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Chair. – I welcome the ECB President, Christine Lagarde, to this second monetary dialogue of
2020. Since the last time she attended a hearing with the Committee on Economic and Monetary
Affairs (ECON Committee), the scenario has changed dramatically at the global level. That was
6 February, and at that time the economic forecast was still for moderate growth for the euro
area. Only a few weeks later, an exogenous shock of tremendous proportions sharply pushed
the world towards the most severe economic crisis since World War II. Euro system staff
macroeconomic projections published on 4 June show that, in the baseline scenario, real GDP
for the euro area should fall by 8.7% in 2020 before rebounding by 5.2% in 2021 and by 3.3%
in 2022. This corresponds to a revision compared to the previous ECB staff projections of last
March of minus 9.5 percentage points of GDP for this year and upwards of 3.9 percentage
points for 2021 and plus 1.9% in 2022. According to the June staff macroeconomic projections,
annual harmonised indices of consumer prices in the baseline scenario should correspond to
0.3% in 2020, 0.8% in 2021 and 1.3% in 2022. In March 2020, staff macroeconomic projections
put HICP inflation at an expected 0.8 percentage points higher this year, 0.6 percentage points
higher in 2021 and 0.3 percentage points higher in 2022. Based on this scenario, on 4 June the
Governing Council further expanded and prolonged ECB monetary measures with the aim to
‘contribute to maintaining favourable financing conditions for all sectors and jurisdictions in
order to underpin the recovery of the economy from the coronavirus fallout’. The most relevant
measures probably consist of the increase by EUR 600 billion in the pandemic European
purchase programme (PEPP), whose envelope already amounted to EUR 750 billion, and the
extension of that programme until the end of June 2021.
Before leaving President Lagarde to present in further detail the decisions taken at the last
meeting of the Governing Council, I would just like to highlight some lessons that we can learn
from the current crisis. First, the importance of the euro and of the single market, which are not
only the core of European integration, but also the key element of any economic perspective
for the European Union in global competitiveness. Second, the crucial role played by European
and national public authorities in guaranteeing confidence between different countries, financial
institutions and operators during the pandemic. Third, the need for an appropriate mix of
monetary and fiscal policy at the EU level to support the economy along a sustainable growth
path during these times of geopolitical turbulence and low inflation rates.
The usual preparatory work with our panel of experts focussed this time on the following topics
selected by the ECON Committee coordinators: the ECB’s mandate; perspectives on general
economic policies; and the international role of the euro. On the second item, the ECON
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Committee has actually decided to issue an own-initiative report separate from our usual annual
report on ECB activities. I believe that all this parliamentary work will continue to develop in
a constructive spirit of cooperation between Parliament and the ECB. This committee has
always taken very seriously its responsibility in scrutinising ECB decisions in the area of
monetary policy through our monetary dialogue, in line with the legal and institutional
framework laid down in the Treaties. I believe that we will continue to exercise our role with
the same commitment thanks also to the excellent and well-established cooperation between
the European Parliament and the ECB.
We have many issues to discuss today, but before giving the floor to President Lagarde let me
just remind you of the procedure that will be applied for this exchange of views. First, we will
have the introductory remarks by President Lagarde for about 15 minutes, and then we will
have five-minute question and answer slots of two minutes maximum for the question and three
minutes maximum for the answer. In the first round of questions, each political group will have
one slot and thereafter we will apply the d’Hondt system which determines the order of
questions by political groups. If time allows, we will have catch-the-eye questions, taking due
account of the weightings of each of the political groups. I would please really ask you to strictly
respect the time given to you. It is very challenging to hold these kind of hearings and dialogues
remotely, on a platform, so please try to keep to your times.
I now open the debate. President Lagarde, you have the floor for 15 minutes.
1-004-0000

Christine Lagarde, President of the European Central Bank. – Madam Chair, I bid a good
afternoon to all the honourable Members of the Committee on Economic and Monetary Affairs
Committee. Ladies and gentlemen, I very much appreciate the opportunity to speak to you today
at my quarterly hearing before this Committee as ECB President, although I have to say that it
feels very different from the last time we were together in each other’s presence. Nonetheless,
as Charles Dickens would have said in Great Expectations, ‘It was the best of times, it was the
worst of times’. In both best and worst of times, I highly value those moments when we can
exchange views, have a dialogue, where I can address the questions that you have and where I
can hear the concerns that are yours.
Since the last monetary dialogue in early February, Europe has entered a crisis of unprecedented
scale. I am tempted to borrow the characterisation that you have given to this crisis, Madam
Chair, a crisis that as you said is unprecedented in peace time, a crisis that is nobody’s fault,
that is of no one’s making in multiple ways, and a crisis that is affecting everybody, which is
why we call it a symmetric crisis or symmetric shock. Overcoming the crisis and mastering the
recovery will require, has required already, extraordinary action at both national and EU levels.
In my remarks today I will provide an overview of the economic outlook for the euro area and
I will also explain the ECB’s monetary policy decisions in response to the coronavirus crisis
that we are facing, and then I would then like to share some considerations on the policies
needed to support the European recovery. Because this is the topic you picked a few weeks ago,
I will also say a few words about the international role of the euro – although on that particular
topic you will have more insights and better and deeper analysis very shortly because we will
be publishing a report in the course of the next few days. It will be on the ECB website this
week.
So let me start with the current economic outlook and ECB recent decisions. The COVID-19
pandemic and measures to contain the spread of the virus have caused an unprecedented
contraction of economic activity in the euro area.
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Let me start with what we are fairly confident about. Contraction of GDP in the first quarter of
this year is 3.8%, our new staff projections see it shrinking by 13% in the second quarter. But
despite bouncing back later in the year and recovering some of its lost ground, the euro area
real GDP is now projected – as you indicated, Madam Chair – to fall by 8.7% over the entire
2020, before it starts recovering in 2021 with growth projected at 5.2% and in 2022 with growth
projected at 3.3%.
Two remarks in that respect. We are probably the first large central bank to actually offer a
projection. Most of our colleagues so far, and many other institutions, have actually used
scenarios. This one is our projection and it is the slightly revised middle scenario of the three
scenarios that we had used in the last comments that we made about the economic outlook. We
have still kept our two other scenarios – the mild one, quite unlikely, and the severe one,
hopefully unlikely – but we have those two out there, and they were published on Thursday of
last week.
The sharp drop in economic activity that I have just mentioned – our forecast -8.7, +5.2, +3.3
over the course of 2020, 2021, 2022 – also clearly has a bearing on the euro area inflation. Yearon-year, HICP inflation declined in April by 0.3% and 0.1% in May, mainly due to falling oil
prices. Looking ahead, the inflation outlook has been revised downwards substantially over the
entire projection horizon. In the baseline scenario, inflation is projected to average 0.3% in
2020, before rising slightly to 0.8% in 2021, and further to 1.3% in 2022.
The monetary policy measures taken by the ECB in March were critical in removing the tail
risk of the COVID-19 pandemic and the ensuing drop in economic activity morphing into what
could have been a financial crisis. Since March, that risk has receded materially. However,
financial conditions are still tighter today than at the outset of the COVID-19 pandemic.
Taken together, two main factors called for additional monetary policy easing: one, the
deteriorating inflation outlook threatening our medium-term price stability objective, and
second, the unwarranted tightening of financial conditions. The Governing Council last
Thursday decided to increase the amount of the pandemic emergency purchase programme that
many of you know as PEPP. It was decided to increase by an amount of EUR 600 billion to a
total of EUR 1 350 billion. Decision No 1 was to increase the PEPP. Decision No 2 was to
extend the net purchase horizon until at least the end of June 2021. And decision No 3 was to
reinvest maturing assets acquired under the programme until at least the end of 2022. So a threepronged approach was taken.
Two specific aspects of the PEPP made this programme the most appropriate tool in our arsenal
to step up the monetary policy impulse. First, in line with the execution of the programme over
the past two months or so, the in-built flexibility of the PEPP purchases can still play a key role
in market stabilisation, safeguarding the smooth transmission of monetary policy across asset
classes and among jurisdictions. Second, asset purchases are particularly effective in easing the
monetary policy stance in the current crisis environment because they can directly affect market
funding conditions for companies and the price of credit for households and for small and
medium-sized businesses.
The increase in the envelope for the PEPP adds, of course, to the comprehensive package of
monetary policy measures that we have implemented in response to the COVID-19 crisis.
I might say a few words about those because we have not seen each other, we have not really
talked to each other since that, so in addition to substantially scaling up our asset purchases, we
are providing liquidity at much more favourable conditions through our credit operations. The
targeted longer-term refinancing operations – also known as TLTRO III – is the most prominent
and effective among them, as it allows to support bank lending to those affected most by the
spread of the coronavirus, in particular small and medium-sized enterprises. In addition to that,
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we have significantly eased collateral requirements, to make sure that banks can make full use
of our credit operations and help sustain the flow of credit.
All these measures will support liquidity and funding conditions in the economy and help
sustain the flow of credit to households and to firms, including the very small firms.
Maintaining favourable financing conditions for all sectors and jurisdictions will underpin the
recovery of the economy from the coronavirus fallout.
Our crisis measures are temporary, targeted and proportionate. Their temporary nature is
reflected, for example, in the net purchase horizon of the PEPP, which is expected, as I have
said, to run at least until the end of June 2021, and in any case until the Governing Council
judges that the coronavirus crisis phase is over. So they are temporary but they are also targeted
to the specific shock and contingency at hand, aimed at repairing the economic hardships
wrought by the pandemic. And they are proportionate to the severe risks to our mandate that
we are facing.
The measures we have taken in response to the COVID-19 crisis underscore the Governing
Council’s continued determination and readiness to adjust all of its instruments, as appropriate,
to ensure that inflation moves towards its aim in a sustained manner. We remain fully
committed to our mandate, that is beyond question. So allow me at this point to spend a few
words on this, as it is the other topic you have chosen for today’s hearing.
The ECB received a primary objective from the drafters of the Treaty: that of maintaining price
stability. Without prejudice to this priority, the ECB shall support the general economic policies
of the European Union. Indeed, price stability, the primary mandate, goes hand in hand with a
healthy economy and a sound financial system, and this is reflected in the measures taken by
the ECB in recent years in pursuit of price stability. These measures have not only prevented
the economy from entering depressed and deflationary conditions, but they have also
contributed to supporting employment and to reducing financial stability risks.
In this context, the ECB has to, of course, constantly evaluate whether its policy measures
achieve their intended purpose. This assessment also includes analysing potential side effects
of the measures considered and determining whether alternative instruments might be more
efficient in attaining the objective. In my first hearing before the Committee before I was
actually nominated – that was, if I recall, in September 2019, in another world, in a way – I did
refer to this assessment that people sometimes refer to as proportionality assessment. I did refer
to ‘cost-benefit analysis’, that’s what we do.
More generally, the ECB continuously monitors the proportionality of all its instruments. Such
assessments are conducted regularly, as reflected in the monetary policy accounts, as reflected
in multiple speeches, and not least – because this is critically important – in the dialogue and in
the exchanges that we have with the European Parliament, as we have today. The ECB’s
strategy review, which I also mentioned in that first hearing and which I have discussed in
subsequent hearings, will also play an important part in these ongoing efforts. For instance,
consider our decision to expand the volume of the PEPP: on the basis of solid analysis, we
determined that asset purchases are a particularly effective tool in the current environment.
Given the still fragile state of transmission, they are also more efficient than alternative
instruments, as they have a more direct impact on the borrowing conditions faced by households
and firms.
Given the continued disruptions caused by the pandemic, the net effects to be gained from the
PEPP expansion are overwhelmingly positive.

08-06-2020

5

The additional asset purchases will contribute to easing credit conditions for the private sector
and thus support viable businesses in continuing to operate and in retaining as many workers
as possible. This will help to preserve jobs, which is the most important factor determining the
income and financial security of individuals and families in the euro area. Our measures play a
key role in supporting credit intermediation through banks, not least since the business
prospects of the banking system depend first and foremost on the macroeconomic outlook.
Finally, our decisions will make sure that higher borrowing needs by fiscal authorities
associated with the necessary fiscal response to the crisis will not translate into materially higher
interest rates for the private sector.
Overall, the decision to expand the PEPP will prove to have been essential in avoiding an even
deeper recession and in quickening our pathway to normalisation. Our measures to combat the
crisis also build on instruments already in place that continue to provide significant monetary
policy support: our asset purchases under the asset purchase programme, our very low key
interest rates, and our forward guidance that firmly connects our interest rate policy and our
asset purchases to the outlook for price stability.
Allow me to conclude, Madam Chair, with just a few words on the priorities for the recovery.
I believe that the ECB measures will continue to be crucial in supporting the return of inflation
towards our medium-term inflation aim after the worst of the crisis has passed and the euro area
economy begins its journey to economic recovery.
Faced with that extraordinary shock, we need extraordinary measures. The EU budget can play
a key role in mobilising the necessary resources and putting them to productive use. To do so,
it will have to be ambitious – not just in size, but also in its priorities and its effective
implementation.
The European Commission’s proposal for a revised Multiannual Financial Framework and the
Next Generation EU are decisive in this regard. And we should not forget that the largest
supranational issuance in euro ever announced that is associated with the proposal could also
have a positive impact on the international role of the euro.
It will be important to adopt that package quickly. Setting a clear timeline will give more
certainty and more confidence to citizens, to businesses and to financial markets. Any delay
risks generating negative spillovers and driving up the costs, and hence the financing needs, of
this crisis.
European spending will be most effective if its focus is on projects that add real value from a
European perspective. The primary common interest is to reduce the fragmentation stemming
from the present crisis and divergence in the longer run.
Thanks to the Single Market we are each other’s most important trading partners and customers.
This was true before the crisis and will especially hold true in a global environment
characterised by weak trade and demand. But for the Single Market to work as an engine of
convergence, European companies should compete on similar terms. For our joint benefit,
European spending should aim to re-establish a level playing field and support those most
affected by the crisis.
We also have a common interest in generating the conditions for long-term sustainable growth
and protecting the welfare of European citizens. The crisis can be an opportunity to modernise
our economies to make them fit for the future. The transition towards a greener economy is a
crucial part of this. We have the opportunity to step up the EU’s efforts to achieve its
sustainability objectives by including climate change and sustainability considerations in the
financial response to the COVID-19 pandemic.
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Sustainable finance will be key to the transition to a carbon neutral economy. Today, we
published our reply to the Commission’s public consultation and reaffirmed our readiness, in
line with our mandate, to support the efforts of governments, public institutions and the private
sector. Moreover, our forthcoming report on the international role of the euro finds that the euro
was actually the main currency of denomination for the issuance of green bonds in 2019.
Another key dimension is the digital transformation, and here the recent lockdowns have
accelerated the adoption of digital technologies on a broader basis. Now is the time to expedite
the digital transformation on a more permanent basis and bring the EU to the frontier of the
digital economy. If combined with appropriate reforms at the national level, these measures
will strengthen economic resilience and boost our economies in areas with high cross-border
spillovers.
Let me conclude briefly. Our common response to this crisis, if used to effectively direct
investment towards strategic priority areas, can be a catalyst for realising Europe’s longer-term
vision. Ensuring a successful recovery will require all EU institutions to do their part. I very
much welcome the European Parliament’s call for an ambitious European response. I count on
this House and this Committee to design a strong and effective Multiannual Financial
Framework. At the same time, you can rest assured that the ECB will, within its mandate,
continue to support the recovery with all appropriate measures.
Madam Chair, I now stand ready to answer your questions and those of your colleagues.
1-005-0000

Chair. – Thank you very much. Now we start our Q and A session. Please remember that you
have two minutes, no more than two minutes, and then President Lagarde can respond directly
after the question without me giving her the floor again so we can save some time.
1-006-0000

Markus Ferber (PPE). – Thank you very much, Ms Lagarde. It’s nice to see you in such good
health since we last met back in February.
In the debate on the Federal Constitutional Court ruling, you rightly pointed out that the
European Central Bank is subject to the sole jurisdiction of the Court of Justice of the EU. In
its case law, the Court of Justice of the EU has ruled previous European Central Bank bond
purchase programmes to be legal. In so doing, it showed that these programmes do not work on
a selective basis, with strict purchase limits set for each issue and issuer and with purchases of
government bonds based on central banks’ capital keys and the purchase programme subject to
volume limits and deadlines. As for the PEPP – which you have already presented – you have
now specifically stated that maximum flexibility will be afforded in the purchase limits per
issue and issuer and suggested that there is at least still leeway for increasing volumes.
Hence my question: How can you bring the PEPP programme in line with the case law of the
Court of Justice of the EU? And last week you injected further funds into the PEPP programme,
even though only a third of its resources have been used up. Surely there is then a greater risk
that the European Central Bank will soon run out of ammunition.
It is still difficult, meanwhile, to assess the PEPP’s effectiveness in its first few months. The
effects on the interest-rate curve and inflation seem to be manageable, with studies already to
hand. Against this background, was it not premature to increase this programme by
EUR 600 billion? And can you say a little more about the reasons for doing this it?
1-007-0000

Christine Lagarde, President of the European Central Bank. – Thank you very much for your
question, and yes, I very much welcome your comments about the fact that we are in reasonably
good shape. And I have to tell you that the ECB was not too much affected by the virus.
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We only had 13 of our members who caught the virus and most of them are in good shape, with
a couple of exceptions. But luckily, I managed to escape, which is of course a blessing that was
not necessarily the fate of all compatriots, given the fatalities that we have to regret and the
damage that was inflicted on people and the sacrifices that had to be made by all those who
fought hard and risked their lives to make sure that they could save lives.
But thank you so much for noticing, and I’m pleased that you are also in good form and I look
forward to seeing all of you continue to be so.
You asked me really two sets of questions, but the one that you have focused on is really the
monetary policy instrument that we decided to use last week after having conducted a very
thorough analysis of its effectiveness, of its efficiency and of its proportionality. And this is a
threefold approach that we take in order to select one, or several, of the monetary policy
instruments that we believe will be most adequately suited in order to respond to the situation.
And the situation really helped us identify actually two key factors in order for us to respect our
price stability mandate. Number one: we had a clear issue – having to do with the inflation
outlook. Price stability, as you know – ever since 2003 – is defined by our yardstick, if I may
call it that way, which is inflation of ‘close to but below 2%’.
We had to revisit our inflation outlook, which was pre-COVID and set at 1.6% at our medium
term horizon. This forecast was revised down by 0.3% down to 1.3% and that was the first
factor that triggered our monetary policy response.
The second one had to do with financial tightening, which clearly affected all the market and
that was clearly, despite some improvement, and thanks actually to measures that were taken
back in March, which was certainly tighter than what we had seen back pre-COVID.
So because of these two factors, it was decided that on the criteria of effectiveness, efficiency
and proportionality, under current circumstances of that crisis, PEPP was the best instrument
that we could use and we had to use it in order to address these two factors. And we clearly
hoped to obtain – number one – the easing of the monetary policy stance in light of the
unprecedented contraction in the euro area economy, as well as countering the risk to the
smooth transmission of our monetary policy styles to the real economy.
So it’s with these two elements that PEPP clearly has already demonstrated its efficiency. I
remind you what I was saying in the opening remarks: PEPP, ever since it was determined on
March 18, has actually helped avoid the spiralling down of the financing conditions that we
were seeing at play at that point in time.
So I would simply add – because I don’t want to run out of time and I have already – I just want
to add that extraordinary circumstances call for extraordinary measures. PEPP is definitely an
extraordinary measure. It is temporary. It is targeted. It is proportionate. And we have clearly
analysed it very carefully, and we believe that under those conditions, in response to the current
circumstances, with these two triggering factors launching our effort, we believe that that was
actually the right response.
1-008-0000

Marek Belka (S&D). – Let me first say that the reaction of the ECB to the corona crisis has
been prompt and sizeable, and I commend you for this.
(brief interruption concerning the remote connection)
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However, I have two questions. One is about the prospects of strengthening the role of the euro
in the global market. Are you of the opinion that the recovery fund initiated has such a potential
to create a safe asset, a truly European abundant safe asset, that is the fundamental thing for
increasing the role of the euro?
Number two is about the judgment of the Karlsruhe tribunal. It’s about the substance of how it
is explained – the judgment, or the criticism of the FCC (Federal Constitutional Court) – and
the form.
Which form will the explanation take, and can the European Parliament and the ECON
Committee be helpful for you in this?
1-009-0000

Christine Lagarde, President of the European Central Bank. – Thank you so much Mr Belka.
Hearing your voice reminds me of the good old days when you were a critical figure at the
World Bank and I was trying to help at the IMF.
Strengthening the role of the euro is clearly something that we monitor very closely. In fact, as
I have mentioned, our report will be released and will be available on the ECB website in the
next few days, certainly before the end of this week.
We also support the policies that indirectly strengthen the euro’s global standing and, in this
respect, to continue to stress that the international role of the euro is primarily supported by a
deeper and more complete Economic and Monetary Union, including one reform where you
can play a very important role, which is the Capital Markets Union. Pursuing sound economic
policies in the euro area is also crucial for the euro’s global attractiveness.
What the Commission has announced and some of the priorities that it has identified will, in
our view, strengthen the role of the euro. As I mentioned, the euro already has a head start and
provides possible avenues to strengthen its global appeal. And it’s quite interesting to see the
role that that currency has played in the green bond issuance in 2019. A large majority of them
were actually issued in euro, denominated in euro. The renewed sustainable finance strategy
could also help to consolidate the position of the EU as a global hub for green finance and
strengthen the international role of the euro as the currency of choice.
So, if only in that respect, the euro is already leading the charge. Clearly, as an international
currency – as you will see in the report that will soon be released – the role of the euro is now
stabilising and anything that is conducted by the Commission at the moment, I believe, will
actually be a positive factor in order to support and reinforce the role of the euro as an
international currency and as a strong currency.
On your second point, as Mr Ferber has mentioned, our view is pretty well established: that the
ECB is subject to the European Court of Justice, that the European Court of Justice has actually
ruled back in December 2018 in areas which have been under the review of the German
Constitutional Court.
And, of course, we have taken note of the findings of the German Constitutional Court. We
have, in particular, noted that the judgment that it has rendered has targeted two German
institutions: in other words, the German Government and the German Parliament. And we
indeed hope that, and we are confident that, a good solution will be found by these authorities
in order to address the concerns and response to the findings of the German Constitutional
Court.
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As far as European institutions are concerned, we will provide any support and assistance that
can be held helpful to one of its Governing Council members, as we have done in the past in
not too dissimilar circumstances and, if so requested, we will try to oblige without ever
compromising on our independence, compliance with EU law and validity of the European
Court of Justice decision.
In terms of proportionality, in terms of accountability, in terms of transparency, the dialogue
that we have on a regular basis – that I hope we continue having in a deeper and more
substantive format – is clearly playing its part in the accountability which necessarily goes hand
in hand with the independence of the institution.
And clearly the strategic review, which will resume, I hope, shortly, will also be a way to
address this issue of accountability and dialogue with the European Parliament. So, in that
respect, the European Parliament plays a key role.
1-010-0000

Luis Garicano (Renew). – Thank you, Ms Lagarde, for being here. It’s great to see you again
and to see you in good health, indeed.
You’re facing an enormous challenge trying to fulfil your mandate in these uncertain times, and
my view is that the ECB and yourself are doing an excellent job in very, very difficult
circumstances. And those circumstances haven’t been improved and made easier by the
Karlsruhe verdict. In its decision on the PSPP (the Public Sector Purchase Programme), the
Karlsruhe Court said that a purchase limit of 33% and the distribution of purchases, according
to the ECB’s capital key, have so far prevented selective measures being taken and, to this
extent, these are the crucial safeguards based on which it can be concluded that these are – okay.
Now, the purchases of Italian debt under the PEPP Programme have been running at 25% of
total purchases, and the capital key 17% for Italy. I believe this is necessary and I support the
ECB’s discretion in this respect. But what is your view? To what extent – that’s my first
question – do you see the prohibition of monetary financing in Article 123 as limiting the ability
of the PEPP to deviate, or for your purchases to deviate, from the capital key?
My second question concerns your last point: the role that you just mentioned, the role of the
Parliament in this monetary dialogue. Again, the Karlsruhe Court said that the Bundestag is, in
ultra vires, is forced to take steps to ensure that the ECB conducts proportionality assessment
in relation to the ECB.
I agree with what you just said: that this dialogue, this monetary dialogue, is essential ensuring
that the programmes are proportional, that they are transparent, that they are properly
conducted, and in this respect I would like to ask you to comment on the role of the European
Parliament in doing this. And I also would like you to comment – you said this dialogue will
get deeper and more substantive over time – and that’s my second question: what would be
your suggestions to us, the European Parliament, to make sure that these dialogues are
productive and that we are undertaking our monitoring function as well as we can and as we
should?
1-011-0000

Christine Lagarde, President of the European Central Bank. – Thank you very much, Minister
– Mr Garicano – I’m sorry, I’m elevating you to another forum here! I think your first question
really relates to the issue of the capital key, but I would first of all observe that anything that
you read or that we have read in the Karlsruhe Constitutional Court decision explicitly refers to
non-PEPP measures. It’s explicitly stated in there. Now I know that commentators draw some
conclusions from alternative provisions in the very lengthy and very deep review of the matters,
but, you know, it’s clearly excluded, so we have to take things at face value. The ruling relates
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to the PSPP, as did the European Court of Justice decision, which stated a number of
characteristics and safeguards. So, as I said, the PEPP was really thought through for
extraordinary times and is therefore an extraordinary tool of our monetary policy toolbox. As I
said earlier on, it is temporary: we have set a horizon which is at least June 2021 or any time
when the Governing Council determines that the crisis is over. It is targeted, because it’s really
intended to prevent and repair the damage caused by COVID-19. And it is proportionate, so we
have measured its potential impact and direct and indirect effects in order to make sure that it
was the best tool we had to use in the circumstances.
So, back to the point of the capital keys. The capital keys provide a general guide to our
purchases under PEPP, but it does not have to be applied at each and every point in time, so
there can be deviation at any point in time. And clearly, when you look at the numbers that have
been published a few days ago, it is clearly the case that it can – and it did, and it does, and it
will – deviate from capital keys in order to reach the goals that we assign to the tool that we are
using.
I think it was in the DNA of PEPP when it was first invented in mid-March 2020 that – and I
quote from memory, but it was clearly in the statement that was issued and released after the
decision was made by the Governing Council – even with self-imposed limits that would impair
the proper functioning of monetary policy and implementation of our measures, then we would
consider deviating and reconsidering those self-imposed limits. This is clearly the case with the
capital key deviation that can take place at any point in time during the life of PEPP.
So to your second point, which has to do with the role of the European Parliament, particularly
bearing in mind the strategy review. I don’t want to prejudge, because the strategy review has
had time to start, and then we had to just put a big brake on everything that we were conducting,
including the reaching-out exercise, including all the efforts that we had been considering to
involve as much as possible Parliament, but also civil society representatives, academics and
all those interested in monetary policy and how it defines elements of economic development,
starting with our primary mandate, which is price stability.
I don’t want to prejudge and tell you already – because it would be my view – what role
Parliament can play. I think it is going to be part of their strategy review dialogue to actually
explore what kind of role Parliament can play, and in particular the Committee on Economic
and Monetary Affairs (ECON), which is so interested in those matters. I would simply say that
we have to be mindful of the independence of the Central Bank, and I think that independence
goes hand in hand with accountability – but it doesn’t mean co-determination. The monetary
policy determination has to be conducted by the Governing Council, as is provided by the
Treaties and by all the supporting architecture that was put together by the founding documents
of the ECB. So I know there will be extensive discussions on this matter, but I don’t want to
prejudge.
1-012-0000

Antonio Maria Rinaldi (ID). – Madam President, regarding the ECB’s decision, acting within
its remit and statutory powers, to increase the PEPP by EUR 600 billion to EUR 1 350 billion,
available up to June 2021, the following logical conclusions can be drawn: In fact, the PEPP is
basically a ‘zero cost’ programme for the participating countries in view of capital-based
securities purchases by the ECB to ensure proportionality, accrued interest being transferred to
the respective national central banks and returned to treasury coffers with no risk of any
inflationary breach of the 2 % target, despite a massive injection of liquidity into the system,
all this accompanied by a reduction in spreads. The ECB Executive Board has assessed the
gravity of the macroeconomic situation in the euro area more thoroughly than all the other
European institutions and it must also be said that the ‘Next Generation’ proposal presented by
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President Ursula von der Leyen to the European Parliament on 27 May, is very unlikely to be
implemented in its original form.
Furthermore, the Commission proposal basically reflects the industrial policy guidelines drawn
up years ago in different economic circumstances and only now being mechanically adopted
without regard for the disastrous economic fallout of the pandemic, essentially in terms of
employment levels and sustained production.
This analysis, is also supported by the authoritative Voxeu.org, which takes the view that these
industrial policies, if implemented, would trigger a significant fall in employment levels, this
being the exact opposite of what is needed for the economic revitalisation of Europe.
Furthermore, the ECB Executive Board will also doubtless have realised the difficulty of
garnering unanimous support for the Commission proposal without massive cuts that will
greatly undermine it and considerably delay the review at the very moment when it is most
needed. It’s decision to substantially step up the PEPP in order to obtain immediate funding
was accordingly the right one.
In addition, the ‘Next Generation’ package provides for clearly defined reforms and the
channelling of investments towards greener economies making greater use of digital technology
for those seeking funding, as indicated stated by Vice-President Dombrovskis. However, not
all stakeholders will be able to make equal use of available resources.
Finally, may I conclude by saying that, during the press briefing of Thursday 4 June, the ECB,
in the space of just a few minutes, set out an excellent alternative to the Commission proposals,
immediately providing the entire euro area with the instruments necessary to deal with the
devastating economic fallout of the pandemic, and above all, effectively neutralising the
Recovery Fund, the ESM and the SURE. In other words, it has risen to the occasion as befits a
true central bank.
1-013-0000

Christine Lagarde, President of the European Central Bank. – Thank you very much for your
support, for your views. I’m not sure that there was actually a question embedded in your
comments, but I take good note of your remarks. Thank you so much, Mr Rinaldi.
1-014-0000

Chair. – Now we move on to Sven Giegold. I just want to remind you that when you have
questions, if you read very, very fast it is very problematic for the interpreters. If your question
is not in English, please make sure you ask your questions in a way that is short enough for the
interpreters.
1-015-0000

Sven Giegold (Verts/ALE). – Ms Lagarde, first of all, I wish to say that I believe you and your
institution have reacted wholly appropriately to the Federal Constitutional Court ruling. Yours
was the right reaction I think.
I would also like to thank you for your explanation today on the PSPP programme and its
appropriateness and proportionality. I hope that this, together with what you have already said
on the subject, will provide a good basis for the constitutional bodies in Berlin to finally clarify
the demands made on the Bundesbank in the judgment, and to confirm that the proportionality
of the relevant measures has been reasonably established.
I am less optimistic about the PEPP programme. I see above all an imbalance, if you will, in
that programme. You have now, rightly, engaged in a major undertaking in a very short time.
But I think that, even in comparison with the ECB’s former stance, you have done too little to
urge the European institutions to play a long-term role in fiscal policy which would give you
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more room for manoeuvre in your monetary policy. In my view, the ECB was too quick to
assume responsibility in this area without simultaneously clarifying once and for all its position
in favour of a common EU fiscal and tax policy. I would like the ECB to take a stronger voice
in that respect.
Secondly, a final question: In the ECB’s strategy review, I believe that we should also discuss
updating the ECB’s accountability to Parliament. I think the depth and quality of our dialogue
can be further improved.
This dialogue is already working very well, but in order to avoid such a misunderstanding in
the future, I therefore ask whether you would be open to deepening dialogue with us and further
improving its quality.
1-016-0000

Christine Lagarde, President of the European Central Bank. – Thank you so much. Danke
schön, Herr Giegold. Unfortunately, my German, which is making a little bit of progress, is not
going to take me much further than that.
It’s funny that actually you are concerned that we were too quick to respond to the dramatic
situation because, in your view, we should have waited a little longer and maybe the fiscal
response by the European authorities would have been faster, would have been better.
You know, I have to tell you that when we saw the deterioration, when we realised – one country
after the other the impact of the shutdown of the economy, the likelihood of the economic
impact of the lockdowns that were imposed on all sectors of the economy except the vital ones
and those that just simply had to continue for health and safety and survival reasons – we had
to take action.
And it felt very much that way, particularly on the night of the 18th, when the Governing
Council decided to actually launch the pandemic emergency purchase programme. I really do
not think that any of us on the Governing Council had on our mind the fact that we should game
and we should anticipate and just wait for others to move. We just had to do what we had to do,
that was our duty: we have a mandate and we were seeing the risk of the negative spiral
accelerating and we just had to respond. Our monetary policy had to be transmitted to all corners
of the euro area. I think there was no option but to do what we had to do.
I would also observe that, from a fiscal standpoint, a lot of extraordinary actions were decided
at the national level, but also at the European level. At the national level, it is no less than 3.5%
of European GDP that is now being spent on fiscal expenditure. That’s not to include the
massive measures that were also decided in order to guarantee the lending that was being done
by banks in order to just keep the economy afloat and to make sure that working capital of
companies that were just losing revenue because they had to stop activity, would not just dry
up and that salaries could be paid, that payroll could be done and that rents could be honoured.
So, I think that there was a national response. It was complemented quite rapidly by the
European response under the leadership of President von der Leyen. I think that the
Commission went out to find any funding that was still available in order to apply it to the crisis
and quite widely, based on my personal experience of the birth of those programmes, to address
the concerns of sovereign with the ESM, the concerns of companies with the EIB and the
concerns of employees with the SURE programmes that were put together quite rapidly. There
was also a response at that level of the European institutions.
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So, number one, we did what we had to do and we had to do it rapidly in order to stop the
negative spiralling and to make sure that there was monetary policy transmission. Number two,
fiscal authorities also rose to the occasion and also went about their duties.
On the strategic review and what we can do together, I very much welcome a dialogue, I very
much welcome that this be also the topic of our quarterly hearing and we are going to use digital
communication, more so than ever, because we now have more than two months under our belt,
if I may say, of using those devices in order to have as rich, dense and diverse a dialogue as we
can, and the European Parliament will play a key role in that respect.
On the topic of effectiveness, efficiency and proportionality of our tools: we have been doing
that for a long time with the Parliament, we will continue doing so and to the extent that we all
decide that transparency is a necessity, then we’ll do more of it for sure.
1-017-0000

Derk Jan Eppink (ECR). – Madam President, it was very nice to hear the quote of Charles
Dickens in your introduction. Charles Dickens has written a lot, also about debt! In David
Copperfield, he wrote: ‘debt results in misery’. His main person actually accumulated so much
debt through overspending that he ended up in a debt prison.
Now Madam President, you’re piling up a lot of debt on debt and it’s historically as if there’s
no tomorrow. Had Charles Dickens lived today, probably, he would describe you as the ‘Marie
Antoinette de la dette’!
The ECB policy is in fact bound to keep interest rates permanently low to avoid bankruptcies
in southern Europe. This hurts the savers and pension funds in northern Member States. It also
hurts the banks themselves.
How long is the ECB willing to go on, on this political route? Is there an end to it? Is there a
ceiling? Is it 100% of the GDP of the eurozone, in which case we are nearly half-way. Thank
you, and I’ve stayed within my time!
1-018-0000

Christine Lagarde, President of the European Central Bank. – Thank you very much,
Mr Eppink. I would like to assure you that the key concern that we have in designing our
monetary policy instruments, in assessing them individually and as a package, has to do with
delivering on our mandate, which is price stability, and in making sure that the circumstances
of economic development, of sustainable growth are actually gathered in order to contribute to
the creation of jobs and in order to contribute to the economic growth going forward.
That, in and of itself, is not the purpose that we’re pursuing. So I would encourage you to not
refer to me as the ‘queen of debt’, but if I can be, together with the ECB, referred to as the
prompt respondent to an economic crisis that from a sanitary, to an economic, to a financial
crisis could have engulfed the euro area in a negative spiral, then we certainly claim to this
effort. But, I can assure you that our intention is precisely the one that I have just mentioned.
1-019-0000

Manon Aubry (GUE/NGL). – Ms Lagarde, it is indeed an interesting time to question you
about European monetary policy. And I am going to start with a question which seems
straightforward, but which I think is fundamental in the context of current European monetary
policy. Do you think there is such a thing as magic money?
If you answer no, as I suppose you will, then where will the EUR 1 350 billion needed for the
ECB’s new debt buy-back programme to boost the recovery from the coronavirus crisis come
from? And how much could the ECB inject in total? Then, finally, an underlying question: can
the ECB go bankrupt?
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I put all these questions because I remember your predecessor, Mario Draghi, when questioned
on the subject, stating categorically that the European Central Bank could not run out of money.
And so, if it can’t run out of money, why not cancel the public debt which the European Central
Bank already holds on its balance sheet? This would ease the burden on the Member States
significantly in the context of the recovery, rather than heaping the burden on to the shoulders
of European citizens, like a kind of sword of Damocles.
And a question underlying that: who has the legitimate right to take monetary policy decisions?
And clearly, in the light of the few exchanges we have, no one really asks us, as
parliamentarians, or European citizens, for our views on this use of monetary policy. And if we
were asked, perhaps these billions would not end up in the pockets of polluting multinationals,
as recently demonstrated by the NGO Greenpeace, which has revealed that no less than sevenand-a-half billion of the coronavirus programme has benefited fossil fuels.
And this democratic deficit in monetary policy is, in my view, all the more problematic because
people who are steering monetary policy today seem prone to conflicts of interest. I am thinking
of a number of members of the Governing Council, who hold corporate securities eligible for
your debt buy-back programmes, one such being Isabel Schnabel, who owns shares in Bayer. I
am also thinking of another leading official, Natacha Valla, who is the Deputy Director-General
for Monetary Policy. According to your lists, she is still officially in her post and, during her
career, she has had numerous conflicts of interest, as Mediapart has shown. She was recently
elected to the board of LVMH, a company which also benefits from the buy-back programme.
I would be grateful for any information you can provide.
1-020-0000

Christine Lagarde, President of the European Central Bank. – Merci beaucoup, Madame
Aubry, pour votre question. I’m going to switch back to English for everybody’s comfort.
Let me tell you what we have tried to focus on in our monetary policy determination in the last
three months. We were facing an extraordinary crisis that caused all the economies of the euro
area to just freeze, stop. That would have inflicted incredible income losses on all citizens,
predominantly those who were self-employed, but also SMEs, in particular.
In addition to that, we also saw the negative spiralling of financing conditions, and particular
segments where liquidity was drying up rapidly. So the ECB and the Governing Council
decided, first of all, to make sure there was plenty of liquidity in the system so that we did not
have a complete dry-up and seizure of the economy as I witnessed it back in the great financial
crisis.
Secondly, we also decided to make sure that as much credit as possible could flow to the entire
economy. We put in place the LTRO and made sure that banks, which are the dominant provider
of financing in our region of the world, could be incentivised to continue lending to corporates,
to SMEs and to households. That was the second goal that we pursued – make sure that there
is credit flowing into the economy so that, again, employers could have the working capital in
order to pay the rent, and in order to make the payroll.
The third avenue that we pursued, which is a normal attribute and a normal tool of monetary
policy, is to expand asset purchases. In doing so, back on 12 March, we decided to increase the
PSPP, which was scheduled ever since last September to buy an additional 20 billion per month.
We increased it by 120 billion, as it clearly had to be increased significantly [inaudible passage]
and temporarily defined in order to deal with the damage caused by the pandemic.
That’s how we created the PEPP, which is clearly buying bonds, assets, and predominantly
roughly 80% of public – in other words, sovereign – bonds. That’s really the largest packet of
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our purchases. Roughly 20% of it is on corporate bonds and commercial paper purchases.
There’s an interesting element about that larger part, which is that because we are very active
in that respect and because we want to push all companies, it is clearly necessary to make sure
that SMEs have access to finance. So, the ECB is monitoring very closely the implications of
the economic fallout of the COVID-19 pandemic for the financing condition of SMEs in
particular, and the transmission of its monetary policy in general.
We have calibrated our monetary policy measures so that we get through to the citizens and
sectors most in need of support, notably SMEs, with a view to avoiding the seizure that we
would have had, had we not been active.
So this is what we’ve done, and certainly not with any other, ulterior, motive.
1-021-0000

Chair. – Thank you very much. Now we’ve finished the first round of questions. Before starting
the second round, and since we are really running very late, I will have to change the rules a
little bit. I will allow one minute per question. So you can ask only one question, because if you
ask two or three questions instead of one it not only takes more time for the question, but it is
also impossible for President Lagarde to answer in three minutes.
Now we will start the second round – one minute, one question – and I would ask the secretariat
to help me in managing the time because for me it’s very difficult if I jump in to cut off the
speaker. It’s very unpleasant and I don’t like to do it.
The next speaker is Frances Fitzgerald from the PPE.
1-022-0000

Frances Fitzgerald (PPE). – Good afternoon, Ms Lagarde, I trust you can hear me OK. Thank
you and your team for the work that you have been doing. I did have two questions, I might
shorten them. I was very pleased to hear you talking about the opportunity to modernise from
a climate-change, gender and so on point of view, I think it’s a real opportunity. In terms of the
fiscal stimulus that is available at the moment, I wanted to ask you if you thought that eurozone
governments are doing enough in terms of fiscal stimulus at this time? Do you think eurozone
governments, eurozone countries, are making the best use of the ECB’s pandemic purchase
programme? It may be a little early to judge that.
And very briefly within the one minute, I would ask you whether you have any plans to change
the approach to the so-called ‘fallen angel’ companies. There is a change in the USA. At what
point and under what conditions would you consider allowing for the ECB to outright purchase
the bonds of these companies?
1-023-0000

Christine Lagarde, President of the European Central Bank. – Clearly it is in the interest of
all countries that there be a coordinated fiscal reaction. Intra-euro-area trade makes up about
45% of euro area GDP; supply chains are three times more integrated in the euro area than they
are with the US and China, and without effective action, supply chain interlinkages will
multiply the shock caused by the lockdown measures and hamper the recovery.
So it’s not enough that they be the right level of fiscal response, which is going to be a matter
of, clearly, how affected by COVID-19 countries are; what kind of – I was going to use the
word business model – a country has: whether it depends heavily on tourism, whether it is
export-driven or not. That is going to really have an impact on how the fiscal response is
designed and calibrated.
But, what I regard as very specific to the euro area is the fact that it has to be coordinated. We
are each others’ best partner, best clients. We are each others’ supply chain links, and we have
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to make sure that we prevent and repair the impact of coronavirus for all of those countries,
individually but also collectively. And that’s the reason why I think some of the European-wide
instruments that are being designed – particularly using the European Investment Bank, but also
the SURE programme, the European Stability Mechanism – are clearly important in order to
enhance the coordination that is so badly needed.
Your second question, having to do with the ‘fallen angel’ issue, is something that we have not
discussed at the Governing Council, and clearly we will be monitoring this going forward. We
don’t want procyclicality to be an aggravating factor or an impairment to our monetary policy,
and we will monitor carefully.
1-024-0000

Paul Tang (S&D). – I would like to underline the words by my colleague, Marek Belka, and
thank you for the prompt response to the COVID-19 crisis.
To be short, I want to ask you about the negative implications of the corporate sector and the
purchase programme and the PEPP.
First of all, the ECB buys hundreds of millions of corporate assets, including from polluting
companies like Shell and Total, and socially-harmful companies like British American
Tobacco.
At the same time, these same companies benefit from the cheap loans but bring the benefits of
the cheap loans not to the real economy but bring them to the shareholders. So Shell and BAT
paid out EUR 1.3 billion in dividends and Louis Vuitton EUR 2.6 billion in dividends.
The first question is: is it possible for the ECB to restrict share buybacks or dividend payments
in order to increase the effects on the real economy?
Second, sustainable finance is key to the green transition, you write today, and I think the report
is good. Can’t the ECB live up to it? Can it not apply the ‘do no significant harm’ principle and
restrict the assets from companies like Shell and BAT so that they do not include socially or
environmentally harmful companies?
1-025-0000

Christine Lagarde, President of the European Central Bank. – I will first pick up on the share
buyback and dividend payments because as you know we’ve been quite attentive to this, and
although not directly as the ECB, but the Single Supervisory Mechanism (SSM) with which
you have a regular dialogue, together with other institutions, asked and strongly recommended
to banks not to proceed to share buybacks and not to proceed to payment of dividends. There
are institutions towards which the SSM has authority and can make recommendations. This is
not the case in the entire corporate world, but in the area where the SSM, which is indeed
separate from the ECB when it conducts its monetary policy – and I’m aware of the distinction
between the two – but the SSM is clearly active, and you will hear me later on responding to
your questions as Chair of the European Systemic Risk Board (ESRB), and again the ESRB to
a broader audience of players and with a further horizon is also making the same
recommendation of no share buyback and no payment of dividends for reasons that I will be
happy to develop later on as Chair of the ESRB and reporting as such.
On your issue of essentially the greening of the ECB Corporate Sector Purchase Programme
(CSPP) portfolio, I think first of all the immediate focus that we have pursued had to do with
addressing the economic consequences of the coronavirus pandemic. And as I said earlier on,
there was urgency, we had to live up to the challenge and to respond to the crisis. We did so,
we moved very fast and clearly that was the order of the day.
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Second, I would say that the euro system – so the ECB and the 19 central banks of the 19
Member States – hold close to 20% of CSPP-eligible green bonds whose proceeds are used to
finance projects with an environmental benefit. So our purchases of those green bonds reduce
their yields and hence support their issuance. In addition, the more this market segment
develops and grows, the more the euro system will purchase green bonds. Let me add – and this
is not to undermine the strength of your argument, which I very much recognise, certainly from
a personal point of view which I hope I will share more and more with members of the
Governing Council and with the institution at large – the backward-looking analysis of the
carbon intensity of our purchases based on sectoral data can be misleading. I think a meaningful
exercise would actually require more granular data, and as you know in the report that you
referred to, first of all – and I would like to actually recognise, acknowledge and celebrate the
work that you have done as the Parliament in order to push the taxonomy as much as you have
and that is going to be helpful – I think we need more. We need the Commission to continue its
work in terms of implementation and making all the technical decisions that are needed in order
for us to act upon it. But we are also asking that maybe further and more work be done in order
to identify not just what is green and what is a contrario non-green, but what is actually brown,
and that’s where it often proves to be difficult politically. I completely recognise that is where
granular data is going to be needed and helpful, because the energy sector, which you
mentioned, is a very large issuer of bonds indeed, but they do issue bonds sometimes also for
green purposes. So we need to conduct a really deep and granular, almost a per-issuance basis
analysis of the not granularity, but the ‘greenality’ or the ‘brownality’ of the bonds in order to
ascertain exactly where and how we support this fight against climate change, which I think is
critically important, although subservient to our price-stability objective, which is our primary
mandate. But the more you, the more the Commission, the more the Member States align their
objectives with the green dimension, with the fight against climate change, with the fight for
diversity, clearly the more legitimate this green economy becomes, and therefore, through price
stability, our primary mandate, we have to support it.
1-026-0000

Stéphanie Yon-Courtin (Renew). – Ms Lagarde, thank you for your determined efforts to
support the economy during this unprecedented pandemic, which are in keeping with the pledge
you made to us. I would also like to thank you for addressing Europeans directly, as you did
on French television last Thursday.
We have to remind our citizens that Europe is with them in these difficult times. You, together
with others, embody the voice of Europe which must carry to all corners of our continent, and
I am thinking in particular of Normandy, which I know is dear to you, as it is to me.
Unfortunately, last week brought confirmation that the Brexit negotiations have broken down,
in particular because the British are seeking to go back on their past commitments, although
they are set out in black and white in the political declaration signed by the UK Prime Minister.
Beyond the immediate consequences of ‘no deal’, which would be disastrous for the United
Kingdom and also for us, this raises the question of future cooperation, particularly at
international level, to ensure financial stability.
So from your point of view, that of the European Central Bank, how can we ensure that the
British will cooperate in the future on these crucial issues, while protecting European interests?
1-027-0000

Christine Lagarde, President of the European Central Bank. — I acknowledge your Norman
roots and the concern that we both have regarding the relationship between the United Kingdom
and the rest of Europe, and the Normandy coast is of course directly affected.
I will revert to English in response to your question on Brexit.
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The ECB has no role in the negotiations and the process is fully in the able hands of the
European Commission and of Michel Barnier, who’s receiving mandate from the Member
States on the one hand, and the UK Government on the other hand.
So we are closely monitoring all economic and financial-sector risks in the context of the
COVID-19 pandemic and re-evaluating how they might interact with those associated from
different Brexit scenarios.
Given the unprecedented challenges for the global economy, a sudden transition to World Trade
Organization trading rules at the end of this year could raise additional concerns for the euro
area, although fewer concerns, in our view, than it would for the UK itself.
Current macro-financial risks could be intensified if a no-free-trade Brexit agreement scenario
interacts with the ongoing global economic shock.
So it remains crucial, in our view, that the euro-area banks and other market participants use
the remaining time to implement their Brexit plans so that they are prepared for change in the
regime after the transition period ends.
1-029-0000

Sven Simon (PPE). – Madam President, one of the structural problems of the euro is that the
eurozone is macro economically divided between north and south, and the coronavirus seems
to widen Europe’s north-south economic divide. The ECB tries its best with monetary policy
measures to counteract but the success is limited. I think you agree with that.
You mentioned now the Next Generation EU programme. From your point of view, which
structural reforms do we have to take with economic policy by means of the European recovery
instrument so that we counteract the imbalance? And, taken the weak legal basis of the
instrument, do you see the need for a treaty reform to provide the EU with more competencies
that will enable it to force structural reforms in the Member States in order to support your
policy and reduce the macroeconomic divide?
And you mentioned that you are aware that the PEPP does not fulfil the criteria of the European
Court of Justice, perhaps you could elaborate a little bit more why, nevertheless, you think that
the PEPP is within the Treaties or in accordance with the Treaties.
1-030-0000

Christine Lagarde, President of the European Central Bank. – Mr Simon, I would like to
challenge you on that last statement. I’ve never said that the PEPP does not conform or comply
with the ECJ rules in respect of the PSPP. Each and every programme that we design and that
we regard as most effective, most efficient, most proportionate is going to be different. So I
would certainly not derive from a particular assessment in relation to a particular programme
any general rules or general principles.
That’s my first point in response to your sort of over-generalisation of the European Court of
Justice findings that were applied to the PSPP and not at all to the Pandemic Emergency
Purchase Programme.
On the other point, you raise a very interesting issue as to what structural reforms would be
most adequate. I’m sure that this is a question that crossed the mind of President von der Leyen
and all the members of the Commission when they started designing the recovery and resilience
plan. To that question, clearly, there are probably as many answers as there are Member States,
because clearly the national plans that will identify the reforms will be specific to each and
every Member State.
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In one particular country it will probably be about reforming the justice system, in another
country it will be changing or redesigning a bankruptcy law. In another country it will have to
do with capital market terms and conditions. In others it will be about facilitating the providing
of services in accordance with various principles that have been identified.
So there is no one single recipe, and that is the reason why the recovery and resilience facility
that has been proposed by the Commission has actually the potential to support the recovery
and mitigate economic divergences caused by COVID-19, which has hit with a symmetric
shock but clearly delivering non-symmetric damage to the various Member States of the
European Union.
So, by using the national plans and making sure that the right structural reforms are associated
with the recovery and resilience plan, I think the Commission is exactly pointing the finger at
where divergence can be reduced, where a more level playing field can be restored, so that the
whole single market can be more effective and we can help each other better.
1-031-0000

Gunnar Beck (ID). – Good afternoon to you, Madame Lagarde. I’ll leave the metaphors about
the necklace affair and Madame de Pompadour to Ms Merkel and Ms von der Leyen, I think
they are more deserving in that respect, and your predecessor left you an unenviable task.
It has been suggested here today that the ECB provide a proportionality assessment to the fiscal
and wider economic consequences of its QE programmes relative to its monetary policy goals
as part of the monetary dialogue with this committee or possibly do so by way of an additional
chapter in its strategic review or by publishing its internal deliberations.
My question is, are you confident that such an assessment will meet the conditions of the
German Federal Constitutional Court as set out on 5 May 2020, especially in paragraphs 234
and 5 of the judgment, which require a direct response to the FCC, as well as a new Governing
Council decision? A simple yes or no question.
1-032-0000

Christine Lagarde, President of the European Central Bank. – Thank you so much, Mr Beck,
for your very pointed question.
We are all interested in the findings of reputable and respectable constitutional courts as the
Karlsruhe Court, but I’m very strongly of the view that the European Central Bank is subject to
EU law, is governed by EU law and that its jurisdiction is the European Court of Justice, which
has determined that the PEPP is actually in compliance with the mandate of the European
Central Bank.
So as I said, mindful of decisions that have been rendered, the ECB is also confident that a good
solution will be found and it will certainly see how it can support and help its Governing Council
members in order to respond to any request that this Governing Council mandate would be
under.
As far as the effectiveness, efficiency and proportionality that we apply to our monetary policy
decisions, we clearly intend to continue to have the dialogue that we’ve always had with the
European Parliament in that respect whenever new instruments were designed, whenever new
decisions were made, whenever calibrations were conducted, and we will continue doing so.
I have tried to identify for you in the context of my opening remarks the proportionality aspect
of PEPP and the reasons why it appeared to us based on very thorough and deep analysis and
comparative elements and counter-factuals running that the PEPP was the right instrument to
respond to the current exceptional circumstances.
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We will continue to have this dialogue and, as I said earlier on as well, as part of our strategy
review, we will endeavour to listen to your views, to the views of civil society, in order to make
sure that we are as accountable as we should be given the independence that we benefit from,
and given the mandate that is driving our action.
1-033-0000

Joachim Schuster (S&D). – Ms Lagarde, I don’t want to repeat too many things because much
has already been said. I would, however, like to briefly refer back to the Federal Constitutional
Court ruling, which I believe encroaches both on the powers of the Court of Justice of the EU
and on the scope of the EU’s Treaties in general. The deficiencies outlined by the Constitutional
Court can in fact also be interpreted in such a way as to reflect above all problems coordinating
economic and financial policy in Europe, because otherwise monetary policy would of course
not have had some of the effects outlined in the first place.
This leads me to my question, on the future. Vast sums of money are of course currently being
pumped into the market, and the economic stimulus packages being implemented in many areas
depend on debt, which is our only course of action right now. This naturally leads to the risk of
inflation in the medium term. I therefore have two questions: How do you intend to coordinate
monetary policy with fiscal policy in order to minimise inflationary risks? The question
concerns medium-term dangers, because I know that at the moment there are no signs of such
dangers in the short term.
And, conversely, in the wake of the previous crisis, there were no inflationary dangers but we
had to deal with deflation. What combination of monetary and fiscal policy do you therefore
have in mind so as to avoid fuelling either deflation or inflation?
1-034-0000

Christine Lagarde, President of the European Central Bank. – Thank you very much,
Mr Schuster.
Once again, to put things in perspective, we have a primary mandate and that primary mandate
is price stability. We use all the devices that are available, and I think that what we have at the
moment is a whole package, which brings together very low interest rates, forward guidance,
different categories of purchase programmes and the long-term refinancing operations, as well
as a pandemic-specific liquidity backstop. And it is the whole package that we assess to
determine the optimal response in order to deliver on our mandate of price stability.
Second, I would observe that, as some of your colleagues have indicated, we have seen quite a
powerful fiscal response in very short order, both at the national level, but also at European
level. And you will be key actors in debating the MFF in order to also identify the tools that
will be used from a fiscal point of view in order to respond to the situation.
My hope is that, in the present circumstances, fiscal and monetary can actually work hand-inhand in order to provide a platform from which our economies will be able to be repaired, and
we’ll bounce back with a slightly different – actually significantly different – focus on green
and digital. That is my very dear hope.
1-035-0000

Karima Delli (Verts/ALE). – Ms Lagarde, the European Union is facing a crisis on a whole
range of fronts: a health, environmental, economic, but mainly social, crisis of unprecedented
severity, which is primarily affecting the most vulnerable sections of society.
So significant budgetary and monetary measures have been and are still needed more than ever.
I would like to applaud the European Central Bank’s responsiveness in using its powers to
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address the latter issue, including announcements concerning the buying-back of government
debt on the secondary market.
However, these actions do not mark the end of history. In order to leave the Member States
some room for manoeuvre to launch the much-needed economic recovery, the outright
cancellation of debt instruments is necessary.
In law, as I understand it, on the basis of an interpretation of the Treaties, of the protocols
relating to that cancellation, that cancellation is possible. I would therefore like you to tell me,
Ms Lagarde, whether you regard that option as at all feasible?
Does the European Central Bank intend to carry out debt repurchases of this kind on the primary
market? And returning to the issue of the buying back of debt securities on the secondary
market, are you leaving the door open to even larger-scale operations if needed?
Lastly, you mentioned the environmental issue, which is extremely important. What can you
do to integrate environmental indicators into the work of the European Central Bank, so that,
in your operations, you are implementing a monetary policy that is consistent with the Green
Deal and the Paris Agreements?
1-036-0000

Christine Lagarde, President of the European Central Bank. – Well, thank you very much for
your two points.
On the first point that you made, you know, to me it’s pretty straightforward and simple. There’s
Article 127 of the Treaty, which forbids monetary financing. So this is not something that is
allowed. This is not something that we will consider and the safeguards that are associated with
each and every programme that we design are precisely intended to prevent the monetary
financing that is forbidden under the Treaty.
On the second issue, clearly, we have to align as much as we can and in accordance with our
mandate, which is price stability. We have to align with the objective of the economic growth
and development policies that are decided by Member States in the European Council, with the
European Commission as indicated by President von der Leyen, and clearly, green is one of the
driving factors. We need to be in support. We need to be associated and we will participate, as
I said, to the extent that it is compatible with our primary mandate of price stability.
There are multiple dimensions that green policies can take, whether it’s in relation to the
identification of the risks resulting from climate change, which need to be factored into our
economic models, for instance, which need to be taken into account in the risk assessments that
we make, in conducting the stress test exercises that are done. Whether it is, I hope one day, in
the determination of the value of the collateral rules that we receive and we will explore all
these dimensions.
As you know, if you were around when I presented the objectives of my strategy review or
when I had my hearings prior to my appointment, climate change and biodiversity are two key
principles that I would like to see developed in all the dimensions where it is compatible with
our primary mandate of price stability. And I will endeavour to convince others of those
principles.
1-037-0000

Chair. – Thank you very much. We have 10 minutes left and a little too many catch-the-eye
requests. What I will do is select one catch-the-eye from each political group in the order in
which we received the request. So we will start with Mr Castaldo from the Non-attached
Members, then Mr Kyrtsos from the PPE, Mr Gusmão from GUE/NGL, and Mr Silva Pereira
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from S&D. We’ll take the questions, one minute each, and then Madame Lagarde will have six
minutes for the answers.
1-038-0000

Fabio Massimo Castaldo (NI). Madam President, Ms Lagarde, has Europe got what it takes
to tackle both climate change and the COVID-19 crisis? Not altogether, it would seem, from
what I have learned of its activities. A recent Greenpeace study has shown that, in response to
the crisis, as part of its response to the coronavirus pandemic, the ECB purchased corporate
bonds to the tune of almost EUR 7.6 from the fossil fuel giants. Does this mean that its new
measures are not subject to any kind of environmental restrictions?
Having promised to make climate crisis countermeasures the core component of the Bank’s
remit and pending its Strategic Review, would you agree with me that the ECB could, at this
stage, provide a transparent analysis of the climate impact of its actions and make eligibility for
quantitative easing dependent on emissions data reporting by the companies concerned?
In this connection, I have also read with interest your observations on the opportunity provided
by the crisis for Europe to reform the terms of the Stability and Growth Pact, which has now
fortunately been suspended. Do you agree with me that it would be very important to take this
opportunity to introduce a European golden rule to exclude digital green investments from the
calculation of the deficit as an effective way to stimulate recovery?
1-039-0000

Georgios Kyrtsos (PPE). – In Greece we expect a new wave of non-performing loans due to
the economic consequences of the pandemic. The Governor of the Bank of Greece, Mr
Stournaras, supports the creation of a bad bank in view of the worsening of the situation and in
order to limit the damage to the banking system and the economy.
What is the ECB’s view? Do you evaluate Mr Stournaras’ proposal as positive? Do you think
that the discussion on the issue is premature? What is your view?
1-040-0000

José Gusmão (GUE/NGL). – Madam Chair, I say to Ms Lagarde: it must be acknowledged
that you pushed hard for a proper budgetary response commensurate with the EU’s ambitions.
The figures we have arrived at for non-repayable funding have fallen from EUR 1.5 trillion to
EUR 500 billion, i.e. a third of the amount given when this debate began. What is more, if there
are no own resources for European Union – and there is no guarantee that there will be – these
500 billion euros will be nothing more than an advance on future budgets. I would like to know
whether you think this budgetary response is sufficient and what impact you expect it to have
on future budgets, particularly given the cuts that will have to be made to the financial envelopes
for Member States if no own resources are approved.
1-041-0000

Pedro Silva Pereira (S&D). – Thank you, Chair. Let me first of all express to you, Madame
Lagarde, support for the response to this crisis. I don’t think this response was too fast, as
someone has said. On the contrary, I think it was timely and badly needed.
I have only one question: is the European Central Bank ready to consider buying on the
secondary market the issue by the European Commission in the context of this European
recovery plan? I know it is only a proposal for now, but in principle do you see a rationale for
including these kind of European bonds in your purchase programmes?
1-042-0000

Christine Lagarde, President of the European Central Bank. – A tour de force. On climate
change, as I said we are really focusing on COVID-19. But we are not giving up on climate
change. The corporate bond purchase is a very limited portion of our overall purchase
programmes, and clearly we need to continue to buy as much of the green bonds as we can. We
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are buyers of 20% of that, we are contributing to reducing the yields of issuance of those bonds
and thereby making them more popular, more frequent hopefully, all of them denominated in
euros, which is all going in the right direction. We will continue to be an active player, and as
our strategy review unfolds, believe me, we will be looking at how we can deploy in all
dimensions of our action the imperative of climate change and of preserving biodiversity.
On the use of a bad bank, I heard what my colleague and friend Mr Stournaras said. There is
no official ECB position on this issue, and we consider the discussion to be premature with
regard to issues arising from the COVID-19 crisis.
On the issue of the fiscal measures, I would suggest that the new Commission proposals actually
include a significant volume of grants as opposed to loans, and I don’t really understand the
reference made to the fact that there would be vanishing grants and increasing loans. Clearly,
in the proposals that I have seen, there is a much larger proportion of grants than loans. I think
we have to go deeper into that discussion – just saying grants versus loans is not really serving
the complexity of the projects and the necessity of the response. It’s really going to be a question
of how the most affected countries are going to receive those much needed funds – obviously
preferably in the form of grants for those countries that have been most affected. Funding needs
to be deployed to those most affected, funding needs to be deployed quickly, and I know that
Parliament is going to play its part. I very much hope that the Member States will appreciate
the urgency of the discussions.
On the buying on the secondary market of EU Commission-issued bonds, whichever agency
the EU Commission decides to use or whether it is itself issuing – which I think has taken place
in the past with the EFSM, if I recall correctly – of course the ECB can purchase on the
secondary market and it is certainly a possibility. My hope is that there will be so much interest
in the new European instruments that private sector investors are going to find the proposal to
buy quite attractive, thereby creating a new family of very interesting bonds going forward.
Thank you so much. I think I’ve covered all of them.
1-043-0000

Chair. – Thank you very much.
(The meeting closed at 17.45)

