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(The meeting opened at 15.05)
1-003-0000

Chair. – Welcome. I would like to adopt the agenda. Before welcoming President Draghi, I
would like to make two short announcements on ongoing interinstitutional negotiations. On
5 July we opened the CRR2/CRD5 proposal trilogues, defining with the Council a working
method and the distinction between various categories of item: political, purely technical and
political/technical. So, on this basis, we have given a mandate to technical level to prepare the
next trilogue, scheduled for 4 September 2018.
We also had the first EMIR refit trilogue on 4 July, which was very positive and allowed us to
discuss the clearing obligation for pension-scheme arrangements, with substantial progress on
the clearing regime for financial counterparties and non-financials, and to have a preliminary
exchange of views on the suspension of clearing obligations. Negotiation on this issue is also
to be continued.
I would now like warmly to welcome ECB President Mario Draghi for the second monetary
dialogue of the year and, of course, the one following the very relevant ECB Governing
Council decisions of 14 June. As you know, the ECB interest rate remains unchanged and is
set at the present level at least through to the summer of 2019; and net purchases under the
Asset Purchase Programme (APP), which were scheduled to run at a monthly base of
EUR 30 billion until September, will be prolonged on a monthly base of EUR 15 billion until
December 2018.
I would like to welcome the decision of the Governing Council to maintain a substantial
degree of monetary accommodation. As you know, while the APP will be phased out,
monetary stimulus will remain significant both through the reinvestment of principal
payments for an extended period of time and through the forward guidance on interest rates.
I would also like to welcome the very effective way in which this important decision was
prepared and has been communicated to the markets, which I think have fully understood and
have reacted well to it. It is very important to say now, as you said at the press conference,
President Draghi, that we have also set a deadline for this APP and we can say now that we
have a broader toolkit of instruments for our monetary policy which put the ECB fully in line
with the other central banks in the world. This is a positive element – a sign of the strength
and resilience of our monetary union.
As President Draghi knows, the committee coordinators have also selected two additional
topics, namely the challenges for monetary policy from virtual currencies, and the collateral
constraints and potential risks for monetary policy determined by ECB non-standard
measures. As usual, we have done some preparatory work, with a contribution from our panel
of experts. I shall not recall the main findings of our studies. So I would like now to give the
floor to you, President Draghi.
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Mario Draghi, President of the European Central Bank. – Chair, it is a pleasure to be back at
the European Parliament before your committee. Since we last met, the ECB’s Governing
Council, as the Chair reminded us a moment ago, has taken important decisions on the
recalibration of our monetary policy stance after September this year. In my remarks today, I
will outline these decisions and explain the assessment of the current economic environment
on which they were based. Following the recent euro area summit, I will also take this
opportunity to discuss the future of our Economic and Monetary Union (EMU), pointing to
priorities for the near term from an ECB perspective.
The euro area economy grew by 0.4% during the first quarter of 2018, marking five years of
continued economic expansion. Underlying economic fundamentals remain solid,
notwithstanding some moderation in growth at the beginning of the year.
The labour market has improved notably over recent years. Employment has risen by
8.4 million since mid-2013, and is growing in nearly all euro area countries. The
unemployment rate stood at 8.4% in May, its lowest level since December 2008, and
workforce participation now stands at an all-time high.
Looking ahead, the latest Eurosystem staff macroeconomic projections are for average annual
growth of 2.1% in 2018, 1.9% in 2019 and 1.7% in 2020. While uncertainties related to global
factors, including the threat of increased protectionism, have become more prominent, the
risks surrounding the euro area growth outlook remain broadly balanced. Of course, we
continue to monitor developments closely.
According to the Eurostat flash estimate, headline inflation increased to 2.0% in June from
1.9% in May, reflecting higher rates of energy and food inflation. Excluding these more
volatile items, inflation decreased from 1.1% in May to 1.0% in June. As the economy
continues to grow, and slack is absorbed, supporting rising wages, underlying inflation is
expected to pick up. Recent wage agreements in several countries point to a continuation of
these favourable dynamics.
I will discuss the inflation outlook in more detail as I explain the monetary policy decisions
taken by the Governing Council in June.
At our last monetary policy meeting, the Governing Council undertook a careful review of the
progress made so far towards a sustained adjustment in inflation. Specifically, we assessed
inflation developments against the three conditioning criteria for net asset purchases:
convergence, confidence and resilience.
As regards convergence, the June 2018 Eurosystem staff projections see headline inflation
reaching 1.7% in each of the next three years. These are the latest in a series of projections for
inflation converging towards our inflation aim of below, but close to, 2% over the medium
term. Our confidence in the inflation path is also rising. First, the range of uncertainty around
the inflation projections has narrowed. Second, underlying inflation has increased from the
very low levels that prevailed in 2016 and is projected to rise as the economy continues to
expand, capacity utilisation strengthens and labour markets further tighten.
Finally, on the third criterion, the projected path of inflation appears to be self-sustained, that
is to say, resilient to a gradual ending of the net asset purchases.
On the basis of this assessment, the Governing Council concluded that progress towards a
sustained adjustment has been substantial so far and should continue in the period ahead,
although some uncertainties persist. We therefore anticipate that after September we will
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reduce our monthly net asset purchases from EUR 30 billion to EUR 15 billion and will end
our net asset purchases at the end of December. This is of course subject to incoming data
confirming our medium-term inflation outlook.
The expected end of the net asset purchases in December 2018 does not mean that our
monetary policy is ceasing to be expansionary. Monetary policy will have to continue to
accompany the economic expansion for some time. We have therefore reaffirmed our
reinvestment policy and enhanced our forward guidance on key interest rates.
More specifically, we intend to maintain our policy of reinvesting the principal payments
from maturing securities purchased under the asset purchase programme (APP) for an
extended period of time after the end of our net asset purchases, and in any case for as long as
necessary to maintain favourable liquidity conditions and an ample degree of monetary
accommodation. And we expect key ECB interest rates to remain at their present levels at
least through the summer of 2019 and, in any case, for as long as necessary to ensure that the
evolution of inflation remains aligned with our current expectations of a sustained adjustment
path.
Let me now turn to the governance of Economic and Monetary Union. In times of heightened
global uncertainty, it is more important than ever that Europe stands together. The efforts we
have made in recent years to strengthen EMU governance have already made EMU more
resilient to shocks. However, our monetary union is still incomplete and remains vulnerable.
To support confidence and continue the economic expansion, we need further convergence
and integration among euro area Member States.
It is almost exactly six years since European leaders decided to launch the banking union.
This was a major step forward and it has significantly contributed to risk reduction and thus a
more stable European banking sector. But banking union is not yet complete. We welcome
the committee’s adoption of the report on the banking package and call for a swift trilogue
process.
The agreement on the European Stability Mechanism (ESM) as the backstop for the Single
Resolution Fund is equally important. It will provide an additional layer of safety for banks in
resolution, ensuring that they can be resolved effectively and without endangering financial
stability. All this, in turn, will enhance confidence in the banking sector as a whole and make
it more stable. The backstop should be made operational as soon as possible and be given
swift and efficient decision-making procedures.
In the period ahead, including the deliberations on a European deposit insurance scheme
(EDIS), we should not be held back by the distinction between risk reduction and risk sharing,
for two reasons in particular. First, substantial risk reduction has already taken place.
Common Equity Tier 1 ratios of significant banks – a key indicator of bank health – are now
67% higher than they were 10 years ago. Further risk reduction is under way with the
reduction of non-performing loans and toxic assets in the portfolios of some large banks.
Second, risk-sharing greatly helps risk reduction. Consider the United States Federal Deposit
Insurance Corporation. It successfully resolved 500 banks without causing financial instability
during the crisis, in part because it was backstopped by the US Government. The
corresponding number for the euro area was 10 times lower, which is another reason why the
euro area banking sector still faces structural challenges. In other words, if risk-sharing were
to lead to orderly management of the financial stability consequences derived from risk
reduction, risk reduction itself would proceed at a much faster pace. Moreover, a European
deposit insurance scheme would avoid the risk of destabilising self-fulfilling prophecies in the
form of bank runs. It would also reduce the risk of financial fragmentation and thus support
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the effectiveness of monetary policy throughout the monetary union, contributing to economic
stability. With the right policy framework, risk-sharing and risk reduction are thus mutually
reinforcing.
A more resilient monetary union would also benefit from a bolstered crisis-management
framework. The commitment to strengthen the ESM made at the recent Euro Summit is
therefore very welcome. This should include an increase in its effectiveness and agility in
terms of both governance and instruments, while fully respecting the mandates of the
Commission and the ECB.
To absorb shocks and reduce the risk of full-blown crises, the euro area would also benefit
from a common stabilisation function. Such an instrument could provide macroeconomic
support in the event of euro-area-wide recessions, thereby preserving convergence, supporting
stabilising national policies and allowing monetary policy to operate effectively. At the same
time, this instrument should not undermine incentives for Member States to pursue sound
fiscal and economic policies. We therefore very much welcome the renewed impulse to this
discussion.
An ambitious agenda for the capital markets union (CMU) can further underpin and facilitate
the priorities I have outlined. First, capital markets union would increase private-sector risksharing, and thus help to cushion local shocks, reducing the need to use public stabilisation
funds. Second, a consistent framework is essential for deep and resilient financial integration.
For instance, harmonising and improving insolvency frameworks should make it easier for
banks to deal with non-performing assets, something which would be beneficial to banks’
health. A genuine capital markets union would also support deeper, integrated and more stable
capital markets, improving access to funding for all.
Let me emphasise that none of the measures I have mentioned are possible without trust
between Member States, and that requires national governments to play their part in
increasing the resilience of their economies and modernising their structures.
Let me conclude. Our monetary policy measures have been very effective. We estimate that
the measures we have taken since mid-2014 will have an overall cumulative impact of around
1.9 percentage points on both euro area real GDP growth and inflation for the period between
2016 and 2020.
Our measures are playing a decisive role in bringing inflation back on track to reach a level
that is below, but close to, 2% over the medium term. However, we need to be patient,
persistent and prudent in our policy in order to ensure that inflation remains on a sustained
adjustment path.
As I have said before, downside risks to the outlook relate mainly to the threat of increased
protectionism. A strong and united European Union can help reap the benefits of economic
openness while protecting its citizens against unchecked globalisation. In leading by example,
the EU can lend support to multilateralism and global trade, which have been cornerstones of
growing economic prosperity over the past seven decades. But to be successful on the outside,
the European Union requires strong institutions and sound economic governance at home.
1-005-0000

Chair. – President Draghi, thank you for welcoming the adoption by our committee of the
banking package. We all hope, too, that the European Council will be fully aware that the
ordinary legislative procedure is based on two legs – the Council’s general approach and
Parliament’s acts – which are on an equal footing. We will remind them this week when we
open the trilogue on BRRD led by the rapporteur, Mr Hökmark, who is also our first speaker.
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Gunnar Hökmark (PPE). – Chair, I would like to thank President Draghi for his
presentation. I can only agree very much with what you have been saying, Mr Draghi, about
the need for a strong Union, a strong banking union and capital markets, but I have one
particular and one more general question.
The first one is about the development of non-performing loans in the perspective of the
increased stability that you talked about. Do you see the development of non-performing
loans following the lines that it should have followed? Or, if not, what would you say is the
main reason for that?
The more general issue is about how you view inflation and the unique, expansionist
monetary policy that we have seen for quite a long time. It was launched in the deep crisis –
in 2008-2009 – and it was further strengthened in the first years of recovery. It has been there
during the recovery and then as the economy has been going better and better. Now, as you
say, we are reaching a number of all-time highs, and we still have the same – unique or, some
might say, extreme – monetary policy. My question is: is it relevant to go for the inflation
criteria in the way we are doing now?
Don’t you see that the risks of pursuing this unique monetary policy for such a long time, in
bad weather as well as good weather, are becoming stronger and stronger?
What are we to do, and what are you to do, when things may not be going the right way? And
there are a lot of reasons to fear that: I mean, as you mentioned, there is not only the
protectionism that we see but also a number of political uncertainties in the Union and a
number of other risks. How do you see the consequences of this unique expansionist monetary
policy that the ECB is maintaining, and what do you think we can do when things are not
developing as well as they are today and when the fears are being realised?
1-007-0000

Mario Draghi, President of the European Central Bank. – On the first question, the answer is
yes: we see developments on non-performing loans (NPLs) going in the right direction. The
situation has definitely improved, but the work is certainly not finished yet. There are a
variety of underlying factors behind the growth of NPLs, one of which – the most important
one – was the great recession itself. As the economic recovery continues, NPLs are going to
be washed out in many countries, not necessarily in all of them. But in many countries where
the outgrowth was aggravated by the great recession, the NPLs are bound to decrease
substantially.
There are a variety of reasons for this. First of all, the banks’ clients start paying back and
market valuations of existing stocks improve so it is easier to sell them.
The second reason is supervision. There has been a substantial improvement and
strengthening of supervision as far as non-performing exposures – as I would call them – and
not only loans are concerned. The harmonisation process has also allowed an upgrade of
standard practices to more demanding standards so the formation of new NPLs will become
less and the growth of NPLs will become more difficult than in the past.
The third issue is the legislative framework that allows banks to dispose of their NPLs. This is
a variety of rules, regulations and legislation that should be adopted, changed or adjusted.
This very much depends on each country’s specific situation, but, for example, to tell you
how important this is, there is one case where the situation has improved enormously
improved with respect to the past, and NPLs still remain at an outstandingly high level. The
reason is that, evidently, legislation actually incentivises the maintaining of NPLs rather than
selling them off. So we need all three components to see a decline in NPLs, but actually
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everything we have seen so far, in the past two years, has been very encouraging in this
direction.
The second question is about the risks of our monetary policy. Let me preface this by saying
that our monetary policy is not unique by any standard. The same monetary policy was being
pursued in the USA – as a matter of fact, for longer than we had it – and also in England, and
in Japan, even more so than we did. But having said that, we are constantly monitoring the
potential risks to financial stability that a prolonged period of very low interest rates and
ample liquidity could generate and entail. We are certainly watching that very carefully, and
so far we have not seen systemic risks on that front. By the way, in the areas where we see
some risk, the response would be not so much to change monetary policy but rather to adopt
the proper macroprudential tools.
1-008-0000

Pervenche Berès (S&D). – Thank you Mr President. I would like to ask a question on the
governance of the ECB and of national central banks, since in April you asked the Court of
Justice to look into the case of Mr Rimšēvičs, Governor of the Central Bank of Latvia, who
was suspended by the government on suspicion of corruption.
The first part of my question is, first of all, what did you know not only about the activities of
non-euro area clients who were able to use this central bank or the risk of money-laundering
taking place, as highlighted by the US Congress, but primarily about the behaviour and
actions of the governor and the possibility of subsequent problems?
We understand that you contacted the Court regarding the procedure in Latvia. But one
question nonetheless remains: if there is a suspicion of or a concern about the probity of the
governor of a central bank in a euro-area Member State, what kind of intervention do you
think there should be to terminate his or her functions vis-à-vis the statutes of the ECB and the
independence of the national central banks?
1-009-0000

Mario Draghi, President of the European Central Bank. – First of all the ECB is unaware of
what the elements of the inquiry are in the behaviour of Governor Rimšēvičs.
Let me first make a comment that one issue is to protect the personal independence of
members of the Governing Council. So following this first requirement, we complied with
Article 14.2 of the Statute, that provides the governors of national central banks with some
protection, namely that they can be relieved from office if he or she no longer fulfils the
conditions required for the performance of his duties or her duties, or if they have been guilty
of serious misconduct. So, this provision also enables the Governing Council to refer to the
Court of Justice a decision relieving a governor of a national central bank from office.
On this basis, the Governing Council decided on 7 March 2018 to refer the individual security
measures imposed on Mr Rimšēvičs, including the prohibition from holding the position as
governor, to the Court of Justice, arguing that they constituted removal from office and that
the substantive requirement of Article 14.2 of the Statute could now be satisfied.
So this decision to refer the case to the European Court of Justice is not meant to interfere
with the criminal investigation in Latvia, and this has been made explicit in two letters that I
sent to the prime minister and the minister of finance. This is where we stand.
The first thing then is to see the national investigation is continuing. Since then, since we
made this reference to the European Court of Justice, there has been an indictment, if I’m not
mistaken, and the situation is in evolution in the country itself.
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But more generally, the case has highlighted that action needs to be taken on anti-money
laundering at large. I made this point in the previous hearing: much more cooperation needs to
be in place between supervisory authorities, both national and the Single Supervisory
Mechanism (SSM), and the anti-money laundering authorities – which at present are only
national – and across anti-money laundering authorities, and that is very important, and that’s
the only action on that front. It’s really the only thing that can prevent cases of this nature
happening again.
1-010-0000

Pervenche Berès (S&D). – Mr President, are you saying that you knew nothing about the
danger of corruption on the part of the Latvian governor before the intervention of the US?
I will come back to the second part of my question, to which you did not reply: what do you
think a central bank can or should do if the governor of a central bank is suspected of
corruption?
1-011-0000

Mario Draghi, President of the European Central Bank. – In general the ECB attaches great
importance to the good conduct of members of the Governing Council and, generally
speaking, the decision-making bodies. This is essential for safeguarding the public’s trust and
to be irreproachable in public office. We are very concerned at what’s happening, and that’s
why we decided to refer to the ECJ to see what interim measures should be taken to comply
with this situation.
This is what we know. We based our action on what we knew, nothing more nothing less.
1-012-0000

Pervenche Berès (S&D). – So Mr President, you did not know anything before he was
suspended?
(The President cut off the speaker)
1-013-0000

Chair. – Sorry, Ms Berès, but the time is up.
1-014-0000

Bernd Lucke (ECR). – Mr Draghi, you announced at your press conference in Riga on
14 June – and again here today – that the Asset Purchase Programme (APP) was gradually to
be wound down, then you went on to say that the APP should and would remain a normal tool
of ECB monetary policy. Does that mean you reserve the option of resuming net asset
purchases as and when you consider that certain contingencies (that was the word you used)
have materialised? That is my first question.
My second question is: what ought to trigger such a resumption? Mr Hökmark has already
inquired about the inflation rate but I would like to go over that ground again. The harmonised
index of consumer prices in the eurozone is calculated without reference to the costs of
owner-occupied housing. Certain quantitative appraisals suggest that this omission results in a
perceived inflation rate for the eurozone that is lower than the real rate. And, in fact, many
countries, including the USA, have opted to determine their consumer price index differently
– factoring in the costs of owner-occupied housing. How sure are you that your perception of
the inflation rate is not being distorted here, and might you not therefore be deploying policy
measures, with the APP, that are actually quite unnecessary?
I have a third question. As a result of the ECB’s intervention, the real interest rate in the
eurozone has fallen to a very low level, it may at times be negative. However, investors are
guided significantly by the real interest rate: in particular, in normal times when the rate is
positive, it is a safeguard against unproductive investments. Do you not think there is a danger
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that the fact of a very low, or negative, interest rate could lead to a significant incidence of
unproductive investments in the eurozone?
1-015-0000

Mario Draghi, President of the European Central Bank. – Thank you. First of all, let me
reaffirm that we believe that our monetary policy has been very effective, including the asset
purchase programme (APP).
Second, the answer to your question is yes, the APP has become a tool of monetary policy, it
is part of our toolbox, and whenever contingencies arise that deserve the use of that
instrument we will go ahead and use it. At the present time, however, we don’t see these
contingencies as requiring a lengthening of the asset purchase programme beyond what was
announced in the press conference.
Third, it is true we don’t question the consumer price indices that are calculated by our
statistical offices in the eurozone. We have to have a harmonised consumer price index, and
this does not, as you correctly pointed out, include residential investment. We have been
having discussions since the very beginning of the ECB’s existence on this point. In the first
place, the problem is timeliness, there are objective difficulties in having an indicator which
includes this element. Simulations have been carried out, and do not show a big difference, or
at least a difference such as not to justify the use of the monetary policy instruments that
we’ve used so far.
On the danger that low interest rates could generate zombie firms – unproductive firms – we
have, of course, been looking at this now for a few years because it is clearly a possibility, but
frankly we haven’t seen much of it. I mean, how could we have had such growth in the
eurozone as we have had in the past two years, even 2017, if that growth were generated by a
massive number of unproductive firms?
On the second consideration – are we observing any increase in leverage? –no, quite the
opposite. Non-financial corporations’ leverage is actually going down, and that is because
they are using our low interest rates to pay back debt, which is not what a zombie firm would
do.
Thirdly, are we observing what the banks call ‘evergreening’, namely refinancing debtors that
cannot pay? No, we are not saying that. As a matter of fact, NPLs are going down.
1-016-0000

Nils Torvalds (ALDE). – I have two questions for you. I guess that you know the writings of
Hans-Werner Sinn very well, especially since one of his books contains the title ‘The next
crash will be the Draghi crash’. He has constantly been critical of the TARGET balances and,
when you look at the Italian TARGET balance – that is his obsession, yes, that’s right – it is
EUR 500 billion. How much of a crisis is that and do the TARGET balances show some
indication of problems in the system?
Regarding the second question, I’m going to be the rapporteur for the next annual report on
the ECB. There is a Finnish saying, which when you translate it into English, says that ‘the
goat is the gardener’. On the one hand, you are controlling and supervising the banks, but on
the other hand you are, in a way, the goat in the garden. Do you find this problematic or
should I, in the report, ask for a division of labour?
1-017-0000

Mario Draghi, President of the European Central Bank. – In answer to the second question,
you should do what you feel like doing. It is not up to me to suggest what you should do. I
can tell you that the examples of institutions where you have both monetary policy and
supervision together are many and numerous and important: the Federal Reserve Bank of the
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United States of America to begin with, but in also other countries, the Bank of England and
so on and so forth. It is not at all unprecedented, as a matter of fact.
Second, frankly, we haven’t seen any conflict of interest and it is very hard to picture them
even in abstract terms. If you have a monetary policy which pursues its mandate of price
stability, and you have a supervision which pursues its mandate of financial stability and
whatever is connected to that, in full independence of each other, there is no conflict of
interest. Neither is trying to influence one another. We are not lowering interest rates or, as
someone suggested, raising interest rates because we think this would fix financial stability
risks, because we have not seen financial stability risks that should be addressed through
higher interest rates. We only see localised risks.
As far as the first question is concerned, we have discussed this on a variety of occasions: the
TARGET2 liabilities. Let me first give you a general answer. The TARGET2 liabilities have
been going up since the beginning of our net asset purchase programme, and the reason is that
central many banks of non-core countries are purchasing securities from institutions that do
not reside in the country as such. I think about 50% of the institutions are non-euro area
institutions, and 80% of the sellers of these securities reside outside the countries where these
securities are being purchased.
So this means that basically what matters for the TARGET2 balances is where these flows are
being settled and accounted for, and the settling account is in the core countries’ financial
institutions, and that is why we see this. It is non-controversial that TARGET2 balances are
going up significantly after the beginning of the net asset purchases and they will go down
significantly when the asset purchases programme comes to an end.
But then there is another more specific answer to what we have seen in Italy. The number we
have seen in Italy is large, significantly large, but not inconsistent with historical experience
and not at all unprecedented, so we will have to look into this.
1-018-0000

Ernest Urtasun (Verts/ALE). – Thank you, Chair. A recently published letter, signed by
over 50 international NGOs, calls on the ECB to lead by example when it comes to increasing
financial transparency about the risks and implications of climate change. The letter
underlines in particular the importance of transparency and disclosure in relation to climate
change, and welcomes the role of the Financial Stability Board which puts climate change
firmly on the agenda, establishing the task force on climate-related financial disclosures.
President Draghi, given that the ECB currently holds over EUR 440 billion worth of privatesector assets through its various asset purchase programmes, what are your views on the
possibility that the ECB could, as a public institution, lead by example and apply voluntarily
the recommendations of the task force on climate-related financial disclosures? Do you stand
ready to recommend such a way forward to the ECB Governing Council?
And my second question. In a recent speech you made in Florence, Mr Draghi, you called for
the effective counter-cyclical support of aggregate demand. I would like you to outline this
further: what would be the main features of such an instrument and what features and size
should this have to make it macroeconomically meaningful?
1-019-0000

Mario Draghi, President of the European Central Bank. – I will start with the second
question. The presence of some fiscal capacity with some stabilisation function is considered
essential to complete monetary union and to make it more resilient and less vulnerable. But, in
the very speech you mentioned, I also said that the more you have private risk-sharing, the
less you need public funds to finance the stabilisation function.
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To give you an example, in the United States, which is by and large a well-functioning
monetary area, 75% of risks are shared by the private financial markets and 25% are shared
through the working of the federal budget, namely states or parts of the Union that see a
recession would automatically pay less taxes. There are other automatic stabilisers, and
especially the unemployment insurance system.
In Europe, the same figure is 40% privately shared through financial markets, with the rest
shared through the operation of government budgets. So, in a sense, the more complete our
capital market union and our banking union, the smaller the size of the fiscal capacity that we
need to stabilise the economy through the use of public funds. I believe that this is quite an
important point to remember in our discussions and it’s part of the general point I just made
that risk reduction and risk-sharing come together: one complements the other, rather than –
as we have discussed for a long time – being opposite to each other.
On the first question, I should say that the ECB certainly supports the general economic
policies and the aims of the Union. It supports the conclusion of the Paris climate agreement,
and we certainly also support – directly and indirectly – the ongoing work in various
international fora, and we joined the network for greening the financial system, which brings
together central banks and supervisors committed to developing common supervisory
macroprudential practices to address climate-related and environmental risks.
The eligibility criteria of our corporate sector purchase programme have been deliberately
defined in a broad way so that we don’t discriminate against green bonds. Having said that,
the eligibility criteria are primarily guided by monetary policy considerations and the fact that
we had to comply with our mandate, which is price stability. But our monetary policy
certainly includes green bonds: we’ve bought a lot of green bonds and we are buying a lot of
European Investment Bank bonds. The EIB is one of the world’s largest issuers of green
bonds. So the bottom line is that we are trying to do our best within the limits that guide our
monetary policy.
1-020-0000

Marisa Matias (GUE/NGL). – Chair, I would like to ask Mr Draghi some more general
questions in response to a number of topics brought up by Mr Hökmark.
In 2011, when Europe’s economy was beginning to embark on a tentative recovery, your
predecessor raised interest rates.
For several years now, the ECB has advocated wage-compression policies but, recently,
Mr Draghi has even asked trade unions to ask for more with a view to boosting inflation,
which has so far remained flat.
It is true that despite the ECB’s expansionary policy and everything else that has been done,
inflation remains at 1%, far below the ECB’s target. I therefore wanted to ask four very brief
and very direct questions here.
First of all, is it wise to cease implementing the only policies that are having any kind of
effect – even if this remains insufficient – in the European Union?
Secondly, do you regret having advocated a wage-compression policy and the deregulation of
the labour market?
Thirdly, are you worried by the shift in budgetary policy towards a disinvestment in cohesion
policy and the total deadlock in any serious discussion of the EU budget? And, lastly, will
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interest rates be raised and will quantitative easing cease, even if inflation remains well below
2%, which underpins what I have just said?
If not, do you consider this decision to constitute a flagrant breach of the ECB’s own
mandate?
1-021-0000

Mario Draghi, President of the European Central Bank. – I’ll start from the last point. First
of all, I don’t think I ever asked trade unions to ask for more wages. I think this is the
complete responsibility of social partners, it is certainly not up central bankers to tell the
social partners what they should do or not.
We are, as I said in my introductory statement, we are confident that inflation is converging.
And it is converging, given a variety of projections, figures, statistical analysis, confidence
intervals and it is converging in a way that it is self-sustained, in other words it doesn’t need
the continuation or the asset purchase programme beyond the limits that have been announced
in the press conference, for inflation to continue converging. We believe that our policy has
been very effective to this extent.
At the same time, the forward guidance that was given by the last Governing Council decision
explicitly said that interest rates will stay at the present level past the end of the net asset
purchases, well through the end of the summer into 2019 and beyond if needed. And, in any
event, the Governing Council is ready to adjust all its instruments depending on the incoming
data. So there isn’t any intention here to raise interest rates or anything like that, nobody said
anything about doing so.
On the point about fiscal policy. It is quite clear now that countries which have a high debt
ought to have a sustainable fiscal policy. And now that growth has picked up, countries which
have a high debt especially should rebuild fiscal buffers for the time when growth will go
down. This is the experience of the crisis, the crisis gave many lessons, one of which was
exactly this. The countries that had plenty of fiscal buffers had a good, solid, robust budgetary
condition and were in a position when the crisis struck, for example, to spend a lot of public
money bailing out their banks. Other countries which didn’t have such a strong budget
position and had banking problems down the road could not do the same because markets
believed that their fiscal position was not sustainable.
So the crisis is telling us many things, but one thing it is also telling us is that in view of the
future when times are good, it is good to rebuild fiscal buffers and use the very low interest
rates as an opportunity to recover. As someone said ‘it’s when the sun is shining that we fix
the roof’. That was the view on fiscal policy.
Now about wages. Why are we confident that inflation is converging towards our objective
and why are the projections saying this? Because with inflation expectations that are solidly
anchored to our objective and the economy that continues with its strength, we see the labour
market becoming gradually tighter and tighter. In other words, unemployment keeps on going
down, and with that we see the nominal wages are gradually picking up.
The latest number for a nominal compensation per employee in the eurozone is – if I’m not
mistaken – 2%, up from 1.6% previously. So we are seeing signs of this and we are confident
that, thanks to our monetary policy, the inflation rate will converge towards our objectives.
1-022-0000

Marco Valli (EFDD). – Chair, I would like to thank Mr Draghi. Picking up, Mr Draghi, from
your last reply to my colleague Mr Matias, on inflation figures, I have here in my hand the
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core inflation figures, which are obviously not the ones the ECB takes into account in
monetary policy because it is the headline figure that is taken into account there.
However, looking at core inflation, that is excluding fuel prices, which in recent months have
seen a considerable percentage rise, and prices for essential goods – food, alcohol and tobacco
– the figures are on average around 0.9%-1%. This brings me to thinking that if, in a near and
not too distant future, the price of fuel and these essential goods should happen to fall, then
inevitably inflation will do so too, and thus the ECB’s price stability target will be far from
the famous 2%. So it was not very clear. I would like to ask you whether, if headline inflation
should go in that direction, it would be possible for the ECB to review its policy and even
return to expansion.
Then I would like to ask another question, given that we have talked too about reducing
NPLs. I agree that this should be done, fairly quickly obviously but with at the same time a
certain amount of sensitivity to avoid speculation, but what I want to ask is this: with regard
to risk reduction, do you not think that a little more attention should be directed to illiquid
securities, which are held mainly by merchant banks in northern Europe?
A recent study by the Economic and Monetary Affairs Committee reveals significant
concentrations in French and German merchant banks especially, and in my opinion, when the
market is calm as at present the price of these illiquid securities is pretty good; however in the
event of a crisis on the market they could start to lose their value. So while it is good that
there will be an indicator in the next stress tests, it is essential, in my view, to be at least as
cautious in regard to these second and third level securities as with the NPLs. I would like to
know your opinion on this.
1-023-0000

Mario Draghi, President of the European Central Bank. – I will start with the second
question. I’ll read again the part of my introductory statement that addresses your question.
When I discuss risk reduction and risk sharing, I say: ‘First, substantial risk reduction has
already taken place. Common Equity Tier 1 ratios of significant banks – a key indicator of
bank health – are now 67% higher than they were 10 years ago. Further risk reduction is
under way with the reduction of non-performing loans and toxic assets in the portfolios of
some large banks.’ So the answer to your point is that I completely agree with you.
The second point is about the inflation rate. As a matter of fact, in the coming projections, we
foresee a decline in oil prices – so much so that we expect inflation for the coming months to
hover around 1.5%, not 2% as it is today – but then the underlying inflation rate will gradually
keep on going up. In fact, in our three-year projection, we foresee a decline in oil prices but a
pick-up in underlying inflation so that, by the last quarter of 2020, core inflation is going to be
higher than underlying inflation. If I am not mistaken, core inflation – it’s not actually the
core, it’s inflation excluding energy and food so the underlying inflation – is going to be 2%
or 1.9%, and headline inflation lower. It is going to be 1.7% or 1.8% in the last quarter of
2020. So that addresses your point.
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1-024-0000

Chair. – A very clear definition! We had some different nuances from other interlocutors.
1-025-0000

Barbara Kappel (ENF). – Chair, President Draghi said something today that I find very
interesting, namely that, although the Asset Purchase Programme (APP) was being wound
down, he would carry on with the ECB’s investment policy. Can you perhaps explain to us,
Mr Draghi, what we should understand by that? Does it mean that the balance-sheet total,
which has now risen to an eye-watering EUR 4 578.5 billion, will stay at that level and that
you will be buying back bonds as they approach maturity? Can you give us some clarification
on that, please.
And I have a second question, on your internal risk management vis-à-vis the bank’s balance.
I have just mentioned what that is: it is equivalent to 41% of GDP in the eurozone. Does the
ECB have sufficient know-how, and does it have the right tools, to model and test the risks
associated with a balance that has increased so rapidly?
Lastly, coming back to property prices: we know that the APP has significantly affected costs,
the prices of financial assets and the costs of market financing for both states and companies,
i.e. the return on lending. In February of this year, for example, the Bundesbank said that
property in Germany – both commercial property and urban private property – was
overvalued by 35%. So I would like to ask you this: how do you expect the property sector to
be affected when the APP is wound down?
1-026-0000

Mario Draghi, President of the European Central Bank. – Let me just read again what I said
about the conclusions of our last press conference: the Governing Council anticipates that,
‘after September, we will reduce our monthly net asset purchases from EUR 30 to
EUR 15 billion and will end our net asset purchases at the end of December. This is subject to
incoming data confirming our medium-term inflation outlook.’ I went on to say that this does
not mean our monetary policy will become less expansionary because it will continue to
accompany the economic expansion for some time.
We therefore reaffirmed our reinvestment policy, which means that securities coming to
maturity will be repurchased for an extended period of time, and we enhanced our forward
guidance on the key interest rates, saying that interest rates will remain at their present levels
at least through the summer of next year. That’s what we have decided: we say that we expect
the ECB interest rates to remain at their present levels at least through the summer of 2019
and, in any case, for as long as necessary to ensure that the evolution of inflation remains
aligned with our current expectations of a sustained adjustment path.
I probably briefly discussed this monetary policy in answering the first question about how
closely we monitor potential risks, but so far we don’t see general misalignment across asset
classes. Certainly, certain segments, like, as I said, prime commercial real estate – house
prices, as you correctly pointed out, in some large cities and some countries – as well as highyield bonds and leveraged loans, display somewhat stretched valuations. We are certainly
monitoring these segments closely, but even the recent volatility in financial markets has not
been a game-changer in this respect.
So, we look at that and we don’t have any sense that there is a systemic risk building up.
There are localised risks that should be – and are being –addressed through the use of
microprudential tools. This is not to deny that the bubbles are very costly, because of their
implications for the economy and when they are accompanied by excessive credit growth.
But, when we look at that, we see that loan growth rates are still moderate and broadly in line
with fundamental developments. So, all in all, as I said at the beginning of this hearing, we
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have no signs of the sort of increase in leverage or in credit that characterised the years before
the great financial crisis.
1-027-0000

Gabriel Mato (PPE). – Chair, it is always a pleasure to have Mr Draghi here with us in the
House. And today, Mr Draghi, I would like to welcome you in my new position as rapporteur
for the Annual Report on the European Central Bank, which I am now working on and which
I would like to present before the summer recess.
I have three things I would like to ask you about. Firstly, non-performing loans or NPLs. We
have seen these fall in banks in the euro area in the last three or four years, from 8% down to
5.2% in the first quarter of 2017. The question is: how can we ensure that those Member
States where the financial sector is most affected by non-performing loans are not going to
suffer a deficit or a reduction in financing due, precisely, to the new measures being
introduced.
The second question is in relation to the gradual withdrawal of incentives and the need —
which we agree with — not to be complacent and to continue with structural reforms. You
said it: we have seen that unemployment in the euro area has fallen to 8.4%, but, can we be
certain that it will be possible for this trend — a good one, of course — to be put on a proper
footing or continue in a scenario in which incentives are withdrawn, like the one we are
confronted with?
And thirdly, something I am curious about and that appeals to me, namely cryptocurrencies.
Do you – the European Central Bank – believe that in the long term, the cryptocurrency
market can continue to grow and, maybe, pose a risk to monetary policy and financial
stability? What in your opinion would be the merits and risks of these cryptocurrencies?
1-028-0000

Mario Draghi, President of the European Central Bank. – The first question asked whether
the reduction of NPLs could curb the flow of financing to the economy. It is the same
question, in a sense, that was asked several years ago when the ECB and many supervisors in
the world were pushing banks to increase their capital and capital ratios. The answer is no. If
anything, a decrease in NPLs and a strengthening of the banks’ capital position would make
lending to the real economy more profitable and increase the flow of lending to the economy
in the medium term.
Let me also add another thing: for banks to be able to raise capital from private markets, it is
absolutely essential that they reduce their NPL stocks. Even what was seen recently, the last
two years let’s say, we have seen banks that were successful at dramatically reducing their
NPL stocks and being also very successful at raising amounts of capital from private markets
which would have been unthinkable some time before. In this sense, the reduction of NPLs is
complementary to a continuation and an increase of lending to the economy.
The second point is about withdrawing the stimulus. We are not withdrawing the stimulus, as
a matter of fact. Monetary policy remains expansionary, and we said that an ample degree of
monetary accommodation is needed, meaning that we are confident that inflation will
converge to our objective, while gradually reducing the influence of the net asset purchase
programme.
We have seen this and the Governing Council has gone through an assessment about that.
And why is that? Because we think the economy is strong enough to continue the expansion
even though the asset purchase programme (APP) has reduced its importance, but at the same
time we have enhanced the forward guidance on interest rates and committed to an investment
in repurchasing of securities coming to maturity for an extended period of time.
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So in other words, our monetary policy is now based on continuing the APP until December
on a reinvestment policy for an extended period of time and on keeping interest rates at the
present level for at least – as I said – through the summer of 2019. And then, in any event, the
Governing Council is ready to adjust the monetary policy instruments depending on the
medium-term inflation outlook.
Finally, on cryptocurrencies. First of all, we entirely share the European supervisory
authorities’ concerns about the need for action to protect investors and consumers when we
come to cryptocurrencies.
Thirdly, the point was raised before about anti-money laundering activities because it is
unquestionable that the great benefit of cryptocurrencies is the fact that they are anonymous.
Therefore, we need action on three fronts on this point. Having said that, we don’t really think
they raise any risk for financial or not much risk for financial stability. The amounts are still
small and the exposures of the supervised entities in the eurozone to cryptocurrencies are not
relevant at all. This is in the eurozone.
So all in all, and as far as monetary policy is concerned, there is no interaction because
cryptocurrencies are not a good unit of account or a good means of payment – which is what
money is – because they are volatile, but especially because there is no institution backstopping a cryptocurrency. You have the ECB back-stopping the euro. A euro today is a euro
tomorrow, but the value of crypto-currencies changes. So we are not concerned by that.
1-029-0000

Jakob von Weizsäcker (S&D). – Chair, I want to ask Mr Draghi a question about the
sovereign-bank nexus. To date, the balance sheets of Member States and banks are still very
closely intertwined. The good news that you pointed to in your introduction is that we are
close to having a European fiscal backstop for the Single Resolution Fund (SRF) and levels of
bail-inable capital in line with the 8% requirement. This, once properly implemented, will go
a long way towards preventing bank balance sheets infecting the balance sheets of individual
Member States.
If that is the good news, the bad news is, of course, that we are still some way away from
dealing with the reverse problem, namely sovereign balance sheets infecting the balance
sheets of banks. I am currently working on a proposal on sovereign bond-backed securities
(SBBS), building on the work of the European Systemic Risk Board (ESRB) on SBBS, under
which the senior tranche would create a euro-area safe asset fit for bank balance sheets. If
properly combined with progress on the European fiscal capacity and evolving rules for
sovereign debt and bank balance sheets, this could go a long way towards addressing this
reverse problem. Of course, it would all have to be implemented carefully so as not to cause
market disruption.
My question to you, Mr Draghi, is: what do you think of that particular strategy – and, of
course, there are others – in terms of addressing the problem of the sovereign-bank nexus?
1-030-0000

Mario Draghi, President of the European Central Bank. – Well, first of all, we should thank
the Commission for the work it has done. We are going to be consulted on this and, in our
opinion, we will review the proposal in respect of the areas relevant to the ECB’s mandate.
I should say, at the beginning, that this proposal is no longer – or at least does not look like
being – a big priority for Member States. The Commission’s proposal deviates in some ways
from the report by the European Systemic Risk Board (ESRB) High-Level Task Force: in
particular, the tranches of sovereign bond-backed securities (SBBS), including junior ones,
will be treated identically as far as capital and liquidity are concerned and for large-exposure
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purposes. So, in the end, while this provides more incentives for investment in this product it
certainly raises concerns on the riskiness of the non-senior tranches. The Commission also
favours private issuance of the SBBS.
All in all, this is a good starting point in terms of addressing a situation which has shown
itself to be a factor of instability when crisis strikes either the sovereign or the bank part of the
system. All in all, work in this field should continue and, by the way, I don’t think the last
word has been said on that. In a sense, however, it is like fiscal capacity: the impulse to do
this and to work along these lines should be encouraged as much as we can encourage it.
1-031-0000

Jakob von Weizsäcker (S&D). – Thank you. I very much agree with you that one needs to
look at the question of the entities that can create sovereign bond-backed securities, and also
at the regulatory treatment of the junior tranche. I have great sympathy for the line that has
been taken by the European Systemic Risk Board, but what I would find interesting is
whether you feel that, if the senior tranche is designed well, this would, indeed, be a way to
have sovereign debt on bank balance sheets without running too much of a risk in the
sovereign-bank direction. In principle, do you feel this would be an attractive way to proceed?
1-032-0000

Mario Draghi, President of the European Central Bank. – Certainly it is. The issue is
whether markets will believe it to be an attractive way and whether markets will buy into it.
That has always been the problem, from the very beginning of this discussion: how to produce
an asset which addresses the problem of the nexus between sovereigns and banks and, at the
same time, is being bought into by markets. I agree with you to the extent that there are ways
to do a better senior tranche.
1-033-0000

Werner Langen (PPE). – Thank you very much for your overview, Mr President. I have
spent years arguing about the way the inflation rate is determined. A few years ago, you said
that falling energy prices meant volatility and that that meant a risk of deflation. Today you
said that the inflation rate is 2%, and, excluding energy prices, just 1%. But, for households
and businesses, energy prices are part of the overall inflation picture. I would have liked to
hear how the ECB intends to redefine the inflation rate: will we have a figure of less than 2%
for inflation as a whole, or will there be two rates, for the volatile component of inflation and
for core inflation? In my opinion, what we have at present is a contradiction. My second
question follows on from that. It was almost 10 years ago – after Lehman Brothers collapsed –
that interest rates were cut, and they have stayed low ever since. Now the US Central Bank
has switched course and raised them. When, and potentially in what stages, will the ECB
follow suit – given that one of the major considerations thus far has been that the central
banks act in concert?
My second question is about the increasing TARGET2 balances, which you have already
mentioned. In June, Germany had a positive balance of EUR 796 billion and Italy’s deficit
had widened to almost EUR 500 billion, not least because the Italian Central Bank had
purchased international bank bonds in Frankfurt. Naturally, the argument now is about
liability. So long as the euro continues to exist and causes no major problems, we can tell
ourselves that it will all balance out in a few years’ time. But the trend here is so clear that it
makes sense to ask, as some academics have been asking: where is the risk, and who
ultimately bears the risk?
I have a final question. For a number of years now you have talked to us here about the
importance of ‘separating states and banks’. Yet, because of the low interest rates, the share of
state financing in banks in the southern European countries has risen again, so the goal has
certainly not been achieved. Hence my question: how do you extricate yourself from this trap,
other than by using new instruments, as Jakob von Weizsäcker suggested?
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1-034-0000

Mario Draghi, President of the European Central Bank. – Let me clear: our objective is
defined in terms of headline inflation, i.e. including energy and food. It has always been like
that. There are no changes to that.
However, the references to other inflation measures are important in terms of understanding
how stable this inflation-rate convergence is. Does it depend on prices? Don’t forget that our
convergence is medium-term convergence so it has to be there in a stable way. If headline
inflation of 2% is reached because of a sudden increase in food prices or in oil prices, and we
expect these prices to go down again, this is not reaching our objective because it’s not in the
medium term.
That is where other measures of inflation come into play. The inflation measures excluding
food and energy – or other inflation measures as well – capture what is happening in the real
economy, regardless of components the prices of which fluctuate greatly. That’s why we look
at these measures, as further information, in order to judge the stability of our convergence:
whether it is actually medium-term convergence rather than ‘touch and go’. That’s how the
various definitions square with each other, but let there be no confusion: our objective is in
terms of headline inflation.
On TARGET2, you said the trend was clear. Well, not really: the trend is not clear. It’s now
going up, it had gone up before, and it went down before. But you are right on another point:
countries must converge. Countries must make structural reforms. This is not a union which
was built on having permanent debtors and permanent creditors.
So, TARGET2 is not necessarily a measure of capital outflows and – as I said before – it is
very much influenced by our asset purchase programme. We have seen liabilities going up
because of this. When we meet next time – or the time after next – we will see a significant
decline in TARGET2 measures, at least as far as our asset purchase programme is concerned.
Regarding your last question, the nexus between sovereigns and banks has been shown to be a
factor that made the crisis more serious than it should have been. So measures that address
this problem, whether through the private market, through sovereign bond-backed securities
(SBBS) or through other supervisory measures that can be undertaken, are to be welcomed.
But, let’s not be under the illusion that if you have a serious sovereign crisis a bank that has
no sovereign bonds in its portfolio will be safe. If you have a serious sovereign crisis,
everybody is going to be affected, both banks – whether they have bonds in their portfolios or
not – and non-banks. The reason is simple: when you have a significant sovereign debt crisis,
liquidity dries up, money rushes away from the country, banks lose funding – whether they
have sovereign bonds in their portfolio or not – and the credit rating falls dramatically. At that
point, all ratings follow the sovereign rating, so both banks and non-bank corporates –
producers in the real economy – will pay much more for their funding. So, when you have a
sovereign debt crisis, this affects everybody.
1-035-0000

Neena Gill (S&D). – Thank you Chair. Firstly, I wanted to speak to you about Brexit, but as
we speak Sterling has into a nosedive because of the resignation of the foreign secretary, but
really it is about tackling instability.
With Brexit and the continuity of existing derivative contracts, in its financial stability report
published last Wednesday, the UK Bank of England said that while the British Government
had committed to a temporary permissions regime from March 2019 onwards, the EU had yet
to make any corresponding promise. According to the Bank of England that risks the
possibility of 29 trillion-worth of derivatives becoming untradeable after March next year. I
wanted to ask you, President Draghi, what your response is to the assessment made by Bank
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of England and its call upon the EU to allow a temporary permissions regime? Are they right
or are they wrong in that there’s no preparation on the EU side?
And secondly, I wanted to thank you for your response to our letter on the climate impact on
the corporate sector purchase programme (CSPP), and I heard in your earlier response that
you believe that the CSPP has purchased green bonds, but I’d like to pursue it a bit further and
get greater clarity. Did the ECB undertake analysis of the climate impact of its quantitative
easing programme and has the ECB undertaken an internal impact assessment process?
Because there’s a London School of Economics study that said 62% of the CSPP bonds are
highly carbon-intensive. I’m not sure if that’s the case, but that’s what they said.
And finally, just more a general point, the Commission has proposed a package of sustainable
finance investment. However, I believe the package lacks ambition and focuses almost
exclusively on climate elements and remains pretty silent on social and governance criteria.
Given the possibility of a systemic risk of unsustainable investments, what would you
suggest, how do we make this more mainstream?
1-036-0000

Mario Draghi, President of the European Central Bank. – Certainly some of the derivative
contracts, especially the ones that are centrally cleared, may have a problem of continuity,
there’s no question about that. Both because legislation will change some of the definitions in
the contract and because there could be events which would affect the life of these contracts
in the future. The number of contracts that will have this problem depends, first of all, on how
many of them will expire before March 2019.
Second, it will depend on whether either side will have legislation that will somehow mitigate
the problem but, and here I express our side’s view ,it very much depends on what the private
parties will do to mitigate this issue. To my knowledge, we don’t have an analysis of the
impact of our programme or of climate change considerations in our programme, but I can
certainly say that we will look into this and see what’s the effect. What was the third
question?
1-037-0000

Neena Gill (S&D). – How do we make sustainable investment more mainstream, because
proposals from the Commission tend to focus more on the climate aspect and not on the social
and governance aspects?
1-038-0000

Mario Draghi, President of the European Central Bank. – First of all, we welcome the
Commission action plan on this and we welcome the legislative proposals. We agree with the
proposed development of a European Union taxonomy of sustainable economic activities and
we share the objectives of the proposals on enhancing the sustainability of disclosure, and
creating a new category of low-carbon and positive-carbon impact benchmarks. We believe
that increased transparency and better comparability could contribute to sustainability and to
financial decision-making, while avoiding unnecessary layering and overburdening of
financial regulation. So, fundamentally, we agree with what the Commission has said.
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1-039-0000

Georgios Kyrtsos (PPE). – President Draghi, now that the programme for Greece has come
to an end, the next moves being envisaged by the European Central Bank are a matter of even
greater interest to the Greek people. More than simply a question of money, it is important to
know what messages will be sent. In view of this:
Can you tell us when, in your opinion, the European Central Bank will be able to disclose to
us its findings regarding the Greek debt situation and future prospects or when it will have
completed its assessment?
My second question, which is of great interest to Greece, is whether there is a possibility,
even at a later stage, of including Greek bonds in the quantitative easing programme.
My third question, which is likewise of great concern to Greece, is one that MEPs raised with
Mr Stournaras, Governor of the Bank of Greece on the occasion of a recent visit to that
establishment regarding a continued waiver for Greek bonds now that Greece has exited the
programme. On that occasion, Mr Stournaras indicated that he would recommend to you the
maintenance of the waiver and would in any case be supporting that option.
What are the views of the European Central Bank regarding all these matters?
1-040-0000

Mario Draghi, President of the European Central Bank. – Thank you. First of all, let me
answer the last two questions, which were really just one question. In a sense, Greece can
become part of the quantitative easing (QE) if it has a waiver after the end of the programme:
only if there is a waiver. Now the current post-programme enhanced surveillance doesn’t
warrant a waiver, and we have made that clear.
But then – and now I come to the answer to the first question – we will have, as I said we
would, our own independent debt sustainability analysis (DSA) and we will make our own
assessment of risk management considerations. Now, at present Greece has a waiver, and the
natural question to ask, after what has been agreed by the Eurogroup with the various
measures, is whether it can be part of the QE while the programme is still in operation. The
issue is that, before we can do our own DSA in respect of this question, we have to wait for
the answer by the various parliaments that have to approve the decisions taken by the
Eurogroup, and then we have to wait for the decision of the board of the European Financial
Stability Facility (EFSF).
Only thereafter can we consider doing the debt sustainability assessment and the risk
management assessment that I was hinting at earlier.
1-041-0000

Jakob von Weizsäcker (S&D). – From that answer to the Greek question, I gather that you
will do the debt sustainability assessment before the review period in 2032 (laughter).
In the first part of my question I want to follow up on something that you told Werner Langen
about banks being impacted by sovereign troubles even if they hold fully diversified
portfolios of sovereign debt. What comes to mind is that the sovereign crisis of California
doesn’t lead empirically to the described effects for Californian banks. That raises the
question, my first question to you: in analysing these sort of situations shouldn’t we make a
distinction between sovereign debt restructuring risk, which can be dealt with by means of
diversification in a sense that really works, and redenomination risk, which is a far more
fundamental problem and doesn’t occur in California? In that context, the recent Council
conclusions were very helpful when you think of strengthening security, defence,
humanitarian treatment of refugees and even social protection. Then perhaps one can reduce
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the redenomination risk and end up in a situation where it is almost like California, if we run
into trouble.
Following up on the social protection angle, I would be keenly interested in getting a better
sense of how you view the stabilisation effect of a serious European unemployment
reinsurance, a combination of a solid system of national self-insurance with the proper rainyday fund enshrined in the European system and with a reinsurance component. What does
your analysis show in that respect? Would this have a meaningful stabilisation impact?
1-042-0000

Mario Draghi, President of the European Central Bank. – Let me answer the last question
first. I view it with great favour. I think it’s the right thing to do, and for a variety of obvious
reasons that don’t require me discussing them now: it has a combination of stabilisation and a
social dimension, as well as compatibility with the monetary union and enhancing labour
mobility. So it is really positive from all points of view.
Of course, it then has to be properly designed: it has to take into account existing insurance
systems; it has to take into account differences in the labour markets. It’s not simple but,
frankly, and I express a personal view because we have not discussed this in the Governing
Council, I think it’s exactly the right direction.
On the other point you made, the examples of California or of Texas during the crisis of the
1980s are telling and show how a well-integrated banking union and capital markets union
could be a powerful way of avoiding the spread of a crisis from the banking sector in one
localised area to the rest of the economy. In the 1980s, I think it was 1980s if I’m not
mistaken, there was an oil price crash and most of the Texas banks went bust, and this
affected the economy deeply because credit dried up. That was because the then legislation
forbade foreign banks and the rest of the United States banks from buying or giving credit
into Texas. This legislation was abolished and cross-border banking blossomed: there was
another oil price crisis that had no impact whatsoever on the capacity of the banking system to
give credit to the economy. This shows again that private risk sharing can be very, very
effective even before thinking about public funds to be used for risk sharing.
On the possibility of distinguishing two types of debt restructuring, I am somewhat sceptical.
Once you enter that field, everything affects everything else, and I think the very best rule is
to do everything you can to avoid a sovereign debt crisis. So fiscal sustainability and so on
and so forth are of the essence, as my predecessor would have said.
1-043-0000

Chair. – And in any case, they have a federal budget that is slightly bigger than the EU
budget and are a federal state. So if these are the conditions for having this I endorse it.
1-044-0000

Fulvio Martusciello (PPE). – Chair, I have two questions. The first is: as I understand it, the
end of quantitative easing will affect individual EU countries differently. Can you imagine
what effect the end of quantitative easing will have on Italy?
The second question: the debate on pension reform and reducing debt has completely
disappeared from the government’s agenda. These are two issues that have caused the ECB,
worried quite naturally by the state of Italy’s accounts, to intervene on more than one
occasion. Do you think it possible in the short term that our country will receive a warning on
this point?
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1-045-0000

Mario Draghi, President of the European Central Bank. – Let me first answer the first
question. What we decided in the last Governing Council, was because of the assessment that
inflation would converge and would be resilient, and we were confident that this process was
taking place. One has always to keep in mind that their mandate is price stability.
It was not to protect, for example, the profits of the banks. We were criticised because our
interest rates were too low and the banks’ profitability would be affected, which was not the
case by the way: it may be the case in the long term but is certainly not in the short term. Nor
was it to protect the insurers’ interests, again because interest rates were too low. in fact the
insurers are doing pretty well as far as we can see because while liabilities went up because of
low interest rates also assets went up at the same time.
So as well as our function, our mission, our mandate is not to protect countries’ national
budgets. That is the bottom line, but having said that, we are confident that the economy is
strengthening. And the gradual reduction of the asset purchase programme is complemented
by other monetary policy measures and so the monetary accommodation remains ample. As
we’ve seen from the markets’ reaction to our decision, it was nothing dramatic, nothing at all.
Now on the second point I think we should wait to pass judgment. The test will be the facts,
and so far there been words, but the words have changed. And we’ll have to see facts before
we can express a view.
1-046-0000

Pervenche Berès (S&D). – Mr President, thank you for all your answers. I will not return to
my first question, even though I think we should continue this exchange. But I would like to
mention once again the question raised by my colleagues Neena Gill and Ernest Urtasun in
particular.
I agree with you that monetary policy should pursue no objectives other than those which
have been clearly defined (notably in the Treaty) and that it should not be a substitute for
public policy objectives either in the area of sustainable development or of supporting
economic activity. But in any case, it is possible to establish good practices with regard to the
monitoring and reporting of investments.
In other words, how, in your opinion, could we develop reporting and monitoring in the
ECB’s strategies so that they benefit sustainable investment? Of course, I am not asking for
monetary policy objectives to be amended – just that the ECB do its job with regard to these
two areas.
1-047-0000

Mario Draghi, President of the European Central Bank. – I know what the problem is there.
We think we are transparent enough with our CSPP programme and we can give aggregate
amounts of sustainable investment bonds, but all our market people are telling us not to
disclose individual amounts. Disclosure would put some market participants in positions
where they would draw specific benefits from this knowledge and this would, therefore, make
it more difficult to pursue of our mandate. But we can still improve, if need be, on aggregate
reporting.
1-048-0000

Dariusz Rosati (PPE). – I have two questions. The first one is on the definition of price
stability. As we know, the ECB is using the definition of price stability to define inflation
being below 2% but close to 2%. This is the definition used in the monetary policy. However,
for the purposes of nominal convergence, when assessing performances of countries that are
candidates for the monetary union, the ECB uses a different definition of price stability. It
uses the average of three countries with the lowest inflation rates.
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My doubt, which I would like to express here, is that you probably cannot have two different
meanings of the same term that is in the Treaty, and in the Treaty we speak about price
stability. So, could you explain the difference, and to what extent you think it is reasonable or
justified to use two different definitions for two different purposes?
The second question is about the outright monetary transactions programme. You haven’t said
anything about that, but I just want to have confirmation that the programme is still in place
and that the ECB would be prepared to use it if the need arises.
1-049-0000

Mario Draghi, President of the European Central Bank. –The answer to the second question
is an indisputable yes. It’s there, it’s part of our toolbox.
The answer to the first question is the two things are quite different. Our close to but below
2% medium-term objective is for defining the inflation objective consistent with our mandate
of price stability. The other one is to assess convergence in potential candidates for
membership of our union. So the purposes of the two definitions are different: one is meant to
assess convergence and the other one is meant to measure our objective.
1-050-0000

Dariusz Rosati (PPE). – Can I follow up on this?
Still, you want the candidate member countries, those aspiring to become members, to
converge their inflation rates, to converge to the inflation rate of the euro area. At the same
time, in conducting the monetary policy, you are aiming for inflation below but close to 2% –
and of course you cannot have two different benchmarks. You cannot ask the candidate
countries to have lower inflation rates as they enter the monetary union.
This is, in fact, what is happening, right? Because the Treaty asks them to have inflation close
to the average of the three countries with the lowest inflation rates. These may be inflation
rates of 0.1%. So do you want them, these candidate countries, to have inflation rates of 0.1%
or you want to have them inflation close to but below 2%?
1-051-0000

Mario Draghi, President of the European Central Bank. – I know, but, as I said before, the
two situations are completely different and the provision on the average of the lowest three,
which you mentioned, was actually written at the time when inflation was higher and the
dangers were coming from high inflation. The idea was to make sure that the countries which
were potential entrants would have an inflation rate converging with the objective, assuming
it was from above, and I think that’s there basically.
As I said, however, the two purposes are very different: one is convergence based on a
monetary policy, the other one is convergence based on what the countries are doing in their
completely independent policies prior to the joint union.
1-052-0000

Notis Marias (ECR). – I would like to ask you about the Eurogroup’s decision regarding the
programme for Greece because, as you very well know, this third programme provided for a
loan of EUR 86 billion subject to extremely tough memorandum provisions. In the end, even
harsher measures were imposed while, at the same time, a balance of EUR 24 billion remains
outstanding.
Given the risk of serious problems that could arise from bad or non-performing loans, a
danger to which as you yourself referred, it is vital that this matter be addressed, though not,
in our view, at the expense of the borrowers themselves.
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You will remember that EUR 25 billion was earmarked for bank recapitalisation under the
third loan package. However, only EUR 4.5 billion was actually used. My question therefore
is a simple one. Would you agree to some of the remaining EUR 24 billion being channelled
into a rescue fund capable of managing bad loans in such a way as to ensure that borrowers do
not lose their homes, given that this amount has not been used?
That was a question I put to you eighteen months ago. As things now stand, we can see that,
the one hand, the number of bad loans has increased and homes are at risk of going under the
hammer while, on the other, a balance of over EUR 24 billion remains outstanding from the
third loan package. Could that money not be used to assist borrowers in order to save the day?
I should be very grateful to hear your views on this matter.
1-053-0000

Mario Draghi, President of the European Central Bank. – First of all, I don’t know exactly
the numbers you are referring to and, secondly, it is not our decision, it is the Member States’
decision.
I have a third observation, if I can rephrase your question in a more general way: couldn’t
public money be used to buy NPLs from banks, and simply, perhaps, at a price where banks
have no losses, so that the other parties in the NPLs will be protected? Well, it has not been
possible. It has not been possible because of the state aid rules. It has not been possible in
other countries that have tried to do the same in the past few years because there are rules –
mostly on state aid, I believe – that have hampered such a process.
1-054-0000

Notis Marias (ECR). – Mr Draghi, as you know, in March this year, the Commission decided
on the conditions for the creation of a bad bank, together with measures to address the
problem of non-performing loans. We have already seen how things were for Italy. I should
therefore like to know whether it would be possible under the Third Programme, whose stated
objective is, after all, to rescue Greece, to make use of some of the outstanding EUR 24
billion as an effective means of addressing the problem of bad loans.
1-055-0000

Mario Draghi, President of the European Central Bank. – I told you, it’s not our decision to
do so. But in any event, I think even if this money were there, even if it could be in principle
used, there would be problems that all other countries had in creating bad banks that would
purchase NPLs not at their intrinsic value, but at prices which are not market prices. Because
that’s the only way you could protect or reach your objective, and it has not been possible
because of rules that mostly have to do with state aid, I believe.
1-056-0000

Notis Marias (ECR). – Mr President, there is also a possibility of extending quantitative
easing arrangements to company shares under a different programme of measures. In view of
this: I should, first of all, like to know under what conditions it would be possible to extend
QE to Greek company shares and, secondly, whether it could be fully extended to Greece by
August 2019 when the buy-back programme is due to end.
1-057-0000

Mario Draghi, President of the European Central Bank. – I thought I answered this question
earlier. To be part of the programme, one needs either a waiver or a positive assessment of
debt sustainability, and some other risk-management considerations are also needed.
The waiver will expire with this programme, and the present post-programme arrangement –
the enhanced surveillance – does not warrant a waiver. For us to do the debt sustainability
analysis (DSA), we first need to see what the parliamentary answers in some Member States
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will be, and we have to see the decision of the Board of Directors of the European Financial
Stability Facility. At that point, we can consider the DSA.
1-058-0000

Chair. – In any case, both are most likely to be positive. We are optimistic that the national
parliaments will vote on the EFSF, so we are confident that a very good agreement will be
fully implemented. It is very positive news for Greece.
I would like to thank President Draghi in his capacity as ECB President. We now move to
your second hat, and I welcome you in your capacity as the Chair of the European Systemic
Risk Board (ESRB).
(The meeting closed at 17.05)

