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Chair – Dear colleagues, welcome to this Monetary Dialogue with ECB President
Mario Draghi, who I would like to welcome. This is the fourth and last Monetary Dialogue of
the year and is taking place after very important monetary policy decisions taken by the ECB
in a framework of an economic recovery which is gaining momentum and is continuing on a
very solid and broad base. On the other hand, we see – and President Draghi will elaborate on
this – a price dynamic which is not yet sufficiently sustained, in particular a weak wages
dynamic. I remember that in the last Monetary Dialogue we had an extremely interesting
exchange of views on this point, the cyclical and structural reasons for this.

Against this backdrop, the ECB monetary policy decisions have been very important. I welcome
these decisions, in particular the decision to maintain a substantial degree of monetary
accommodation, as long there is a durable and self-sustained return of inflation towards its
target. We will discuss these decisions.

As President Draghi knows coordinators of the Committee on Economic and Monetary Affairs
(ECON) also selected two additional topics, namely TARGET balances and imbalances –
whether there is reason to be worried – and the design and sequencing of exit from non-standard
monetary policy measures, in other words what the ECB’s ‘new normal’ should look like. That
is strictly related to the decisions which have been taken. We have a number of studies, some
of which I think very convincingly say how, for instance, these TARGET2 balances reflect
many mainly technical features of the euro area financial structures, but we will have the
opportunity to discuss this topic.

So there are a number of very relevant issues. President Draghi, welcome again and you have
the floor.

1-004-0000

Mario Draghi, President of the European Central Bank. – Chair, honourable Members of the
Committee on Economic and Monetary Affairs, ladies and gentlemen, I am glad to be back at
the European Parliament for my last hearing of the year. Since we last met, the ECB Governing
Council has taken important decisions on the recalibration of its monetary policy instruments
beyond the end of this year.

Therefore, in my remarks today, I will first discuss the outlook for the euro area economy and
the recalibration of our monetary policy measures. Then, at the request of the Economic and
Monetary Affairs Committee, I will discuss the role of TARGET2 in supporting financial
integration and the implementation of our monetary policy, which in turn has implications for
interpreting TARGET2 balances.
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The economic expansion remains solid and broad-based across countries and sectors in the euro
area, mainly supported by domestic demand. According to the recent Eurostat flash estimate,
real GDP growth has continued in the third quarter at the rate of 2.5% year on year. This
amounts to four-and-a-half years of continuous quarterly expansion, and the latest survey data
point to unabated growth momentum in the near term. GDP growth is also increasingly
broad-based across countries and sectors. The dispersion of GDP growth rates across euro area
countries has fallen to its lowest level since 1997, caused by a general upward convergence.

The labour market continues to benefit from the recovery and the deep and painful employment
losses recorded during the crisis have now been offset, at least in the aggregate. The number of
people unemployed in the euro area declined from 18.6 million in the second quarter of 2014
to 14.6 million in the last quarter. Relative to past patterns, employment growth has been
broad-based across countries and sectors. Sixteen of the 19 euro area countries have
experienced positive annual employment growth since mid-2014 and employment has been
increasing in about 60% of sectors, compared with zero in mid-2014. These employment gains,
together with increasing household wealth, are supporting the private consumption outlook.
Business investment also remains on an upswing, aided by improvements in corporate
profitability.

Our monetary policy measures have played a key role in supporting both consumption and
investment demand by ensuring favourable financing conditions for euro area firms and
households. Since end-May 2014, bank lending rates for non-financial corporations, for
instance, have fallen by around 120 basis points and those for households by around 100 basis
points. Lending rates for very small loans, which can be taken as a proxy for loans to small and
medium-sized enterprises (SMEs), have declined by almost 190 basis points. The significant
improvement in funding conditions for SMEs is especially encouraging as they provide
two-thirds of total private sector employment in the euro area. This improvement in financing
conditions has been accompanied by reduced heterogeneity across countries in bank lending
rates. For example, the difference between rates for firms in the euro area countries most
severely affected by the crisis, versus the other countries, has narrowed by around 100 basis
points since mid-2014. Despite the firm economic recovery, inflation dynamics have yet to
show convincing signs of a self-sustained upward trend. Headline inflation was 1.4% in October
and is expected to temporarily decline towards the turn of the year, mainly owing to a weaker
energy component as a result of base effects. Underlying inflation pressures are still subdued
as labour market slack remains significant. The improvements in labour markets that we have
observed still need time to translate into more dynamic wage growth.

In the light of this economic outlook, at our monetary policy meeting in October, we decided
to recalibrate our monetary policy instruments. The recalibration of our policies for the period
beyond the end of this year is meant to preserve the degree of monetary stimulus that is still
necessary to secure a sustained return of inflation rates towards levels below, but close to, 2%
in the medium term.

Let me briefly explain the four main decisions the Governing Council took.

First, the improved outlook and our growing confidence in the gradual convergence of inflation
rates towards our inflation aim allowed us to adjust the pace of our asset purchase programme
(APP). Accordingly, we announced that, starting in January 2018, net asset purchases are
intended to continue at a monthly pace of EUR 30 billion until the end of September 2018, or
beyond, if necessary, and in any case until the Governing Council sees a sustained adjustment
in the path of inflation consistent with its inflation aim.

Second, as regards our re-investment policy, we stated that the Eurosystem will reinvest the
principal payments from maturing securities purchased under the APP for an extended period
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of time after the end of the net asset purchases, and in any case for as long as necessary. This
will contribute both to favourable liquidity conditions and to an appropriate monetary policy
stance. In this context, let me also mention that we provided additional information on the
redemption amounts for each component of the APP, as our policy to maintain the stock of our
securities holdings, and to continue to reinvest the proceeds of those securities that come to
redemption for an extended period of time, has become more important as the size of our
portfolio has grown. Our website now reports all the details of the expected monthly redemption
amounts for the next 12 months.

Third, on policy rates, we kept them unchanged and reconfirmed that we expect our key interest
rates to remain at their present levels for an extended period of time, and well past the horizon
of our net asset purchases. This sequenced ordering of the outlook for our net asset purchases
and the policy rate path is a central element of our monetary policy at present. The ‘well past’
condition that governs the policy rate horizon lays out a critical enabling factor for asset
purchases to have their full impact.

Finally, we decided that our regular refinancing operations would continue to be conducted as
fixed-rate tender procedures with full allotment for as long as necessary, and at least until the
end of 2019. This will ensure the continued smooth implementation of monetary policy while
also safeguarding favourable conditions in euro area money markets.

As the Governing Council concluded at the end of its last monetary policy meeting, the
monetary policy support that we provide today comes from the combined effect of the
additional net asset purchases, the sizeable stock of acquired assets that have been accrued
under the purchase programme in the past and the forthcoming reinvestments of the maturing
securities, and our forward guidance on interest rates. Taken together, these measures will
preserve the current financing conditions and ensure the ample degree of monetary stimulus
that is still necessary for a sustained return of inflation rates towards levels that are below, but
close to, 2%.

Let me now turn to the topic of TARGET balances. TARGET2 is the Eurosystem’s real-time
gross settlement system, through which payments in euro can be safely and efficiently
processed between banks, both within and across borders. It provides a state-of-the-art payment
infrastructure that is used to settle, in central bank money, payments related to a wide variety
of transactions, including monetary policy operations, financial market instruments, and
interbank and customer payments. Last year, TARGET2 processed a daily average of about
342 000 payments, representing a daily average value of EUR 1.7 trillion. It therefore plays a
key role in ensuring the smooth conduct of monetary policy, the correct functioning of financial
markets and banking, and financial stability.

By supporting financial integration and the implementation of our monetary policy, TARGET2
represents a cornerstone of our monetary union. In the TARGET2 system, each Eurosystem
national central bank (NCB) has a debtor or creditor position (a balance) vis-à-vis the ECB,
which keeps track of the money entering and leaving each participant country for accounting
purposes. The TARGET balances of individual NCBs therefore merely reflect the settlement of
cross-border payments executed via TARGET2.

Payments undertaken as part of the asset purchase programme are also settled via TARGET2.
Asset purchase programme implementation is distinct from that of refinancing operations
because it can entail immediate cross-border payments. Indeed, around 80% of total NCB’s
purchases have been by financial market parties that are not resident in the same country as the
purchasing central banks, thereby impacting TARGET2 balances. Moreover, the sellers of the
assets purchased under the APP can reinvest the proceeds, inducing a cross-border rebalancing
of their portfolio. This phenomenon, referred to as international portfolio rebalancing, can



4 20-11-2017

prompt further changes in TARGET balances, following the same logic I have just outlined.
All this notwithstanding, we have seen that TARGET2 has been instrumental in the smooth
pass-through of our monetary policy measures to the financing conditions of households and
businesses.

Let me conclude.

The EU Treaties gave the ECB the primary objective of maintaining price stability in the euro
area as a whole. This is the best contribution we can make to the welfare of our fellow citizens.
Ensuring price stability is a precondition for the euro area economy to achieve a balanced
growth path that can be sustained in the long run. But this is not the only condition.

Achieving a balanced growth path also requires strengthening the euro area’s ability to deal
with risks, whenever they materialise. The current economic outlook provides a unique
opportunity to reduce the likelihood of severe shocks by strengthening the economic structures
of Member States, with policy actions both on the fiscal and structural side. At the same time,
boosting the resilience of the Economic and Monetary Union (EMU) implies also reinforcing
our common institutional set-up so as to prevent and manage shocks.

I thus welcome the European Parliament’s role in such discussions and the renewed efforts by
euro area leaders and Ministers to tackle the issue, as reflected, for instance, in the recent
Eurogroup meeting. It is in this spirit that I look forward to the upcoming Euro Summit meeting
on EMU governance.

Thank you for your attention. I am at your disposal for questions.

1-005-0000

Esther de Lange (PPE). – Thank you, President Draghi, for being here once again and for
being available to address issues that are of key importance to the Committee on Economic and
Monetary Affairs.

I would like to pick up on the issue of non-performing loans, which the ECB and you yourself
actually have described as a key – or even the key – vulnerability in the European banking
system. I would also like to mention the issue of EDIS, of course, as rapporteur, of which I
know that the ECB is a strong proponent. We hope to be ready soon within our team of shadows
to also be able to hold a meeting with your experts on this issue.

Of course, the issue of NPLs – let’s call it risk reduction – and EDIS – let’s call it risk sharing
– are interlinked, not only in terms of content, but also politically, I’m afraid. Hence my
questions: How can we make progress on EDIS, which is what we want as a team of shadows
and a rapporteur, if there is such reluctance in some Member States to address the issue of
non-performing loans – I refer, of course, to the reactions to the proposed ECB guidance on the
matter; and what in your view is the best way to address NPL flow, and stocks even, since the
issue won’t miraculously solve itself; what do you think is a realistic timetable to bring NPLs
down to a level comparable to the international level?

These are key issues that are interlinked, through the issue of EDIS, that we will have to address
as rapporteur and shadow rapporteurs. I thank you already beforehand for your strong
commitment to both issues and for your answers.

1-006-0000

Mario Draghi, President of the European Central Bank. – First of all, I agree with what you
said. The NPL issue and EDIS are interlinked.
Let me just step back and look at EDIS. On EDIS, we certainly welcome the Commission
proposal, but we have to keep in mind the final objective, which is a fully-fledged deposit



20-11-2017 5

insurance. That may be a goal and we can get there step by step, but here the key point is that
progress should be clearly quantifiable and clearly assessable, with clear objectives and
measures. It should be measured and should not be a vague postponement. That is important
because EDIS remains a fundamental pillar of the banking union.

Having said that, it is quite clear that risk reduction and risk sharing should go in parallel. That
has always been the ECB viewpoint, and NPLs are part of this. The NPL issue is by itself, even
regardless of this, a problem that needs to be solved. You have heard Ms Nouy in this room; it
is mostly an issue that has to do with supervision. I myself have just said that it does require a
concerted joint effort, certainly by banks’ management and supervisors, but also by the
governments and legislators in different Member States to ensure a legal environment where
NPLs can be disposed of, sold and traded. Progress has been made in several countries, but
often this progress is limited to the new NPLs and does not take into consideration – or only
partly takes into consideration – what the problem is, namely a legacy problem. It is a legacy
problem mostly due to the great recession that characterised the last few years before the
recovery. So legislation should consider and should address legacy issues, not only the new
issues. That is what I can say now.

1-007-0000

Chair. – Thank you very much, and indeed I and many of us recall the very wise words about
the joint effort which is clearly what is required by all the institutions, including by taking into
account the respective roles and competences. Here I would say that the outcome of the
discussion with Danièle Nouy has been very positive, because I heard from her an opening to
improve the addendum  in order to have additional measures that we consider necessary, but to
do this to fall in line with the respective institution prerogatives. I would say also that the
Commission role is very positive, and the recent text put to consultation helps a lot to clarify
what are the various roles of the various actors in what indeed has to be a joint effort.

1-008-0000

Pervenche Berès (S&D). – Mr President of the ECB, I will not take up this debate between
NPL and EDIS, even if one could wonder about the conditions in which the implementation of
the two existing pillars of the Banking Union, supervision or resolution, has not already yielded
huge quantifiable progress in terms of reducing risk.

My question concerns further consideration of a topic that you began to address during our last
exchange in the framework of our democratic dialogue with you. Following a question from
our colleague Paul Tang on the issue of wages, you queried the rate at which wages were
increasing in countries where growth appears to be reviving fully and where, finally, wages are
not rising in a way which would facilitate the exercise of monetary policy.

This is a debate that is beginning among economists, but in which central bankers also have a
voice, and in which finally, rather than considering the weakening of trade unions or the pace
at which this renewed pressure for higher wages could come – we had that discussion with Mr
Carlos Costa, Governor of the Central Bank of Portugal – a rather different scenario needs to
be posited, with the idea that basically it is globalisation that has changed the conditions for
wage-setting. Rather than relying on the legacy of the Phillips curve, we should therefore
consider a different relationship between wage rises and inflation as the background to
monetary policy. How far have you got in thinking about this issue within the Governing
Council?

1-009-0000

Mario Draghi, President of the European Central Bank. – Our recent monetary policy
measures reflect various assessments by the Governing Council. They reflect confidence that
the inflation rate will move gradually, but will eventually get to our objective because of the
strength of the recovery and especially because of the employment gains.
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However, when we move from the real side to the inflation side of the assessment, we see that
inflation remains subdued. The main reason why it remains subdued is that underlying inflation
– that is to say, excluding food and energy price changes – is subdued, and the reason why it is
subdued is mostly attributable to low nominal wage growth. We have been saying this now for
quite a time.

Compared with other business cycles in the past, the response of nominal wages to the closing
of the output gap, to the improvement in the labour market, to the decline in unemployment,
and to the number of jobs being created – if you think about it, it is four million jobs over four
years – this remarkable increase in employment and decline in unemployment actually took
place in the presence of an increased participation rate. We had quite strong gains in
participation rates, not only because of new arrivals – migrants and others – but also an
increased participation rate by women, which is now at an all-time high, and old people. I do
not have the numbers with me now, but the increase in participation rates of older people is
staggering. It is really very high.

So, in spite of these new entrants to the labour force, we still had a strong decline in
unemployment. All this suggests a very successful experience and would suggest a stronger
response on nominal wages, but we are not seeing it. So we asked ourselves what the causes
could be, and certainly one thing that was mentioned was that it could be globalisation. It could
actually be that the relevant output gap is not the euro area’s output gap, but is the rest of the
world’s output gap. Now, we do not have any convincing evidence that this is the dominant
reason. Also, the output gap in the rest of the world is actually closing as much as our own
output gap, so we should see pressures elsewhere as well.

There are other reasons. One is that, after a prolonged period of very low inflation with some
hints, at some point in time, of deflation risks, wage negotiations could be backward-looking,
and from this viewpoint they would internalise the experience of low inflation into future
negotiations. Another reason is that, after a prolonged period of unemployment and very
difficult conditions in the labour markets, the main strategy in labour negotiations is to look for
job security rather than wage increases. That is another reason. Let us also keep in mind that
productivity remains low and that is a third structural reason.

But, all in all, especially as far as the first two reasons are concerned, we tend to view this as
something serious but transitory. In the presence of our monetary policy support and also given
the continuation [of recovery] – as I said in my introductory statement, the growth momentum
is unabated so we continue to have signs that this recovery is continuing and the pace of it is
also continuing – in the presence of these factors, backward-looking wage negotiations or the
preference towards job security, that I mentioned, these are transitory elements and in the end
we will see this nominal wage response.

So that is what we will be looking for in assessing whether underlying inflation is showing
convincing signs of increases and that therefore our inflation rate is moving towards our
objective.

1-010-0000

Bernd Lucke (ECR). – Good afternoon Mr Draghi. I would like to start with a brief comment
on the answer you have just given. You said that the ECB had created 4 million jobs. I wonder
how in fact we know that the ECB created these 4 million jobs? Is it not the case that jobs were
also created outside the euro zone, and was not growth in some cases very much stronger outside
the euro zone than inside it? Perhaps such statements could in due course be better substantiated.
But what I should like you to reply to is not this comment but rather the following question.
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Under the PSPP, the ECB has now invested around EUR 1.6 billion in government bonds. So
it holds bonds issued by euro zone countries. My question is simply this: would I be right in
saying that the ECB is a major and constant lender to euro zone countries?

1-011-0000

Mario Draghi, President of the European Central Bank. – I am sorry, the translation was such
that I didn’t understand your second question.
1-012-0000

Bernd Lucke (ECR). – My question was: Am I correct if I say that the ECB is a big and long-
lasting creditor of euro zone governments?

1-013-0000

Mario Draghi, President of the European Central Bank. – Well, the answer to your second
question is: No, it is not, because the ECB overall has purchased something like – I can’t
remember what the percentage is, but it is low, at most 20% – 10, 15, 20% of total stock, so it’s
not the largest.

Second: The ECB has purchased this on the secondary market, so from other people. These
bonds were already purchased from the governments that had been issuing them.

1-014-0000

Bernd Lucke (ECR). – I would like to ask you a second question, please. I don’t want a reply
to the first question, as I have said.

1-015-0000

Chair. – But you did reply on the second.

1-016-0000

Mario Draghi, President of the European Central Bank. – I replied, I answered.

1-016-5000

Bernd Lucke (ECR). – Yes, so I would like to ask you a third question, if you don’t mind?
And for this I will revert to German, if I may.

I am of course familiar with the difference between purchases on the primary and secondary
markets. However, as far as the fact that the ECB holds these bonds is concerned, it is entirely
irrelevant how the ECB acquired them. By holding government bonds, it is the source of lending
to euro zone countries.

My question is this, as you have mentioned the holdings: in the case of individual euro zone
countries the ECB has bought up as much as 250% of the volume of government bonds issued
by these countries as new debt between 2015 and 2017. The new debt is therefore significantly
less than what the ECB has purchased on the secondary market in the way of government bonds
issued by these States. The ECB has acquired up to 250%. How can one reconcile these
purchases by the ECB with the prohibition on monetary financing of budgets laid down in the
European Treaties?

1-018-0000

Mario Draghi, President of the European Central Bank. – It’s very simple: We didn’t violate
the ban on monetary financing at all. We only complied with our mandate. Our mandate is to
drive inflation towards our objective. That’s what the Statute and the European Treaty ask us
to do, and we comply with the law.
Now that’s the answer to the second question. If you want, I can now answer your first question.
Your first question is: How do we know? Well, how do we know? We know that, because it’s
thanks to the financing conditions created by the monetary policy that recovery was actually
possible. It has been the main policy in place for many years now, when there were no policies
at all. And so, while one can always think that it’s not true, we have evidence – plenty of
evidence – that our monetary policy support has been key to forcing the recovery we are
experiencing today.



8 20-11-2017

1-019-0000

Bernd Lucke (ECR). – Mr Draghi, I have asked you whether you have violated your mandate,
or how you can explain that it is not a violation of your mandate if you purchased 250% of the
new debt of some of the euro zone governments.

1-020-0000

Mario Draghi, President of the European Central Bank. – I responded: We haven’t violated
any mandate. We actually complied with our mandate, we haven’t violated any ban on monetary
financing. We stayed within the limits that we gave ourselves to begin with, with the
programme.

1-021-0000

Chair. – I am also sure that Mr Lucke is fully aware of the difference between the ECB and the
euro system, but that is for a future discussion.

1-022-0000

Ramon Tremosa i Balcells (ALDE). – Welcome again, President Draghi, to this Parliament.
I have two questions: the first one is that in January next year, the ECB will begin to reduce its
bond purchases in order gradually to phase out the APP. However, the end of purchases may
have an effect on the risk premium of some of the more indebted countries of the eurozone.
Which reforms would you prioritise for those countries where public deficit is still upwards of
3% of their GDP? Do you think these countries are prepared in case there is a new recession?

I have another question about EDIS. We are discussing the European deposit insurance scheme.
You have always supported this, but I would like to ask how you imagine this. What would be
fundamental for you in order to ensure that it works properly?

In addition, finally, how can we reassure investors that this will work well after the
inconsistencies in the Italian and Banco Popular bailouts?

1-023-0000

Mario Draghi, President of the European Central Bank. – Let me answer the second question
first. The prolonged discussion we had about EDIS has actually convinced everybody that this
is a journey. It should not be put in place immediately because there are certain conditions that
have to be verified, and risk reduction and risk sharing should go and hand-in-hand. Part of the
risk reduction also consists of harmonisation: harmonisation of certain features that are critical
to a banking union. One of them, for example, is the hierarchy of creditors. If countries keep
having different hierarchies, it is pretty clear that the Union is not complete. The other
harmonisation which is necessary, of course, is that of the resolution regimes. Again, it is a
serious point to complete and create a true banking union.

The other parts of risk reduction have to do with the NPLs we discussed before, and many other
parts. It is a journey and, in a sense, the Commission’s proposal takes note that this is something
that needs to be achieved, step-by-step. As I said before, we should not lose sight of the ultimate
objective, which is a fully-fledged deposit insurance and, in order to be sure that we are moving
there and we are not trying to avoid this, progress towards this objective should be clearly
defined and clearly measurable, and assessed with equal clarity.

The other question is: Are countries going to be ready for our policy stimulus reduction? Let us
call it this. Well, first of all we have not discussed this. We just decided on our recalibration
last week. Actually, when we announced it, the impact on financial markets was nil, because it
was exactly measured on the improvement in the economy – and it was calibrated while taking
note of that improvement. Still, the monthly flows were reduced to 30 from 60, which is, prima
facie, a big reduction in the monthly purchases. So the reduction in policy stimulus which may
take place, if the conditions that the Governing Council stated for that materialise, will take
place in an environment where we should not expect big changes. Having said that, however,
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let me remind you that our mandate is price stability and not government support or fiscal deficit
support.

Finally, there is a point you made which I entirely agree with. It prompts me to say that this is
the time – as I said in the introductory statement – not only to make economic structural reforms,
but also to improve the budget situation, without waiting only for the improvement that comes
from growth and low interest rates. The main reason for that is exactly the one you hinted it –
namely that countries have to regain policy space in case there is going to be another recession
or another crisis ahead.

1-024-0000

Dimitrios Papadimoulis (GUE/NGL) – Mr President, Mr Draghi, I shall speak to you in
Greek. I should like to welcome you back to our committee and also put number of questions
to you. The first concerns in my own country, Greece.   The European Central Bank is one of
the institutions representing its creditors. Recently, we have been hearing positive forecasts by
the Commission and the European Stability Mechanism regarding the Greek economy and the
Greek banking system.

Could you please give me your own estimates - those of the ECB - with regard to the Greek
economy, the prospects of concluding the third assessment and, in particular, your opinion on
the development of the Greek banking system?

My second question relates to the shocking revelations of large-scale tax dodging known as the
Paradise Papers.  One week ago, Commissioner Moscovici, addressing the European
Parliament plenary, referred to tax avoidance ‘vampires’, calling for measures to ensure
transparency, exchanges of information and tax harmonisation, arguing that such scandalous
tax dodging by the super-rich was harming not only taxpayers but also the European economy
as a whole. I should very much like to hear your assessment, the European Central Bank’s
assessment, of this problem of tax dodging and how it can be tackled.

My final question concerns the report released a few days ago by one of our institutions, the
European Court of Auditors, evaluating the implementation of the memorandum provisions by
Greece and identifying many mistakes at the planning stage, resulting in adverse social
consequences, as well as failure to assess these consequences properly. The report also indicates
that the European Court of Auditors was unable to evaluate the role of the European Central
Bank in the Greek programmes because you refused to provide the requested information.  Can
you comment on this? What is your response to this criticism by the European Court of
Auditors?

1-025-0000

Mario Draghi, President of the European Central Bank. – The first question relates to the
improvements in the Greek economy. Indeed, the overall situation has improved substantially
on the real side – GDP-wise and employment. Basically, the continued implementation of many
of the measures presented in the third review is proving fruitful.

The improvements are also reflected both in the market for Greek debt – where we have seen a
notable decline in the spreads – but also in the positive reaction of the markets to the proposed
debt swap measures by the government; clearly the intent of creating a yield curve and
improving the liquidity of government debt has been welcomed by markets.

As far as the Greek banks are concerned, let me immediately say that right now the common
equity Tier 1 Ratio is staying at 17.1%, which is quite a remarkable measure. However, on the
funding side the banks need to stabilise their funding situation because the situation of deposits
in the banking system has basically stabilised but not recovered to the levels there were before
the crisis.
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On your second question, taxation does not fall within the ECB mandate, but certainly the ECB
is in favour of measures that reduce tax evasion and tax elusion, and certainly welcomes what
the legislators and the Commission will propose in this field. We have always supported the
Commission’s and the legislators’ proposals in this field.

On your last point, about the European Court of Auditors (ECA) and with regard to the ECA
report, first of all I have one general point to make – and we can return to this – which is that
the mandate of the ECA is basically limited to analysing the operational efficiency of the
management of the ECB. So when the ECA asks questions that go beyond this mandate, the
ECB cannot answer – especially when the questions relate to the input that the ECB has given
to the Commission, to the Eurogroup and to the EWG.

Furthermore, no evidence is presented in the ECA report that would support the claim that you
mentioned before – that there were mistakes and so on. The capital needs assessments were
always based on the macro assumptions available at the point in time when the respective AQRs
and stress tests were conducted. Having said that, the ECB of course stands ready to cooperate
and continue cooperation with the ECA.

1-026-0000

Philippe Lamberts (Verts/ALE). – Mr Draghi, first on wage dynamics. When I look at the
employment rate expressed in full-time equivalent – so basically the capacity usage of the
working capacity of a society, I see it culminates at 68% in Germany, at 63% in Belgium and
at 53% in your country, Italy. So with such a huge under-employment I am absolutely not
surprised that wages are not picking up. It is quite obvious – you might even say it’s just supply
and demand. But that people would prefer job stability seems obvious to me, because there so
many people lining up behind them to take their place if not.

You spoke about an increase in the wealth of households. What can you tell us about the
distribution of this wealth increase? Does it benefit everyone, or are people still seeing a wealth
decrease? And then, how well or poorly distributed is it? Is it comparable to the US, where in
the last 10 years 99% of the growth has been benefiting basically 1% of the population?

But my most important question is this: you as a central banker have an especially good vantage
point on the global financial system. What are the fragilities that you see in this system, either
within the euro zone or outside of it, that worry you most in terms of impact on the euro zone
countries? So what keeps you awake at night, basically, in terms of euro zone financial stability?
It can be internal factors or external factors.

1-027-0000

Mario Draghi, President of the European Central Bank. – With respect to your first point, I
could not agree more. In my answer about the reasons why nominal wages are slower to respond
to the shrinking output gap and the improvements in the labour market, I did not in fact mention
this reason, but it is a further reason. If we measure unemployment based on what is called the
U6 – namely, what you said – measuring also the quality of the present employment, we find
another explanation of why nominal wages are not reacting.

Again, provided our monetary policy support continues, this factor will also tend to mitigate its
influence on the nominal wage response. So again, we have a reason to be, in a sense, confident
that at some point in time nominal wages will pick up. It would be an entirely different answer
if we were to say that it is mostly the fault of globalisation or of digitalisation, because there is
nothing that central banks can do about that. So we think that that is not the main reason. The
main reasons are those such as the one you mentioned, or the other reasons I mentioned before.
So the point here is just to be able to continue calibrating monetary policy support in a way that
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will foster this gradual improvement in the labour market up to the point where nominal wages
react.

Concerning wealth distribution, first of all, you did not say – and I am pretty sure you would
not say this, but some people say – that monetary policy is worsening wealth inequality. I would
just like to make it clear, and I have made this point several times: it is not true. Clearly, if you
buy assets, then asset prices go up. The holders of assets are predominantly wealthy people, so,
in the short term, wealth distribution worsens. But, given enough time to improve the labour
market, then we can cope with the worst source and the most serious reason for wealth and
income inequality, namely unemployment. So the creation of 4 million jobs, the improvement
in labour markets, is actually improving the situation of wealth and income inequality as well.

By the way, all the studies show that the short-term effect may be going against equality, or
towards greater inequality, but then medium and long-term effects are definitely offsetting this
short-term effect and there are improvements in income and wealth. In addition to this, the
effect that our monetary policy had on house prices is also improving. It is reducing wealth
inequality for households, and especially younger house owners, because they are the ones who
typically borrow more to purchase their houses.

Is our wealth and income distribution situation as bad as it is in the United States? The answer
is no. Continental European wealth and income distribution is better. We have a different social
model, basically, that has protected distribution, in spite of the fact that, without question, the
dramatic increase in unemployment in the years of the crisis has seriously worsened both
income and wealth distribution.

Finally, on financial stability risks. First of all we carefully monitor financial stability risks after
a prolonged period of low rates and ample liquidity. The risk of underestimated liquidity
premiums, the question of whether liquidity is always there, and the search for yield, are all
issues that we take very seriously. We continue to monitor the financial stability situation for
the euro area.

Do we see bubbles? Not so far. We see local situations where valuations are stretched – mostly,
if not exclusively, in the prime commercial real estate market. We see that in certain cities house
prices are going up fast, but the valuations are not stretched compared with not so long ago,
when these prices were unduly depressed. So they are not far from their historical averages and,
in any case, this situation is in certain large cities in certain countries.

So the answer is, if there are financial stability risks so far, they are localised, they are not
systemic, they are confined to specific situations. The answer there is that the authorities in
many countries have already taken measures of a macro-prudential character to cope with these
situations. Certainly the answer would not be to change monetary policy, because that would
not be the answer to a local financial stability risk.

1-028-0000

Marco Valli (EFDD). – President Draghi, I have two questions for you. The first concerns an
opinion which was published by the ECB a few days ago on the review of the BRRD, and more
specifically on the moratorium measure – under which in the event of a banking resolution, all
the bank’s financial activities would be put on hold for five days. In its opinion, the ECB
proposes that all current accounts should also be blocked for five days. This means the current
accounts of members of the public, in which they have their savings. Can you explain what
right you have to propose that the savings of members of the public should be blocked for five
days? I can understand financial activities being blocked, but blocking current accounts is
something that many are questioning – including from a policy standpoint – and a lot of people
are talking about. I would like to know how on earth you could suggest such a thing.
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Next, on the question of NPLs, I would like to see the international institutions – and hence
Mario Draghi, as well as Ms Lagarde and Ms Nouy – not just launching into NPLs but in a way
also sometimes using the market, because if the situation remains as attractive as it is at present
this will lead, for example for Italian banks, to significant problems in terms of managing NPLs
and to speculators buying up stocks at discount prices. Furthermore, the banks will then have
to write down all these NPLs, making capital increases problematic. I would therefore like
international regulators also to exert pressure, for example, on non-liquid assets held by the
largest merchant banks, which in my view are a much more serious and pressing systemic risk
in terms of level 2 and level 3 assets. I would like to know why you are not focusing on taking
action in this area too.

1-029-0000

Chair. – I am sure that you are aware that the SSM is within the ECB, but there is a separation
and we are here to discuss monetary policy. I am of course sure that you will answer that.

1-030-0000

Mario Draghi, President of the European Central Bank. – To some extent I am allowed to
discuss some general issues in a general way, and you will understand that if I don’t touch on
some points it depends on the fact that I don’t know these things, because in a sense I am
concentrated on monetary policy, not on supervision.

But on the ECB opinion on the moratorium, basically the opinion was favourable because in
these extreme situations one wants to have a situation where you have enough flexibility to
cope with the crisis. The moratorium would assure that there is adequate time for preparing a
credible solution while preventing the severe deterioration of a credit institution’s balance sheet
and liquidity outflows.

Experience has shown that, with the existing moratorium rules, which certain countries do have,
this does not provide evidence – because this is the criticism that’s been laid against this – that
if we have a moratorium then this will only speed up the banking crisis, in other words that
people will run away from the bank even faster than if there is no moratorium. In fact it actually
facilitates the orderly actions of authorities. Of course in this we are talking about extreme
powers in extreme circumstances.

In any event, let me add that we have to have further assessments on this point. There have been
other proposals, such as for example publishing a clearly defined and harmonised known-in-
advance creditors’ hierarchy as an alternative to having the moratorium. So the answer is that
we have to find a way that will make the resolution of crises more orderly than it is at present.
There are various ways, one of which is the moratorium, but I would not limit my attention only
to that. Incidentally, the publication of the creditors’ hierarchy is essential no matter what, even
regardless of the moratorium.
On the idea that we are thinking about a banking union with different hierarchies, often
unknown or changeable at governments’ discretion: this is not a banking union, it is something
different. So I think if there is one area where I frankly would insist on asking for action from
the governments, this is it.

Now on the other point you raised on level 2 and 3 portfolios, we agree that level 2 and 3
portfolios in particular may be more sensitive to mispricing, overvaluation and do require
continued supervisory attention. Supervisors will build on the existing work programme – so
there is a work programme –and continue to focus on the soundness and reliability of valuation
frameworks for accounting and prudential purposes, as banks should adhere strictly to
prudential and accounting rules and have appropriate policies, models and processes in place.
The main areas of concern will be the valuation of complex products in credit, debt and equity
trading, the scrutiny of the relevant control processes including, but not limited to, financial



20-11-2017 13

reporting and risk-measurement approaches, and the in-depth analysis of the relevant
classification policies.

This is not yet on the list of supervisory priorities in 2016 and 2017, but the ECB banking
supervision is giving supervisory attention to risks posed by level 3 assets. In cases where level
3 assets are material for specific banks, we devote significant attention to potential valuation
losses through both our off-site and on-site supervisory processes.

1-031-0000

Chair. – We are also going to discuss this thing in a specific format with the SSM. Indeed I
very much appreciate its principles and it seems to warrant it being time for the SSM to make
this a priority.

What we heard is more than welcome. I would like to say to Mr Valli that fortunately on this
thing, on the moratorium, this is a legislative proposal so it is fully in our hands. We listen to
all the opinions but we are the one, together with the Council, to make the legislation. So we
can be sure that we will use all the necessary caution and reflection, including by identifying
some critical elements in this. I personally, for instance, am pretty sceptical, but we will see –
codecision is a pretty complex process – and ensure that all the issues and problems are fully
examined.

1-032-0000

Gerolf Annemans (ENF). – Mr Draghi, of course we are here today to assess your Asset
Purchase Programme (APP) and the changes to it. I myself and my political group are critical
of the EU because we consider that large entities do not necessarily benefit all of their small
components, and sometimes do not even benefit any of those components at all. According to
our philosophy, obviously that applies to the European Union, but in fact it also applies to the
euro, which in our view is not tenable in its current form. I appreciate that you have taken a
different view. You have more or less hidden the instability of the euro concept behind your
low-interest and purchasing policy. We are now EUR 2 016 billion further on. You have been
unable to continue your policy, because it was impossible to carry on in the same way. You
could not abandon it either, because the recovery that you now cite as the reason why you are
not continuing it is in fact far too fragile and because major risks still exist in the system.

This is currently very much under discussion in the academic world in my home region, where
Dutch is spoken, or more specifically in the Netherlands and Flanders. I should like, inter alia,
to mention Professor Kocken of the University of Amsterdam, who teaches risk management
and who says that the volume of debt is huge. According to him, the system is fragile, there are
more risks than in 2008 and we no longer have any real tools with which to respond. Similarly,
Lex Hoogduin, a monetary economist in Groningen and former director of the Netherlands
Central Bank, says that we are burying our heads in the sand because the policies that are being
continued are in reality intended for crises. At the slightest sign of inflation or a new recession
we shall again have to resort to instruments that we do not really have any longer.

Those comments therefore make my question somewhat less hypothetical: do you still believe
that any instruments are available to respond if after all the recovery does not continue or in the
event of a new shock or a recession?

1-033-0000

Mario Draghi, President of the European Central Bank. – First, the assessment on our
programme is that the programme contains, in its design, enough flexibility to be adapted to
changing circumstances.

Second, as I said before, at the present time we do not identify – although we are carefully
monitoring – financial stability risks, systemic financial stability risks that would justify
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changes in monetary policy stance. We identify local pockets of potential risks that have been
coped with by macro-prudential instruments.

Having said that, if you point to the problem that we have collectively, namely a lack of policy
space in case of sudden adverse contingencies, I certainly agree with you. But here my attention
would go, first and foremost, to fiscal policies. Let us not forget that the experience of the crisis
showed that there were countries that had no fiscal space in their fiscal policies to cope with the
crisis. Their debt levels and their deficit levels were already so high that any potential expansion
would be questioned by markets, and the credibility of their budgets had been severely
questioned, with serious consequences for the financial stability of these countries.

Another issue is the amount of sovereign bonds that are owned by the banking system, so every
time the credibility of the country is being questioned you also have the inherent weakness of
the banking system and, therefore, decreasing credits and the recession that we have witnessed
in the past. Regaining policy space, both on the fiscal side, and also especially on the structural
side, is essential. There is no better time than now, when things are going better, to do so. That
is the answer that I would give to your question.

1-034-0000

Georgios Kyrtsos (PPE). – President Draghi, it seems to me that Mr Stournaras, the Governor
of the Bank of Greece, is under intense political pressure. A pro-government newspaper which
specialises in reporting the real or non-existent economic wrong-doings of the Governor and
his wife has already been condemned for libel in the Greek courts, but continues its attacks on
the government supported, in my view, by influential government members. In addition, the
Governor has been accused of selectively leaking auditors reports from the Piraeus Bank and
the Attica Bank to the press; an anti-corruption prosecutor is already dealing with this case. Mr
Stournaras strongly denies any wrongdoing.

In view of these developments, do you still consider Mr Stournaras a trustworthy central banker,
and a trustworthy collaborator of yours? Would you like to comment on the methodology being
used against Greece’s Central Banker?
1-035-0000

Mario Draghi, President of the European Central Bank. – I do not have specific comments to
make on this matter, but let me say that Governor Stournaras is a trusted member of the
Governing Council of the ECB, and he has worked hard for the well-being of Greece.

1-036-0000

Georgios Kyrtsos (PPE). – President Draghi, I would like to share your optimism about the
situation of the Greek banking sector, but this is the big issue in Greece right now – namely
whether the systemic banks will in effect be able to manage the NPLs in a successful way. The
value of their stock is going down. So do you think that they will manage this NPL crisis – and
I repeat the question that I asked the other time – or do you think there should be some additional
initiative to help them get through these difficulties?

1-037-0000

Mario Draghi, President of the European Central Bank. – I have commented before about the
capital position of the banks at this point in time, but NPLs are the most critical problem that
the Greek banking system has to address and the decision of the notaries to abstain from
electronic and physical auctions until the end of the year is certainly not a good sign.

Oh... they have changed now? They have decided to participate? Well, that’s a good sign.

Clearly the disposal of NPLs is always, as we just discussed before, very difficult. But what we
understand is that enough guarantees, from the social viewpoint, have been put in place by the
government for the disposal of this stock to continue and actually increase in the coming
months. That is the key problem.
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You are aware that we are going to have a SREP for Greek banks earlier than for other banks,
so we consider the present situation a solid one. We are aware that the problem of the NPLs has
to be addressed with effectiveness. We are also aware, as I said before, that the funding
conditions are not stabilised yet.

We will see. We will have a better view of how things stand with this SREP done at an earlier
time so that – and this is the reason for doing it – if remedial action has to be undertaken, it will
be done before the end of the review.

1-038-0000

Jonás Fernández (S&D). – President Draghi, to be honest I wanted to ask you about EDIS,
but I think you have been asked enough questions about that already and have made the ECB’s
position abundantly clear, so I will move on to my second question.

From the statistics you provided on the economic recovery of the euro area – and a recovery
there certainly is – it is important to highlight, as you did subsequently, that the output gap in
the euro area remains negative, and that although inflation may be picking up, due in part to the
evolution of energy prices, the ECB’s own estimates place it at ‘around 2%’ for some time
ahead, meaning that I should like to tone down somewhat the expectations and vision you
outlined of the euro area economy in your opening speech.

In any case, I would like to ask you about the academic debate surrounding the definition of
‘price stability’. I won’t ask whether the Governing Council is considering revising its ‘below
but close to 2%’; I am not going to ask because I can imagine the answer. But I would like to
ask about the debate that is going on in academic circles on how to steer monetary policy.

There are underlying trends, such as demographic change, which clearly affect savings levels
in developed economies and which may, as such, affect the implementation of monetary policy.
There are those who argue, as Blanchard did very recently, for not having an inflation target
but for setting a price levels target, so as to allow the monetary authorities more room for
manoeuvre. The current 2% definition of is probably off-kilter and is somewhat ambiguous,
because is it not known what it is. We say ‘below... 2 %’ but we do not know what this means,
so there could be a symmetrical criterion, a 2% ± 1 or something similar.

There is also talk of launching a debate on the need to include asset values in the monetary
policy targets. That these should cover not just the prices of consumer goods and services but
also investment assets, such as real estate and any other type of assets, and even that the debate
on nominal GDP should be relaunched, with the GDP deflator being used to do this.

I am not asking you whether you are thinking of changing things, because I know what your
answer would be, but I would like to have your opinion, your thoughts on that debate.

1-039-0000

Mario Draghi, President of the European Central Bank. – In the Governing Council we have
not discussed any change in our price stability definition, and there are good reasons for that.
One is that we should not forget that the central banks of virtually everywhere in the world, or
certainly the largest jurisdiction central banks, adopted this definition of price stability at the
end of the 1990s after several experiences, one of which was in Japan, for good reasons which
hold true today. These good reasons have not gone away.

There are also other reasons for not discussing this issue in the Governing Council at the present
time. One has to do with credibility. To change an objective once you are not able to achieve it
is not a great test of credibility. If we were to choose a different objective then next time, when
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inflation is much higher, people would say it was going to change again and a higher level of
inflation or a lower level inflation adopted. So it is not a good time to think about this.

Furthermore, the whole set of expectations is calibrated and geared to this definition of price
stability, so to discuss the possible changes would, at this point in time, be highly destabilising
in both directions. In this way, I would certainly not advise discussions on changes in the
definition of price stability. We should focus our attention now on reaching the objective, as
we have been doing for the last few years – or since our existence really – because it is part and
parcel of our mandate.

1-041-0000

Anne Sander (PPE). – Thank you, Mr President, for coming to meet us for these exchanges,
which are always very rewarding and very constructive.

Since the financial crisis, the ECB, under your remit and that of your predecessor, Mr Trichet,
has taken decisive action to safeguard the stability of the euro zone.

I wish to return to a subject that you have already raised, but perhaps you can say more about
it. A reduction in the ECB’s asset purchase programme has been announced. I should like to
know what you consider to be the risks. It is true that the first indicators are rather good and the
lack of market reaction is rather positive, but do you perceive any risks? In particular, what, in
your view, will the impact on the European economy and especially on the banks be, as it is
mainly they that finance the economy?

My second question concerns the monetary policies of the major powers such as the United
States, Japan or China. How does the ECB take into account their impact on the European
economy when it takes monetary policy decisions?

Lastly, I should like to ask you how the ECB intends to reconcile interest rates which meet the
financing needs of the real economy with the remuneration of savings, such as to make it
possible to cater for the ageing of the population?

1-042-0000

Mario Draghi, President of the European Central Bank. – As you mentioned, our decisions
were welcomed by the markets with no reaction, which is always the best possible situation.
This suggests that, all in all, the careful calibration of the various elements of our monetary
policy decision, namely the monthly flows, the decision to continue reinvesting the principal
payments of bonds that come to maturity, the forward guidance on interest rates and the MRO,
are all elements of a complex bundle of instruments which reflected, basically, the improvement
in the overall situation and the situation of the eurozone economy.

You asked me what risks we foresee. At the present time, one of the risks we foresee is an
unwanted tightening of monetary policy, which could come from changing external conditions.
There, one may imagine situations in the rest of the world which could generate such a
contingency, from the geopolitical risk to the fact that simply disappointments in the policy
agenda of other major jurisdictions could unravel expectations that at the present time are priced
in the current valuations. An unravelling would cause a market correction, which could cause
– and as I said, this we want to avoid – an unwanted tightening in the financing conditions of
the eurozone. Today we have to bear this possibility in mind.

This leads me to respond to your second question. Do we take into account what happens in the
monetary policies of other jurisdictions? Well, as you know, I think all of us in different central
banks are bound by our national mandates, so price stability in our case is defined for the euro
area. In other jurisdictions where they have price stability they might have dual mandates but,
basically, the limits of these mandates are national. What we certainly consider in our
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information set is what the monetary policies of other jurisdictions are. In the case of large
economies like the eurozone, we are primarily driven by our own domestic conditions, however.
We certainly look at the rest of the world, it is part of our information set, but it is very different
from a small open economy where what the others do is immediately relevant for the domestic
conditions of a small open economy. The eurozone economy is definitely large enough for
domestic conditions to be dominant with respect to external considerations.

1-043-0000

Pedro Silva Pereira (S&D). – President Draghi, I do not think there can be any doubt that
monetary policy has played a key role in the economic recovery and, once again, the ECB
Governing Council took very important decisions for the future of the European economy.

I very much welcome this announced recalibration of monetary policy instruments because it
is designed to maintain a high level of monetary stimulus to support economic growth and the
self-sustained path for inflation. Normally, people pay attention to the big titles. Interest rates
are maintained and are to be kept even well past the horizon of the Asset Purchase Programme.
The Purchase Programme is prolonged and will be maintained until a sustained adjustment of
inflation occurs. Starting in January 2018, the amount of purchases will be of around EUR 30
billion per month so we will continue to see a substantial level of economic stimulus.

But I would like you to elaborate on the forgotten pillar of monetary policy, namely the
announcement that the ECB will reinvest all the payments from maturing securities purchased
under the programme and that this will be done for as long as necessary. I think this is of the
utmost importance for the European economy and I would like you to elaborate on the
implications of this specific measure. In your initial statement you said that this will be
favourable for liquidity conditions, but also that it will ensure the appropriate monetary policy
stance.

My question is, can we expect this measure also to contribute to a more balanced distribution
of the economic stimulus of monetary policy across the eurozone? We all know that purchases
per each member country are limited by the general capital key requirements and limits by each
line of that issue. In the last few months those limits have imposed a level of purchases for
certain member countries, for example Portugal, under the capital key of the European Central
Bank. Would you say that the announcement that the ECB will reinvest the payments from
maturing securities purchased under the programme will mean that some member countries –
probably Portugal – can expect a higher level of purchases under the programme as soon as
their securities purchased reach maturity and are paid. That is my question.

1-044-0000

Mario Draghi, President of the European Central Bank. – Well, we are certainly limited by
the capital key – that is the guiding principle. In terms of convergence across countries of the
eurozone, we have already observed a substantial degree of convergence according to a variety
of measures.

I mentioned in my introductory statement growth in value-added – we take a dispersion index
of growth and value-added in different member countries of the eurozone – and we concluded
that this measure is at an all-time low; I think it is at about 1997 levels. So it really shows that
countries are actually converging through higher growth in the countries that used to have low
growth and so on. So in this sense, the effect is already there and we expect that this will
continue. It is one of the best pieces of news of this recovery in the sense that this is no longer
focused and localised in certain of the eurozone.

So, in terms of our investment programme, we published ex ante the monthly redemption
amounts for each component of the asset purchase programme for the euro system as a whole
for the following rolling 12 months’ time.
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These redemptions will amount – over the coming 12 months – to 11 billion on average per
month, though of course there can be sizeable differences from month to month because the
repurchases will not regularly happen in the same way as they mature. But to give enough
flexibility and to avoid unwanted impacts on the market conditions these repurchases could also
happen in the next two months. So there will be differences.

Basically these investments will be conducted in a timely manner, as I said, and they will take
place in the same jurisdictions as the principal redemptions. So we keep the repurchases within
the same jurisdictions; the reason being we want to stay with the capital key as much as we can.

1-045-0000

Luděk Niedermayer (PPE). – Thank you, Mr President for coming. I will ask a question
concerning monetary policy. Let me start by saying that I guess you were too modest when
describing the situation in the economy of the eurozone. It seems to me that the data are not just
showing improvement compared to previous years, but really substantial change. If I go through
that data, we know that GDP growth has been accelerating since, I guess, 2013. Since 2016, the
unemployment rate has been decreasing constantly. From 2013, long-term unemployment has
been going down also – and we are still lucky because inflation is not ‘close to zero’ as your
mandate would say it. However, I believe that wages will start to improve, and while I
understand all your reservations, I expect that that there could be improvement in the pipeline
because the economy is showing signs of robustness.

So I fully understand the stress you are putting on the quantitative side of monetary policy –
and obviously I understand that you believe there is still a substantial negative output gap that
must be closed – but I still wonder how big a probability you would ascribe to the chance of the
economic recovery accelerating, and quite soon bringing improvements to very important areas
like wages and unemployment that will actually start to drive inflation up, because we will enter
such a hypothetical situation with interest rates being very, very, very, very low in nominal
terms.

The second question is that I fully understand the policy and commitment of the ECB in putting
together or tieing together the very low nominal interest rates with your quantitative policy, but
I wonder in theory if there is really not another option to start to increase the interest rate while
keeping your quantitative policy in place, and that means reducing the risk of, for example, a
speeding-up of asset price inflation.

1-046-0000

Mario Draghi, President of the European Central Bank. – First of all we agree with your
positive assessment of the recovery in the eurozone and following on from that we are confident
that we will see changes in nominal wages, which will drive underlying inflation towards a
more convincing upward trend than it has had so far. So far we have had underlying inflation
which has just moved a little with respect to the end of last year, but it does not show any
convincing upward trend and the reason is what you mentioned – namely nominal wages
behaviour, which has been quite subdued.

At the same time, looking at the improvements – especially in the closing of the output gap –
we are confident that we will see a nominal wages response.
At the same time, since we have this sort of dual reality – very convincing behaviour on the real
side, on unemployment, on the GDP front, and also the composition of the recovery, with a
strong consumption – the investment business, fixed investment, which used to be the most
subdued part of the recovery now accounts for 45% of the latest growth figures.

So the composition of the recovery, the drivers of the recovery, all lead us to think that the
momentum – and not only the levels – of this recovery will continue and will continue as strong
if not stronger than it has been in the past.
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At the same time we have to be, as we say, patient and persistent in our monetary policy
stimulus and accurate in calibrating this stimulus to the improvement of the economic
conditions.

In this context, we discussed several times, as you may imagine, exactly the point that you
asked about: the sequencing of our measures. Starting with last year, and by around September,
October last year, we clarified that the sequence is what has been stated in several Governing
Council statements – namely that interest rates will remain at the present level well past the end
of the net asset purchases.

That is very important because it has anchored expectations of future interest rate hikes in such
a way that the yield curve now is well anchored – by the way, it has always been well anchored
– and even if we make comparisons with other jurisdictions, our yield curve has remained,
through control of the short-term path thanks to the forward guidance, and the medium and
long-term path thanks to the Asset Purchase Programme. So it has always been quite controlled.

1-047-0000

Jakob von Weizsäcker (S&D). – President Draghi, we are of course extremely grateful for the
way in which monetary policy has helped in the past years to bring us to the situation which we
are in today. At the same time, I think the kind of caution that you outline – that in a fragile
situation we do not rush things too much – is warranted.

But I want to ask you about a ‘new normal’. I want to ask you the following question. Let us
assume that what you saying is right and that there are some expectations that have to catch up
and there is some hidden slack in the labour market. Yes, eventually wages will increase a little
bit, but the new normal will be a situation where the normal interest rate, nominal and real, will
still be very low. Compared to growth rates, if growth rates stay more or less at the level we
have them right now, it is not so clear whether we will be to the left or the right of the golden
rule for some time, which creates, in the longer run – in the new normal – a fragile situation for
financial stability. So the question is, do we not need to rethink, for example, the way in which
we preserve financial stability in that new normal?

Secondly – and this is the more immediate challenge for you as a central banker – how are you
going to act and pursue monetary policy in a new normal where the monetary policy space is
very limited indeed? We are not talking about setbacks in the next couple of months. We would
be talking about any kind of setback in that new normal that would be substantial and mean that
your policy space will again be exhausted. It is a very depressing view of the world and I would
be curious how you think you can deal with that fragile new normal.

1-048-0000

Mario Draghi, President of the European Central Bank. – The present situation is one of
continuous improvement in GDP growth, the labour market and employment. Is this going to
end in a situation where, basically, interest rates, real rates, will continue to be very low? From
this viewpoint, I think our situation is evolving – at least if it continues this way – in a way that
is rather different from the rest of the world. Our growth rates are quite a bit higher than at most
times in the past. Given the past estimates of potential output growth, we have been over
potential output growth rates for some time now.

So what is going to be this new normal for the eurozone? I would not venture a guess. Supposing
that this is what you are suggesting, then one conclusion – which I think you hinted at – would
be that financial stability would become a dominant feature of this new normal. By the way,
many measures have already been undertaken on that, but it will continue to be the dominant
consideration of policy makers to make sure that this fragility does not materialise into events
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that might disrupt such an environment where growth rates continue to move in the way they
are moving today.

I would like a normal like that, where growth rates continue and improvements in the labour
market continue to be what we are seeing today. It is pretty clear, however, and I make this
point again, that in such a situation both macro-prudential policies and micro-prudential policies
become of the essence, because the space for macroeconomic policies, as you have said, is
restricted. This is, by the way, one more reason – and I repeat what I said a moment ago – to
exploit this circumstance to re-create space for the fiscal policy, to recreate space on the
structural side.

That is the best way to cope with this new normal of very low real rates: on the one hand, create
policy space where you can, and, on the other hand, have micro- and macro-prudential policies
that ensure that no contingency disrupting financial stability takes place.

1-049-0000

Siegfried Mureşan (PPE). – President Draghi, I have two questions. The first one is on the
CSPP and the second one is around communication on monetary policy decisions.

On the CSPP I would like to ask you whether the ECB is considering changing the eligibility
criteria for the CSPP? Even if the CSPP is phased out at some point in the future, there might
occur a need for the CSPP to become necessary again and the question is: could the eligibility
criteria be adjusted in the future should the CSPP be needed again in the future?

And my question on communication around monetary policy is this. Last week you hosted the
high-level Conference on Communication Challenges for Policy Effectiveness, with Janet
Yellen, the Japanese Central Bank and also the Bank of England. And my question is: How is
the ECB planning to actively improve its communications with the outside world and where
particularly do you see space for improvement?

Your Chief Economist, Peter Praet, said that central banks have a role in explaining the ECB
monetary policy in their own countries. Do you see a conflict between this positive affirmation
vis-à-vis national central banks and the fact that some central banks openly criticise ECB
monetary policy tools?

1-050-0000

Mario Draghi, President of the European Central Bank. – On the CSPP, first, we anticipate
that the purchase volumes under the three private sector purchase programmes, the CSPP, the
ABSPP and the Covered Bonds Programme No 3 – because we had two previous ones – will
remain sizable.

The programme has the flexibility to react to changes in market conditions, including through
the redistribution of purchase volumes between the four programmes. Such redistributions have
occurred already in the past, although in the past they were at a somewhat limited scale, and
these redistributions are expected to continue. We expect that this redistribution will continue
to reflect market conditions. The PSPP operates in the deepest and most liquid market and
therefore is expected to adjust the fluctuations in the purchase volumes of the other programmes
as well.

On the monetary policy communication question, that conference was actually quite interesting
because first of all it reflected the importance of the task of communicating monetary policy.
And we have seen this really every time: the clearer our communication is, the better it is
understood by markets. In fact communication itself has become a monetary policy instrument.
I observe, for example, that forward guidance – which is communication – has now become a
monetary policy tool in all respects. So was the announcement of OMT in the past, and that is
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why increased attention on communications is warranted. It is part and parcel of our monetary
policy tool.

But it is also part and parcel of our accountability. Our accountability is important because we
are independent and we are independent within a mandate. So we are accountable – and I heard
an example in my session in the panel during the communication conference – we are
independent within a mandate that has been designed by the legislators who are elected. We are
not elected. So the non-elected body is accountable to the elected body through its
accountability in complying with the mandate. That is why accountability is a duty, and it is
very important.

But in so doing, communication, precisely through accountability, becomes a monetary policy
instrument, and I said on that occasion that we welcome the court cases because they allowed
us to explain how well we comply with our mandate. So in this sense, any clarification on our
compliance with a mandate is important for this dual role. It is our duty, but it is also becoming
a monetary policy instrument.

1-051-0000

Pervenche Berès (S&D). – I did not want to return to risk reduction under the Banking Union,
but, in view of the exchanges that have taken place, I think it would be useful.

Everyone considers it necessary to overcome the impasse regarding the European Deposit
Insurance Scheme (EDIS), and not only with the aim of completing the Banking Union. It is
necessary in order to restore confidence in the European banking system, because if we do not
succeed in doing so, there will be other packages on which progress ceases to be possible.

I wish to stress two aspects: risk reduction and risk sharing. Frankly, since the beginning of this
hearing you have identified the risks one by one, but since the Banking Union was established,
I have seen no trace of sharing. The reality is that efforts are being made to reduce risks but
without sharing them. That is a complete rewrite of what had been expected.

On EDIS, you said that it was necessary to establish a fully fledged insurance system. What
does that mean? What is the critical issue? Will the approach that is being adopted enable us to
attain the goal? At the moment people are merely proceeding from stage to stage: does that
represent progress in negotiations? Or should one adopt the ultimate objective and establish the
means to achieve it?

1-052-0000

Mario Draghi, President of the European Central Bank. – I completely agree with the last
words you said. We should have a final objective that is shared and agreed, and ask ourselves
what is the best way to get there. If I did not place enough emphasis on risk sharing in my
answers, I would certainly say that it was not intentional. The two things have to go together.

That is why I said it is a journey where we go together in parallel. Both sharing and reduction
have to go together. One way to make this journey is represented in the Commission proposal.
There may be other ways that may be faster or slower, and that will depend, but the important
thing is that we all share the final objective. We are not yet there, by the way. A convinced
acceptance of the final objective is the most important step, first, and the second most important
step is to ask ourselves how to get there. For this, the fact that this journey is well specified and
– I mentioned accountability – is clearly accounted for, so that we know exactly what happens
between now and then, and what should happen, is the way I would see this process now.

1-053-0000

Siegfried Mureşan (PPE). – I am not taking the floor for a second time because I am back
from the budget negotiations, but because my colleague, Tom Vandenkendelaere, who was
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supposed to ask questions, has had to send his apologies because he is sick today. He has asked
me to ask you, President Draghi, two questions on his behalf.

The first one is on ECB profits, where the High Level Working Group on Own Resources,
chaired by Mario Monti, speaks about the possibility of ECB profits financing an own resource
for a euro zone budget. The question is: What is your opinion on this? Do you consider it a risk
for the ECB’s independence if the Central Bank’s seigniorage revenues were to become part of
the eurozone budget? That is the first question on behalf of Tom Vandenkendelaere.

His second question is related to digital currencies. Over the past few years numerous digital
currencies have emerged. Digital currencies will have an impact on a central bank’s monopoly
power on the issuance of money and thereby the possibility of controlling the money supply in
the economy. Tom Vandenkendelaere’s question is whether you believe that digital currencies
could endanger this monopoly which central banks currently have, and whether there are any
other risks involved in this current evolution around digital currencies.

1-054-0000

Mario Draghi, President of the European Central Bank. – On your first question, the
devolution of ECB profits to the EU budget is an entirely political decision and this decision
requires a change in the Statute of the ECB. The possibility of transferring ECB profits to the
EU budget is not related – contrary to what some have said – to ECB policy on financial
reserves, which is the subject of Article 33.1(a). Actually, changes to the recipient of ECB
profits would require a change in the Statute and it is Article 33.1(b) which has to be amended.
This governs the distribution of the remaining ECB profits after the establishment of the profit
and loss account. That is the thing to understand.

As far as digital currencies are concerned, when we look at how much they are used in the
eurozone, who the users are and the impact of their use on the real economy, we think that all
this is still pretty limited. It is not yet something that could constitute a risk for central banks.
More generally, however, the digital technologies, the DLT and other technologies that could
be used, are certainly a development which should be receiving the interest of central banks and
supervisors. The ECB and various national central banks are already working on this and have
been working now for several months. We coordinate our work across the euro zone, the ESCB.
Other streams of work are taking place in the BIS and one key angle, which has, in a sense,
become the most important aspect of this discussion, is cyber risks.

With the development of digital technologies, obviously cyber risks are increasing and, at the
last meeting of the G7 Finance Ministers, they have been considered the most dominant risk we
have. That is why supervisors come into play, because cyber risks should, more and more, be
assessed by the supervisors in their inspections on site, and cyber risk testing, stress testing, of
the most relevant banking institutions should actually become current practice.

Of course, the matter is quite complex, and what we are now trying to have is, first of all, a
harmonised reporting of cyber incidents across the euro zone, and second, a sharing of best
practices by all the national central bank supervisors and ECB supervisors, because it is quite
clear that actions on this front do require a collective effort. Similarly, collective efforts are
taking place at global level, in the G7, in the G20, and in the BIS. I hope all this is enough. It is
an area in continuous expansion.

1-055-0000

Bernd Lucke (ECR). Mr Draghi, I have the good fortune to be able to put questions to you
twice today.

I would like to return to your replies to my previous question. I understood you to say, in
essence, that the monetary policy measures of the ECB system – particularly the PSPP –
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accorded with your mandate. But I did not understand why you do not perceive any breach of
the prohibition on monetary state financing. My question concerned, after all, whether it did
not constitute a breach of precisely that prohibition in Article 123 TFEU if the ECB, by holding
large quantities of government bonds over a relatively long period – over several years – was
lending to euro zone countries.

My question was: why does it not constitute a breach of the prohibition on monetary state
financing if the ECB grants sizeable new loans to euro zone countries – by purchasing their
government bonds – if indeed those countries incur new debt during the period in question?

I should like to mention a third aspect, which relates to your mandate: the PSPP favours those
countries which have large debts and high deficits. The ECB system has purchased the most
bonds from those countries, including relative to gross domestic product. And the refinancing
conditions and/or borrowing conditions of those countries have improved the most. Why is that
compatible with a strict monetary-policy mandate for the European Central Bank?

1-056-0000

Mario Draghi, President of the European Central Bank. – Let me give you just two quick
answers. First of all, it’s not true they bought the highest amounts from high-debt countries.
They follow the capital key rule. Second: I’ve told you before and I say it again: the ECB buys
on the secondary market. Third, there is a previous pronouncement of the European Court of
Justice, which you can look at.

And fourth, as you are aware, the PSPP is currently the subject of a preliminary ruling procedure
before the Court of Justice of the European Union, which was initiated by an order for reference
of the German Federal Constitutional Court. As I have already had the opportunity to clarify,
since your query specifically related to the questions referred to the ECJ, we respectfully have
to refrain from any further comment at this point in time.

Finally, as I had the opportunity to explain on other occasions, and again in the last hearing, we
consider the asset purchase programme to be legal and within our mandate.

1-057-0000

Bernd Lucke (ECR). – I believe that I still have some time left. Mr Draghi, I would like to put
a question to you concerning TARGET2. Is there a mechanism within the TARGET2 system
whereby imbalances that have arisen within the system are gradually eliminated again? Initially,
the TARGET2 system was so designed that balances should more or less be rebalanced on a
daily basis. But more recently very, very large imbalances have built up, which of course reflect
imbalances on goods markets and also on the capital markets of the Member States. Is there
any mechanism to rebalance the TARGET balances again, or should we expect the imbalances
to increase further over time?

1-058-0000

Mario Draghi, President of the European Central Bank. – I am sorry, I have to correct you.
Originally it was not meant to rebalance, it has never been; TARGET has always been the same.
Second, they do not reflect different current account surpluses or capital account conditions.

Let me give you an example: Italy has big liabilities in TARGET2. Germany has big claims in
TARGET2. Following your point Italy should have a big current account deficit to Germany.
It doesn’t, it’s balanced. So TARGET2 represents a settlement of all payments, and the current
liabilities and claims are driven by our asset purchase programme, where they are settled and
accounted for, not by current account deficits and surpluses.

Given that it is a centralised settlement system, there is no rebalancing mechanism such as you
hinted at. It has not been designed with that in mind.
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1-059-0000

Chair. – So we have now concluded the Monetary Dialogue.

(The meeting closed at 17.09)


