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* * *

Mr Chairman,
Honourable Members of the Economic and Monetary Affairs Committee,
Ladies and Gentlemen,

This hearing today takes place at a moment of change for the ECB. On 4 November, the
ECB will become the banking supervisor for the euro area, including the direct supervision of
120 large banks. This marks the biggest step of European economic integration since the
inception of the euro. We are well prepared for this step, but we are also conscious of the
important additional responsibility we will be taking on.

Additionally, over the course of the coming months, the majority of the ECB’s services will
move to the new ECB premises at Frankfurt Ostend, while the SSM staff will remain in the
city centre. This will also geographically underline the separation between the ECB’s new
supervisory function and its other tasks. In this context, | wish to inform you that we have
published today our decision on the implementation of separation between the ECB’s
monetary policy and supervisory functions as required by the SSM Regulation.

| know that on 3 November, on the eve of the start of single supervision, you will have ample
opportunity to discuss with the Chair of the Supervisory Board. By then, the results of the
Comprehensive Assessment will also be known. Against this background, | will today and in
the hearings from now on focus my attention on the traditional tasks of the ECB — and in
particular on monetary policy.

Economic situation

The economic recovery in the euro area is losing momentum. Following some moderate
expansion in recent quarters, growth of the euro area real GDP came to a halt in the second
quarter of this year. The early information on economic conditions which we received over
the summer has been somewhat weaker than expected. While industrial production and
manufacturing orders in July gave some reason for optimism, more recent survey indicators
have given no indication that the sharp decline registered in August has stopped.

Looking ahead, we continue to expect euro area domestic demand to be supported by
various factors. These include our accommodative monetary policy stance, favourable
financing conditions, and structural reforms sustaining private consumption and investment.
At the same time, unacceptably high unemployment and continued weak credit growth are
likely to curb the strength of the recovery. The risks surrounding the expected expansion are
clearly on the downside. In particular, heightened geopolitical tensions could dampen
business and consumer confidence. Risks of insufficient structural reforms could weigh on
the business environment.

From a high of 3.0% toward the end of 2011, inflation in the euro area has been on a
downward path for a considerable period of time. In August, inflation was estimated to have
reached a low of 0.3% but has been revised later to 0.4%. We expect inflation to remain at
low levels over the coming months, before increasing gradually during 2015 and 2016.

Given the prolonged period of low inflation that we have already experienced, we will closely
monitor risks to price developments looking forward. We will focus in particular on the
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possible repercussions of dampened growth dynamics, geopolitical developments, exchange
rate developments and the pass-through of our monetary policy measures.

TLTROs, the September measures, and the transmission mechanism

Before turning to our latest monetary policy decisions, let me stress that the ECB has done a
lot over the past three years to safeguard price stability. We successfully fought the
confidence crisis in the euro that raised interest rates to abnormal levels. We provided the
euro area banking system with unprecedented funding. We have continuously lowered our
policy rates.

Yet, against the backdrop of a persistently weak inflation outlook, a slowing growth
momentum, and subdued monetary and credit dynamics, we decided in early September to
adopt a number of additional monetary policy initiatives which will complete and complement
the measures already announced in June.

First, we lowered the key ECB interest rates by 10 basis points to their effective lower bound.
The main refinancing rate now stands at 0.05%, and the deposit facility rate at —0.20%.

Second, we announced further measures to enhance the functioning of monetary policy
transmission, support lending to the real economy and provide further monetary
accommodation given that we have now reached the lower bound. Restoring a functioning
transmission, notably in bank lending, is instrumental in ensuring that the monetary policy
stimulus that has been introduced reaches the final borrowers and thereby supports real
incomes, spending and price formation.

Following this announcement, under our ABS purchase programme (ABSPP) we will soon
start purchasing simple and transparent securities with underlying assets consisting of claims
against the euro area non-financial private sector. We will also start purchasing covered
bonds issued by euro area MFIs under a new covered bond purchase programme (CBPP3).

These measures will effectively complement and strengthen the targeted longer-term
refinancing operations (TLTROs) whose first allotment was just conducted a few days ago.

In this respect, let me provide you with some fresh details on the outcome of the first TLTRO
operation.

Last Thursday, 255 banks participated in the first TLTRO for an amount of 82.6 billion euros.
This is within the range of take-up values we had expected based on banks’ revealed
behaviour under previous programmes. In December, banks will have another opportunity to
borrow funds in the form of their TLTRO initial allowance, which entitles them to borrow a
cumulative amount — between the September and the December 2014 tenders — equivalent
to up to 7% of their outstanding stock of loans to the non-financial private sector excluding
loans to household for house purchase. By design, the September and December operations
should be assessed in combination.

As of next year, there will be additional quarterly allotments in which banks will be able to
receive additional funding determined by their recent lending performance.

While it is yet too early to assess the impact of the TLTROs on the broader economy, their
announcement already had a noticeable positive impact on financial market sentiment.

Overall, we expect the TLTROs to act as a powerful tool to strengthen the transmission of
monetary policy and facilitate new credit flows to the real economy, given the predominantly
bank-based financing structure of the euro area economy.

Impact channels of the additional measures

The additional measures we took in September will empower the credit easing impact of
TLTROs in three directions. First, we expect that purchases of simple and transparent ABS
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will strengthen the direct pass-through effect — i.e. the extent to which the funding cost relief
for banks will be passed along to their borrowers — that we can associate with the TLTROs to
a measurable extent. This is because the ABS market remains severely impaired — so that
the potential for interventions to change market dynamics is high in that particular market —
and the link between the spreads at which ABS are traded in the secondary market and the
lending rates which banks apply in the primary market of the credits that collateralise these
securities is direct and tight.

Second, there will be a portfolio rebalancing channel, as the expansion in liquidity that will
result from the combined operations promotes a diversification of investment patterns in the
investor community, and thereby an easing of financing conditions more broadly.

Third, we believe the overall monetary policy package underpins our forward guidance and
our determination to accomplish an expansionary stance over an extended horizon in
keeping with our price stability mandate and our desire to see inflation stabilise around levels
below but close to 2% over the medium term.

Features and risk management of the new programmes

Is the market for ABS, in particular, sufficiently ample to allow sizeable purchases? Our
purchases will include a fairly wide range of simple and transparent ABS collateralised by
loans to the real economy. The total stock of eligible securities which is currently outstanding
— held in investors’ portfolios or retained by the originating banks — is already sizeable. We
are confident that it will grow as a result of our presence in the market. Over time, as our
purchases contribute to a normalisation in trading conditions, secondary market and
issuance activity will expand in those segments that are currently inactive. As the experience
of other central banks that have engaged in outright purchases of structured products can
demonstrate, market size and purchasing volumes are to a certain extent co-determined and
endogenous.

Will the new initiatives magnify the Eurosystem’s exposure to risk? Outright purchases will
increase the size of the ECB’s balance sheet, but the additional risk exposure will be limited.
Under the ABS purchase programme we will be purchasing senior and guaranteed
mezzanine tranches. Regarding senior securities, we would buy only those assets that are
eligible for Eurosystem operations. So, we have ample experience with managing and
understanding the risks associated with this asset class. The assets to be purchased would
satisfy high standards of transparency and simplicity and are also characterised by low
default risk. The large degree of credit enhancement that originators have to build into a
structured financial transaction for its senior tranches to attract the high rating that will make
it eligible under our programme will function as a further protective layer against losses. As
for the guaranteed mezzanine tranches, their intrinsic credit risk would be comparable to that
of the guarantor, be it a national or supranational entity.

Covered bonds share important features with ABS, and therefore are an obvious
complement to an ABS-centred programme. First, the link that is established on the issuing
bank’s balance sheet between the covered bond, on the one side, and the loans that back
the covered bond, on the other, is reasonably tight. As the prices for covered bonds are bid
up, we expect banks to respond to the market incentives by originating more saleable
covered securities, and thus more loans to collateralise them. Second, outright interventions
in this market will complement ABS purchases by reinforcing the portfolio rebalancing
channels of transmission and generating positive spill-overs into other markets and
securities. This will further ease funding and credit conditions and will help the transmission
of monetary policy.

The Governing Council has emphasised that the combination of measures announced
between June and September will have a sizeable impact on the ECB balance sheet, which
is expected to move towards the dimensions it used to have at the beginning of 2012.
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With the purchase programmes, we are starting a transition from a monetary policy
framework predominantly founded on passive provision of central bank credit to a more
active and controlled management of our balance sheet.

Conclusion

The Governing Council remains fully determined to counter risks to the medium-term outlook
for inflation. Therefore, we stand ready to use additional unconventional instruments within
our mandate, and alter the size and / or the composition of our unconventional interventions
should it become necessary to further address risks of a too prolonged period of low inflation.

Let me add however that the success of our measures critically depends on a number of
factors outside of the realm of monetary policy. Courageous structural reforms and
improvements in the competitiveness of the corporate sector are key to improving business
environment. This would foster the urgently needed investment and create greater demand
for credit. Structural reforms thus crucially complement the ECB’s accommodative monetary
policy stance and further empower the effective transmission of monetary policy. As | have
indicated now at several occasions, no monetary — and also no fiscal — stimulus can ever
have a meaningful effect without such structural reforms. The crisis will only be over when
full confidence returns in the real economy and in particular in the capacity and willingness of
firms to take risks, to invest, and to create jobs. This depends on a variety of factors,
including our monetary policy but also, and even most importantly, the implementation of
structural reforms, upholding the credibility of the fiscal framework, and the strengthening of
euro area governance.

Originally, you had also chosen “inflation differentials in the euro area” as one of the topics of
today’s hearing. | hope you will understand that given the important decisions we took in July
and September, | have focused my remarks on our monetary policy measures. Nevertheless,
| of course stand ready and would be very interested to further discuss the matter of
persistent inflation differentials, especially given their link to the structural reform agenda.

I am now looking forward to our discussion.

4 BIS central bankers’ speeches




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /PageByPage
  /Binding /Left
  /CalGrayProfile (Gray Gamma 2.2)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.6
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.1000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo false
  /PreserveCopyPage false
  /PreserveDICMYKValues true
  /PreserveEPSInfo false
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
    /SymbolMT
    /Wingdings-Regular
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 150
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.00000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /ColorImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 150
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.00000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /GrayImageDict <<
    /QFactor 0.76
    /HSamples [2 1 1 2] /VSamples [2 1 1 2]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 15
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 600
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.00000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<


    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>



    /HUN <>
    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>


    /SKY <>

    /SUO <>
    /SVE <>
    /TUR <>

    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 6.0 and later.)
  >>
>> setdistillerparams
<<
  /HWResolution [600 600]
  /PageSize [595.276 841.890]
>> setpagedevice


