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1-003-0000 

Chair. – I would like to welcome ECB President Lagarde today. Our last monetary dialogue 
with the ECB President took place on 20 June. Since then, the ECB Governing Council has 
made a number of important monetary policy decisions. In July, interest rates were increased 

by 50 basis points, followed by a further 75 basis point increase decided earlier this month. 
Moreover, to support effective transmission of monetary policy during the normalisation 
process, the Governing Council announced the launch of the Transmission Protection 
Instrument on 21 July.  

 
This monetary dialogue with President Lagarde is coming in the midst of an extremely 
challenging economic environment. Inflation numbers in the euro area are at a record high level. 
Eurostat estimates for August indicate an annual headline inflation rate of 9.1%. Almost half of 

this is directly determined by energy prices, followed by food, alcohol and tobacco services and 
non-energy industrial goods. The latest ECB staff projections have revised up inflation to 8.1% 
in 2020, to 5.5% in 2023 and to 2.3% in 2024. At the same time, economic growth forecasts 
have been revised down in the baseline scenario to 3.1% for 2022, 0.9% for 2023 and 1.9% for 

2024.  
 
The far-reaching and uncertain ramifications of the ongoing Russian invasion of Ukraine, the 
persistence of supply bottlenecks and the current setting of energy prices by producers provide 

much reason for concern for the coming months. In the most recent Eurobarometer survey, 
citizens have firmly indicated that inflation is their top concern. The ongoing erosion of real 
incomes due to high inflation may have serious economic and social consequences. The ECB 
is facing the daunting tasks of containing record high and supply-generated inflation and 

avoiding an economic recession while ensuring the effective transmission of its monetary 
policy. In this regard, our task as the ECON Committee to scrutinise the ECB’s monetary policy 
becomes even more important – not only to assess the ECB’s policy decisions, but also to 
understand the extent to which other economic policy actions are needed to face the current 
challenges and to avoid strong and long-lasting negative consequences on the real economy, on 

employment, on social cohesion, and on citizens’ trust in national and European institutions.  
 
As usual, we have briefing papers that were prepared ahead of this monetary dialogue by 
Parliament’s panel of experts. These were already discussed two weeks ago in a lively 

preparatory meeting, and they are available on the ECON Committee’s website. Two topics 
were selected by the ECON coordinators for this monetary dialogue. The first one is the 
assessment of the ECB’s monetary policy stance, and the second is the anti-fragmentation new 
tool in the toolkit. I think both topics are really timely and particularly relevant today.  
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Before I give the floor to President Lagarde, just a few practical considerations about the 

dialogue, because the ECON coordinators decided to confirm the new format of the hearing 
that we experimented with last June. Therefore, we will have one first round of questions of 
one and a half minutes, followed by 3 minutes for the answer, and then a one minute follow-up 
by the MEP and 2 minutes for the answer. We will have a second round of questions where 

each speaker will have one minute for questions and Ms Lagarde will have 3 minutes for 
answers. But no follow-up is foreseen.  
 
So, President Lagarde, we are now looking forward to hearing you. You may have the floor for 

10 minutes.  

1-004-0000 

Christine Lagarde, President of the European Central Bank. – Thank you very much, Madam 

President. Let me tell you that it is a pleasure to be back in Brussels with you for a third hearing 
this year.  
 
Russia’s unjustified war of aggression on Ukraine continues to cast a shadow over Europe. My 

thoughts are with the Ukrainian people suffering the senseless atrocities of a war.  
 
The economic consequences for the euro area have continued to unfold since we last met in 
June and the outlook is darkening. Inflation remains far too high and is likely to stay above our 

target for an extended period of time. At our meeting earlier this month, the Governing Council 
took the major step to frontload the transition from the prevailing, highly accommodative level 
of policy rates towards levels that will ensure the timely return of inflation to our 2% medium-
term target. 

 
In line with the topics chosen for this hearing, I will provide you with a brief overview of the 
economic outlook and then explain our recent monetary policy decision in greater detail.  
 

So, what is the outlook for the euro area economy as we see it? The euro area economy grew 
by 0.8% in the second quarter of 2022, mainly owing to strong consumer spending on services 
as the economy reopened. Economies with large tourism sectors benefited especially as people 
travelled more over the summer. The still-robust labour market also continued to support 

economic activity. Nonetheless, we expect activity to slow substantially in the coming quarters, 
and there are four reasons behind this.  
 
First, high inflation is dampening spending and production throughout the economy, and these 

headwinds are reinforced by gas supply disruptions. Second, the strong demand for services 
that came with the reopening of the economy is losing steam. Third, the weakening in global 
demand – also, in the context of tighter monetary policy in many major economies and the 
worsening terms of trade – will mean less support for the euro area economy. And fourth, 

uncertainty remains high, as reflected in falling household and business confidence. You have 
received, I believe, the recto-verso page that I normally circulate, and this is easily illustrated 
in this document.  
 
These developments have led to a downward revision of the latest staff projections for economic 

growth for the remainder of the current year 2022 and throughout 2023. Staff now expect, as 
you rightly said, Madam President, the economy to grow by 3.1% in 2022, 0.9% in 2023, and 
1.9% in 2024. You have those charts as well, and it compares our June projections with our 
September most recent staff projection on the rector-verso page that you have with you.  

 
Inflation rose further to 9.1% in August. That was the latest reading. Energy and food price 
inflation remained extremely elevated and were the dominant contributors to overall inflation. 
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Price pressures are spreading across more sectors, in part owing to the impact of high energy 
costs across the whole economy. Almost half of the items in the inflation basket recorded annual 

inflation rates above 4% in August, and measures of underlying inflation remain high.  
 
While supply bottlenecks have been easing, their inflationary impact continues to gradually 
feed through consumer prices. Similarly, recovering demand in the services sector is putting 

upward pressure on prices. The depreciation of the euro has also added to the build-up of 
inflationary pressures.  
 
Looking at the labour market, wage dynamics remain contained so far. However, resilient 

labour markets and some catch-up to compensate for high inflation are likely to push up wage 
growth. Most measures of longer-term inflation expectations currently stand at around 2%. 
However, signs of recent above-target revisions to some indicators warrant continued 
monitoring. The baseline inflation projections of the ECB staff have been revised up 

significantly, as have been the growth projections – except growth was revised downwards, 
inflation was revised upward. Annual inflation is now expected to stand at 8% in 2022, 5.5% 
in 2023 and 2.3% in 2024, which is above our target. The risks to the inflation outlook are 
primarily to the upside, mainly reflecting the possibility of further major disruptions in energy 

supplies. While these risks factors are the same for growth, the effect would be the opposite. 
They would increase inflation but reduce growth.  
 
So what has been the ECB monetary policy? Based on the medium-term inflation outlook, the 

Governing Council decided to raise the three key ECB interest rates by 75 basis points on top 
of the 50 basis points that were decided in July. As things currently stand, we expect to raise 
interest rates further, over the next several meetings, to dampen demand and guard against the 
risk of a persistent upward shift in inflation expectations.  

 
We will regularly re-evaluate our policy path in light of incoming information and the evolving 
inflation outlook. Our future policy rate decisions will continue to be data-dependent and follow 
a meeting-by-meeting approach. 

 
As requested by the Committee, I will now turn briefly to the issue of fragmentation. Since we 
embarked on our normalisation path in December 2021, we have made clear that we will act 
should fragmentation risks threaten the even transmission of monetary policy across the whole 

of the euro area. Since 1 July 2022, we have been applying flexibility in reinvesting redemptions 
coming due in the Pandemic Emergency Programme portfolio, with a view to countering risks 
to the transmission mechanism related to the pandemic.  
 

Later in July, we also announced a new monetary policy tool, the Transmission Protection 
Instrument that we call TPI. It will complement our existing tools. It is designed to counter 
unwarranted, disorderly market dynamics with sufficient flexibility to respond to the severity 
of the risks facing policy transmission. It will safeguard the singleness of our monetary policy 
as the Governing Council proceeds on its policy rate normalisation path, helping us ensure price 

stability over the medium term, in line with our mandate. The TPI is subject to a list of eligibility 
criteria, which the Governing Council will use to assess whether a jurisdiction pursues sound 
and sustainable fiscal and macroeconomic policies.  
 

To conclude, inflation continues to rise across the euro area, affecting citizens in all areas of 
life. The latest Eurobarometer indicates that almost two out of three citizens see rising inflation 
as one of the two most important issues at the moment. Higher energy and food prices are 
weighing in particular on the most vulnerable households, and the situation is expected to get 

worse before it gets better. In this environment, it is essential that fiscal support used to shield 
those households from the impact of higher prices be temporary and targeted. This limits the 
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risk of fuelling inflationary pressures, thereby also facilitating the task of monetary policy to 
ensure price stability and contributing to preserving debt sustainability.  

 
The best contribution monetary policy can make to the euro area economy is to ensure price 
stability over the medium term. This means ensuring inflation expectations remain well 
anchored and demands are consistent with our target. 

 
As I pledged to keep the European Parliament and the general public informed about our 
progress, let me end by providing you with a brief update on our ongoing work to incorporate 
climate change considerations into our monetary policy operations.  

 
As of this coming Monday, a week from now, the Eurosystem will take into account a climate 
score of issuers in all purchases of corporate bonds, in the context of the Eurosystem’s ongoing 
reinvestment purchases. This will result in the purchase of more bonds issued by companies 

with a good climate performance and fewer bonds from those with a poor climate performance. 
These measures will reduce the Eurosystem’s exposure to climate-related financial risk, as well 
as supporting the Green Transition of the economy in line with the EU’s climate neutrality 
objectives.  

 
As of the first quarter of 2023, we will start publishing climate-related information on our 
corporate bond holdings and we will regularly report on the steps we are taking to address 
climate change within the bounds of our mandate.  

 
I now stand ready to take your questions according to the new format that you have outlined. 

1-005-0000 

Siegfried Mureşan (PPE). – Thank you very much, Madam Chair, thank you very much, 
President Lagarde. We appreciate you coming again to the Parliament for a dialogue with 
members who are in the ECON Committee. Thank you also for the insightful overview.  
 

Obviously, of course, much has changed over the past months. In some of our recent dialogues, 
you were always pointing towards the isolated nature of price increases linked to energy, which 
were responsible for a significant proportion of the inflation. Now, of course, the situation has 
changed, with energy prices being joined by food prices and other categories. Monetary policy 

needs to react, but of course other decisions are also needed.  
 
My first question to you would be, to what extent does the projected level of inflation that you 
are talking about already factor in measures taken by governments at national level or at 

European level in the field of energy – if you are already factoring in certain measures there, 
which might have an impact upon the price – and how would you evaluate such measures?  
 
Likewise, I would appreciate to know from you how the spread from high-energy prices to high 

prices in other sectors has influenced the decisions of the ECB over recent months?  
 
My final question would be linked to the TPI, and to what you have rightly described on TPI. 
Of course, there is debt sustainability, debt reduction trajectories that you would also be looking 
at when you are assessing the countries, should the TPI intervention be needed. My question is 

how exactly will the ECB assess countries meeting their debt sustainability and adapt 
production trajectories, if they are to need TPI support? 

1-006-0000 

Christine Lagarde, President of the European Central Bank . – I hope I do understand your 
first question correctly: did you ask me whether the projections that we have for inflation in the 
coming months actually take into account the measures that have been adopted by the fiscal 
authorities? 
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1-007-0000 

Siegfried Mureşan (PPE). – My question is basically how do you see the interdependence 
between monetary policy measures and the measures taken at national European level to tackle 
energy prices? And in what way are you factoring in, or are you expecting measures from 
national European level authorities other than monetary policy to have an impact on inflation? 

Have you already factored in measures announced? This is basically my thinking and my 
question. 

1-008-0000 

Christine Lagarde, President of the European Central Bank . – So, on that particular aspect, 
obviously, first of all, our inflation projections take into account, of course, current prices, but 
also projected prices. And we take our cue from futures and all sorts of other indicators that are 
available to arrive at, as accurate as possible anticipation of what is likely to happen on those 

markets. But let me say that, first and foremost, it is plagued with uncertainty and what we have 
experienced in the last few months has demonstrated that level of uncertainty. It is a situation 
where monetary policy has to do what it has to do, which is to deliver on the mandate of price 
stability, which is to take the appropriate set of measures using the best tools in order to tame 

inflation.  
 
But fiscal measures can also help in the process: they can help and they can hurt. Let me draw 
the line between what can help and what cannot. Targeted, temporary and tailored measures – 

those that I call the ‘three T’s’ measures – are certainly helpful, needed in particular to protect 
the most vulnerable people, those who are really taking the brunt of the high prices.  
 
To the extent that those measures apply specifically to the most exposed and the most 

vulnerable, to the extent that they are temporary, to the extent that they are tailored specifically 
to that effect, they are certainly helpful and needed.  
 
By the same token, measures that are wide across the board, without distinction between 

beneficiaries that are in dire need of support and those who are not, those measures are certainly 
not helping monetary policy, and they can produce an upward level on prices, which would 
work counter to the monetary policy effort that we are  developing.  
 

So, in that way, fiscal policy has to be very specifically designed in order to help those in need, 
but not be designed in such a way that it helps across the board.  
 
Now, unfortunately, when you look at some of the measures that have been taken – and I 

obviously take my cue in that respect from what the Commission is evaluating – there are more 
measures that are across-the-board than measures that are specifically tailored to those most in 
need. My recollection is that it’s anywhere between 10% and 20% of the measures that are 
tailored, temporary and targeted, and the rest is across-the-board and not necessarily conducive 

to a well-coordinated fiscal and monetary policy.  
 
So, there is work to be done on that account, if I may say, in order to help monetary policy.  
 
Your second question I think related to the direct and indirect effect of energy prices, and as 

the President actually mentioned, the direct effect of energy prices accounts for at least 50% of 
the price increases that we are facing. If you look at energy month over month, taking July 2022 
versus July 2021 we have roughly 28% increase in those prices and yet the price of oil in the 
meantime has gone down quite a bit.  

But if you then drill down into the indirect impact, it’s roughly one-third of the inflation that is 
associated with the indirect impact of energy prices. So combined, you really have a significant 
predominant impact of supply, meaning energy prices in general that affect prices.  
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A final point, on TPI. I think on TPI we have a very strict assessment that will be conducted by 
the Governing Council in which a degree of judgment will come into play. But the decision to 

activate TPI will be based on a three-step analysis. First of all, a comprehensive assessment of 
market and transmission indicators, because this is what we want to protect: transmission of 
monetary policy throughout the entire euro area. Second, an evaluation of the eligibility criteria 
– and I can come back later on those criteria – and, third, an assessment of whether activating 

purchases under TPI is going to be proportionate to the achievement of our objective, as we do 
with any use of any tool of monetary policy. 

1-009-0000 

Chair. – Siegfried, I’m sorry, I’m afraid I cannot give you a follow-up because you have already 
asked three questions and used up all the time for your slot.  

1-010-0000 

Siegfried Mureşan (PPE). – Well, I'm afraid I only used one and a half minutes, Madam Chair 
– maybe just a 10-second follow up question? 

1-011-0000 

Chair. – I’m sorry, it’s just because we have such a long list. Jonás Fernández (S&D) –one 
question please, otherwise we will not make it. 

1-012-0000 

Jonás Fernández (S&D). – Thank you Chair, welcome President and welcome to this House. 
My question will be on the Transmission Protection Instrument because there are some things 
in the design that, at least for me, are not completely clear, and after the political news that we 
heard yesterday, I think that this is needed to understand better how this instrument will work.  

 
In theory, this tool will be implemented to reduce a potential fragmentation in the financial 
markets among Member States in the eurozone. If you identify spreads in bond markets not 
justified by country-specific fundamentals, you will intervene through secondary market 

purchases to support the effective transmission of monetary policy. Fine.  
 
My point is, if the national market where you identify problems for the transmission of 
monetary policy also registers higher inflation rates than the average for the eurozone, don’t 

you believe that purchasing assets from this national market will introduce bias on some 
programmes in the implementation of monetary policy. My point is that it’s not the same 
implementing quantitative easing measures in a deflationary economy as it is in an inflationary 
economy as we are nowadays. 

1-013-0000 

Christine Lagarde, President of the European Central Bank . – I might repeat myself on this, 
but the Transmission Protection Instrument has really been conceived in order to make sure that 

we transmit monetary policy throughout the entire euro area, and it is predicated on a judgment 
by the Governing Council. It will take into account this sort of three-step approach that I have 
just mentioned: assessment of the risk of fragmentation; second, the evaluation of the eligibility 
criteria; and, third, what I call the proportionality yardstick that we apply to any use of any 

tools.  
 
Obviously, this decision to activate the TPI provided these three steps are validated in the 
mechanism will depend on the severity of the risk and will also depend on the success of the 
operation. So it is not an instrument that is intended for an endless period of time and it may 

well be – depending on the severity, depending on the success – that the use of TPI is 
discontinued, either because it has been completely successful or because it has not been 
operative and the diagnosis that was initially concluded by the Governing Council was 
misguided and requires the use of another tool.  

 
I have tried to be brief so that can have another question. 
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1-014-0000 

Jonás Fernández (S&D). – I read the statement, after your last meeting, explaining this 
element that you summarised just now. But my point is, if the country where you identify 
problems for the transmission of monetary policy is a country where the inflation rate is higher 
than the average, it’s clear that if you buy more debt from that country, you will contribute to 

more inflation. So in the design of the instrument there is a clear trade-off between inflation 
and fragmentation, because the context to implement this tool is completely different from the 
context in the pandemic crisis where we faced a deflation risk. Now we are in an inflation risk, 
and with inflation you will not be able to buy debt from a country suffering problems with the 

transmission of the monetary policy, because in that context you will contribute to increasing 
the inflation in that market. So in the design, there is actually a trade-off between fragmentation 
and inflation that is not solved. I think that we need to think about this more. 

1-015-0000 

Christine Lagarde, President of the European Central Bank . – Well, in any decision to 
implement the TPI, we will take into account the macroeconomic situation and the actual 
inflation situation as well as the inflation outlook, in order to properly design the use of TPI, 

the volume of purchases that would take place in order to address something that is not in the 
ordinary course of business – because it is disorderly, because it is unwarranted, because it’s a 
market dynamic that has to be stopped.  
 

So I think the length and the volume will actually address the issue that you’re referring to.  

1-016-0000 

Caroline Nagtegaal (Renew). – Thank you Chair, and thank you also Ms Lagarde. The TPI is 

a very hot topic, so I’d like to continue with that as well. I think it’s correct that the ECB 
mentioned the TPI should only be treated as a last resort and, indeed, buying the debt of 
heavily-indebted countries could encourage their governments to take on even more debt since 
they know that the TPI would protect their country.  

 
So I was wondering, with regard to these developments, could you please reflect on the use of 
the TPI in relation to the Italian elections yesterday?  
 

I’m really looking forward to hearing your view on that. 

1-017-0000 

Christine Lagarde, President of the European Central Bank . – I’m afraid you might be 

disappointed, because TPI is not intended for any specific country that any of us would have in 
mind. It is intended for all countries, because the rationale for the TPI is proper transmission of 
monetary policy to all countries that are members of the euro area. So it goes from the Baltic 
countries all the way down to Malta, including Croatia and everything in between – well, 

Croatia as of 1 January.  
 
I don’t have a specific country in mind. I just want to also remind you that this is not ‘the’ 
instrument. We have a variety of tools that we use. We have used, in the course of July, because 

the numbers have now been published, flexibility in the reinvestment policy of the pandemic 
emergency programme for the redemption that were coming due, and that has been an effective 
and proportionate tool under the circumstances. But I would not apply the TPI mechanism 
process that I have just described with the three steps, nor the criteria, to any particular country . 
I will just maybe mention and remind you of the criteria, which maybe will help you assess for 

your own purposes.  
There are four criteria. The first one is compliance with the EU fiscal framework. The second 
is the absence of severe macroeconomic imbalances. The third one is fiscal sustainability. The 
fourth one is sound and sustainable macroeconomic policies.  

 



8  26-09-2022 

 

So you see that, as opposed to other tools that we have in the toolbox, such as, for instance, 
OMT, this aims at a different set of situations than something like OMT would apply. It’s a 

situation where essentially things are going on track and in accordance with the rules and in 
respect of the fiscal framework and in compliance with fiscal sustainability and where there are 
unwarranted disorderly market dynamics which are not justified by fundamentals or by 
economic policy errors that would have been made. Those are more relevant to the OMT than 

to the Transmission Protection Instrument. 

1-018-0000 

Caroline Nagtegaal (Renew). – Thank you so much for elaborating on this important topic. A 

short other question from my side: I would like to refer to the national central banks across the 
eurozone. We see that they have been struggling with losses due to the rising interest rates – 
Klaas Knot has mentioned this in the Netherlands – and I was wondering to what extent you 
consider this a problem, especially in relation to reduced streams of revenue that national 

governments face as a consequence? Could you reflect on that?  

1-019-0000 

Christine Lagarde, President of the European Central Bank. – National central banks that are 

part of the Euro system do not have as a purpose to generate profit. Their purpose – and the 
only purpose that has to drive all of us in the Euro system – is price stability. This is really what 
we are targeting, what we are angling and where we are spending all our efforts.  
 

It does have consequences, but the decisions that we made and that we will continue making 
will be riveted to that compass, which is price stability. We have to fight inflation, we have to 
deliver for the European citizens, and we have defined price stability as 2% in the medium-
term, symmetric – and we will deliver. So, yes, there will be consequences of different sorts, 

but the purpose is price stability. 

1-020-0000 

Rasmus Andresen (Verts/ALE). – President Lagarde, good to have you back in the 

Committee. I think we are all concerned about the current economic situation, with record high 
energy and food prices. They are making life for a lot of people terrible. But I think we should 
be very clear that rate hikes will not bring down energy prices. Rate hikes will not bring down 
food prices. Rate hikes will not bring down monopolies, which allow enormous profits for big 

corporations. And rate hikes will not convince Putin about ending this war.  
 
The tools you as the Central Bank have, President Lagarde, to fight this crisis on a short-term 
level are quite limited, and this is why we are a bit puzzled that you are targeting short-term 

fluctuations of inflation instead of looking at medium-term inflation to guide policy actions.  
 
According to your own inflation forecast – and we received it once again – as well as market 
inflation expectations, inflation will fall rapidly already in 2023 and converge to 2.3% in 2024, 

which is only slightly above the symmetrical target of 2%.  
 
So my question goes on why do you anticipate further interest rate hikes if your own forecast 
points to inflation being back close to the target in the medium term? 

1-021-0000 

Christine Lagarde, President of the European Central Bank . – Thank you very much, Mr 
Andresen, for your question. In a way, you’ve already provided the answers to your question in 
the way you formulated it.  

 
Our objective is 2%, not close to or below, not close to or above. Its 2% symmetric in the 
medium term. If I look at the projections produced by our staff in terms of inflation outlook, in 
the medium term we are not at 2%. If I look at the baseline scenario, some of the hypotheses of 

which are already overwritten by the turn of events – and I’m here referring to the complete 
shutdown of gas from Nord Stream 1. If I look at that one, we are at 2.3% in 2024. Now, you 
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could argue that this is not exactly the medium term, but this is the last year of our projections 
and we have to take that year into account certainly, well, it’s not 2%.  

 
Now, if I look at something else that was produced by staff that maybe some of you have looked 
at, which is the downside scenario where things really don’t go well, the inflation projection 
for that one in 2024 is 2.7%, even further away from our target. So it’s not as if I was looking 

at benign numbers. There are numbers that are both in the baseline, slightly overwritten by 
events and certainly in the downside scenario, way above our 2% target. That, in and of itself, 
requires that we take action, especially when you have most recent readings as high as 9% and 
in some countries as high as 20%, like in the Baltic states.  

 
So we do have to take action, for two reasons. One is because we need to bring inflation down 
by two factors – one is demand and the second is inflation expectations. It’s by acting on these 
two accounts that we would hope to bring inflation down in the medium term. Where you are 

right, Mr Andresen, is in relation to what I can do about Mr Putin’s unjustified and horrible 
actions. I cannot stop that – I wish I could but I can’t. Where you are right is that I cannot bring 
the price of gas down – I wish I could but I can’t. Maybe a good reform in the electricity price 
setting would help more. This is not for me to do – I wish I could. 

1-022-0000 

Rasmus Andresen (Verts/ALE). – Thanks for the answer. I understand from your initial 
presentation that your projections actually still are expecting economic growth for next year. 

But a lot of banks, for example, like the Deutsche Bundesbank or Banque de France, are actually 
expecting that we are going into a recession. Evidence actually is suggesting that where an 
energy price shock is followed up by a recession, this is usually due to overshooting of monetary 
policy, and there are already some economists pointing out that the first decisions you made in 

the last months were the right ones to take but that you’re over-reacting now.  
 
So I would like to ask you if you see a risk of over-reacting in the decisions you are also planning 
to make in the coming weeks? What kind of measures are you taking to ensure that this is not 

happening? 

1-023-0000 

Christine Lagarde, President of the European Central Bank . – Two points, briefly – on the 

first one, we are projecting positive growth next year in the baseline scenario, of which I have 
just said that some elements have been over-ridden by events. Just to give you an example, 20% 
of supply of gas through Nord Stream 1 has now been shut off. There’s a point in time when 
we say, okay, we stop, we measure, and the staff provides us with projections. Prior to that cut-

off date, there was no reason to believe that it would go down. It has gone down since. 
 
Because of the uncertainty that we are living through, the staff has also produced the downside 
scenario, and in the downside scenario some of the hypotheticals of which have become reality 

– we have recession, we have -.9% as opposed to +.9%. So, our estimates – my estimates this 
time – not the staff, because the staff are giving us the two – the baseline and the downside, is 
that we’re probably somewhere in between and obviously we will know more in December 
when the staff produces yet another projection for the activity.  
 

Your second point is over-reaction. Look, what we decided to do over the last two monetary 
policy meetings that we had of the Governing Council was to increase by a total of 125 basis 
points – 50 first, 75 at the next meeting. We decided deliberately to frontload our monetary 
policy response, and we also indicated that there would be more interest rate hikes in the next 

several meetings, because what we want to do is to arrive at the point where monetary policy is 
neither stimulating nor tightening – what economists call the neutral rate. We are not there. 
When we get there, we have to determine whether we reach our target of 2% in the medium 
term, and if we don’t then we might have to take further measures. 
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1-024-0000 

Gunnar Beck (ID). – Thank you Chair. Good afternoon President Lagarde. For the last eight 
years your predecessor and you have been inflating the money supply. The results are dismal. 
At 9.5% in August, the eurozone has the highest inflation in the OECD, except for the UK. In 
China inflation is 2.5%. In Japan, 3%. In Taiwan, 2.7%. In South Korea, 5.7%. In Australia, 

6%  and in the US, 8.3%.  
 
Inflation in the eurozone is now higher than even in traditional high inflation countries such as 
Brazil, India and South Africa. The eurozone’s growth projections are also amongst the very 

worst of the developed world. So while all countries are affected by rising energy prices, Europe 
is performing dismally and worse.  
 
So when, I’m asking, are you finally abandoning the disastrous monetary policy of your 

predecessor? Because all the ECB is doing is bankrolling disastrous climate and migration 
policies, which cost us hundreds of billions every year and catapult us into economic 
significance. 

1-025-0000 

Christine Lagarde, President of the European Central Bank . – Thank you, Mr Beck. Let me 
first of all correct a little bit some of the numbers that you’ve mentioned and remind you where 
we were back in December, a year and a half ago. 

 
In terms of numbers, I will just take one number which will take you to a second part of my 
response. Let’s look at core inflation. So you take out energy, you take out food – which is 
where people feel inflation most acutely – but you take this out. Where is the euro area? 4.3%. 

Where is the US? 6.3%. 
 
So to argue that Europe is doing abysmally poorly compared with all the OECD countries 
except one or two, I think is a little bit of an exaggeration. That’s point number one.  

 
Now, why did I take out energy and food? Because our continent and many economies have 
been facing unprecedented shocks that have generated massive inflation. 18 months ago, 
inflation was in negative territory and we were fearing deflation. But we have forgotten that.  

 
In December 2020 inflation was in negative territory and the latest reading of August was 9.1%. 
So it has increased massively in a short period of time because of two unprecedented shocks 
that have been compounded by unexpected outcomes. First the pandemic and massive recovery 

as a follow-up of the right measures that were taken in order to avoid the financial meltdown 
that we would have had on our hands. The second unprecedented shock is the energy shock that 
has been nicely prepared before February 22 and massively amplified since the invasion of 
Ukraine.  

 
So inflation has not been caused by monetary policy. If you look at what has happened since 
December 2020, it’s this massive rise caused by the unprecedented shocks that have combined 
to give us the inflation that we have today.  
 

Now, monetary policy must act against inflation. There is no question in our mind, there’s no 
question in my mind, that we have to act as much as we can in order to reduce inflation in the 
medium term. 

1-026-0000 

Gunnar Beck (ID). – I hear what you say and I hear your reference to unprecedented shocks. 
The only trouble is that we’ve been hearing this for many years now. So why is it always Europe 
that’s suffering these unprecedented shocks?  
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There’s another point I’d like to raise. Somewhere I saw that the energy component of the HCPI 
is only 10%. My question here is, is that correct or has it been updated? Because if not, it’s a 

grotesque understatement of the overall cost of living contribution of energy price rises to our 
citizens. 

1-027-0000 

Christine Lagarde, President of the European Central Bank . – Thank you so much. 
Regrettably, we’ve all fallen prey to this COVID virus. It’s not specific to the euro area and it 
has not limited its damage to the euro area. So all of us have been a victim of that, unfortunately. 
It is true, you’re right, that Europe is certainly more of a victim of the energy crisis for reasons 

that have to do with the energy supply that we have, with the resources that are available and 
with the dependency in which we have, deliberately or not, found ourselves in the current 
circumstances.  
 

But on the contribution of energy, I just want to set the record straight. We look at the HICP, 
which is the headline inflation that incorporates the impact of energy and food. And on that 
one, I can assure you that it’s more than 50% of the HICP that is a direct result of energy prices. 
Energy prices in and of themselves have, as I said just earlier on, increased by nearly 40% from 

one year to another and it is representing more than 50% of total price increases. 
 
Unfortunately, because it has been more persistent and offers a huge magnitude, it is now also 
spreading across other sectors.  

1-028-0000 

Johan Van Overtveldt (ECR). – Thank you Chair. Good afternoon, President Lagarde. I’ll 
squeeze two questions in the first one minute and a half. You hear now more regularly, or 

increasingly, the argument that in order to contain this inflation we need positive, real interest 
rates. If you only look at core inflation, that would mean a 5-6% inflation rate for the euro area. 
Do you agree with that statement or that kind of argument? And is the neutral rate you regularly 
talk about in accordance with this kind of argument? 

 
My second point is a point that I already raised earlier with you on the impact of the declining 
euro exchange rate vis-à-vis the dollar. Last time you said, well, the euro is more or less stable 
vis-à-vis a basket of currencies. But of course, our import prices are not in a basket of currencies 

– they are, to a very large extent, in dollars. So a decline of the euro vis-à-vis the dollar increases 
our import prices and increases inflation. Aren’t we there in a kind of inflationary doom loop 
due to that decline in the euro exchange rate? 

1-029-0000 

Christine Lagarde, President of the European Central Bank. – Thank you Mr Van Overtveldt. 
A couple of points in response to your first question. I don’t know what the exact rate will be, 
but I can assure you that the Governing Council is determined to reach that point which 

economists call the neutral interest rate point, which is where monetary policy is neither 
stimulating nor tightening the economy.  
 
Second, we will decide meeting by meeting because of the level of uncertainty that we have. 
And third, we will decide on the basis of the data that is presented to us for the current situation 

and the outlook. And we will look at empirical data, we will look at model-generated data in 
order to make sure that we reach our medium-term target of 2%.  
 
Second point, as we speak now and with the interest rate hikes that were decided over the last 

two monetary policy meetings, we are still in an accommodative monetary policy mode and we 
have to move to the point that we call the neutral rate where we are not stimulating the economy 
any more. A lot of this inflation is caused by supply. If we have this supply wall and we 
stimulate demand by being accommodative, we are simply going to push inflation up, which is 

why we need to decisively move to the neutral rate that you referred to.  
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Your second question had to do with the significant appreciation of the dollar relative to pretty 

much all currencies, including the euro. That is something that obviously we monitor very 
carefully because it does have an impact on inflation, and we have to assess this aspect. Luckily, 
countries of the euro area trade a lot amongst themselves. About 60% of our trade is in euros 
as opposed to being in dollars, in volume.  

 
Now where clearly it has a higher impact at the moment is that the price of energy, particularly 
oil and gas, is determined in US dollars. Therefore, the appreciation of the dollar relative to all 
currencies has a high impact on those particular two accounts. 

1-030-0000 

Johan Van Overtveldt (ECR). – The interest rate increases that we see now all over the place, 
pushed through by central banks are, of course, having a substantial impact on financial 

markets. We see that in different directions.  
 
My question is, how about the shadow banking system, which has become very important and 
where we don’t hear a lot about what the impact of these interest rate increases is?  I cannot but 

imagine that the impact is substantial, maybe not yet feasible, but certainly to come. What’s 
your assessment of that situation? 

1-031-0000 

Christine Lagarde, President of the European Central Bank . – Well, the interest rate decisions 
that are made by central banks obviously have an impact on markets, and markets tend to 
actually anticipate what they assume central banks are going to produce in terms of monetary 
policy decisions. So very often, when the decisions are made, it’s already priced into the 

markets. As a result, whether it’s the banking system or the shadow banking system, they 
actually take those into account in order to determine their own financing cost and the cost at 
which they offer financing to third parties. 

1-032-0000 

Chris MacManus (The Left). – Thank you Chair, and good afternoon President Lagarde. As 
we’re all very aware, it’s a very worrying time for workers, for families, for small businesses 
and for farmers across Europe, and each interest rate rise brings renewed fears and anxieties.  

 
Amongst the bills people are struggling to pay is the mortgage bill. Mortgage rates in Ireland 
are still considered extremely high, even though we have thankfully seen a small drop in some 
cases in the last while. This is a field that your decisions have a very direct impact upon. For 

many, a mortgage rate increase would be a straw that can financially break the camel’s back for 
them – and then there is a spiral of interest accumulation and arrears, which become then 
unavoidable.  
 

Now we’re facing a situation where we have a very concentrated and very uncompetitive 
banking system in Ireland, existing high mortgage rates and an ECB interest rate that’s only 
going probably in one direction for the foreseeable future, which means that we have almost a 
perfect storm for mortgage holders.  
 

So my question is, apart from where the contract may specifically say otherwise, for example, 
a tracker mortgage, can you confirm or clarify that the decision to change interest rates on 
mortgages is ultimately a commercial decision for each bank and is not a requirement as the 
ECB rate changes? 

1-033-0000 

Christine Lagarde, President of the European Central Bank. – Thank you very much for your 
questions. Let me assure you that we are well aware that those decisions that we make on 

interest rates in order to fight inflation have an impact on those who borrow and those who lend. 
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And obviously those who borrow on mortgage, depending on the terms of their lending 
conditions, take a hit as a result.  

 
You know, we are dealing with different circumstances throughout Europe. There are countries 
such as, for instance, the Baltic countries or Finland, where interest rates are variable and where 
mortgage payments actually go up significantly. And there are countries like the one that you 

referred to where by virtue of the pricing mechanism, fees and mortgage payments are high as 
well. And those matters have to be dealt with at the national level, either by macro-prudential 
decisions that are made, or by commercial decisions that are made, by those who offer 
mortgages.  

 
But it is not, in and of itself, only as a result of the interest rate hikes that are necessary in order 
to fight inflation, that those conditions are specifically difficult in the country that you referred 
to. 

1-034-0000 

Chris MacManus (The Left). – Thank you very much, President Lagarde, for your comments. 
Just to follow up then, could I ask – and I’m going to refer back to Ireland again as it’s obviously 

the market that I know well – where we have profitable banks in very non-competitive small 
markets like Ireland, are there measures that can be taken at either European level or at Member 
State level where other measures can be taken to ensure that the mortgage banks are not simply 
passing on any ECB increases to homeowners without any commercial justification? 

1-035-0000 

Christine Lagarde, President of the European Central Bank. – I’d say two things. One is that 
in most euro area countries, there are consumer protection agencies that should certainly be 

acting in such circumstances. Number two – but I will sound like a broken record to you – if 
we had a complete Banking Union, I think these matters would be more easily addressed.  
 
I have to salute on that basis the work done by another famous Irish gentleman, Paschal 

Donohoe, who has been fighting like crazy in order to make sure that the Banking Union 
happens, and it hasn’t yet happened. It’s operating on a piecemeal basis. Hopefully he will be 
successful on that narrow angle that has now been taken. But a comprehensive Banking Union 
would certainly go a long way in addressing those matters on a Europe-wide basis. 

1-036-0000 

Lídia Pereira (PPE). – Madam Chair, inflation in the eurozone has hit historic highs, but this 
could also be the tip of the iceberg. The interest on loans that Europeans are paying is starting 

to reach record levels and families are therefore seeing their house payments rise as never 
before.  
 
I would thus like to ask your view of the impact of the European Central Bank's interest rate 

policy on household income and what you expect for the coming months?  
We have already had some information here from your presentation, but I would like to go into 
greater detail on this subject.  
 
And what can the European Central Bank do to mitigate the consequences that many families 

are facing, particularly with the rise in mortgage repayments?  
 
I ask because we are looking at an explosive cocktail. Despite the Central Bank's projections, 
it seems that 2023 will be a year of recession, and so I would also ask whether there is scope 

for continuing to raise interest rates in the context of a recession?  

1-037-0000 

Christine Lagarde, President of the European Central Bank . – Thank you very much. On your 

first question, as I said, we are very aware that mortgage payments are higher as a result of 
interest rate increases. But this is what monetary policy like that of the ECB has to do. We have 
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to contribute to stability by trying to fight inflation, and the best way to fight inflation in the 
present circumstances is to use the interest rates. So we have to do that. Obviously, it’s for fiscal 

authorities to look at the most vulnerable, the most exposed citizens in order to tailor those 
support programmes that will be put in place in order to help.  
 
Will 2023 be a year of recession? The future will tell. As I said, in the baseline scenario our 

staff projection still assumes that 2023 will be positive by 0.9%. But in the downside scenario, 
some of the elements of which have already come to pass, it will be a recession of 0.9%. 
Obviously, given the level of uncertainty that we are facing and the uncertainty about the fiscal 
response that would be given by some countries, it’s difficult to predict what the real outcome 

will be in 2023. But it will be certainly a difficult year of which the first quarter will most likely 
be negative, as we believe that the fourth quarter of 2022 will be negative as well, and it is one 
where we have to continue to fight inflation because this is the mission of the Central Bank – 
to maintain price stability. I think that by maintaining price stability, we contribute to better 

economic circumstances, by eliminating risk premia, by restoring confidence, and by giving 
certainty to people that the Central Bank means doing what it has to do, which is to bring 
stability back. 

1-038-0000 

Margarida Marques (S&D). – Madam Lagarde, I will switch to English. The new ECB 
Anti-Fragmentation Tool is now linked with the EU fiscal rules, and its activation requires 
sustainable economic policies from the Member States and compliance with the EU fiscal 

framework, in a moment when the general escape clause is activated. 
 
Can you develop how this process works, and its timetable? Specifically, when a Member State 
is suddenly affected by a rise in bond yields, is it the ECB who is going to evaluate the 

fundamentals and the macroeconomic policies of the Member State, even if this is outside its 
mandate? Or will the ECB follow the assessment of other institutions like the Commission, for 
example, and this given the fact that it is the ECB which has the last word on activating, or not, 
the Anti-Fragmentation Tool? 

1-039-0000 

Christine Lagarde, President of the European Central Bank. – Thank you very much for your 
question and thank you for paying very close attention to the four criteria that I mentioned 

earlier on, one of which is compliance with the EU fiscal framework.  
 
Obviously, we are currently in a situation where by virtue of the escape clause, the fiscal 
framework is suspended in many ways. Now I take some reassurance from the fact that the 

Commission is due to propose the terms of the new fiscal framework in reasonably short order. 
I heard that October might be a month when we see the first draft, and that would certainly be 
good, and we shall be consulted on this aspect – and we have already, as the ECB and 
Eurosystem, given an opinion on what we believe would be the appropriate key points in this 

new fiscal framework.  
In the meantime, we have to rely on the assessments that are made by the relevant authorities. 
So we will obviously look very attentively at what the Commission is saying, to what the 
European Stability Mechanism is saying, and to institutions that have the tradition and the 
authority to evaluate macroeconomic policies, structural reforms and so on and so forth.  

 
But at the end of the day, it is for the Governing Council to pass a judgement as to whether or 
not the use of the TPI is warranted. So it will be informed by others’ valuable assessment, but 
it will make its own decision and will come to its final judgement by itself. 

1-040-0000 

Luděk Niedermayer (PPE). – Thank you very much and welcome, Madam President. 
Shouldn’t there be actually someone from Renew now? 
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1-041-0000 

Chair. – No, there’s no one on the list.  

1-042-0000 

Luděk Niedermayer (PPE). – So I am surprised that we are not talking more about price 

stability because this should be the topic of the day. So let me go to that. Let me sum up what 
was said so far. So inflation is very high. We know that. As Madam President rightly said, part 
of that is demand inflation – a significant part of that is demand inflation. The third, expectations 
will likely go up and – last and not least – the policy rates are below a neutral level, as you said.  

 
In my view, it’s strange to say that you are frontloading monetary policy. As a former central 
banker, I can say that it fits perfectly to the description of the Central Bank being behind the 
curve. So that means doing too little too late. This is not a criticism, because the situation was 

extremely challenging, but I guess it’s fact stating that we are behind the curve. So that’s why 
we have a problem with FX rate depreciation. 
 
So the question is, what lesson should we learn from that so as not to repeat it again and to make 

sure that next time we perform better? 

1-043-0000 

Christine Lagarde, President of the European Central Bank. – Thank you very much for your 

question. I hope that next time we don’t have the unprecedented shocks that I have just 
mentioned, which are fuelling supply-driven inflation, not demand-driven inflation. This is 
really how we analyse the root cause of inflation. It’s largely and predominantly supply. It’s 
not only supply, but it is largely supply driven, largely.  

 
Thank you for recognising the difficulty of the circumstances, and let me also remind you and 
colleagues that we haven’t woken up in July. This normalisation of monetary policy that I 
alluded to, we started it in December and we decided to stop net asset purchases. We decided 

to put an end to the pandemic emergency purchase programme and, once those two steps were 
taken, to put behind us the negative interest rates by raising our monetary policy three rates by 
50 basis points.  
 

The frontloading element came yet again at the last monetary policy meeting that we have had, 
when we decided to increase all three interest rates by 75 basis points, which was also 
unprecedented, took place once, I think. That was a very technical decision at the time.  
 

So are we behind the curve? Are we not behind the curve? What I want to say is that it’s a 
journey that started back in December. We followed the steps. We decided to frontload the 
interest rate hikes and we very clearly stated that there is more to come and there will be more 
interest rate hikes until such time as we get to the neutral rate, at which point we will determine 

on the basis of the outlook and on the basis of the then circumstances whether or not we need 
to go higher in order to reach our target of 2% in the medium term. It’s very clear to me what 
we what journey we need to travel. 

1-044-0000 

Joachim Schuster (S&D). – Yes, thank you very much. I’ll speak in German. 
 
You just said that the high inflation is in large part not caused by monetary factors and that for 
that reason it cannot be countered by monetary policy. At the same time, there is a risk that, 

especially in these times, rising interest rates could further compound the expected economic 
recession. Given the quite considerable differences in how each Member State’s economy will 
be affected, it indeed cannot be ruled out that we are on the verge of a euro crisis – and a worse 
euro crisis than the one we had between 2010 and 2012.  
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This leads me to the following conclusion: what we really need is concerted action between the 
EU’s and the Member States’ monetary and financial and economic policies, which we do not 

have on an institutional level. That's why the question for me is how, in this context, can you 
actually ensure sufficient flexibility in the monetary policy to – in case of doubt – correct 
undesirable developments. And what are you doing to at least have a minimum level of 
coordination between financial policies? Because without that, you won't be able to tackle this 

situation. 

1-045-0000 

Christine Lagarde, President of the European Central Bank. – Thank you very much for your 

question.  
 
Let me just really clarify how we see the situation. We have very high inflation numbers. Our 
inflation outlook at the end of our projection horizon is above our target of 2%, which is the 

rate that we have defined as delivering price stability. The source of inflation is, as I think I 
tried to indicate earlier on, predominantly supply driven, and energy prices have played a 
significant role in that respect.  
 

The monetary policy that we have at the moment is still and obviously a fortiori was still 
accommodative, and was pushing up demand. So if we have a supply driven inflation on the 
one hand, and if we are pushing up demand with accommodative monetary policy, what will 
be the result? Inflation will go higher.  

 
So for me it’s obvious that we have to take those measures and stop pushing up demand and 
make sure that supply and demand realign as a result of the action that we are taking, and 
hopefully as a result of action taken by others. And that’s where I come to your second issue, 

which has to do with coordination.  
 
I would say that, first and foremost, any structural reforms, any action that is taken by 
governments and by other European institutions in order to address the disorder in the energy 

markets that drive energy prices where they are, would certainly help a great deal.  
 
Second, obviously, fiscal policy has to be tailored in such a way that its action targets the most 
exposed and most vulnerable, that these measures are temporary and can be removed when the 

situation is restored and on the top of it, if there is the fiscal space to do so, that Member States 
continue to invest in particular in the green energy programmes that they had committed under 
the recovery and resilience plans that they submitted. So that’s really the situation as I see it.  

1-046-0000 

Ernest Urtasun (Verts/ALE). – Thank you Madam Lagarde for being with us this afternoon. 
A very quick question. You have mentioned it yourself that the decisions to raise interest rates 
may have a difficult impact for family households. Mortgages will be more expensive, 

consumer credit will be more expensive. 
 
On the other hand, in the last years, you have been providing subsidised loans to banking 
through the TLTROs with an interest rate as low as -1%. Now, what was surprising to see from 
the last decisions is that now you will allow the banks actually to park those reserves into the 

deposits of the ECB that will be remunerated at the new interest rate, which for us is rather like 
a taxpayer-subsidised carry trade. Actually, we are already seeing how the banks are moving 
those reserves into the deposits of the ECB to collect the arbitrage profits.  
 

So my question would be, what is the economic rationale for allowing the banks to do that? 
And, secondly, have you calculated the distributional effects that this process will have? 
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1-047-0000 

Christine Lagarde, President of the European Central Bank. – Thank you very much for your 
question. Let me first of all remind ourselves of the economic rationale, why we had put in 
place some refinancing schemes that were clear incentives for banks to invest in the economy 
and to finance the economy. When that was put in place and gradually increased over the course 

of the pandemic, that was intended to encourage banks to not slow down, reduce, and possibly 
stop the financing of the economy. At that juncture, it was critically important to provide the 
financing incentives that led banks to effectively lend to the economy.  
 

You remember that one of the conditions to be eligible for those favourable interest-refinancing 
costs was at least the same support to the economy as was available before COVID. So, that 
was the purpose of the refinancing schemes that we put in place.  
 

The first priority was really to provide the security and the reassurance, which means increasing 
the visibility that the economic actors had over their future. And we did at the time conduct the 
proportionality assessment and the effectiveness assessment that we have to apply to each 
monetary policy decision that we make.  

 
Now, having said that, we need to ensure that the policies that we applied always remain 
proportionate, and clearly we are studying the overall situation of reserve remuneration, all 
reserve remuneration, having TLTRO also in mind. We need to make sure that the balance 

between costs and benefits of that side of our policies remain positive.  
 
We will be looking at those issues and obviously we will keep you updated of those 
deliberations. But we need to look at the reserve remuneration conditions. Yes. 

1-048-0000 

France Jamet (ID). – Ms Lagarde, I don't think I need to remind you that your mandate is to 
control the amount of debt and credit in order to ensure currency stability and sustainability. 

Sooner or later, debts have to be paid or we risk losing our credibility and destroying the value 
of the currency. Everyone here has pointed out that the first victims will be the poorest, the 
most vulnerable and our VSEs and SMEs. 
 

You spoke just now – as did everyone else – about containing demand. I think that everyone 
understood what this means: recession. For example, integrating a green policy into the ECB’s 
policy is totally inflationary, because it involves increasing the cost of economic activities and 
service activities, and more particularly industrial and logistical activities. More importantly, 

though, this is not the role of a central bank. So, inflation and the economic crisis, which are 
the result of a policy of rampant money creation over the last ten years and of political choices 
and – why not say so – errors, are here to stay and to worsen. 
Ms Lagarde, you mentioned earlier that uncertainty is not an empty word. But I would like to 

ask you whether the ECB intends to finally fulfil its mandate, namely to ensure the stability of 
the currency for the good of savers and for the long-term good of our economic activity. 

1-049-0000 

Christine Lagarde, President of the European Central Bank. – I think I’ll answer the question 

in English, unless ... Okay. 
 
It's a pleasure to speak a little French, but I think... At least I'm sure about the translation. 
 

So, there should be no doubt in anybody’s mind in this assembly and beyond, that our mandate, 
our primary mandate, the one that really is operating as the compass of all our actions, is price 
stability. That is the primary mandate, and we will act upon that mandate. We have started that 
journey back in December. We are going to continue and that has been announced at the last 
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monetary policy meeting that we had. Our destination is very clear, it is such an interest rate 
that will deliver inflation at 2% in the medium term.  

 
Having said that, there are secondary objectives as well that are very important and that must 
be looked at, delivered upon, as long as it is without prejudice to the primary mandate of price 
stability. So, to describe it between two options of the secondary mandate, if one is without 

prejudice to the primary mandate, it will be perfectly acceptable. If it does prejudice the primary 
mandate, it will not be acceptable.  
 
We believe at the ECB and within the whole Eurosystem – so all national central banks have 

signed up to that – that climate change imperatives are part of our monetary policy strategy. 
Why is that? Because, as we have seen, climate change has a direct impact on inflation and on 
price levels. I’ll give you one example. The Rhine River went down significantly over the 
course of the summer. A lot of the barges that travel on the Rhine were only half full, and some 

of them couldn’t even travel down the Rhine because it was so low. But that clearly has an 
impact on prices, and it’s what we otherwise call a supply bottleneck. We cannot transport the 
grain, we cannot transport the coal or whatever it is that is shipped on those barges at the same 
speed and in the same amount. That’s only a minor example. If you take drought into account, 

if you take famines into account, in various corners of the world, it does have an impact on 
price levels and price setting. So, from that angle, it has to be taken into account. 
 
For another set of reasons it matters, and this is risk management. If we hold in a balance sheet 

of any of our national central banks – or the European Central Bank, and for that matter the 
commercial banks with which the national central banks operate – risks that are not properly 
valued and accounted for, that’s an issue for those to whom the banks are accountable – which 
is the general public in the case of the ECB or the national central banks and it requires that we 

take that into account, which is why – as I mentioned in my introductory remarks – as of next 
Monday, we will be tilting our corporate portfolio in our reinvestment decision in order to better 
account for the climate change related risks, the level of disclosures by corporates in order to 
satisfy the secondary objective, which is what all European institutions are pursuing without 

prejudice to our primary objective, which is price stability. 

1-052-0000 

Eugen Jurzyca (ECR). – Thank you very much for the floor. Madam Lagarde, a lot has been 

said about the interest rates today, but the Central Bank also has other means to limit the spread 
of the inflationary fire.  
 
Fed Chairman Powell recently committed the Fed to shrink its balance sheet to withhold some 

of the money supply from the economy. In the meantime, after the mild decline, the ECB’s 
balance sheet has risen again in September compared to August.  
 
Madam Lagarde, is the ECB prepared to follow the Fed’s example and start shrinking its 

balance sheet as well?  

1-053-0000 

Christine Lagarde, President of the European Central Bank. – Thank you very much for your 
question. On the issue of reinvestment, this is the only area where we still have forward 

guidance in our monetary policy stance, and there is very clear guidance on both the Asset 
Purchase Programme and on the Pandemic Emergency Programme, and those elements of 
forward guidance remain valid for the time being.  
 

At present, what we believe is going to be the most efficient, most effective, most proportionate 
decision and tool is the rates. Hiking interest rates, as we have done and will continue to do, is 
the most proportionate, effective and efficient way of dealing with the inflation that we are 
seeing and in dealing with reaching our objective of 2% in the medium term.  
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So I can remind you about those forward guidance principles, but they are pretty 

straightforward. On APP, the principal payments from maturing securities purchased under the 
APP for as long as necessary to maintain ample liquidity conditions and an appropriate 
monetary policy stance – it’s in our monetary policy statement each and every time and so far 
this is still the guidance.  

 
On PEPP, it’s until at least the end of 2024, and in any case the future roll out of the PEPP 
portfolio will be managed to avoid interference with the appropriate monetary policy.  
 

This is at the moment. Now when we have completed our monetary policy normalisation, using 
the most appropriate, efficient and effective tool, that are the interest rates, then we will ask 
ourselves, how, when, at which rhythm, at which pace we use the other monetary tools that we 
have available, including quantitative tightening as a result. 

 
But that will take place in due course, in due time, once we are completing the normalisation 
process and exhausting the benefit of what we regard as the most appropriate tool at the 
moment. 

1-054-0000 

Luděk Niedermayer (PPE). – I have Danuta Hübner’s question, but let me rephrase it and 
continue with our last exchange. I must say that I don’t share that perception of supply-side 

inflation, because supply can cause high inflation only if there is sufficient demand to finance 
the price hike. Otherwise, the price hike of some items will be compensated by the deflation of 
the others. So that’s why I really insist that there is substantial demand-side inflation.  
 

This is important for my question, because in future – and I guess this is what is reflected by 
your alternative – a more negative forecast that we may experience is that high inflation will 
persist and real income will drop, and as a consequence of that there will be a recession.  
 

Danuta’s question is how will the ECB be able to assess the moment where it is appropriate to 
move from a tightening or to a neutral stance in monetary policy to a more accommodative 
stage, in order to be able to basically reflect in monetary policy the recession caused by the 
decline of real income. 

1-055-0000 

Christine Lagarde, President of the European Central Bank. – Thank you very much for your 
follow-up question. Where I agree with you and disagree with you at the same time is that I 

don’t think that the source of inflation is purely supply, nor do I think that the source of inflation 
is purely demand.  
I continue to believe that there is a much stronger element of supply drivers than there is of 
demand drivers. But there has been some demand element about it. I mean, when we all looked 

at the strength of the recovery, post-COVID lockdown, for instance, there was an element of 
demand that was pushing up, but that was largely pent-up demand – and pent-up demand takes 
it course and then gradually fades away. How much time exactly does it take? That’s to be seen. 
But we are beginning to see, for instance, that the high demand in services, that really steamed, 
particularly during the summer period, is gradually coming down.  

 
We have to be very prudent, let’s face it, because just as we all assumed that supply bottlenecks 
would fade out as they should fade out in economic theories, well, it took longer than anybody 
had expected. Now those supply bottlenecks are gradually easing, and we are seeing it in the 

transportation time of, you know, containers travelling from China to Europe or from China to 
Los Angeles and we are seeing it in delivery time reduction, but those timeframes are certainly 
not what was in the textbook. And the recovery-led demand aspect of the drivers of inflation is 
also something that we need to really understand better and explore at length and in depth, 
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because we are facing unprecedented shocks. We are facing an unprecedented situation and our 
reaction function must take all that into account.  

 
Now, for the moment, let’s do what we have to do, which is to reduce inflation, bring it down 
to the targets that we have in the medium term – a target of 2% – and then we’ll see what comes 
next. But for the moment, we are riveted to what we have to do. 

1-056-0000 

Chair. – Now we have two requests for catch-the-eye. The first one is from Dorien Rookmaker 
for the ECR – one minute for the question, two minutes for the answer.  

1-057-0000 

Dorien Rookmaker (ECR). – Thank you so much, Ms Lagarde, for coming here. I have only 
one short question. If the TPI instrument doesn’t work or doesn’t work well enough, is the ECB 

now already considering the option of a temporary opt-out from the eurozone for countries in 
trouble? 

1-058-0000 

Christine Lagarde, President of the European Central Bank . – Thank you for your question. 
First of all, I would hope that the various instruments that we are already using – such as 
flexibility in reinvestment – or that we would determine is necessary and appropriate – such as 
TPI – will not lead us to that conclusion. But if it was the case that the use of TPI is not 

successful, then we have other tools available in the toolbox. One of them is clearly OMT, 
which has some ex-post conditionalities about it that are intended to address the policies that 
must be adopted by the country. But there is no sort of opting out that could be decided by the 
ECB. No. 

1-059-0000 

Michiel Hoogeveen (ECR). – Thank you Chair, and thank you President Lagarde for being 
here. In response to the widening of the bond spreads, at your first interest rate hike this year 

you created the TPI in order to ease markets and, in addition, the ECB conducts its debt 
mutualisation via the ECB balance sheet through the Pandemic Emergency Purchase 
Programme reinvestments.  
 

As a result, spreads remain somewhat narrow after your last interest rate hike. In other words, 
it would be seen as something positive, but I would see it in a way that the ECB dulls market 
signals and incentives without replacing them with any credible conditionalities. You spoke 
about the conditionalities on the TPI, these four criteria, but these are mere input for the ECB 

Governing Council to decide upon. So I don’t really see them as credible concrete 
conditionalities.  
 
So my question is, if the ECB would stop intervening in the markets, the states supported by 

your instruments will face a fiscal crisis. As the ECB will want to avoid a sovereign debt 
restructuring or a Member State leaving the eurozone, the ECB will be trapped into continuing 
support.  
 

My questions: do you agree that your tools are disrupting the financial markets? Secondly, the 
lack of conditionality of the ECB tools creates the risk that the ECB is now funding fiscally 
irresponsible policies of highly-indebted eurozone member states. 

1-060-0000 

Christine Lagarde, President of the European Central Bank. – Thank you very much. I’m 
afraid I disagree with you. I disagree with you because the Transmission Protection Instrument 
is precisely designed in order to deal with unwarranted disorderly market dynamics. So it’s  not 
the TPI that is causing disruption. It is because there is an unwarranted, disorderly functioning 

of markets that the TPI was actually designed.  
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Second, as I just said, the decision by the Governing Council, which is a decision in its own 
judgement, will be based – if it has to take place – on the basis of this three-step process and 

the four criteria. The four criteria are pretty strict and rigid criteria, with the caveat of the escape 
clause, which is not going to last forever, obviously, but they are pretty strict criteria of 
essentially dealing with a country that is in compliance with its obligations under the Treaties 
and the various mechanisms.  

 
Third, if we were to face a situation where all that doesn’t work and we have a misguided 
judgement in the Governing Council, then certainly the next step would be the OMT, and that 
includes conditionalities that I would call ex-post conditionalities that a country has to satisfy 

in order to be eligible.  

1-061-0000 

Chair. – I have no further requests for catch-the-eye, so I really want to thank President Lagarde 

for her availability and to thank all the MEPs who participated in this dialogue.  
 
(The Monetary Dialogue ended at 16.45) 


