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Vítor Constâncio, Vice-President designate of the 
European Central Bank.  I am honoured to appear 
again before your committee for this hearing, which is 
part of the process of my nomination to the Vice-
Presidency of the European Central Bank.

On my recent appearance before your committee for an 
informal exchange of views I had the opportunity to 
summarise in my introductory statement my positions on 
some of the more important problems related to 
monetary policy.

I expressed my views then on the nature of the ECB’s 
mandate, the meaning of the secondary objective as 
stated in the Treaty, the main points of our monetary 
strategy, the role of financial stability and asset prices in 
monetary policy and, finally, I discussed my assessment 
of inflationary risks in the present situation.

It is not my intention to cover these subjects in my 
statement today, but in view of their importance I want 
to suggest that my written introductory text to the 
previous informal session could be annexed to the 
present proceedings.

Today I would like to concentrate my initial comments 
on matters of regulation and financial stability. As I 
mentioned last time, the need to avoid disruption to the 
proper functioning of the financial system also confronts 
monetary policy. It is a problem that cannot be ignored 
by central banks as financial institutions are essential for 
the economy and for the transmission of monetary 
policy itself.

The recent crisis is an example of the massive turbulence 
that the financial sector can create endogenously with 
devastating consequences to the economy. We must be 
aware of the main lessons to be drawn from the crisis: 
(a) the financial sector is not self-equilibrating or self-
correcting; (b) an unfettered financial sector can 
generate crisis on its own; (c) extended periods of high 
growth of credit and debt generate asset-price booms 
that always end in a crisis; and (d) low inflation in the 
market for goods and services is not enough to guarantee 
financial stability.

Human societies have learnt and forgotten these lessons 
several times throughout history. Misbehaviour of big 
financial institutions, deregulation and perverse 
incentives this time created the perfect storm that will 
continue for a protracted period of time to cause slow 
growth and severe unemployment. So the question now 
is  the following: can we devise the instruments and 

institutions necessary to tame the excesses of finance 
without jeopardising its much-needed role?

An optimistic view about this possibility may rely on a 
positive assessment of all the solutions that have been 
put forward in several reports and proposals that have 
flooded our desks, many of which have been adopted in 
various legislative projects that are now being debated.

Let me go through several of those proposals with brief 
comments, as many of them are widely known. I just 
want to provide you with my own sense of their relative 
importance and later on I will dwell upon a few that I 
think have not been fully developed or considered.

First, the creation of a macro-prudential responsibility 
explicitly attributed to an existing or newly created 
institution. This is very important as the crisis showed 
that micro-supervision is not sufficient when the risks 
come from the overall situation of the economy or the 
financial markets. Nevertheless, doubts remain about the 
exact instruments to be given to the institutions in charge 
of this new role.

Second, the introduction of new standards demanding 
more and better capital along the lines proposed by the 
Basel Committee.

Third, the reduction of the pro-cyclicality of the 
regulatory framework, through a system of capital 
buffers or dynamic provisions (or reserves) changeable 
with the economic cycle. In the first method, required 
capital would increase in good years, when loan losses 
are below long-run averages, creating capital buffers 
which would be drawn down in recession years as losses 
increase. Personally, I prefer dynamic provisions, but 
any of the methods is preferable to the existing situation.

Fourth – and this is  a point which is  not yet fully 
contemplated in the proposals that are being debated –
correction of the pro-cyclical bias of present accounting 
standards, which allow profits to be increased with 
unrealised capital gains in periods of booming asset 
prices, and exaggerate declining profits in bad times 
through the effect of unrealised capital losses.

Besides the changes in standards to permit a more 
flexible treatment of asset prices in periods of market 
stress and illiquidity, there is the need to introduce a 
concept of an Economic Cycle Reserve, along the lines 
proposed in the Turner Review, calculated with the same 
method used in the previous (third) item, in order to set 
aside profit in good times to reduce losses in depressive 
economic cycles of the future.

It is indeed necessary to correct the accounting reports 
themselves in order to avoid allowing pure and volatile 
unrealised gains to influence share prices and 
consequent behaviour of financial institutions.

Fifth, the introduction of a new maximum absolute 
leverage ratio.
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Sixth, the introduction of new regulations about liquidity 
ratios as proposed by the Basel Committee.

Seventh, prevention of the development of a ‘shadow 
banking’ sector by enlarging the perimeter of regulating 
institutions, like hedge funds, and reinforcing 
consolidation accounting rules.

Eighth, tightening regulations on securitisation to avoid 
its misuse, its complexity, and the opaqueness that 
prevent it from performing as predicted to diversify and 
dilute risk.

What happened in subprime mortgage bonds, CDOs and 
Credit Default Swaps was appalling and should not 
happen again.

Ninth – again a point which has not yet been fully 
considered – reduction of the reliance for official 
regulatory purposes on rating agencies that have 
contributed to the pro-cyclicality of the financial sector 
and played a very negative role in the subprime crisis. 
The mere registration and monitoring of their activity 
and the elimination of conflicts of interest may not be 
sufficient to correct their performance.

Tenth, the introduction of new principles regarding risk 
management and remuneration guidelines to correct 
perverse incentives with an excessive short-term 
perspective.

Now, as I said, with the exception of points four and 
nine, most of these aspects of a new regulatory 
environment are being developed by European Union 
institutions or the Basel Committee, subsequently to 
general guidelines prepared by the Financial Stability 
Board and approved by the G20.

It would seem, then, that the work has been progressing 
in the right direction to create a more resilient and 
efficient financial system. Nevertheless, I want to make 
a few comments on four aspects that I consider more 
important or are being insufficiently addressed.

The first point refers to the assessment of whether the 
new rules are sufficient to prevent the excesses of 
finance and, in particular, whether the macro-prudential 
function is being implemented in a really efficient way 
for the same purpose. My answer tends to be positive, 
because instruments like the gross leverage ratio, the 
capital buffers, the liquidity ratios and the discretionary 
use of Pillar II may be enough for the task.

The remaining necessary instruments are related to the 
‘too big to fail’ problem that I address below. Regarding 
macro-prudential policy, it looks as if in all countries the 
institution in charge will be limited to making warnings 
and recommendations. In Europe, the proposed 
composition of the European Systemic Risk Board 
(ESRB), with the inclusion of the Commission and the 
three European Supervisory Authority representatives, 
should ensure that this may not become a problem, 

guaranteeing at the same time the necessary coordination 
between the micro and macro levels.

The whole setup may work well enough for us to hope 
that the macro-prudential function will not be reduced to 
warnings, sermons and regrets.

I have been following with great interest the debate in 
your committee about the ESRB, and if you permit me I 
would like to stress two points that I consider very 
important for the efficient functioning of the new entity.

The first regards the need for the Steering Committee to 
accurately reflect the composition of the General Board 
in order to avoid unnecessary tensions. The second 
refers to the importance of keeping the proposed 
composition of the Advisory Technical Committee, 
since its main role will be to prepare the work of the 
General Board and it will be more efficient if composed 
of people who work in the institutions actually in charge 
of regulation and supervision.

If you consider that a scientific committee is necessary, 
it can always be added to the whole setup without 
eliminating a necessary component of the preparatory 
work for the General Board.

The second general point I wish to comment upon 
relates to the need to move trade in credit derivatives, 
especially trade in credit default swaps, to organised 
exchanges. CDSs were at the centre of the crisis and 
were responsible for the demise of important 
institutions. They are obscure products, as they are 
transacted ‘over the counter’ and the premiums so 
widely quoted are not prices of actual transactions but 
mere ‘quotations’ sent to a private firm that started to 
publish indexes in 2001. The exact way these indexes 
are built, and the ‘players’ sending the quotations are not 
publicly known and, finally, as they are ‘quotations’ in a 
non-organised market, the institutions providing these 
‘quotations’ are not compelled to make transactions at 
these levels.

Myron Scholes, the Chicago professor, winner of the 
Nobel Prize for economics, co-author of the Black-
Scholes formula for option pricing and a kind of 
godfather for derivatives, said last year: ‘the solution is 
really to blow up or burn the OTC market, the CDSs and 
swaps and structured products and let us start over’.

Serious thought should also be given to the possibility of 
forbidding ‘naked short selling’ of these instruments, 
allowing only market-maker institutions to carry out 
such transactions (i.e. naked transactions) only as a 
hedging activity, that i s  when they already have 
transactions with agents who possess a real insurable 
interest.

The third aspect I want to address is the ‘too big to fail’ 
problem. The existence of large and complex financial 
institutions (LCFI) whose bankruptcy is impossible to 
allow, creates a huge problem of moral hazard that may 
lead to unduly risky behaviour. It is an intricate question 
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and there is still no international consensus on how to 
deal with it. The problem is even becoming potentially 
worse by the increase in size of surviving institutions, a 
situation that is common after a crisis.

Without dwelling upon the arguments, let me state that I 
do not believe that the problem can be solved by a policy 
of systematic break-up of big institutions or by adopting 
a solution of protecting only ‘narrow banks’ and 
distinguishing between ‘utility’ and ‘investment’ banks.

So there is a list – and I am looking at my remaining 
speaking time – of proposals that have been put forward, 
some of which are contemplated in some legislation 
being prepared. I am not going to go through the list. It 
is in my statement, but I do think that the use of these 
instruments which are not mutually exclusive is 
necessary to address the problem.

So higher capital requirements and insurance premiums 
are necessary and especially, I think, the creation of a 
special resolution regime giving an institution like the 
American FDIC wide powers to take over a troubled 
institution and restructure and sell or liquidate it.

In some proposals the special powers should include the 
possibility of compulsory transformation of bonds into 
equity to recapitalise the institution as was done with 
General Motors, for instance, a non-financial institution.

The institution responsible for this role will need to have 
access to a restructuring or resolution fund.

As I said, elements of these five types of measures can 
be found in existing legislative proposals.

The fourth and final problem that is not yet completely 
solved refers to crisis resolution of cross-border 
institutions in the European Union.

The creation of colleges of supervisors and the possible 
role of the European Supervisory Authorities in acting as 
mediators will make a contribution to finding 
coordinated solutions to this problem.

The main obstacle is related to the problem of burden-
sharing of costs in dealing with crisis resolution. As I 
wrote in my answers to your questionnaire, I think that 
in the end a true European solution will require a 
European Resolution Fund to address the problem, 
otherwise it will not be possible. And I am happy to see 
that last Friday Commissioner Barnier goes in that 
direction in the announcement he made.

Nevertheless, there are problems related to the 
harmonisation of legislation, in particular legislation 
regarding insolvency.

A final thought about the overall impact of all these 
envisaged regulatory reforms. Some commentators make 
the criticism that all the measures at stake could amount 
to a sort of overkill that could choke financial activity. In 
view of the extreme seriousness of the financial crisis 

engineered by the financial sector, I think that there is no 
exaggeration in the re-regulating efforts being prepared 
even if they are fully implemented.

There is nevertheless a risk to be avoided concerning the 
timing of implementation. An immediate or quick 
implementation of all the measures, in particular those 
related to higher capital requirements, could generate 
credit supply restrictions detrimental to economic 
recovery. This implies that all authorities concerned 
should be as clear-headed and resolute regarding the 
content of the reforms as they must be wise and prudent 
in timing their implementation.

2-006

Jean-Paul Gauzès (PPE). – (FR) Mr Constâncio, what 
you said was very general – and I understand why – but 
I would like to ask you three specific questions. Firstly, 
in your current role, what is  your assessment of the 
actions of the ECB during the crisis that, unfortunately, 
is not yet over?

My second question relates to the architecture of 
supervision. You are, of course, aware of the differences 
that exist between the Council – Ecofin – and 
Parliament. I would like to know your thoughts on this 
issue.

Finally, you mentioned rating agencies at one point, 
saying that regulation was totally insufficient or 
insufficient. This is a subject that I know a little bit 
about and I would like to know how regulation should 
be improved.

2-007

Vítor Constâncio, Vice-President designate of the 
European Central Bank.  (FR) Thank you for your 
questions. Regarding the role of the ECB during the 
crisis, I think that in the end everyone really valued what 
we did and reacted very positively. All the comments –
even from commentators who are normally hostile to the 
ECB – have been positive.

In a situation like that a central bank can do two things: 
the first is to inject liquid assets into the financial system 
to help overcome, in the short term, the situation that has 
been created by the condition of the markets, in 
particular the monetary markets which, as you know, are 
not working properly anymore. That was what we did, 
very generously and actively; aggressively even.

The second consists of, where it is really justified, 
changing monetary policy to make it more flexible. That 
is what we did when Lehman Brothers collapsed and it 
was clear that the crisis would be very serious, that there 
would be a recession, and that there was therefore no 
risk of inflation; that is, the ECB’s most important 
treaty-defined objective.

Since then – and also very aggressively – we have 
reduced interest rates: we bolstered the economy against 
the risks of recession that were generated. That is what a 
central bank must do and that is what we did in - I 
believe – a totally appropriate way.
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As for the problem of institutional architecture, I gave 
my opinion in my answers to the questionnaire and also 
today, during my introduction: I am, in general, in 
agreement with the specified architecture.

I said in my answers to the questionnaire that I think that 
in the long run the three authorities must evolve into just 
two: a special ‘twin peaks’ model, because I am 
championing a ‘twin peaks’ model with a difference. I 
give all the arguments – or almost all – for that model in 
my answers.

Regarding the ‘equities board’ and also the report that 
this committee prepared, I made two comments in my 
introduction to which I attach importance. These are –
let us say – two issues on which I am not fully in 
agreement with the arguments that you make.

Finally, and this is my last point, with regard to rating 
agencies, the improvement that I envisage really consists 
of excluding agencies from all aspects of regulation, as 
is currently the case with the Basel instruments. We 
believe that they take on even greater importance in 
certain methods of this capital regulation and I think that 
we must exclude them from their regulatory role.

It is also necessary to resolve conflicts of interest –
which is still not being done – whether this is in Europe 
or the United States. In Europe all we have is 
registration and a little supervision which is not, in my 
opinion, sufficient.

2-008

Diogo Feio (PPE). – (PT) Madam Chair, I would like to 
congratulate Dr Constâncio and ask him the following 
question: please could you elaborate on the way in 
which you are assessing the current proposal for the 
supervision package, as you mentioned in your opening 
speech and your written answers, and, fundamentally, 
how this supervision i s  being implemented at a 
European level.

To get down to details, and bearing in mind the growing 
complexity of hybrid financial products, I would like to 
know what role the Central European Bank will be 
expected to play, within what is currently set down in its 
statutes. How will its capacity for prudential supervision 
be implemented, and how will the Central European 
Bank be able to liaise effectively with the new European 
supervisory authorities, who will probably be given 
powers of their own in these matters?

2-009

Vítor Constâncio, Vice-President designate of the 
European Central Bank.  Thank you for your question, 
Mr Feio. If you do not mind I will answer in English, 
which I think is easier for everyone, although, as you 
can imagine, it would be very easy for me to answer you 
in Portuguese.

In my answers and in my introductory statement I think I 
expressed very extensively my views on the 
arrangements that are being contemplated for regulation 

and supervision in Europe. As I said, my view is broadly 
positive. I have a particular view about the future ‘twin 
peaks’ model because I think that there is every reason 
to deal with banking and insurance together. Nowadays 
there is very extensive interpenetration between these 
two sectors and the products they sell. All banking 
groups and insurance groups in Europe are active in the 
other sector too, so I think there are many justifications 
for dealing with the two together and treating securities 
separately. I am fully against the FSA kind of models, 
which I do not think have performed well in the crisis –
for reasons that I explained – because there is a real 
difference of approach between the two functions.

Regarding the supervision of banking and insurance, the 
main concern is to analyse and protect the institutions, as 
the main public interest served by such supervision is 
defending the interest of depositors, in the case of banks, 
and clients, in the case of insurance, whereas the main 
public interest function of securities supervision is to 
defend the interests of shareholders. That is  all very 
well, but these are two different and conflicting 
perspectives, so separation of the two is of the essence. I 
also think that joining banking and insurance is 
important, with the exclusion of supervision of the 
conduct of business, which is a different matter. It is 
closely linked, of course, to the prudential function and 
should be included within the sphere of the institutions 
that are in charge of supervising banking and insurance 
companies, which is different from the way the model is 
implemented in some countries.

As regards the Systemic Risk Board, I think it is very 
important. As I said, it may work well because of its 
composition: its members include the Commission and 
also the presidents of the European supervisory 
authorities. Everyone is there, both the central bankers 
responsible for analysing the situation and making 
warnings and recommendations and those who are 
supposed to implement those recommendations. So it 
may work. Nevertheless, I still have some remaining 
doubts about the instruments available to such a body. 
By the way, this also applies to other countries. The 
supervisory function being contemplated in the US, also, 
does not involve giving the institution responsible for 
macroprudential supervision particular instruments for 
that purpose. I think that perhaps this point requires 
further consideration.

As regards the ECB, just a final thought. Under the 
Treaty the ECB has no role in supervision and, in 
particular, prudential supervision. There i s  an article 
which says that. Only a unanimous vote by the Council 
can give that role – or parts of that role – to the ECB. 
This has not happened, so the ECB has no function in 
this area. Also, please do not confuse the functioning of 
the European Systemic Risk Board with the ECB. The 
General Council, according to the de Larosière Report, 
provides the basis for the creation of that new entity, but 
it is a new entity with its own legal personality and it 
does not impinge on the competences and the 
functioning of the ECB itself. The ECB is in charge of 
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monetary policy. The Eurosystem as such will not be in 
charge of financial stability or systemic risk functions.

2-010

Astrid Lulling (PPE). – (FR) Mr Constâncio, I am 
rather sorry to have to tell you that assessments of you as 
President of the Bank of Portugal are fairly unanimously 
negative. Whilst reading some press articles about you –
in the British, French and German press –following your 
nomination by the Council of Ministers, I could not but 
notice some very serious criticisms of your actions. 
These criticisms have nothing to do with your political 
style or orientations, although everyone describes you as 
a very political central banker. Instead they have to do 
with very concrete cases in which thousands of savers 
were ruined because of your weakness and lack of 
foresight.

What do you have to say, Mr Constâncio, to all the 
people who lost their savings when the Banco Português 
de Negócios was nationalised? What do you have to say 
about the Banco Privado Português, in whose case the 
Bank of Portugal also failed in its monitoring 
responsibilities? There i s  also the Banco Comercial 
Português.

To me, three crises of such significance seems like a lot 
for just one man, so I understand why many of your 
compatriots are relieved to see you heading for pastures 
new. Not me, however, Mr Constâncio; you must 
explain to us how it is that someone who has failed in 
their own country may now lay claim to be in charge of 
supervision in Europe. How should we see this prospect? 
You know, it i s  a little like giving some sticks of 
dynamite to a pyromaniac. Your assertion in your 
answers that you will follow the same principles does 
little to ease my worries.

2-011

Vítor Constâncio, Vice-President designate of the 
European Central Bank.  (FR) First of all, Mrs Lulling, 
I can send you hundreds of favourable press reports on 
the action that I have taken as Governor. For years –
prior to the cases that you mentioned and to which I will 
turn in a moment – I received a great deal of praise for 
the role that I played in upholding the economic and 
budgetary policies that were necessary in Portugal.

I criticised almost all of Portugal’s governments – even 
the ones that nominated me to the Bank – for the 
expansionist budgetary policy that was pursued there. 
Moreover, I did this, of course, in the name of defending 
the principles imposed on a Member State of the 
Monetary Union.

The criticisms that you mention refer to cases that have 
affected the banking system. However, as regards the 
banking system in general, I would also be very happy to 
send you the assessment undertaken by the International 
Monetary Fund of the way in which the Bank of 
Portugal conducted its supervision of our banking 
system overall and avoided liquidity and solvency 
problems in the system.

We have overcome the crisis in a very positive way and 
have not experienced problems with our banking system, 
unlike other European countries. It is a very positive 
outcome of the way in which the Bank of Portugal has 
carried out is role of regulation and supervision of the 
banks.

We have had three cases of fraud in the Portuguese 
banking system. Fraud which was committed at the 
highest level of management of these three banks. 
Neither the International Monetary Fund nor any other 
entity with experience of supervision work has ever 
criticised the Bank of Portugal for not having sought to 
bring to light the fraud that was in the process of being 
committed without evidence.

As you know, fraud committed at a very high level 
within an institution – particularly in a bank, where it is 
easier – cannot really be brought to light through 
supervision. From a personal point of view, I must also 
tell you that as Governor I was not directly responsible
for supervision. I was not monitoring on a day-to-day 
basis the way in which the services were exercising this 
supervision. I told the Portuguese Parliament that, whilst 
I was obviously responsible for everything that the bank 
was doing, I did not regret any of the actions that the 
services had taken, because it was impossible to discover 
what had happened.

What happened at the Banco Comercial Português was 
not on large enough a scale to put the solvency of the 
institution at risk. It was fraud, but owing to its size it 
did not cause problems at the institution, which 
continues to operate solidly.

What happened at the Banco Português de Negócios 
was, as I said, fraud on a larger scale and it is deeply 
regrettable that you hold the supervisor responsible 
rather than the bankers and members of management 
who committed the offences. Supervision is not a police 
service. We are unable to bring to light fraud that is in 
the process of being committed because we do not have 
the resources of a police service.

As for the Banco Privado Português (BPP), the fraud 
was committed in capital market products, which were 
not the Bank of Portugal’s responsibility. We do not 
supervise those products. The financial products which 
caused the BPP’s problems were under the jurisdiction 
of another supervision authority.

I may say to you – obviously I do not have time to 
explain everything to you – that in that case the Bank of 
Portugal i s  neither responsible, nor does it have 
authority, for bringing to light the fraud that was in the 
process of being committed. It had none of the Bank of 
Portugal’s business. I personally am, therefore, proud of 
the way in which I carried out my duties during those 
years.

2-012
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President.  I let that go on, obviously, because it was a 
substantial point to answer. I am sorry to have to cut you 
off, but there may be further opportunities.

2-013

Udo Bullmann (S&D). – Before I raise my question, I 
would like to make an observation. This is the second 
time I have had the chance to listen to Mr Constâncio, as 
my colleagues know. We coordinators had already held 
an interesting conversation with all the candidates before 
the decision was made. My point, Mr Constâncio, is that 
the way you talked to us was to give us facts and figures. 
I very much appreciate the fact that you do not hide 
behind a style which i s  so diplomatic that nobody 
understands what you really mean. That makes a 
difference, and I like it.

Now we come to the question. We are obviously in a 
situation of incredible public debt overload in more or 
less all of our Member States. How do we avoid creating 
a vicious circle whereby, by organising our exit 
strategies, we harm our chances of growth? How can we 
overcome that public debt burden, knowing that growth 
is our only chance of doing so in the long run? How do 
we avoid that problem, and how can we manage to 
enable Member States to grow out of that burden of 
public debt?

Perhaps you could also touch on two analytical 
questions which are on my mind. Do we have just one 
economic cycle in the European Union, or do we have to 
deal with very complicated structures involving different 
economic cycles and periods in the Member States, and 
how do we deal with the problem of fiscal cycles of 
lending and borrowing which are not normally in
parallel with the economic cycle?

2-014

Vítor Constâncio, Vice-President designate of the 
European Central Bank.  Regarding the risks of – as 
you implied – the possibility of too-early exit strategies 
being detrimental to the recovery: there is a risk, of 
course, but may I point out the following:

In the first place, the packages that have been applied in 
Europe amounted to more or less 1.5% of GDP. So they 
were not huge. Of course, that was on top of automatic 
stabilisers, which played a role, of course – and an 
important one – and led to bigger deficits, as was 
warranted in a recession as major as the one we had. But 
the packages that were put on top of automatic 
stabilisers were not very big. So the fact that they are 
now gradually being withdrawn will not by itself create 
a problem of a double dip coming out of that 
withdrawal. I do not see that.

What has proved to be more important to support the 
level of economic activity in this crisis was monetary 
policy. Monetary policy had a huge impact with the 
reduction of interest rates, which, for indebted economic 
agents, represented a major reduction of their costs, both 
for families and for firms, helping them to maintain a 
level of consumption, or maintain the firms, without 
further problems.

As long as we have a depressed economy, as long as, as 
a result of that, there is no risk in inflation in the near 
future, then of course monetary policy will continue to 
play that role of supporting the economy, and that is 
more important than anything else.

As regards the exact strategy that we are adopting in 
reducing the levels of liquidity support that we have 
given, we are reducing them because they are not 
necessary any more. Monetary markets have normalised 
to a large degree, so the kind of liquidity support from 
the Central Bank is not necessary now at the same level 
as before, when the markets were frozen. They are not 
frozen anymore, so we can withdraw that without 
creating a problem for the banking system.

The third point – your last question – about different 
economic cycles in different parts of the economic 
union: they are not so very different. If we calculate –
which has been done and is available – the level of 
dispersion of GDP growth in member countries by, say, 
the standard deviation of GDP growth in all member 
countries, you can see that, since the inception of the 
euro, the dispersion has been reduced.

So there is more synchronisation of the economic cycle 
now than there was at the beginning – in 1999 – of the 
monetary union. So that is the objective, and it is very 
important because it means that, in different degrees, we 
share the same type of fluctuations all over the euro area.

2-015

Elisa Ferreira (S&D). – (PT) Governor, I have two 
questions. Firstly, if we look at what has happened in the 
last few years, many names spring to mind, including 
BlackRock, Fannie May and Freddie Mac, and Lehman 
Brothers. Ultimately, there were clear signs of major 
disruption in these markets. I asked you to give us an 
indication of what this meant for individual countries 
within Europe or the United States as a whole, so that 
we can get an idea of what has been asked of the 
taxpayer, and so that we have a point of comparison. 
Somehow this makes me doubt whether the question put 
forward by our colleague from Luxembourg, in a 
previous point, took into account the complications that 
have occurred in the Benelux market, as it was, in fact, 
severely affected by major banking problems.

The aim of my question is firstly to gain a sense of 
proportion about what is happening in the world, and 
secondly to ask for a better idea of what we are up 
against. There is a need for us to be able to intervene in 
banks ex ante; that is, before problems arise.

Speaking of ex ante mechanisms, I would like to ask you 
to say something about how you view the triggers, in 
other words the possibility of intervening. What is your 
opinion on this, on a European level? How can we 
ensure that when a supervisor intervenes before the 
crisis erupts, we will not have a serious problem of 
conflict with national laws that defend the interests of 
the shareholders?
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2-016

Victor Constâncio, Vice-President designate of the 
European Central Bank.  Thank you for your 
questions. It is well known that public interventions had 
to be very sizeable on both sides of the Atlantic. In fact 
it is well known that, looking at all the programmes that 
have been put in place – injections of capital, buying of 
toxic assets, loan guarantees and so on – the money 
committed by the governments in Europe and the US 
amounted, in both cases, to more than 30% of GDP. Not 
all this money has been spent or is going to be lost by 
any means, but it was committed as a kind of safety net 
in both areas.

That is lot of money. Someone has calculated that, in the 
case of the United States, that money amounts to more 
than the United States has spent in all wars in which it 
has been engaged. As I said, not all that money is going 
to be spent or lost but it was committed, which is of 
course an indication of the size of the crisis that was 
engineered in the financial sector, starting – as we all 
know – in the United States.

Let me say, in parentheses, that, in the case of Portugal, 
the money committed was 14% of GDP, but the state 
will not lose a penny because no injections of capital 
were used and there was no buying of toxic assets. Some 
guarantees were given, but the banks are solvent. They 
will repay their loans and the state will make a profit out 
of the fees that it charged to give the guarantees. So, in 
our case, not a penny will be spent in the context of the 
crisis, which speaks in favour of supervision in our case.

But you asked what can be done beforehand. What can 
be done is mostly being prepared right now but, in my 
view, the two main things are the following.

Firstly, regulation and supervision of total leverage of 
the financial sector. This is very important. It did not 
exist before. This time we will have a gross leverage 
ratio, which will prevent big institutions being able to 
reach levels of leverage of 40 times their capital and so 
on: this of course was responsible for the multiplication 
of the crisis out of the subprime issue.

Secondly, there were no international regulations about 
liquidity buffers or liquidity mismatch in the financial 
sector. Some countries – many countries in Europe – had 
some regulation of liquidity, but there was no 
international regulation of liquidity. For instance, in the 
case of Northern Rock which you mentioned earlier, 
they had a huge problem of maturity mismatch.

The fact that these two things are now being regulated 
and monitored will, in principle, be the main aspects that 
will guarantee that we will not have the same excesses 
of finance as existed in the recent crisis.

2-017

Wolf Klinz (ALDE). – Jean-Claude Trichet told us 
yesterday that unsustainable global imbalances might 
persist or even re-emerge in the period ahead unless 
rigorous policy adjustments are made to key deficits in 
surplus economies. Now, the G20 promised to do 

exactly that, but in my opinion they have not really 
delivered. What is your assessment of the situation?

Secondly, do you really think that the eurozone in its 
current shape and form has a chance to survive unless 
we have much closer economic and fiscal policy 
coordination and even create a kind of European labour 
market?

And, third, what do you think of the creation of a 
European Monetary Fund?

2-018

Vítor Constâncio, Vice-President designate of the 
European Central Bank.  Regarding global imbalances: 
yes, the problem has not been solved. The G20 has so far 
not been able to solve it.

The level of international cooperation that is necessary 
to solve that problem is unprecedented in human history. 
So it is of course very difficult, but all major players 
must understand what is at stake. We can only urge big 
countries with big imbalances in both directions to do 
their duty. Otherwise, as you said – quoting President 
Trichet – we may face new crises in the future. But of 
course there are no silver bullets in that. It is up to the 
big countries to understand that, in the end, it is in their 
long-term interest to cooperate. Otherwise, we all have 
problems, and all of them will have bigger problems 
than they have now.

Regarding the eurozone, more coordination of fiscal 
policies and so on: yes, this is absolutely necessary. It is 
clear in the present situation that, regarding the function 
of the coordination of fiscal policy and the good 
behaviour of fiscal policy in all member countries, that 
function has not been fulfilled in a proper way. So the 
mechanisms of the Stability and Growth Pact must be 
reinforced, and some changes are necessary in that area, 
as we have seen. Better monitoring of the situation, in 
particular from the point of view of the data, must be 
implemented. It is very regrettable that, in many cases, 
the situation is fully known only after the fact. That 
should not happen.

I mentioned – the last time I was here, I think – that, in 
our case, we also had that problem years ago. I chaired 
the committee that published a report at that time 
demonstrating that there was a problem with our data. 
The government of the time did not, of course, like this 
very much, but the fact is that, after that, we created a 
technical unit where the Central Bank, the Ministry of 
Finance and the Institute of National Statistics worked 
together to draw up the report with proper concepts and 
figures. Since creating that body, we have had no 
problems with our reporting or our data, so, in my view, 
it is important to have such a body and, if possible, to 
involve central banks, because central banks have a good 
knowledge of the concepts that are at stake and can 
intervene.

Regarding the European Monetary Fund: I would need 
more time. I hope that someone else asks that question. 
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Very briefly, I think it is possible. In my view, it is not 
necessary to revise the Treaty to create such a body. I 
have arguments to support this view, which I will not 
dwell upon now, but I still do not see exactly what role 
this fund would play that cannot be played by the 
present institutional framework. But if it is considered 
necessary to strengthen the framework, then I am for it.

2-019

Kay Swinburne (ECR). – I am asking a question on 
behalf of my colleague Mr Strejček, who unfortunately 
has had to leave this morning. I say that because, coming 
from the UK, the question might have been phrased a 
little differently.

His question is with regard to policy implications of 
increased debt issuance by Member States. The current 
crisis clearly demonstrates that the systemically 
impotent can refer to financial institutions but also to 
governments and whole states.

Substantial increased debt issuance by many EU 
countries might increase the risk for the whole financial 
system in the EU. The European Systemic Risk Board 
(ESRB), which is being created at the moment with staff 
from the ECB, should prevent systemic risks causing a 
crisis in the financial system in the future.

So his two questions are the following: Will the ESRB 
monitor and control not only financial institutions but 
also the risks stemming from improper or irresponsible 
macroeconomic and fiscal policies of governments, 
which potentially cause systemic problems in the 
financial system? Secondly, what mechanisms would 
you envisage the ESRB and the ECB, by virtue of that, 
use to control such risks at governmental level?

2-020

Vítor Constâncio, Vice-President designate of the 
European Central Bank.  A general remark: the ESRB 
is not the ECB. The ECB has its own role under the 
Treaty, and the ECB is not responsible for the functions 
that have been attributed to the ESRB. The ESRB is a 
different body.

It is true that technical work will be prepared in the ECB 
for the deliberations of the ESRB; so it plays a very 
important role of course and therefore your questions are 
pertinent. But to reiterate, the ESRB is not the ECB or 
the Eurosystem. It i s  very important to make the 
distinction.

The answer to the first question is: yes, absolutely. The 
European Systemic Risk Board will have to assess risks 
coming from the behaviour of member countries as a 
whole, both in terms of their fiscal policies and, more 
importantly, in terms of the overall situation of their 
economy and the financial balance of all economic 
agents in the economy, not just the state, because in 
some cases excess indebtedness and big external deficits 
come from the behaviour of the private sector and not 
the public sector alone.

So the whole thing has to be analysed and considered 
and monitored and the proper warnings or 
recommendations, if need be, will have to be deliberated 
on by the ESRB. So that function will be fulfilled.

As regards the preparations, of course the ECB is 
increasing its staff in order to have a secretariat with 
technical expertise to help prepare the work of the 
ESRB. So that is being taken care of, and I think that, 
when the time comes, when the whole thing is approved, 
we will be ready to discharge our responsibilities as the 
European Systemic Risk Board.

2-021

Philippe Lamberts (Verts/ALE). – Mr Constâncio, 
welcome and thanks for your remarks. We appreciate 
very much your paragraph on derivatives and also the 
last one, which shows ambition.

Let me start with a remark that basically says that we are 
very much attached to the independence of the European 
Central Bank. But that goes both ways, and when I quote 
your future boss in what he said yesterday, he said, as 
regards the composition of the fiscal adjustment, ‘we 
welcome a focus on the expenditure side because the 
size of the public sector has significantly increased in the 
crisis’.

I am very much in favour of the independence of 
politicians to define politics, and this i s  a political 
statement. I really resent that from the ECB, and I would 
like to understand how you interpret that, because the 
size of the public sector is a political decision. Health 
care in Europe is mostly public sector, and it is mostly 
private in the US. Facts show, by the way, that it is more 
efficient in Europe than in the US, and again it is a 
political choice. So the size of the public sector is not an 
argument, and I would really encourage the ECB to stay 
within its mandate and not outside. So what are your 
views on that?

That leads me to the second question, because that 
statement is pretty much common political thinking – it 
is pensée unique, as we have seen over the last few 
years, and that is what I see within the four walls of the 
ECB: that it is only one school of thought, I would say. 
On growth, for instance, which is basically the mantra 
still used by the ECB: what are your views on the 
alternative indicators that we should maybe start 
pursuing; and a very specific one: what are you going to 
do within the four walls of the ECB to encourage more 
diversity of thought?

You know that, if you depend on one staple crop for 
your survival, then, if there is an illness, you die. We 
need some other seeds.

2-022

Vítor Constâncio, Vice-President designate of the 
European Central Bank.  Sorry, I need to ask for a 
clarification, because I did not understand what you said 
about ‘alternative indicators’ – alternative to what?

2-023
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Philippe Lamberts (Verts/ALE). – Alternative to GDP 
growth.

2-024

Vítor Constâncio, Vice-President designate of the 
European Central Bank.  That i s  a difficult one. 
Regarding the first question, I am not going to interpret 
what Mr Trichet said or what he meant. I do not even 
know what he said, so I cannot comment on it.

What I can tell you is that you will never see me make a 
statement where I discuss the level of expenditure in 
different member countries because, if you look at the 
European scene, we can see for instance that, for many 
years, Ireland was a very competitive and successful 
economy with a very low level of public expenditure. 
On the other hand you had Denmark, also very 
competitive, on top of the Davos Forum’s 
competitiveness indicators – very successful – but with a 
totally different level of expenditure.

So both were successful, both were competitive, and you 
will never see me make any comment on that. More than 
that I cannot tell you.

Alternative indicators and different ways of thinking: I 
am in favour of research to build alternative indicators. 
The UN has done that under the inspiration of Amartya 
Sen. It is a very good effort. In France there was the 
initiative of President Sarkozy to create a commission to 
deal with that, and I would very much welcome a 
situation whereby new indicators could be assumed to be 
international by the different governments. But only if 
there was this international change could an institution 
like the ECB start using that. Otherwise it is not our role. 
We have to look at the instruments that are available, 
that are important for us to assess the risks for inflation 
and to fulfil our mandate. That we cannot change.

2-025

Miguel Portas (GUE/NGL). – (PT) Dr  Constâncio, I 
would ask you to answer as clearly as you can, because 
what you say will have some influence on the way I 
decide to vote.

Initially, you spoke of the need to reduce the dependence 
on rating agencies, and as far as I know there are only 
two ways of doing that: either ceasing to recognise the 
four agencies operating within the EU, or moving 
towards a European rating agency. I should also like to 
hear your opinion on this matter.

I would also like to hear your views on what has now 
become clear: that there is an unequal distribution of 
sacrifice in the different stability pacts and in national 
growth. This is why I am not asking whether, in terms of 
offshores, you agree with global regulation, or with the 
purpose of this worldwide (which may certainly come to 
be the case), but what will need to be done in Europe if 
they are not phased out? I am particularly keen to find 
out whether the levying of stringent charges on transfers 
from Europe to tax havens is favourable.

My third question is about Eurobonds. You were asked 
about the European Monetary Fund, and I want to ask 
about Eurobonds because, in theory, they can absorb 
part of sovereign bonds and can, in turn, be partly 
absorbed by the sovereign bonds, with an effect on 
income tax, for example. However, why does the Central 
European Bank not seriously consider the idea of giving 
out Eurobonds?

While I am here I would just like to make a brief 
comment on Dr Constâncio’s remark that Portugal did 
not lose a single euro helping the banks with guarantees. 
That i s  true, but the Caixa Geral de Depósitos, a 
nationalised bank, did lose a lot.

2-026

Vítor Constâncio, Vice-President designate of the 
European Central Bank.  Very quickly on your last 
point, that has nothing to do with the crisis or the 
programmes that were created to support the banking 
sector. Caixa Geral de Depósitos will not lose a penny 
because the state i s  behind it and will have to 
recapitalise if need be. So this has nothing to do with the 
management of the crisis or any problems in the banking 
system as a whole.

Regarding rating agencies, what I said is that I think it is 
important that ratings from rating agencies do not play a 
role in the official regulatory system. That is what I said, 
and it is possible that we can avoid that without creating 
any new agency or whatever. The agencies will continue 
to operate, the market will consider them or not, as it 
sees fit, but we may avoid using their ratings for official 
regulatory purposes. That is what I said, in addition to 
the point about registering and monitoring their 
activities, as well as – and this is something that has not 
been done yet – really solving potential conflicts of 
interests between their role as rating agencies and their 
role as advisory bodies.

So there are problems still to be addressed, but the 
creation of a European agency by itself would not 
change the scene in that respect. What is important is for 
the regulatory system to have its own methods, its own 
instruments, its own indicators.

As regards the second question, which was mostly 
referring to offshores, I direct you to one of the answers 
I gave in the questionnaire, where I devoted one page to 
the question of offshores in a way that I think is clear. It 
i s  not totally true that nothing has been done 
internationally in recent times. Many things have 
changed, in particular as regards the protection of 
treasuries, of tax receipts in many countries.

Offshores now have to comply with rules that did not 
exist before, so, in that respect, yes. As regards 
supervisory functions, there is still more to be done, 
because in some offshore centres, for instance, there are 
laws that do not permit access to the so-called ultimate 
beneficial owners, which for supervisory purposes can 
often be very negative. So more is needed, but many 
things have already changed since the crisis.
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As regards Euro-bonds, it is not for the ECB to issue or 
to be involved in the issuance of Euro-bonds. You said 
that these could be used to take over part of sovereign 
debt. That would be against the Treaty, because Article 
123 says clearly that the Union or any government 
cannot take over debt from other countries or public 
entities.

So if there were a role for such an instrument as Euro-
bonds, this would be in a different connection and would 
not be to absorb or take over part of the sovereign debt 
of Member States.

2-027

Godfrey Bloom (EFD). – I am slightly confused and 
wonder if perhaps you could help me here.

I think we would agree that from an economic 
perspective – and I speak as an economist myself – the 
euro zone is not an optimal currency zone. Therefore I 
do not understand – and perhaps you could enlighten me 
– how it can be expected to survive long term unless you 
have a policy of fiscal discipline, or somebody has 
responsibility for the fiscal discipline of eurozone 
members as regards capital transfers or the potential for 
capital transfers.

At the moment we have countries like Greece issuing 
their own bonds, spreads have narrowed, and all you are 
doing is monetising the debt and actually exporting the 
problem. I would just be interested in your view.

2-028

Vitor Constâncio, Vice-President designate of the 
European Central Bank.  I am very willing but I would 
need more time to deal satisfactorily with the important 
issues raised by your question.

But I want to make a comment about optimal currency 
areas. There is perhaps some confusion regarding what 
the literature on optimal currency areas says. It is not a 
conclusion of that theory that, to form a monetary union, 
countries would have to have the same level of 
development or the same level of productivity. It is not 
the case. What that literature investigates, before 
defining criteria, i s  to try to define the alternative 
instruments to the exchange rate – which is lost in a 
monetary union – which can then play a role in adjusting 
the economy to shocks or imbalances. If you go through 
the literature, you see the first criterion of Robert 
Mandel, who started the theory, is flexibility of prices 
and wages – which is very important – and, secondly, 
mobility of labour in the monetary union. Then you find 
Peter Cannon, who says the alternative – what really 
addresses the problem of asymmetric shocks – is for a 
country to join, to be diversified with a productive 
structure that i s  diversified and not concentrated in 
particular sectors. Then you have McKinnon, who says 
that what is important is if the country is small and very 
much integrated in trade terms with the monetary union, 
and so on. Then Peter Ingram, with the creation of 
financial integration in the new monetary union, which 
will support the functioning of the Union.

So these are the criteria of the literature on optimal 
currency areas. If you draw the conclusion, then you see 
that what is  important is  for a small country that is 
already committed to the European Union – not the euro 
but the European Union – to be trade integrated and, 
secondly, committed to allowing freedom of movement 
of capital. In those given circumstances, for a small 
economy to join the euro is really very advantageous 
because, for a small economy which is very integrated 
and with freedom of capital movements, the exchange 
rate cannot play a very effective role in those 
circumstances for a small economy. If the exchange rate 
is used, say, to devalue, then, in the very open integrated 
economy, inflation jumps and the real exchange rate 
cannot change very significantly. So for such a country 
to reap the benefits of the decrease in transaction costs 
and lose the exchange rate is not a very big cost.

There is some misconception that an optimal currency 
area would have to be made up of countries at the same 
level of development. The very important point is that, if 
the level of productivity i s  lower than in the other 
members, then the level of income and wages in that 
country or zone must be attuned to the level of 
productivity of that economy. That is why successful 
participation in a monetary union hinges on two aspects 
from a macroeconomic point of view: first, taking care 
of developments of unit labour costs and, secondly, 
using fiscal policy at all times in an anti-cyclical way, 
because that is the remaining instrument of macro policy 
that the country has at its disposal.

2-029

Othmar Karas (PPE). – (DE) Chair, Governor, I am 
pleased to be able to have a second discussion with you 
because this is not just a matter of your assessment, but 
also concerns comparison. After the first hearing you did 
not really push for the nomination. It is therefore good 
that we now have a second round in which a few 
questions have already cropped up.

Firstly, you initially said that you would never comment 
on a Member State’s level of expenditure. I hope you did 
not seriously mean that. After all, if the public finances 
of the Member States infringe the Stability and Growth 
Pact then of course you absolutely must comment on the 
Member States’ expenditure.

Secondly, as regards a European Monetary Fund you 
said you could not understand why it might be needed 
and what could not be done without it. How is it then 
that Greece has a problem if it wants to access funding 
and this i s  not forthcoming from the International 
Monetary Fund?

Thirdly, you said that the ECB has no responsibility for 
supervision. I would therefore ask whether you are in 
favour of a European supervisory authority that would 
have the final say in the event that the national 
supervisory authorities cannot reach agreement?

2-030
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Vítor Constâncio, Vice-President designate of the 
European Central Bank.  Regarding the first question, 
perhaps I was misunderstood because what I said is that 
I will not comment on that level as such.

It is a different matter to assess the situation of public 
finance in the country and, in particular, the deficit and 
the level of the debt. If a country has an excessive deficit 
and an excessive debt level then I will of course argue 
against it – as I have done in my own country as 
Governor of my Central Bank – but I will not dwell on 
the precise measures that have to be taken. That is the 
remit of the Commission as guardian of the Stability 
Pact.

But of course I am constantly making comments on the 
fiscal policy of my country and criticising excessive 
deficits and so on, and I will continue to do so at 
European level. There is no question about it. But I will 
not make pronouncements in isolation about the level of 
expenditure. That was the sense of my previous answer.

Regarding the European Monetary Fund, it i s  still 
unclear to me what this European Monetary Fund could 
do that could not – and should not – have been done by 
the guardian of the Stability and Growth Pact and the 
peer pressure of other member countries regarding the 
fiscal policies of member countries and of Greece in 
particular.

As I said, in my view it is not necessary to revise the 
Treaty to create such an institution. It can be done as a 
reinforced cooperation, respecting of course all the 
articles of the Treaty, including Article 123 with its so-
called ‘no bailout’ clause. But we have to understand 
what a bailout means. The Article says that it is 
forbidden for the Monetary Union or a country to 
assume debt from another member country or any public 
entity of another country, to take measures to reduce or 
give a subsidy or to reduce and to assume the 
responsibility of debt of other countries.

That is forbidden, but of course credit is not a bailout. 
Credit is credit. If credit is given at interest rates that are 
normal, not subsidised, then of course debt cannot be 
construed as a bailout because Greece or any other 
country will still have to pay all its debt and will have to 
pay interest at normal levels. So it is not a bailout. In 
some circumstances it can be just short-term liquidity 
support. It is not a bailout and, in my view, we have to 
be clear about that.

If it is considered at European level – at the proper level, 
I mean the Council – that we need a new mechanism in 
order to provide that type of support, then I am in favour 
of it. I think that it would be possible to do so under the 
present framework, but if it is recognised by the proper
authorities that it is not possible, then I will be in favour 
and no Treaty revision would be required.

2-031

President.  I think we have got two things still pending 
from that question. One was ‘EU last word’ and the 

other was ‘why not go to the IMF, not the EMF?’, so 
maybe you can deal with them when somebody else asks 
them in due course.

2-032

Rachida Dati (PPE). – (FR) Madam Chair, I would like 
to make just two comments. Yesterday the President of 
the ECB was telling us right here that we had built 
Monetary Union together and it was a common destiny 
that we shared. I would like your opinion on the means 
implemented to resolve the Greek crisis. Do you think 
that European countries should commit to the aid plan 
for Greece from this week onwards? Bilateral loans 
aside, do you see an appeal to the International 
Monetary Fund as conceivable? That i s  Jean-Claude 
Juncker’s suggestion, anyway.

If I ask you this question about the Greek case, it is also 
because it forces us to think about the future of the euro 
area and how it works. It also makes us think, in 
particular, about the lack of coordination of economic 
policy in Europe. This definition has been interpreted in 
various ways. How do you define and understand it?

As far as everything else is concerned, Madam Chair, 
Parliament i s  not a caste and our colleagues do a 
difficult enough job to be treated with the appropriate 
amount of consideration for the parliamentarians that we 
are.

2-033

Vítor Constâncio, Vice-President designate of the 
European Central Bank.  Thank you very much for 
your questions. If you do not mind, I will answer in 
English, because I can be more precise and quicker if I 
do it in English.

Regarding the IMF, as I think President Trichet has also 
made clear, I am not in favour of saying that Greece 
should go to the IMF for a programme.

We must be aware of what the IMF does. The IMF does 
two things. First, it defines and imposes a programme of 
adjustment on a country. This has been done by the 
European institutions. Greece had to revise their initial 
programme twice as a result of the pressure of European 
institutions, and the programme Greece now has is not 
different from the one the IMF would recommend. I 
even presume that the programme would be the same. 
So, no added value from the IMF in that respect.

The second thing that the IMF does is to lend money, 
which would never be enough for the annual needs of 
Greece or its needs next year. The role of the IMF is to 
be a catalyst, to impose programmes on countries, 
provide some money and then expect that, as a result of 
that, the country will regain access to the financial 
markets.

That is something that Europe can and should do. So my 
point is that a member of the euro area going to the IMF 
could be interpreted internationally as some sign of 
weakness of our institutions, of our framework of 
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monetary union, and that is detrimental to the euro if it 
happens.

The point is, I do not see the need. We have the means to 
do it ourselves. Why involve other institutions? It is very 
important that we provide the answers, and of course 
Greece does not need a bailout. Greece has approved its 
programme. Greece went to the market after that and 
paid more, but the credit risk is higher, so it is normal 
that it pays more to have access to the market. If short-
term liquidity support is necessary, Europe in my view 
has the instruments to do it. It has nothing to do with a 
bailout, because Greece will have to continue to assume 
all its debts and pay normal interest rates on those debts.

So no bailouts, but help and assistance and programmes 
of adjustment that Greece has been willing to adopt, 
meaning that the European framework is  capable of 
dealing with the problem.

2-034

Nuno Melo (PPE). – (PT) Dr Constâncio, I would point 
out in Portuguese, which is also an official language, 
that Article 3(3), Article 9(2), and Article 14(3) of the 
Protocol on the Statute of the European System of 
Central Banks and of the European Central Bank, 
explicitly state that in terms of the prudential supervision 
of credit institutions, the European Central Bank will 
take appropriate measures to ensure compliance with all 
guidelines and instructions, and can demand all 
necessary information (I am referring to the Protocol, 
not the Treaty).

Fortunately cases like those of the Banco Português de 
Negócios (BPN) and the Banco Privado Português 
(BPP), one nationalised and the other with depositors 
who still cannot access the money that they have 
invested, under the guise of supervision, do not occur in 
most European countries. Do not worry, Governor, I am 
not criticising national supervision. My question applies 
specifically to the European Central Bank, and it is this: 
whether, in the light of what has happened to the BPN 
and what is  happening to the BPP, where there are 
people who cannot access their money, as they should be 
allowed to do, the European Central Bank gave any 
instructions about supervision or asked for any 
information from the Bank of Portugal from 2002 to the 
present, about the fact relating to prudential supervision. 
I mean, Madam Chair, prudential supervision.

Lastly, I would just like to ask, Governor, how you view 
these articles upon becoming Vice-President of the 
European Central Bank, in terms of the way in which the 
European Central Bank can ask for these instructions 
and hand over information, or choose not to.
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Vítor Constâncio, Vice-President designate of the 
European Central Bank.  In the first place, the Treaty 
is  very clear. It says in the Treaty that only a new 
decision taken unanimously by the European Council 
can give the ECB supervisory functions. No protocol can 
override that article of the Treaty.

What it says is that the ECB must, of course, collaborate 
and give support to the supervisory role in Europe, but 
the ECB as such has no competences: the competences 
have not been given to the ECB.

By the way, President Trichet wrote to you and 
answered your questions, precisely the same ones you 
just asked, saying what I am saying: that the ECB has no 
responsibility in this area as such. It has to collaborate, 
to support, but it has no competences. So no questions 
were asked – as President Trichet wrote to you 
explaining that no questions were asked – because the 
ECB is not involved in that role.

Regarding what you said about people not being able to 
access deposits: it is not true in the case of BPM and, as 
you know, what is involved in the case of BPP is not 
deposits – it is products of capital markets as it has been 
assumed by the Securities Supervisory Authority, and 
those were products that were under their supervision. 
They are not deposits.
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Antolín Sánchez Presedo (S&D). – (ES) 
Mr Constâncio, I greatly appreciate your approach and 
your professional competence.

I wanted to focus on the way out of the crisis. Mr Trichet 
said yesterday that inflation was not within the policy-
relevant horizon for the European Union. If this is the 
case, my question is  how will the European Central 
Bank help achieve European Union goals? Re-
establishing credit, for example: re-establishing credit is 
essential to recovery. Do we have any guarantee that the 
European Central Bank will not cut off the flow of funds 
and make this task more difficult?

Secondly, public finances. Public finances must clearly 
be consolidated, but we must avoid this bringing about a 
contraction if it is done disproportionately. How can the 
European Central Bank help ensure this does not 
happen?

My third question relates to aspects concerned with the 
G20, in the sense that financial entities must help fund 
the charges determined. I believe that we must begin by 
drawing a distinction between those who have received 
aid and those who have not because I believe that those 
who have not received aid must be treated differently 
from those who have.

This is something for discussion in the future – you 
spoke of a rescue fund – and my question is: do you 
rescue or pay? Do you offer guarantees to depositors?
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Vítor Constâncio, Vice-President designate of the 
European Central Bank. As I said before, the fact that 
we have now embarked on reducing somewhat the kind 
of facilities that we have created to provide liquidity to 
banks has not been in any way detrimental to the 
situation of the banks.
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In the first place, you may recall that, in spite of our 
decisions, so far there have been no changes in money 
market rates. Rates over the yield curve have not 
changed as a result of the measures we took. As I said 
before, we took them because they are no longer 
necessary. Interbank money markets are now 
functioning and so banks have the liquidity they need. 
They have not been curtailed by the start of the exit 
strategy that we have decided.

So, if there any problems with the developments of 
credit, they have nothing to do with liquidity provision 
by the Central Bank, as any survey that is regularly 
conducted shows very clearly. It i s  unfortunately 
impossible to disentangle from the development of 
credit, which has decelerated, the effects of demand –
which goes down in recession – and the effect of supply 
restrictions that banks may have introduced. We cannot 
really know what is the more important explanation.

Regarding public finance and whether it can be 
concessionary, as I said: the packages that were 
approved were not very big. I think it is important also 
to take into consideration that there is a medium and 
long-term perspective. Medium-term and long-term 
interest rates are determined by the markets. If the 
markets consider that there i s  a huge problem 
concerning public finance in the future as a result of 
these recent deficits, then they may increase medium-
and long-term rates. That would be detrimental to 
growth and to the recovery so there are two sides to that 
coin.

I think that now we have lived through the acute phase 
of the crisis, it is proper that countries really start to 
consolidate public finance. This may have a positive 
impact on medium- and long-term interest rates, which 
is also very important for the recovery.

Finally, regarding the European resolution fund, the 
contributions will have to be provided by banks in 
general, because this is the kind of role played by the 
FDIC for many banks in the US. Restructuring and 
resolution are not liquidation. It is preferable, if possible, 
to restructure, to recapitalise and then, if need be, to 
resell the institution after intervention without 
liquidating it. Only in extreme cases will liquidation be 
necessary. Since the beginning of the crisis, the FDIC 
has dealt with more than 400 banks in the US – some of 
them very big in relation to banks in European countries 
– in a very smooth way.
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Edward Scicluna (S&D). – Mr Constâncio, you gave 
an excellent overview of the literature regarding the 
criteria for an optimal currency area. I agree with them. 
However, having said all that, finally we must admit that 
Greece is not California. In other words, the lack of 
political union or the ‘central fisc’ does not help.

Our unique European common currency is what it is: we 
cannot do anything about it. So that puts more the onus 
on the importance of very strong surveillance when it 

comes to the Growth and Stability Pact and the 
excessive deficit procedure.

Now, from your point of view, how do you think we can 
strengthen that, or how would you be satisfied? They are 
so important for the success of the euro.
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Vítor Constâncio, Vice-President designate of the 
European Central Bank.  Of course, Greece is  not 
California, but let me remind you not of California, 
which is also going through a fiscal crisis, but of New 
York many years ago.

New York also had a problem, and Washington – the 
federal state – refused to help, so New York had to 
devise its own reforms and measures in order to restore 
its credibility with the markets, which it finally did. So 
that can also happen in a country, in a monetary union 
that also has political union and, as I said, the federal 
government did not help New York in its near 
bankruptcy or difficulty in accessing the markets.

This means that what is necessary are mechanisms that 
ensure that there is sufficient pressure for a member 
country to adjust, to take the measures. What is 
particularly unfortunate in the case of Greece is that the 
problem was not fully identified before. It should have 
been, and measures should have started earlier in such a 
way as to make things easier for everyone, including for 
Greece.

But the instruments are there to force a member country 
to adopt the measures. If we need to strengthen, it is with 
regard to the preventive arm of the Stability Pact in the 
first place and possibly – but I have my doubts – to 
reinforce some type of sanctions. Although some 
sanctions, in the end, are very difficult to apply, so it is 
the preventive arm of the Stability Pact that has very 
much to be strengthened.

Countries – members of a monetary union, which is in 
itself a form of political union if other elements are 
excluded but in itself i s  sharing the currency – a 
traditional major role of the state – all countries have to 
understand that we all share and lose some sovereignty 
when we join a monetary union, and any member 
country that does not behave according to the rules has 
to accept more interference in its own affairs in order to 
make the adjustments that are necessary.

All institutions, including the European Parliament, must 
be very vigilant to ensure that will happen in the future 
and avoid having the sort of situation we have now. 
Very strong surveillance, as you said, i s  absolutely 
necessary.

2-040

Olle Schmidt (ALDE). – We are very equal here so we 
decided at the last minute.

Would you say that the main problem in the Greek 
situation now is speculation?
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And we are judging not only if you are a skilful 
economist but your general judgements. Having listened 
to you for a couple of hours, from a general point of 
view, I wonder if you believe in a transparent market 
where we have better supervision or if you would prefer 
to ban different products.

You mentioned some products that you think should be 
banned, should be forbidden: naked short-selling for 
instance, CDFs, CDS, and so on. I could mention that 
Mario Draghi and Mr Trichet yesterday were a bit more 
cautious in saying that banning is the best result.

I should say that I am a liberal and I do not believe much 
in banning because next time you have to ban another 
product.
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Vítor Constâncio, Vice-President designate of the 
European Central Bank.  No, I do not. Let me explain.

In the first place, the Greek problem is not the result of 
market speculation. That is very clear, even as regards 
the CDS Premium on Greek debt – even given the 
problems that I raised about these instruments – as the 
market for CDSs on sovereign debt is very small. It 
cannot really significantly influence the kind of spreads 
that the sovereign debt is paying in the bond market 
itself. So it is not the result of speculation.

I am not in favour of banning products. What I said in 
my introductory statement is that, in particular, CDSs 
should move to an organised market. They should not be 
banned but moved to an organised market. I do not have 
a final position on this, as I made clear. I think that 
serious thought must be given – again, as I said there –
to the possibility of banning naked short-selling of 
CDSs, not of other instruments.

I am not talking about any other financial instruments, 
but about CDSs because of the particular nature of these 
instruments. They are supposed to be an insurance 
instrument. However – as any book on the crisis shows 
very clearly – this purpose has been abused in practice. 
They have been used for other purposes, and this is 
important in respect of corporate debt – not so much 
sovereign debt – but their use in that role forms part of 
the crisis and the demise of several institutions.

So the initial concept of CDSs – which was a good 
concept – has been misused, and the fact that they are 
not traded in an organised market has made that all the 
more possible. I am in favour of transparency and 
organised markets, as I say in my statement.

Regarding naked short-selling, for instance, there are 
some commentators and even good economists – I can 
quote the President of the CPR, Richard Porter – who 
have written in favour of banning the naked short-selling 
of CDSs, not of other instruments.

What I said is that I am not in favour of a total ban. The 
total banning of naked short-selling would kill that 

market, because market makers – as I say in my 
statement – if they are to be market makers, when they 
sell a CDS to an agent with a genuine insurance interest, 
they then have to cover themselves – to hedge – with 
other agents. So the market maker has to carry out naked 
operations, to hedge, and that should be allowed. Even if 
a ban were to be considered, in my view it could not be a 
full, complete ban on naked short-selling for this 
technical reason.

So those are my exact views and opinions. As you see, 
they are not so very different from what Governor 
Draghi and President Trichet said recently.
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Sophie Auconie (PPE). – (FR) Madam Chair, 
Mr Constâncio, ladies and gentlemen, I note that the 
treaties do not currently allow the issuing of Eurobonds. 
Let us imagine, however, that we modified the treaties 
and could issue Eurobonds. I would like to know what 
you think about the issuing of Eurobonds.

I believe that Eurobonds could form part of a 
coordinated strategy to emerge from the crisis. They 
offer a competitive interest rate for states, as well as 
meaning the suppression of the moral hazard. In short, 
they perhaps offer several means of intervening in the 
current crisis.

What do you think, not about Europe’s capacity to issue 
these Eurobonds, but about the opportunity presented by 
their issue?
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Vítor Constâncio, Vice-President designate of the 
European Central Bank.  (FR) I believe that I have 
already answered that question. I do not believe that 
Eurobonds can be created to cover the debt of a 
particular Member State. The Union should not be used 
as an instrument for taking on the liabilities or debts of a 
Member State, because that would be against 
Article 1(23). I do not think that it is recommendable to 
use Eurobonds to contribute directly to resolving or 
alleviating the problem of the sovereign debt crisis.

Nevertheless, I have also said that the problem is 
different when we are thinking about European 
investment programmes which will benefit Member 
States in general, such as, for example, spending on 
infrastructure as part of a programme that has nothing to 
do with sovereign risk or the problem of the debts of a 
Member State. In that case, we could envisage the 
possibility of using this instrument; I am not opposed to 
it.

The European Investment Bank could even issue bonds 
to finance its activities within the Union. We could 
increase the number of activities of this sort during 
periods of crisis. There is nothing to prevent that from an 
economic point of view and I am not opposed to it being 
used in this way. There must not, however, be any 
confusion with the current sovereign debt crisis in 
certain Member States.
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2-044

Pervenche Berès (S&D). – (FR) Mr Constâncio, 
regarding Article 123, I ask you not to forget 
Paragraph 2, which makes it clear that:

2-045

‘Paragraph 1 shall not apply to publicly owned credit 
institutions which, in the context of…’ – you know the 
end of this article.

2-046

(FR) That paragraph i s  necessary when interpreting 
Article 123.

Regarding credit default swaps (CDS), you indicated 
that you are not against the banning of short-sold CDS, 
but that you are otherwise very doubtful about banning 
the sale of products. The public – whose members are 
not stupid – does not understand why, in the spheres of 
food, road safety and many others, there are toxicity 
tests for products and the possibility exists of 
withdrawing products as soon as they become toxic. Do 
you not think that it is time for us to give a tiny bit of 
consideration to this in finance as well?

On your packed and exhaustive schedule you point to 
ten and then a further four propositions issues. One of 
the great difficulties that we are encountering is that all 
this is taking place in a vacuum. Yet we can see clearly 
that issue of knowing how to reorient the regulation of 
the financial markets to make them useful to the real 
economy is completely missing from the fourteen points 
that you mentioned. In particular, there is no mention of 
dialogue with long-term investors and with both sides of 
the labour relationship.

I am not going to criticise the Basel Committee for not 
doing so – that is not its role – but the result is that we 
have legislation that is inspired by the central banks in 
the Basel Committee and is then declined as a golden 
rule as, fundamentally, democratic debate has not taken 
place. As a central bank, is that of concern to you?

There is one further issue, which you have not tackled at 
all. The President of the ECB – potentially your future 
President – Jean-Claude Trichet still tells us: ‘a strong 
dollar is  in the interests of the US economy’. What 
conclusions do you draw from that for European Union 
exchange policy?
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Vítor Constâncio, Vice-President designate of the 
European Central Bank.  If you allow me I will answer 
you in English. As I said, it is quicker and more precise. 
My French is a little bit rusty.

As regards financial products and the prior authorisation 
of financial products – because that is what you were 
hinting at – I do not believe it is really possible or 
advisable to do that.

For instance, take CDSs. As I said, CDSs, when they 
were born, were a good idea. No one could foresee at the 
beginning the kind of uses they were later to be put to. 

So it is very difficult. It is not like chemistry, where we 
can know if it operates or not. It is more uncertain.

So that i s  one thing: I do not see that the prior 
authorisation of financial products is advisable. What is 
of course necessary, as I and others are now proposing, 
is to end the present CDS market. Even Myron Scholes –
and you cannot get anyone more pro-market and liberal 
than Myron Scholes – even he, the Nobel Prize winner, 
has said we must kill the present CDS market. And, of 
course, move it to an organised market, as I said, so that 
once the authorities see that a product is misbehaving or 
is used in an improper way, then they should intervene 
early on.

That market was totally ‘over the counter’. In notional 
terms it attained 62 trillion at its peak. At a certain stage 
when these processes were happening very quickly, the 
New York Fed made public knowledge that even the 
accounting departments within the institutions that were 
the big players had no time to really process all 
transactions.

So these instruments should have been subject to 
intervention before, when it was clear that there were 
problems. Warren Buffett called these CDSs ‘financial 
instruments of mass destruction’. A timed intervention is 
necessary, but not prior authorisation of products. It is 
very difficult to analyse if they are going to work well, 
or if they are going to be abused. But of course very 
strict monitoring of the situation must be applied.

Regarding what is being prepared in various places and
i s  mentioned in my list, you criticise the lack of 
dialogue. Well, first of all, nowadays everything is more 
or less transparent. You can get all the documents and all 
the discussions that are going on.

And the Basel Committee does not make law. Whatever
the Basel Committee ends up proposing has to be 
adopted as law by the different countries in the world 
and by the European Union, with its democratic 
institutions and in the framework we have. So the Basel 
Committee has to work. It is a technical level, it makes 
proposals.

Then legislation must be prepared, and it can be 
different from these proposals, and it i s  up to the 
European Parliament to participate with its powers in 
that process of transforming these proposals into law.

Regarding the exchange rate policy, well, you know, for 
big countries or big economic areas like the euro area, 
the regime of foreign exchange policy is a floating 
regime. We have a floating currency. There is no fixed 
exchange rate. There are no ranges or anything. We live 
in a regime of floating exchange rates.

That is adequate for big economies and big economic 
areas like the euro area. So, as such, there are very few 
instruments of what you have called exchange rate 
policy. There are so-called verbal interventions: for 
example the expression that has been used by the US 
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authorities, that a strong dollar is in the interests of the 
United States, is a sort of verbal intervention. But it is 
not a concrete instrument operating immediately in the 
foreign exchange market. That does not exist for a 
currency that is subject to a floating regime.

Monetary policy in general affects the exchange rates, 
but, as you know, the exchange rate as such cannot be 
made a target of monetary policy.

So monetary policy cannot and should not be used to try 
to keep the exchange rate at a certain level. It cannot be 
done; it is not advisable. So the instrument of last resort 
is real intervention in the foreign exchange market when 
the exchange rate deviates too much from what can be 
considered a reasonable level.

These are very rare events. We did it in 2000. I was 
already a member of the Governing Council when that 
happened, but we did it in coordination with the US 
because otherwise it could not be very efficient.

Japan has intervened unilaterally in the foreign exchange 
market several times during the last decades, without 
very significant effects. So we need coordination with 
the other party on their exchange rate, and we did it 
when the euro attained USD 0.83 which was not 
adequate at all and finally our intervention with the US 
really had an effect.

But these are rare events. So exchange rate policy is not 
something that is done on a daily basis. We are in a 
floating rate regime and that is it.
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Chair.  That concludes the questions. I will just remind 
Members that we have a discussion here at 15.00 
concerning the appointment of the Vice-President. That 
i s  an in camera meeting so it i s  for Members plus 
political group assistants only. That is from 15.00 until 
15.30. If there is anybody who wants to come, but who 
cannot come, I am sure they can send a note or give 
somebody else a note of anything they want said.

(The meeting closed at 12.35.)
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