other Central Banks in the course of time? And then, regarding the "communiqué" itself,
the "communiqué" which says, as you mentioned right now, that the group of seven shares
Japan’s concern about the potential impact of the Yen’s appreciation for the Japanese
economy and the world economy and you added, I heard it right now, that the three banks
are ready to take action to sort of head off any undesirable developments in the markets.
Now on what analysis do they base their presumption to know better than the markets
and how does that again square with the theory that Central Banks have so much insisted
on that in fact the exchange rates are made in the market and not by Central Bank
officials?

Mr Noyer:
On the first question it is of course the responsibility of independent Central Banks to make
their independent judgement and their independent decisions. The fact that the Bank of
Japan has made certain judgements on the situation and has explained in a certain way
what it might do, I think is related to the fact that foreign exchange developments have
an influence on the monetary conditions so that even if it is a little delicate - I can admit
that - but it is clear that if there was again a very strong development in the external value
of the currency, this would to some extent run counter to the monetary policy that it has
followed. So I am convinced that the Bank of Japan has made a judgement that is very
well phrased and balanced. The "communiqué" doesn’t say what the journalist says in his
comment that there is an incomplete consistency with the monetary assessment. On the
possible cooperation, as we say on exchange markets, well I think the only answer that I
may give is that there is a long standing history of signaling or actions by Central Banks
at certain points in time. The main effect is sometimes simply that Ministers of Finance
and Central Banks signal that they believe the market is making a mistake on the
assessment of the fundamentals and that helps the market to correct itself. There have
been a number of cases over the last 12 or 15 years when that has happened and I think
the G7 history is full of these events when sometimes the market overreacts at a certain
point in time and the simple fact of a strong statement says clearly you are overreacting
and that it may reverse. The consequence is that the operators realise that and change
their views and the market moves in the other direction by itself. But it is very difficult to
comment on this sort of thing in advance. You can only really comment with hindsight.

Mrs Randzio-Plath:
That brings us to the point called miscellaneous questions and transparency.

Mrs Peijs:
Mr Noyer, I have two questions for you. I have been rapporteur in the Parliament on crossborder payments. On 14 th August the regulation came into force but we haven’t really
seen very much change in the market. Computer systems have not yet been adapted so

charges are being levelled on both sides automatically because the information is not going
through. Now it is the responsibility of the Central Bank to ensure that the payment
systems work efficiently, what is the Bank going to do? At the moment there is talk of this
citizen’s target system. Now I wonder are we actually going to see this coming on line
because I think payments is an extremely important issue for SMEs and they are after all
one of the main creators of jobs in the European Union so payment and the cost structure
is very important. Secondly, we are going to have this currency kit brought out for
frontloading. Now what is the difference between frontloading of coins and frontloading of
banknotes? Mr Duisenberg told us in the past that there was a legal obstacle to
frontloading so I would just like to know, has that been dealt with and if so, why is it only
related to coins rather than banknotes?

Mr Noyer:
On the first question of trans-border payments I have said earlier that we fully share the
opinion on which you have reported to the Parliament and that much progress is needed
there. We have the feeling that it had to take some time because all the networks were
organized on a national basis. So we can understand that it has taken some time. What is
absolutely needed is that work is done and progress made so that as soon as possible the
difference in costs between payment processes at the national level and from one country
to the other are lowered to the lowest possible level and, if possible, disappear over time.
We have thought that it was reasonable to set a deadline for that objective at the horizon
of 2002. Maybe we are being too prudent but we try also to be realistic, and maximum
pressure from the European Parliament will certainly also be helpful. We have in our report
tried to explain how the banks could organize to lower these costs and ensure a level
playing field. We will have to go into further details. We have said that we intend to monitor
the process. Of course, that would be mainly pyschological pressure, but we think that if
we point to precise changes and reforms in the structure of processing the payments and
the structure of the fees that are charged to the customers, that may help, that will make
the task of banks if they want to resist your pressures and our pressures more difficult.
We think that keeping continuously the pressure on the banking industry, pointing at the
reforms in the technical organization that would be needed, should help to obtain that
result. That is the main goal. There is certainly more to be done over the months to come
in terms of going into further details and we are fully prepared to come back to your
Committee with more details, with the help of the specialists if needed, in order to exploit
completely or to discuss completely that very important topic. On the frontloading I fully
understand your question about the difference. In theory there is no difference, I could
agree with that. No, the main problem we had is that if — and we have thought a lot about
it - if we frontload it everything, all coins, all banknotes well in advance of the date, the
risk that it is put into circulation in fact before the date would be high. What we have said
is that either the European legislation says that it can be put into circulation before that
date or if it remains as it is then nothing must be put into circulation before 1 st January
2002. Normally frontloading to the general public is not possible. Of course you can
frontload to the banks, to the transporters, to a certain extent the companies, retailers if
you are sure that it is not put into circulation prematurely, but not to the general public.
But then comes the problem, the real problem, or the two main problems that have been
pointed out to us. One is about the groups that have difficulties, how can they get
acquainted with the new coins (given that it is more difficult to get acquainted with the
coins than the banknotes) and isn’t it possible to help them to prepare a little bit in advance
so as not to be too surprised on the first days of circulation. And the second is a problem
of the retailers. Of course they can have problems, because what will happen is that on
the first day or the first days, everyone will go to the bank and will have immediately the
banknotes. Now you and me as individuals can go to the bank, get the banknotes, we will
go to the retailer and we will give a banknote to pay something that we will buy and we

will expect the retailer to give the change in coins, but how can they have the tons of coins
they would need, all of them, to give us the change? So it is true that in practice it is a
little bit different. So the combination of avoiding prior circulation, that means not
frontloading everything to the general public at least, and the fact that in practice there
was a specific problem for coins, led us in the discussion with the Ministers of Finance to
the conclusion that we could without risk of prior circulation (that would jeopardize the
European legislation) accept some frontloading of coins a few days or weeks before the
date, and the idea was for around 15 th December 2001. This is a combination which we
think is feasible, and the Ministers of Finance felt that it was also appropriate.

Mrs Peijs:
No legal problem for frontloading. Only not practical. You have to say yes or no. That’s the
most clear answer.

Mr Noyer:
There would be a legal problem if we were frontloading everything. There is no legal
problem if we frontload only the coins because you cannot put into circulation only coins,
it would not work, so that we avoid the legal problem.

Mrs Randzio-Plath:
I would like to thank Mrs Peijs for that question. We can also take some of those points
aboard in the Torres Marques report and to underscore our commitment to that question.
A personal example of this: I was called by an attorney today and she said that there
would be problems in terms of cross-border cash payments if they actually get money in
cash and then take it across the border physically to make payments because there was
a case where 800 marks were taken from a Belgian bank and then 500 from a German
bank, for example, and of course for the payment we could not accept that as the European
Parliament. I think it would be a good idea to try to take those concerns onboard in the
Torres Marques report as well.

Mr Tannock:
Madam President, Mr Vice-President. Actually I wanted to speak in the previous section
but I’ll ask my question anyway. I’ve always been slightly surprised that the whole EMU
project relies on the EU having an own resource spending limit of only 1.27% of GDP. I’m
told by an economist friend that academic studies suggest that central taxation powers to
raise at least 7% of GDP are required to achieve stability and even economic growth
throughout a single currency zone. The USA for instance has a federal budget of about
20% of GDP which is often cited as a comparator to euroland. Can the euro survive without
enormous regional strains and economic disparities without considerable higher central
tax raising or spending limits than the current 1.27%, although this politically would pose
enormous problems clearly to the Member States governments? Could you comment on
that please?

Mr Noyer:
I think that the answer is that in our European framework the stabilization process is
organized in a different way. It is not organized only or mainly through the budget of the
European Union but by a set of rules and guidelines given to the conduct of public finance
by individual Member States so that in fact you can cope with that problem with a much
lower "federal budget". So the fact that we have rules for managing public finance at the
level of states that are accepted, recognized, as far as the evolution of the deficit is
concerned means that we do not need to have such an important "federal" budget. I would
like to add to that that when you have a big federal budget like in the United States part
of it is really something that cannot address the cyclical developments because payments
of public employees, the core of the public task is really something that has to continue
and I don’t believe that the difference between the United States and the euro area is so
important.

Mr Marinos:
Thank you very much, chairman. Now Mr Noyer told us that a couple of months ago
banknotes and coins started to be produced. Now I hope that I am not mistaken in my
information but I think that it has been decided that on the banknotes of the euros there
is going to be one standard image and on the other hand there is going to be an
individualized image to be decided by the Central Bank of each Member State, so I wanted
to ask about the banknotes that have already started to be produced. Are they being
produced by the European Central Bank or as a result of the monitoring of the European
Central Bank and if so do they have national symbols on the other side? And second, I
would like to ask if anyone has thought about the possible impact of transactions between
let’s say the Bundesbank and another Central Bank, let’s say the Central Bank of Portugal
which will have issued two different versions of the euro notes. Do you think people for
emotional reasons are going to want to try to have "stronger" European banknotes such
as German ones rather than so-called weaker ones such as Portuguese issues? And I have
a third question and that is whether the European Central Bank has been thinking at all
about the millennium bug, the Y2K problem? Do you think, do you agree that there is no
problem as many people have been saying or do you agree more with the doom-sayers
who think that nuclear bombs might be launched, or that planes might fall out of the sky
as a result of computers crashing on the 1 st January 2000? And my final question, in my
capacity as a Greek member of Parliament, how does the ECB predicts Greece’s future role
in terms of the European Monetary Union? Do you think that since we are going to be
giving our final application in March, will we have fulfilled the criteria, yes or no?

Mr Noyer:
On that first question, the choice opted for by the ECB (Governing Council) was not to
have a national symbol. All the bills will be the same on both sides so we don’t have a
recognition problem by the public. It is only on the coins that there will be a common side
and also a national side, so our citizens will have to get used to having coins with different
symbols on one side. Maybe that will be good for the numismatists amongst us and I don’t
think that for the banknotes there will be the problems that you were referring to. And the
other issue you mentioned is the Y2K problem. We think that we have done our very best,
the maximum possible, which doesn’t stop us having continuous checks on our system,
extra tests being done and increasing as much as possible the system security we have.

We are convinced that we do have a framework which would well meet the much higher
potential need for liquidity from the banks which will take place just before and just after
the turn from one millennium to another. The built-in mechanism designed to deal with
any level of liquidity is flexible enough to deal with any level of liquidity demand. It is due
to the specific nature of the system. It just happens that we , the Eurosystem, have a big
stock of national banknotes The national central banks already have stocks of national
banknote on their inventories for the next three years, since they are now producing euro
banknotes. Therefore, their stocks are already higher than in normal times and those of
other central banks. But it doesn’t stop us from taking extra measures referred to. The
decision to avoid having a call for tenders during the days immediately after the New Year
to avoid all sorts of risks, and the decisions to close the TARGET system on 31 st to have
some last tests and to safeguard all our data. On the last point you mentioned, all I can
say is that if the Greek government was to decide, as I think they said they intend to do,
to officially put forward their candidacy in the spring, we are going to produce our
convergence report before next summer. Having all the data available, we will start
analysing the candidacy and report to the political authorities, having assessed all the
criteria exactly in the same way as the European Monetary Institute did for countries which
were candidates in the first wave.

Mr Schmidt:
I’m sorry that I wasn’t here for the whole of the debate but I am rapporteur in the
Employment Committee and it seems to me that the meetings overlap. That is not too
good for us. I say that because I hope that my question wasn’t put and fielded beforehand,
but my question goes as follows. I would like to know what are the proposals for increasing
our currency reserves in individual countries. I have read in the press and gleaned from
that that so far Member States would have to have 50 billion fed in by way of monetary
reserve into the coffers of the European Central Bank and I’m afraid it is going to be
doubled, instead of being 50 we are now at 100, which Member States are going to have
to deposit or lodge with you. So a couple of questions based on that. Should we be looking
at such a huge increase in liquidity, is that possible that we have to lodge such great
deposits with you? And what would it look like if we shared it out over the various Member
States? If they had the same key as we have at the moment it would be easy to calculate
but I come from a country where these things have been discussed very animatedly so if
I could ask how much Sweden would be feeding in, I will ask you, the Bank, to calculate
that out. I mean can you give us some information on that?

Mr Noyer:
The basis for this lies in the Treaty. The Treaty says that an initial amount of up to 50
billion euros or foreign exchange reserves had to be transferred at the very beginning from
the national Central Banks to the European Central Bank and then there is another
provision saying that immediately after the start of stage 3 the ECB and/or the Commission
must make a proposal for an additional amount or at least the authorisation by the EU
Council for an additional amount to be transferred. So the first part has been done of
course in direct application of the Treaty, actually the 50 billion were only around 40 billion
because of the four countries not participating and it was done following the capital key
and this key will be kept for the future. So, it is very easy, I do not have in mind the
precise figures but it is very easy to know what would be the amount transferred for this
first transfer by the Riksbank. Then we can come to the second move, the second transfer.
This has first to be decided by the political authorities of the Union and then further
implemented and decided by the Governing Council of the ECB. At that time if Sweden

was participating, that would of course also include the Governor of theRiksbank. Now for
the second move, the proposal made by the ECB, (and we had discussed this before with
the Commission and agreed that only one proposal was necessary, to avoid a duplication
of efforts) it was agreed that the ECB would make it. We simply said that for the time
being it is really difficult. There are a lot of uncertainties, but it seems to us that doubling
the initial amount, I think the capacity to double would be enough, but without prejudging
that the political authorities may decide later on another increase. So we have taken that
precaution and in fact it very much depends on the sort of intervention to be made. Of
course it is not to be costly for the budgets of governments. It’s only a transfer of part of
the foreign exchange reserves held by the national Central Banks to the European Central
Bank. The Treaty also says that interventions are executed by the European Central Bank.
So in a way the foreign exchange reserves in the national Central Banks are a sort of
reservoir, a back-up line. When there is a need for intervention, the ECB’s reserves are
used. The idea is that we could over time, if necessary, make additional transfers to the
ECB in order to increase the capacity to intervene. It may be enough just to show the
strength of the Eurosystem, and it might well be that we do not need to use the facilities
every single time. But we must be prepared. That’s the idea.

Mrs Randzio-Plath
Just a small supplementary Mr Noyer. What’s the point of having this money for
intervention, if there is a currency back-up? Do you have some sort of concept behind the
whole exercise, as some people have said it is going to affect of the market, of how you
will affect the market? Do you have some sort of strategy if there is too much devaluation
or too much revaluation of the euro? As of when will you start intervening? I know you
have no remit for the exchange rate, but what about intervention? The various ways that
you can intervene, are you just going to start intervening or how will you set about this?

Mr Noyer:
We do not exclude to take part in interventions for two reasons. One is that foreign
exchange developments can have consequences for price developments. And the second
is that we may want to avoid developments in the foreign exchange markets at certain
times that might have negative effects for monetary policy.
Intervention would be, in our view, mostly a concerted action on the markets. It has
happened in some cases over the years that concerted action at a certain point in time
between the main monetary authorities of the world has corrected developments in the
markets or stabilized the markets, and thus avoided that the central banks would be
confronted with the difficult question of deciding whether to move interest rates, in order
to avoid the negative effects on price developments, upwards or downwards, of an
excessive foreign exchange development. But this does not mean of course that we would
wish to intervene every day - that would be quite exceptional. The markets must know
that we stand ready to act, if appropriate, in conjunction with our main partners in the
world, and they have to know that the threat does exist.

Ms Villiers:
Would you be unhappy if the euro reached parity with the dollar and at what level does
the euro have to fall to to affect prices within the euro zone? At what point will inflationary
pressure caused by the fall in the exchange rate value of the euro start to put pressure on
inflation within the euro zone?

Mr Noyer:
I hope you will excuse me, but I do not want to comment on the precise level of the euro,
but the most important answer I would like to give to your two-fold question is that we
never look at the exchange rate in isolation. Of course the level at which it might appear
as a threat to price stability would very much depend on the rest, so it is one of the
elements that are part of the total picture. Exchange rate developments have an effect on
price developments and they also have an impact on the overall monetary conditions. This
is an important element that we have to take into account. But there can be no precise
answer because there are always many other factors to take into account at the same
time.

Mr Lipietz:
I would like to ask you about the American policy mix which has been benign neglect for
several years on the exchange rate. Inflation rate is very often much higher than 2%, or
mostly higher than 2%. The real interest rate, negative for several successive quarters
when they need it and, above all, budgetary policy, if you look at the long term now, since
say 1985 or so, is either in balance or negative, the contrary of what you have in your
written text, written in English, which contradicts what you have just said in your oral text
now in French. Biased budget policy or in surplus is what you are looking to, obviously the
stability pact looks to a balanced policy.

Mr Noyer:
On benign neglect, I am amazed at the way in which the United States authorities for
several years have regularly repeated one sentence, one comment, on the exchange rate
- a strong dollar is in the interest of the United States. That is what they say, full stop,
that is it. You have not heard anything else officially on exchange rate trends with respect
to the US dollar from the US authorities for several years. The predecessor of the current
Secretary of State started it and it is still the case. Now on US economic developments, I
am looking at past events and I am amazed to note now, by now I mean over the last few
years, the performance of the economy with very high growth rates maintained, without
inflation kicking off. As for the precise level it is difficult to compare because price trend
indexes are not always on the same basis. You have to go into thorough detail to compare
their level and ours but they have a budgetary policy which has already gone beyond
balance and is in surplus, with a monetary policy which is very careful. Much tighter now
at the moment, but this is normal with an economy which has been strong over the last
few years. The US authorities are trying to stop any excessive price increases. They use
expressions different from ours. If you look at the budgetary and monetary statements of
the respective authorities in the USA it is fairly consistent with what the Central Bank and
the US authorities are saying. What we and the Commission are saying should be the

same. There is less structural reform required in the USA than in Europe.Basically they
have less rigidity in their economy than we have on the old continent. They are starting
off from a situation where the creation of enterprises and the development of economic
activity are easier to do. They have had fewer reforms to introduce to get to the same
result.

Mr Katiforis:
I would like to know if the tendency of the long term interest rate to rise which has been
noticed recently, has been an element in the apparent decision of the European Central
Bank to leave the short term rate unchanged and whether the estimates of the rate of
growth which you have accepted have taken into account the rise in the long term interest
rate which, of course, the Bank does not control, but it has to take it into account I
suppose?

Mr Noyer:
No we think that it is first due to the general development of long term interest rates in
the world, because there are arbitrages from investors, including investors from the euro
area , of investments in securities in US dollars, in euros, in other currencies, so that when
there is a general increase in long term interest rates, mainly in the US dollar, there is a
tendency also for other currencies to see an increase in their long term interest rates. Of
course you will tell me, but the increase in the long-term rates in Europe has been a little
higher than the increase in the US bonds yields, so that the spread has decreased. This is
true and we interpret that as being related to the fact that growth in Europe is accelerating
but that the growth in the US has stabilized at most, maybe it is in the prospect of slowly
declining. But of course we monitor that very closely, because if it was partly, even for a
small part, the signal that economic actors fear, that inflation could come back and that
price stability would be in danger, then that would be a reason to react. Either we should
be able to explain to the public that they are wrong and there is no risk to price stability,
or if there is really a risk we should react, even if the risk is 6 months/1 year ahead. We
should always react in advance. So this is, of course, something that we monitor very
closely, one of the indicators in the second pillar that we regard as very important.

Ms Randzio-Plath:
Thank you very much indeed.
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