
LO QUE EL BANCO CENTRAL HA HECHO (ECB)

Las comparecencias de  Jean-Claude Trichet, Presidente del BCE, en la Comisión de  
Asuntos  Económicos  y  Monetarios  del  Parlamento  Europeo,  así  como  sus  
declaraciones en otros foros  permiten conocer con claridad los  puntos de vista de la  
institución sobre la crisis. Puntos de vista extraordinariamente importantes porque al  
Banco Central Europeo corresponde la dirección de la política monetaria de los países  
integrados en la zona euro. 

1.  Comparecencia   ante  la    Comisión de  Asuntos  Económicos  y  Monetarios  del   
Parlamento Europeo  ,    (9 de octubre de 2007)

Madame  la  Présidente,  Mesdames  et  Messieurs  les  membres  de  la  Commission 
Economique  et  Monétaire,  je  me  réjouis  d'apparaître  devant  votre  commission 
aujourd'hui  et  de  poursuivre  notre  dialogue  fructueux.  La  situation  sur  les  marchés 
financiers  suscite  toujours  beaucoup  d’intérêt.  Aujourd’hui,  je  reviendrai  d’abord 
brièvement sur la situation économique et monétaire,  en expliquant les raisons sous-
jacentes  à nos récentes  décisions  de taux.  Ensuite,  je vous fournirai  de plus amples 
informations  sur  les  opérations  de  politique  monétaire  de  la  BCE  en  réaction  aux 
tensions enregistrées sur le marché monétaire ainsi que sur les initiatives en cours visant 
à  améliorer  le  cadre  relatif  à  la  réglementation,  à  la  surveillance  et  à  la  stabilité 
financières.  Schließlich  möchte  ich  ein  paar  Anmerkungen  machen  zu  den 
Produktivitätsentwicklungen in Europa, die wir in letzter Zeit beobachtet haben, sowie 
zu den Kriterien, die erfüllt sein müssen, um dem Euro-Währungsgebiet beizutreten.

Economic and monetary developments

Since my previous appearance before the European Parliament a month ago, the new 
economic data which have become available have confirmed our view that risks to price 
stability remain on the upside over the medium term, as identified by both our economic 
and monetary analyses. As already indicated on several occasions, unfavourable effects 
from energy prices will have an important impact on headline inflation over the coming 
quarters. Owing mainly to such effects,  deriving from the marked decline in energy 
prices a year ago and the recent substantial increase in oil prices, the inflation rate is 
expected to remain significantly above 2% in the near future, including the first months 
of  2008,  before  moderating  again.  In  2008,  largely  as  a  consequence  of  capacity 
constraints and relatively tight labour markets, inflation is expected to remain around 
2% on average.

As  regards  economic  activity,  it  appears  that  the  sustained  real  economic  growth 
experienced in the euro area in the first half of 2007 has continued over the summer. 
The economic fundamentals support a favourable medium-term outlook for economic 
activity.  While  euro  area  consumer  and  business  confidence  indicators  declined  in 
September, mainly reflecting the financial market correction, they remain above their 
historical averages and continue to point to ongoing sustained growth during the second 



half of the year. Available forecasts for 2008 confirm the Governing Council’s main 
scenario of real GDP growing at around trend potential. This scenario is based on the 
expectation that global economic activity will remain robust, with the moderation of 
economic  growth  in  the  United  States  largely  offset  by  the  continued  strength  of 
emerging market economies. Given the financial market volatility and the reappraisal of 
risks in recent weeks, this assessment remains surrounded by heightened uncertainty. 
On balance, risks to this outlook for growth are judged to lie on the downside.

The monetary analysis confirms the prevailing upside risks to price stability at medium 
to longer-term horizons. On the basis of latest available data, covering the period to the 
end of August, the underlying money and credit expansion remains strong. However, 
strong money and credit growth may have been influenced by temporary factors, such 
as the flattening of the yield curve and recent financial market volatility. The headline 
figures may therefore overstate the underlying money and credit growth. 

In August,  the flow of loans to households and non-financial  corporations remained 
strong.  However,  financing  conditions  have  tightened  somewhat  in  the  context  of 
financial turbulence, although financing costs are not exceptionally high by historical 
standards. As regards developments in the bank lending behaviour, there are some signs 
showing an impact  of recent  financial  market  volatility.  The  results  reported  in our 
October 2007 bank lending survey point to some net tightening of the credit standards 
in the third quarter of 2007 both on loans to large enterprises and loans to households 
for house purchases, following a prolonged period where credit standards were eased or 
remained unchanged. Looking ahead, banks expect to further tighten credit standards in 
the fourth quarter of 2007.

The ECB’s monetary policy stands ready to counter upside risks to price stability, in 
line  with  its  Treaty  mandate  to  maintain  price  stability  as  the  primary  objective  of 
monetary  policy.  Under  current  circumstances,  particular  caution  is  required  in 
assessing  any potential  impact  of  recent  financial  market  developments  on  the  real 
economy. Before drawing further monetary policy conclusions, the Governing Council 
deems it necessary to gather additional information and carefully examine all new data.

Against this background, on 4 October 2007 the Governing Council of the ECB decided 
to leave the key ECB interest  rates unchanged. The Governing Council will monitor 
very closely all developments. By acting in a firm and timely manner, and based on its 
assessment,  the  Governing  Council  will  ensure  that  risks  to  price  stability  over  the 
medium term do not materialise and that inflation expectations are firmly anchored in 
line  with  price  stability,  thereby  favouring  an  environment  conducive  to  sustained 
economic  growth,  well-functioning  markets  and  job  creation.  This  is  even  more 
important  at  times  of  financial  market  volatility  and  increased  uncertainty.  In  this 
respect, the Governing Council will continue to pay great attention to future financial 
market developments.

Monetary policy operations

Ladies and gentlemen, once the Governing Council has defined the monetary policy 
stance necessary for maintaining price stability in the medium term, the ECB has the 
responsibility to ensure the smooth functioning of the segment of the money market that 



we influence. As I explained last month, these two responsibilities are clearly distinct 
and should not be mixed. 

The ECB continued to intervene in the money market in order to ensure its smooth 
functioning.  Some tensions indeed remained in the money markets,  in particular  for 
maturities beyond one week. These tensions were fostered by the increase in liquidity 
needs related to banks’ usual behaviour at the end of the quarter, when they need to 
adjust their balance sheets. Money market interest rates have remained more volatile 
than usual and our recent operations have attracted strong demand. On 11 September, 
we conducted a second supplementary long-term refinancing operation with the usual 
maturity of three months at a variable rate with no pre-announced allotment amount, 
while the regular long-term refinancing operation was conducted on 26 September as 
scheduled. In addition, we continued to allot in the regular main refinancing operations 
significantly  larger  amounts  of  liquidity  than  we  would  have  done  under  normal 
circumstances,  while  aiming  at  balanced  liquidity  conditions  at  the  end  of  the 
maintenance period. 

Some  tentative  signs  of  improvement  can  now  be  seen  in  the  money  markets,  in 
particular in the commercial paper market. Tensions still remain, in particular in the so-
called Asset Backed Commercial Paper market segment, which has been at the root of 
the tensions. However, unlike during the peak of the difficulties in August, there is now 
some differentiation  between  commercial  papers  with  different  underlying  assets  or 
different credit  of sponsoring banks. Lately,  paper of higher quality could be placed 
more easily,  and at better prices, than some weeks ago. Thus, a more discriminating 
market would seem to be emerging in the ABCP market.

Financial stability 

Let me now provide you with an update of the recent developments regarding euro area 
financial stability. Last month, I drew some very tentative lessons from the events as we 
saw them evolving at the time. By now we have learned more, but the lessons to be 
drawn still remain tentative and provisional. 

As I told you last month, the re-assessment of risk – which is still ongoing – reflects the 
materialisation of some of the vulnerabilities that had previously been identified by the 
ECB as well as by the global central banking community. 

Since our last meeting, we have witnessed tentative signs of normalisation in some parts 
of the credit and financial markets. Nonetheless, as regards the prospects going forward 
I  would  certainly  tend  to  agree  with  those  who  caution  against  complacency.  The 
situation in certain parts of the euro area money markets remains complex, and banks 
are still reluctant to lend to each other in the unsecured interbank term money markets. 
In a number of cases the present episode of market correction will impact banks’ profits. 
Fortunately, several years of rather favourable economic and financial developments, as 
well as better risk management, have significantly improved the resilience of the euro 
area  banking  system,  placing  the  core  financial  institutions  in  a  rather  comfortable 
position to absorb the recent disturbances. 

Our baseline scenario is that the process of adjustment in the money and credit markets 
will  take  place  in  an  orderly  manner.  Nevertheless,  it  cannot  be  excluded  that  this 



positive  baseline  scenario  could  yet  be  challenged  by  some  low-probability  but 
potentially high impact negative events. Therefore, there is no room for complacency at 
the present juncture. 

The first priority remains the need to restore confidence among the various participants 
of  the  global  credit  market.  Today,  we  still  have  the  paradox  that  there  are  large 
amounts of high quality assets which investors are currently treating as if they have 
poor credit quality. Last month, I tentatively identified three potential and non-exclusive 
remedies to this situation ; I will again stress them today and I will even add a fourth 
one. First, there is a need to increase transparency and further improve risk management 
–  including  liquidity  risk  management  -  relating  to  complex  structured  products. 
Second, an assessment of the role played by rating agencies needs to be undertaken. 
Third, a review of certain areas of the regulatory framework, such as the treatment of 
liquidity risk should be carried out. Fourth, the case of non regulated entities should 
continue to be examined very carefully, not only the “highly leveraged” non regulated 
institutions but also the other entities like “conduits” and “special vehicles”: the case of 
the “highly leveraged” has already been examined by the Financial Stability Forum and 
orientations have been suggested.

I am pleased to see that international and EU level initiatives are already underway to 
address these issues. Whilst it is still too early to draw definitive conclusions, there is a 
common  understanding  on  the  need  for  finding  solutions  that  can  be  applied 
consistently at the global level. 

Concerning the international level, I welcome the initiative of the Financial Stability 
Forum, following a proposal by the G-7, to set up a high-level working group to analyse 
the causes of the current turmoil and to propose appropriate recommendations. 

Concerning  the  European  level,  initiatives  are  under  way  involving  the  European 
Commission  and the Member  States,  with the close association  of central  banks.  A 
roadmap identifying both the key issues to be analysed as well as the bodies in charge 
will be submitted today to the ECOFIN for approval. The ECB is strongly supportive of 
these initiatives taken at both levels and will actively contribute to the work.

Productivity trends in Europe

Ladies and gentlemen, let me now share with you some thoughts on recent productivity 
trends in Europe. Notwithstanding robust employment growth in the euro area over the 
recent  economic  upswing,  labour  productivity  data  for  the  euro area  remained  very 
positive  overall  in  2006.  Notably,  data  confirmed  a  clear  acceleration  in  labour 
productivity growth (per person) in 2006 to 1.4%, up from 0.7% in 2005. Against this 
background,  some  observers  had  made  an  upbeat  assessment  of  recent  labour 
productivity developments, arguing that the euro area was ready to embark on a period 
of prosperous economic growth founded on the successful implementation of structural 
reforms.  These  improvements,  however,  were  mainly  due  to  cyclical  rather  than 
structural improvements. On a year-on-year basis, labour productivity growth reached 
1.7% in the fourth quarter of 2006 but declined to 1.4% in the first quarter of 2007 and 
fell further to 0.8% in the second quarter of 2007. Overall, its current level is in line 
with its average rate of 0.9% over the past ten years. 



From a longer-term perspective, labour productivity developments in the euro area are 
characterised by a sustained slowdown since the early 1960s, which mainly reflects both 
lower growth in innovation and other efficiency gains and lower growth in capital used 
per  unit  of  labour.  These  disappointing  developments  in  the  euro  area  are  in  sharp 
contrast with the positive developments in the United States. The strong productivity 
performance of the US economy has been ultimately attributed to the development of 
new  information  and  communication  technologies  (ICT)  in  combination  with  the 
overall flexibility of the US economy.

The bulk of the cross-Atlantic gap in labour productivity growth can be explained in 
terms of differences in more traditional, ICT-using sectors, where European firms do 
not seem to have exploited the benefits of the availability of new technologies to their 
full extent. Over the period 1995 to 2004, compared with the preceding 15 years, labour 
productivity growth fell especially in market services, including distribution, financial 
and business services. This evidence is broadly in line with the notion that ICT have the 
largest  impact  on  productivity  growth  indirectly,  namely  by  sparkling  product  and 
process innovations and by facilitating complementary innovations.  The contribution 
from traditional services sectors (namely distribution, financial and personal services) to 
euro labour productivity growth declined from 0.4 percentage points over the period 
1980-1995  to  0.2  percentage  points  over  the  period  1995-2004.  In  contrast  the 
contribution went up from 0.6 to 1.4 percentage points in the United States over the 
same periods.

Today, there is a broad agreement that the structural rigidities that characterise the euro 
area  economy  in  comparison  with  the  United  States  are  responsible  for  this 
development in Europe. In particular less flexible labour markets,  a lower degree of 
competition in product markets and higher barriers to entry for new firms as well as a 
less developed capital market – are seen as the main factors explaining the relatively 
poor productivity performance in the euro area. Therefore, the Governing Council fully 
supports all the structural reforms that will permit to achieve the single market, enhance 
competition and promote flexibility in all markets of goods and services as well as in 
the labour markets, so as to enable firms to better profit from technological progress and 
innovation.

Criteria for joining the euro area

Ladies and gentlemen, I would like to end with some remarks on the criteria for joining 
the euro area. The convergence criteria are stipulated in the Treaty and have therefore 
been agreed upon by all  parties involved.  It  should be clear that  there is one set of 
criteria for all EU countries. The ECB applies the criteria in the same way as in the past 
and we have always stressed that convergence should be sustainable. A consistent set of 
rules and a consistent application over time will reinforce the credibility of the process 
of euro area enlargement. This will, in turn, facilitate the sustainability of convergence. 
The framework is flexible enough to accommodate the country-specific features of all 
countries that want to adopt the euro. I would also like to emphasise that meeting the 
convergence  criteria  in  a  sustainable  manner  before  joining  the  euro  area  is  in  the 
interest of all parties concerned and above all for the candidate countries themselves.



Discurso ante  la British Bankers Association’s, Bruselas 8 December 2008

Let me begin by thanking MEP Purvis and Ms Knight for the opportunity to address 
such a distinguished audience and to share my remarks on the financial market turmoil. 
I need not emphasize to this audience just how extraordinary and challenging current 
times  are;  but  I  would  like  to  emphasize  that  the  response  of  central  banks  and 
governments to address these challenges have been equally extraordinary. 

In my intervention  today I  will  focus on the decisive and resolute  actions  taken by 
public authorities to support the functioning of the financial system in the wake of the 
very  difficult  developments  following  the  intensification  of  the  financial  crisis  that 
occurred mid-September,  I will also take the opportunity of speaking before you, to 
stress the important role that the financial industry has to play in this respect. 

Indeed,  the  failure  of  Lehman  Brothers  in  September  triggered  an  unprecedented 
deterioration in the degree of confidence in the banking sector which ran the risk of 
undermining its fundamental function of financial intermediation. In Europe, this was 
reflected in record increases in overnight interest rates, especially for US dollar funding, 
and a marked decline in traded volumes, in both interbank and swap markets. Some 
banks were even "locked out"  of  the money market  completely.  In  addition,  strong 
declines  in  banks'  share  prices  and  large  increases  in  banks'  CDS  spreads  were 
observed.  These developments  required a prompt and extensive set  of actions  to be 
coordinated across countries and public institutions.

With  hindsight  and  drawing  on  my  personal  experience  in  those  very  intense 
coordination efforts,  I  can say that the overall  response by governments  and central 
banks  was  effective  in  preventing  further  deterioration  in  market  conditions.  With 
particular  reference  to  the experience  in  the EU, in  addition  to  the long-established 
cooperation among central banks, the coordinated approach for government measures to 
support the banking sector should be highlighted. The agreement by the Heads of State 
of the euro area Member States on 12 October, subsequently endorsed in the European 
Union summit were key events in endorsing an action plan at the highest political level. 
These summits  were very important  milestones  because  they demonstrated  the high 
degree of commitment and responsibility of public authorities to act decisively and in a 
unified  manner  to  preserve  confidence  and  proper  financing  conditions  for  the 
economy. 

I  should  also  underline  the  very  effective  coordination  which  prevailed  between 
governments and central banks in the definition of these measures. 

Let me now focus on the measures taken by public authorities aimed at facilitating the 
funding activity of banks and their recapitalisation. I will then turn to key challenges 
going forward that need to be addressed to prevent the reoccurrence of such financial 
market turbulences in the future.
 
The funding conditions of banks

Since the onset of the financial turmoil, increased uncertainty, reflected particularly in 
counterparty risk, has led banks to hoard liquidity.  This has resulted in a significant 



decline of trading in the interbank money markets. However, the dramatic deterioration 
of confidence that emerged in mid-September led public authorities to take a wide array 
of measures to support  the funding activity of banks. Central  banks intensified their 
actions  in  the  interbank  money  market  which  were  complemented  by  specific 
government measures to improve market functioning over longer term maturities. 

First, the Eurosystem and other central banks substantially stepped up their efforts to 
ensure  access  to  central  bank  liquidity  by  solvent  banks.  Let  me  recall  the  main 
measures in this respect. 

On 8 and 15 October 2008, the Eurosystem took in particular  the decision to adopt 
temporarily  a  fixed-rate  tender  procedure  with  full  allotment  in  all  refinancing 
operations, that is operations with maturities of 1 week up to 6 months. These measures 
increased the intermediation role of the Eurosystem and were aimed at reducing banks’ 
funding costs which had soared as parts of the money market became dysfunctional. At 
the  same  time,  longer-term  operations  are  conducted  more  frequently  and  at  more 
diversified  maturities.  These exceptional  measures  ensure that  banks  have access  to 
refinancing  at  longer-term  maturities,  the  market  for  which  has  been  particularly 
affected by the turmoil.

Since December 2007, the ECB has participated in unprecedented joint operations with 
the US Fed and several other central banks to improve US dollar funding conditions by 
providing US dollar  refinancing to its  own counterparties against  euros or collateral 
eligible for euro open market operations. In October 2008, the ECB started conducting 
its US dollar operations as fixed-rate tenders with full allotment and increased the range 
of maturities.  In addition,  it  entered into a swap agreement with the Swiss National 
Bank to facilitate the distribution of Swiss franc liquidity to euro area banks.

Coupled with the sizeable enlargement of the list of assets eligible as collateral, which 
will remain in place until the end of 2009, these measures have substantially reduced the 
funding  strains  of  banks.  However,  significant  challenges  remain  as  money  market 
activity continues to be abnormally limited.

Second, governments in a concerted and coordinated manner granted guarantees on new 
issuances of bank debt. 

The aim of this measure is to address funding problems of liquidity constrained but 
solvent banks. The granting of government guarantees on bank debt should facilitate the 
distribution of liquidity in interbank money markets, particularly by reducing globally 
the uncertainty on counterparty risk and by increasing the volume of tradable collateral 
in the private interbank market. 

The Eurosystem contributed to this endeavour by proposing a set of recommendations 
on  the  appropriate  framework  for  the  granting  of  government  guarantees.  These 
included recommendations on overarching objectives as well as on parameters of the 
pricing system. From our perspective,  such a  framework should aim at:  solving the 
funding  problems  of  solvent  but  liquidity  constrained  banks;  preserving  the  level-
playing  field  among financial  institutions,  avoiding market  distortions;  and ensuring 
consistency  with  the  management  of  liquidity  by  the  Eurosystem  and  with  its 



operational framework, so as not to impair the implementation of the single monetary 
policy. 

Banks  have  recently  begun  to  make  use  of  this  funding  opportunity.  The  current 
outstanding  volume  of  government  guaranteed  unsecured  bank  bonds  in  Europe 
amounts to €24 billion, of which €15 billion have so far been issued by the UK banks. 
More banks have already indicated their intentions to issue similar bonds this year. The 
issuances  have  been  considerably  oversubscribed  and  spreads  of  these  government 
guaranteed  bonds  are  lower  than  for  secured  bonds  from the  same  country  with  a 
comparable maturity.  Thus this initiative is effectively representing a viable and less 
costly source of funding.

The recapitalisation of banks

Government  measures  in  this  context  should  mainly  be  designed  to  strengthen  the 
capital  position  of  fundamentally  sound  banks,  with  the  aim  of  improving  the 
functioning and stability of the banking system and fostering an adequate flow of credit 
to the economy. 

Member States have committed to providing banks with additional capital resources, by 
acquiring  equity  in  the  form  of  ordinary  shares,  preferred  shares  or  other  hybrid 
instruments such as subordinated debt. 

Also  in  regard  to  these  measures,  the  Eurosystem  has  contributed  with  a  set  of 
recommendations on the main features and pricing of different forms of capitalisation 
instruments.  These  recommendations  are  without  prejudice  to  guidance  from  the 
European Commission aimed at avoiding distortions in competition in accordance with 
State aid rules of the Treaty. 

In  this  context,  the  Eurosystem considers  that  any  recapitalisation  should  take  into 
consideration  the  specific  market  situation  of  each  institution,  distinguishing  in 
particular  between  fundamentally  sound  and  distressed  banks.  Furthermore,  it  is 
important to ensure that the temporary nature of government measures is preserved and 
that capital raising by private investors is not discouraged. 

The level of commitment of public authorities in restoring confidence and the flow of 
credit to the economy is very high. This is also reflected in the figures:  EUR 1,800 
billion in government guarantees and EUR 280 billion in recapitalisation schemes have 
been agreed thus far. 

Overall,  I  believe  that  the actions  taken by central  banks  and national  governments 
provide an exceptional response to address the challenges stemming from the recent 
significant deterioration in market confidence and provide a new environment aiming at 
reactivating  the  intermediation  role  of  banks.  At  the  same  time,  success  ultimately 
depends on the banking sector making appropriate and prudent use of these measures 
and contributing to restoring normal market conditions. In this context, reactivating the 
interbank market and ensuring the proper financing of the economy is of paramount 
importance. Taking advantage of speaking before such a distinguished audience, I call 
on banks to live up to their responsibility in this regard. 



Key challenges to be addressed 

Let me now shortly focus on some key challenges that need to be addressed in order to 
prevent that such a crisis occurs again in the future. 

At the current juncture, priority has been given to comprehensively formulate policy 
responses to address the challenges raised by the financial  market turbulence and to 
effectively and timely implement the agreed measures. As you are aware a number of 
reforms have been put forward at the European and international level notably by the 
ECOFIN Council  and  the  Financial  Stability  Forum (FSF),  and  have  recently  been 
reflected in the declaration of the G20 summit.  I  will mention three issues, which I 
believe  are  especially  important  in  a  longer-term  perspective:  first,  mitigating 
procyclicality; second, correcting incentives towards short-termism and third, enhancing 
transparency by improving the availability of data important from a financial stability 
perspective.

First,  there  is  a  need  to  mitigate  procyclical  effects  stemming  from  the  current 
regulatory framework. A number of potential sources need to be investigated, including 
capital  requirements,  valuation  and  leverage,  banks’  compensation  schemes  and 
provisioning regimes. In this context, I welcome the work to be carried out under the 
auspices of the FSF. 

Second, markets have excessively rewarded short-term profits at the expense of lower 
long-term  performance  or  plain  losses.  The  excessive  focus  on  the  short-term  has 
resulted in a significant underestimation of low probability but high risks and in the 
increase of risk-taking behaviour. In this context, there is a need to create an incentive 
framework  that  adequately  assesses  and  rewards  performance  over  the  medium  to 
longer term. 
Third, the availability of aggregate information regarding the main risks to the financial 
system needs to be significantly enhanced. Information should be available concerning 
institutions, instruments and markets that are currently unregulated but whose risks raise 
financial stability concerns given their potential systemic impact. In this context, one 
example  is  the  need  for  increased  transparency in  the  OTC derivatives  markets.  In 
particular, I welcome the initiative to establish a central counterparty clearing for the 
CDS market. 

Conclusion 

To conclude, national governments and central banks have taken decisive and concerted 
measures  to  address  the  challenges  posed by the  current  conditions  in  the financial 
markets. In addition we have put forward reforms aimed at avoiding the reoccurrence of 
a similar crisis in the future. However, measures taken by public authorities can only go 
so far. 

The banking sector needs to also do its part by committing to reactivating the interbank 
market,  resuming  their  intermediation  role  and  implementing  the  necessary reforms 
aimed  at  strengthening  the  resilience  of  the  financial  system in  the  long term.  The 



Governing Council of the ECB looks forward to witnessing your action in this regard 
and will continue to support your efforts. 
Thank you for your attention.

The Regulatory And Supervisory Reform In Europe  (Eurofi Financial Forum 2009) 

It is a pleasure to be here among you and to say a few words of introduction before this 
distinguished panel. The purpose of my intervention is to lay out the main issues for our 
discussion.

• Substantive progress has been made in the regulatory and supervisory reform as 
a response to the financial crisis. A remarkable amount of technical work has 
been undertaken in a demanding timeframe.

• All relevant initiatives have been coordinated globally, and the European Union 
has been a frontrunner in a number key areas. Let me mention three of them: 
credit rating agencies, hedge funds and compensation practices. 

• On  credit  rating  agencies,  the  EU  has  already  adopted  regulation  that  will 
subject  credit  rating  agencies  to  mandatory  registration  and  oversight,  to 
increase transparency and reduce conflicts of interest in the rating process. 

• With regard to hedge funds, the European Commission has proposed a Directive 
on  alternative  investment  fund  managers.  This  proposal,  which  is  currently 
under debate, provides that alternative investment fund managers be subject to 
authorisation and harmonised regulatory standards, including minimum capital, 
as well as disclosure requirements. 

• On compensation practices, the European Commission was among the first to 
incorporate  in a Directive the Principles developed by the Financial  Stability 
Board  (FSB)  for  sound compensation  practices.  Moreover,  the  EU has  been 
driving the international agenda in developing further implementation standards 
that  will  align  compensation  practices  with  long-term  value  creation,  and 
discourage excessive risk-taking in the short-term. As a result, the G20 Summit 
in  Pittsburgh  calls  on  banks  to  defer  bonus  payments,  disallow  guaranteed 
bonuses, and introduce a claw-back clause.

• Overall,  agreement  has  been  reached  globally  on  a  comprehensive  set  of 
measures in response to the crisis. The capital framework has been strengthened 
by introducing stricter requirements for the treatment of securitisation exposures 
and off-balance sheet vehicles,  as well as for credit  risk in the trading book. 
Disclosure  requirements  have  been  improved,  to  reduce  uncertainty  about 
banks’ overall exposures in these areas. Guidance has been published to address 
the  shortcomings  in  banks’  risk  management  practices.  Finally,  international 
cooperation has been very strongly reinforced and supervisory colleges for large 
complex financial groups have been established.

While  a  lot  has  been  achieved,  a  lot  remains  to  be  done.  This  is  no  time  for 
complacency.  Looking  ahead,  legislative  proposals  should  fully  reflect  the  ongoing 
work at international and EU level aiming at enhancing the resilience of the financial 
system and protect consumers and investors against the impact of excessive risk taking 
and irresponsible market practices. Main priorities include: strengthening the prudential 
framework;  addressing  the  risks  posed  by  systemically  important  institutions;  and 
setting a framework for macro-prudential supervision.



• First, future regulatory reform will aim at improving the level and quality of 
capital  for credit  institutions  as well  as developing a framework for liquidity 
risk. The quality of capital, especially the so called Tier-1 capital which is of 
utmost  importance for loss-absorption on going concern and crisis  situations, 
will  significantly  improve.  Capital  buffers  will  be  introduced to  mitigate  the 
inherent  procyclical  nature  of  financial  activities.  A  leverage  ratio  will  be 
introduced as a supplementary measure to the Basel II risk control framework 
curb  excessive  balance  sheet  growth.  Finally,  a  harmonised  treatment  for 
liquidity risk is also upcoming, requiring banks to hold sufficient high-quality 
liquid assets to withstand financial stress. These measures, when implemented, 
will address many of the shortcoming highlighted by the financial  crisis,  and 
will increase the ability of financial institutions to withstand shocks and thus the 
resilience of the financial system. 

• Second,  legislative  reform also needs  to  address  the  moral  hazard  stemming 
from systemically important financial institutions. In a resilient financial system 
it cannot and should not be taken for granted that authorities will always come to 
the  rescue.  Financial  institutions,  whatever  their  size  and  interconnectedness 
should not cause undue distress to the functioning of the financial system and to 
the economy as a whole, if and when mismanagement drive them to bankruptcy.

• We also  need  to  review resolution  regimes  and bankruptcy  laws  in  light  of 
recent experience to ensure an orderly winding-down of systemic cross-border 
financial  institutions.  In  this  respect  the  legislative  work  planned  by  the 
Commission is very important. The EU Commission will soon launch a public 
consultation on a new Communication in which policy options to set-up an EU 
banking resolution framework will be highlighted. In addition, it will be relevant 
to enhance the framework for coordination among the relevant authorities for 
financial stability in case of crisis. 

• The third area relates to macro-prudential supervision. One of the key lessons 
stemming from the financial  crisis relates to the importance of understanding 
and assessing the degree of “interconnectedness” between market participants. 
In  particular,  the  crisis  demonstrated  that  the  nature  and  magnitude  of  the 
systemic risk in the financial sector is related not only to the potential illiquidity 
or insolvency of large banks or other major regulated financial institutions, but it 
also depends on the close intertwining between financial  institutions, markets 
and  infrastructures.  The  financial  stability  framework  needs  to  be  able  to 
identify  and  assess  systemic  risks  corresponding  to  the  degree  of 
“interconnectedness”  I  just  mentioned.  In  this  context,  macro-prudential 
oversight would focus on factors and risks that can affect  the stability of the 
financial system as a whole and therefore would complement micro-prudential 
supervision, which looks at the stability of individual financial institutions.

• Macroprudential oversight will be the key task of the European Systemic Risk 
Board (ESRB), which is built on the proposals of the group chaired by Jacques 
de Larosière. 

• What will be the activities of the ESRB and what is its value added? The ESRB 
will  be  expected  to  actively  monitor  the  various  sources  of  risk to  financial 
stability  in  the  EU –  across  countries  and  across  financial  sectors,  and  also 
taking  into  account  global  developments.  As a  result  of  this  monitoring,  the 
ESRB can identify the risks and analyse in-depth how they could impact the 
financial  system.  Stress-testing  and other  methodologies  could assist  the risk 
prioritisation exercise. 



• The value-added to be provided by the ESRB is to link, in particular, macro-
economic  conditions,  structural  developments,  and  key  vulnerabilities  of 
financial  institutions.  This  will  permit  to  identify  system-wide  risks  for  the 
benefit of regulatory and supervisory policies. The monitoring, assessment and 
collection of information on sources of risk to be conducted by the ESRB, at the 
level of the entire EU, is of the essence, given the advanced financial integration 
of the internal market. In addition, the risks for Europe stemming from global 
sources will also need to be considered, also in coordination with the IMF and 
the FSB. 

• The financial stability monitoring in the EU as a whole will provide significant 
analytical and informational challenges. A large part of the effectiveness of the 
ESRB will  rely  on  the  quality  and  solidity  of  the  analysis  and  information 
underlying  its  financial  stability  assessments.  It  will  be  important  to  set-up 
efficient arrangements between the ESRB and the new European Supervisory 
Authorities for the mutual cooperation and exchange of information, as foreseen 
in the Commission’s legislative proposals. This would allow avoiding multiple 
reporting from financial institutions.

• In order to support the new European macro-prudential function, as decided by 
the  Ecofin,  the  ECB  will  provide  analytical,  statistical,  administrative  and 
logistical  support,  also drawing on the technical  advice from national  central 
banks and supervisors. Accordingly,  we will optimise our present capabilities 
and infrastructure in the areas of financial stability monitoring, macro-economic 
analysis, and collection of statistical  information, to the benefit of the ESRB. 
This aims at reaping the maximum synergies in terms of expertise, resources and 
infrastructures with the existing central bank activities in the EU.

• The next few years are crucial for building up a strong, competitive and less 
leveraged  financial  system  which  will  be  subject  to  proper  regulation  and 
supervision,  both  at  micro  and  macroprudential  level.  Europe  should  play  a 
leading role in these developments. The panel discussion could help identify the 
most pressing priorities. 



Discurso  ante la  ECB Watchers Conference , Frankfurt, (4 September 2009)

It  is  a pleasure to be with you today to participate  in  this  11th edition  of the ECB 
Watchers’ Conference. I am delighted to see that this conference has established itself 
so successfully as a venue for interaction between the European Central Bank and its 
observers. 

My remarks today come in the context of the ongoing financial crisis, the most severe 
the developed world has witnessed for more than sixty years. As the Governing Council 
recognised yesterday, “there are increasing signs of stabilisation in economic activity in 
the euro area and elsewhere. This is consistent with the expectation that the significant 
contraction in economic activity has come to an end.” Nevertheless, it would be too 
soon to call the crisis over. The Governing Council also underscored that uncertainty 
remains high and that the recovery is expected to be rather uneven. 

Exceptional times have called for exceptional actions. Faced with the financial crisis, 
we have introduced a set of non-standard measures,  which we call  “enhanced credit 
support”. These measures are intended to prevent the threat of a drastic loss of liquidity 
in  the  financial  system  as  a  whole  and  support  the  flow  of  credit  to  firms  and 
households  above  and  beyond  what  could  be  achieved  through  policy  interest  rate 
reductions alone.

Given their exceptional nature, these measures will have to be unwound once conditions 
return to normal.  Of course, we designed technically the measures with their exit  in 
mind, and today’s conference provides an opportunity for me to outline the overall exit 
strategy from the set of measures. To be clear, in this context, I would like to stress that, 
firstly,  the  term  “exit  strategy”  should  be  understood  as  the  framework  and  set  of 
principles  guiding our approach to  unwinding the various non-standard measures.  It 
does not include considerations about interest policy.  Secondly, the discussion of the 
exit strategy should not be confused with its implementation.  As I said, it  would be 
premature to declare the crisis over. Now is not the time to exit. But I would like to 
make it clear that the ECB has an exit strategy, and we stand ready to put it into action 
when the appropriate time comes. My colleague Jürgen Stark, who will be on the first 
panel on the programme today,  will  go into more detail  as regards issues related to 
timing. 

Exit from what? – Enhanced credit support

Let me start by taking up things from where I left them a year ago. 

When I addressed this conference at the beginning of September 2008, I reflected on the 
direction  in  which  the  economy was  headed.  I  looked  back  over  the  preceding  12 
months of financial turbulence, noting that this had marked the end of “a long phase of 
heightened  risk  tolerance”.  At  the  end of  my  speech  I  expressed  concerns  that  the 
correction of financial imbalances, and the associated re-pricing of risk, might not have 
run its full course. 



As we now know,  this  was  indeed  the  case.  Only  ten  days  later,  the  re-pricing  in 
markets took a quantum leap. In mid-September the turbulence turned into a full-blown 
crisis. The chart of money market spreads tells this tale clearly.

As  you  can  see,  credit  spreads  soared.  Financial  market  activity  fell  dramatically, 
volatility spiked and the global financial system came close to seizing up. Central banks 
stepped into the breach, addressing this unprecedented market failure. The ECB was in 
the  vanguard  of  actions  to  contain  these  intensified  tensions,  taking  a  number  of 
standard  and  non-standard  measures.  The  measures  by  the  leading  central  banks 
eventually paid off. As you see in the chart, money market spreads – a symptom of the 
market failures that I mentioned – retreated from their peaks. They are now back at 
levels comparable to those before the intensification of the crisis last year. But they still 
remain elevated in a longer time perspective. 

The crisis triggered a freefall in economic activity. The chart shows that within a few 
months only, from January to July 2009, the projections for 2009 shifted massively to 
the left, in highly negative territory. After they centred around -1.5% in January 2009 
and -3.2% in April 2009, they dropped to -4.5% in July, entirely outside the distribution 
range still a few months earlier. 

One important element of the ECB’s actions has been the non-standard measures I have 
described as “enhanced credit support” [1]. This support collectively defines the special 
and primarily bank-based measures to enhance the flow of credit over and above what 
could be achieved through policy interest rate reductions alone, and avoid a systemic 
liquidity threat. 

As you know, the ECB’s enhanced credit support comprises five elements: 

• the full allotment of banks’ demands for central bank liquidity at fixed rates; 
• the further expansion of the list of assets accepted as collateral in our operations;
• the lengthening of the maturity of our operations that now go up to one year; 
• the provision of liquidity in foreign currencies, notably US dollars; and
• finally,  direct purchases of covered bank bonds in order to revive this market 

segment, which is important in Europe.

Let me briefly recall the rationale underlying these five specific measures. 

The first motivation for introducing enhanced credit support was to address the seizing 
up of the money market. If left unaddressed, this seizing up would have rendered the 
refinancing  of  many  bank  assets  impossible,  risking  a  massive  and  disorderly 
deleveraging by credit  institutions. This, in turn, would have seriously hampered the 
monetary  policy  transmission  mechanism and  ultimately  curtailed  the  expansion  of 
credit  to  firms  and households  in  the  euro area.  The  core  of  the  measures  that  we 
introduced in October was the “fixed-rate full-allotment” tender procedure. Banks were 
granted access to essentially unlimited liquidity at our policy interest rate in our regular 
open market  operations.  This support  enabled them to maintain  their  crucial  role  in 
financing the real economy. 



As a second measure,  we expanded the collateral  eligible  in our liquidity providing 
operations. This offered an opportunity for banks to refinance assets that had become 
less liquid in the wake of the market  turmoil.  While  the quantitative impact  of this 
measure was not large in aggregate terms, it was important as it gave reassurance to 
banks that a larger share of their balance sheet could be refinanced at any time in case of 
need. 

A third motivation was to give banks a more medium-term perspective in their liquidity 
planning, making them less vulnerable to short-term shocks and attenuating the maturity 
mismatch on their balance sheet. By giving banks a longer planning horizon we could 
further support their credit provision to the economy. 

A fourth issue we needed to  address was the currency mismatch  in  banks’  balance 
sheets and the malfunctioning of the international swap market. This was particularly 
relevant for US dollars, given the need of European banks to fund their dollar assets. 
We therefore began to supply liquidity to European banks in US dollars, backed by a 
swap facility established with the Fed. 

Finally,  the  Eurosystem acted  in  financial  markets  directly.  The  Governing  Council 
chose covered bonds due to their particular importance in Europe and the fact that, by 
carrying a signature from the issuing bank and the underlying asset, they are akin to our 
repo  operations.  Our  aim  was  to  have  a  catalytic  role:  we  decided  on  a  purchase 
programme with a volume that was significant enough to improve market functioning 
but not so large as to dominate the market as such. We also chose the covered bond 
market because we knew we could trigger new issuance activities, and thereby have a 
positive spillover effect on the overall financing of banks as well as on other market 
segments. 

All in all, there are encouraging signs that these measures – in combination with the 
substantial interest rate reductions – are gradually bearing fruit. At the same time, there 
is  no  room  for  complacency  and  we  are,  as  always,  alert  and  prepared  for  any 
unexpected developments. 

How to exit? – The ECB’s exit strategy 

Having described the set of non-standard measures, let me now turn to the question of 
how to exit from them. The rationale for exit from these measures is the inverse of the 
rationale  for  their  implementation.  We have  introduced  exceptional  measures  under 
exceptional circumstances and will unwind these measures when the situation returns to 
normal and the rationale for the measures fades away. 

Note that an exit strategy is not identical to a particular course of action. Rather, it lays 
out a framework and set of principles to govern actions in the face of circumstances in 
whatever form they take. 

The distinction between a strategy and a particular course of action is well known in 
monetary  policy.  A monetary  policy  strategy provides  the  framework  for  assessing 
economic circumstances and responding to ever changing contingencies. But a strategy 
does not spell out interest rate decisions in the future. 



In my view, the exit strategy from non-standard measures is comparable. As of today, 
we do not have all the information necessary to decide which exit path will be desirable 
or optimal from the perspective of tomorrow. But we have developed a set of criteria 
that will guide our future decisions. In this sense, exit considerations are subject to the 
same qualification that I always make when I speak on behalf of the Governing Council 
on monetary policy matters: we are not pre-committed. 

Accordingly, as of today, we are not committed to a particular timing or sequence of 
actions for the exit phase. But our future decisions will not be arbitrary. They will be 
guided by a framework. In my view, four cornerstones have to be considered in our 
approach to exit from non-standard measures: the link to our monetary policy strategy; 
the forward-looking initial design of the measures; our technical and institutional ability 
to act; and our reputation for swift and decisive action when it is required. 

1. Link to the monetary policy strategy

The first cornerstone of our exit strategy is the link to our primary objective and thus to 
our monetary policy strategy. Evidently, the crisis has not changed the ECB’s primary 
objective. Our actions have resolutely been taken with this primary objective in mind: to 
maintain price stability in the euro area over the medium and longer term. 
By implication, any non-standard measure whose continuation would pose a threat to 
the achievement of price stability must be undone promptly and unequivocally. 

At the same time, if no such risk existed, a non-standard measure could be maintained 
in  case  we  continue  to  see  significantly  abnormal  tensions,  credit  dislocations  and 
impairment of the monetary policy transmission mechanism. 

But financial institutions ultimately need to stand on their own two feet. Central banks 
can and have provided support to market functioning. But ultimately market activity 
relies on the confidence and trust of market participants themselves.

2. The design of the ECB’s measures 

The ECB’s non-standard measures were designed with exit considerations in mind. 
There  was  a  strong  consensus  to  embark  on  such  policies  that  would  prove 
unproblematic to unwind at a later stage. In this sense, the design of the non-standard 
measures was chosen to facilitate a smooth exit, representing the second cornerstone to 
be kept in mind. 

This is reflected in two aspects of the design: the fact that a number of measures will 
phase out naturally; and the fact that the size and scope of the outright purchases for 
which exit would require either an unwinding or offsetting operations has been carefully 
calibrated. 

a. Phasing out 

A degree of phasing out has been built into the exit process through the design of our 
measures. In the absence of new policy decisions, many of the measures will naturally 
unwind over  time.  An overwhelming proportion of the additional  liquidity provided 
during the financial crisis has been offered through repurchase agreements. Once these 



operations  mature,  their  impact  naturally  phases  out.  Another  example  concerns  the 
agreements with other monetary authorities to provide liquidity in foreign currencies. 
These  agreements  are  priced  in  a  way that  makes  it  likely  that  they  will  face  less 
demand once tensions in the market subside. Hence, here too a “natural phasing out” is 
envisaged, essentially reflecting lower demand. 

b. Size and scope of the intervention

We have also carefully guarded against undertaking outright operations of a scope and 
magnitude that would make them difficult  to offset or unwind. Notably,  the covered 
bonds purchase programme is limited in size compared with the overall scale of our 
refinancing operations and compared with our balance sheet. Its effect on total liquidity 
can easily, if desired, be neutralised via adjustments to our monetary policy instruments.

3. Ability to act

Of course, notwithstanding these design features, exit will require a number of policy 
decisions.  Therefore,  an  important  question  and  the  third  cornerstone  of  our  exit 
strategy is whether a central  bank has the technical and institution capability to take 
such decisions.

a. Technical capability and the operational framework

On  the  technical  side,  the  question  is  whether  we  need  to  set  up  new  rules  and 
procedures  to  exit.  This  is  not  the  case.  The  ECB’s  operational  framework  is  well 
equipped to facilitate the unwinding of non-standard measures when the need arises. 
The framework embodies a rich and flexible set of instruments, including fine-tuning 
operations, for the absorption of abundant liquidity – promptly if necessary.

Moreover the framework permits short-term interest rates to be changed while keeping 
some non-standard measures in place, should continued credit support be needed. This 
feature is of great consequence: it means that the Governing Council can choose the 
way in which interest rate action could be combined with the unwinding of the non-
standard measures. There is no pre-determined sequence between a change in interest 
rates  and  unwinding  of  non-standard  measures.  Hence,  the  Eurosystem  retains 
appropriate flexibility as to the way in which interest rate action will be combined with 
the  unwinding  of  the  additional  credit  support  measures,  notably  its  extended 
framework for longer-term refinancing operations.

In short, the ECB has in place all the technical ability to absorb liquidity as required. 

b. Institutional capability and independence 

On the institutional side,  the question is whether a central  bank has the institutional 
status and necessary independence to carry out any action it sees necessary to fulfil its 
task.  The  Governing  Council  has  the  unfettered  capability  to  take  and  implement 
appropriate policy decisions whenever circumstances warrant, given the ECB’s strong 
institutional independence. This reflects the maintenance of a clear dividing line in the 
euro area between the central bank and the fiscal sphere of responsibilities. 



The fact that the ECB has refrained from purchasing government bonds is in line with 
this  institutional  framework.  This  approach avoids  any possibly intricate  interaction 
with other policy actors on decisions relevant for exit, and maintains a clear separation 
of responsibilities between the central bank and fiscal authorities. 

4. Reputation to act when appropriate

Any strategy will only be credible if there is no doubt about the ex ante determination of 
the institution to implement the required actions. This is the fourth cornerstone. From 
this  perspective,  the  ECB’s  determination  to  act  in  a  consistent  way is  beyond any 
doubt.  Over  the  past  decade,  our  institution  has  established  a  clear  track  record  of 
vigilance and reputation for acting in a timely fashion. 

Let me give only two examples: in December 2005 the Governing Council, on the basis 
of  its  monetary  policy  strategy,  acted  promptly  to  address  mounting  risks  to  price 
stability. Although many ECB watchers at the time favoured holding or reducing rates, 
on  the  basis  of  subsequent  events  it  is  widely  recognised  that  this  decision  was 
appropriate and served to anchor longer-term private inflation expectations securely. A 
second example that underscores the ability to take decisions in difficult circumstances 
is the rise in interest rates in July 2008. It is now often put aside because subsequent 
developments were overtaken by the eruption of the crisis, but there is no doubt that 
inflation expectations were rising noticeably at the time. The decision of the Governing 
Council  at  the  time  demonstrated  its  determination  to  continue  solidly  anchoring 
inflation expectations including in difficult circumstances. At the height of the financial 
crisis,  this  reputation  has  helped  to  stabilise  inflation  expectations,  including 
contributing to guard the euro area against the materialisation of the risk of deflation.

IV. Concluding Remarks

Allow me to conclude.

This morning, I have outlined four main cornerstones of the exit strategy from our non-
standard monetary policy measures. They reflect: our reputation for swift and decisive 
action when it is required; our technical and institutional ability to act;  the forward-
looking initial design of the measures; and, above all, the link to our monetary policy 
strategy and the primary objective of securing price stability in the euro area over the 
medium and longer term. 

Stressing  the  importance  of  the  exit  strategy  should  not  be  confused  with  its 
implementation. Notwithstanding some recent signs of improvement in the economic 
outlook, it is premature to declare the financial crisis over. From today’s perspective, 
the need for enhanced credit support remains. 

Therefore, for the time being central bank liquidity is likely to remain abundant. This 
does not mean,  however,  that  the broader concept of liquidity in terms of monetary 
aggregates grows strongly.  And it  is this broader concept,  not central  bank liquidity 
itself,  which  is  related  to  inflationary  pressures  over  the  medium  term.  Of  course, 
central bank credit and broader monetary aggregates are linked over time. In a modern 
banking system, and in normal circumstances,  central  bank credit  is largely used by 
banks – in the form of required reserves – to create bank credit, and expand deposits and 



broad money aggregates. So, an increased provision of central bank credit can lead – 
more or less automatically – to an increase in broad money. 

In current conditions,  that  link has been weakened, however. Today,  banks – in the 
aggregate  –  tend  to  hold  part  of  the  central  bank  credit  that  they  obtain  in  our 
refinancing operations not as a reserve against an expansion of loans and deposits, but 
in  the  form of  excess  reserves  deposited  with  the  Eurosystem.  This  attenuates  the 
automatic link between the provision of central bank liquidity and broad money. And, 
as  a  consequence,  it  attenuates  the  inflationary  potential  of  the  Eurosystem’s 
outstanding credit to banks. 

The exit strategy, in the end, will need to be invoked at the precise time in which the 
traditional  link  between broad money and our  provision  of  liquidity  to  the banking 
system will re-establish itself. This calls for a constant and careful monitoring of the 
conditions at which the Eurosystem supplies central bank credit to banks in view of the 
evolution of the economy and of markets expectations. 



Key  Lessons  from the  crisis    Asociación  de  Mercados  Financieros,  Madrid  ,  (23 
November 2009)

First of all let me thank the Asociación de Mercados Financieros for inviting me to its 
Annual conference. It is a special honour for me to speak directly to so many active 
participants  in  Spain’s  financial  sector  and  beyond.  Your  association  provides  an 
important  platform for market  participants  to reflect  and address the challenges  and 
opportunities for the sector in a rapidly changing environment. 

The financial industry is a key part of the service sector, the infrastructure that makes 
businesses efficient and a source of value for the economy. 

We  all  have  been  witnessing  the  formidable  change  and  progress  of  the  Spanish 
economy since its accession to the European Community in 1986. Today, and despite 
the crisis, the Spanish economy is close to the highest standard of economic and social 
progress  available  worldwide.  The  1990s  and  the  early  years  of  this  century  have 
inspired perceptions that a renewed siglo de oro had started. 

But the crisis has not spared this  country.  Spain’s unemployment  rate is once again 
edging above euro area averages, with impacts on private consumption and capacity 
utilisation.  Looking forward,  Spain’s convergence  to a balanced growth pattern will 
require a more balanced progression of income components. Consumption needs to be 
less dependent on perceived wealth gains, and investment to be more diversified, well 
beyond the construction sector. This will make participation rates more sustained. 

For what concerns the Spanish financial sector, it has long been a source of strength and 
national pride for this country. In many respects, Spain can be a leading example for 
global financial reform. I will say more on this later in my talk. Spain’s financial system 
has proved resilient to the shock in the early stage of the crisis. Supported by prudent 
regulation  and  supervision,  the  banking  system  in  this  country  has  built  dynamic 
provisioning cushions during good times. And the traditional role of banking, founded 
on  long-term  relationships  with  customers,  has  largely  been  preserved.  Looking 
forward, this is an important asset.

But a solid future calls for some areas of adjustment in the way the financial industry 
behaves.  The exceptional  support  of public  policies  will,  at  some point,  have to be 
withdrawn.  Private  sector  confidence  in  the  future  will  need  to  replace  policy 
intervention as the main spur of growth.

The Asociación de Mercados Financieros and its members are an important link in the 
chain through which confidence will build and transmit to your customers. The obvious 
prescription for a sustainable return to stability is for many of you to simply look back 
at your past of prudent and sound management.

Today, I will mainly focus on what we have done at the ECB to deal with the crisis and 
to support the euro area economy and its banking sector. In particular, I would like to 
explain  the  policy  that  the  ECB has  adopted  to  support  credit  flows in  the  current 
environment.  This  policy has provided  a tangible  support  to  households’  disposable 
incomes and firms’ credit conditions in all member countries. The people of Spain – a 



country where a large share of the outstanding mortgages have adjustable rates – have 
benefited from this policy considerably. 

I will  draw some key lessons for the stability,  resilience and health of the financial 
system, the global economy and the individual economies more specifically. 

Structural reforms in Spain – as in other euro area countries – cannot be avoided or 
postponed.  But in  facing these challenges,  Spain can build  on its  past  of consistent 
progress and success since its entry into the European Union, on a young and well-
educated labour force and on solid institutions.

I. The ECB’s response to the crisis

As you all know, the start of the turbulences began on 9 August 2007. The interactions 
of very bad risk management and wrong incentives in the financial industry, excessive 
complexity in financial products and underlying global imbalances were responsible for 
the previous credit boom and the ensuing bust. The asset cycle turned, and many of the 
missing links in the financial chain were exposed. 

Then, the collapse of a major financial player mid-September 2008 transformed a large-
scale  crisis  of  confidence  into  a  global  financial  panic.  Financial  intermediaries 
scrambled  to  restore  liquidity  buffers,  shed  risk  and  tightened  lending  conditions. 
Collectively,  they engaged in a large-scale process of “deleveraging”.  Credit spreads 
surged and trading activity in a large number of markets collapsed. 

In these unprecedented circumstances, the ECB’s primary mission was to preserve price 
stability,  in  line  with  our  definition  –  below 2% but  close  to  2% –  and  therefore 
contribute to financial stability. As the inflationary pressures seen over the summer of 
2008 receded, we swiftly reduced our policy interest rate in a tight series of steps down 
to 1%. This interest rate level has not been experienced in the countries of the euro area 
at any time in recent history.

In  parallel,  we  had  to  tackle  the  paralysis  of  inter-bank  transactions  in  the  money 
market. As you know, the flow of credit is primarily channelled by banks in the euro 
area.  A complete  breakdown in  the  funding  relationships  that  constitute  the  money 
market would have derailed the bank lending channel altogether. The interruption of the 
bank lending channel  would have made our  policy action  ineffective.  It  could have 
turned the financial crisis into a profound depression.

This is what motivated the second tier of our approach to crisis management: what we 
refer  to  as our policy of  “enhanced credit  support”.  These “non-standard” measures 
started in October 2008 and were designed to ensure that our monetary policy intentions 
were transmitted to the broader economy, despite the problems in the financial sector. 
The aim has been to enable banks to continue their lending to households and firms.

What have we done specifically? Since October 2008 we have been supplying liquidity 
in unlimited amounts at the policy rate to the banks demanding refinancing. At the same 
time, we expanded the list of eligible assets to allow banks to refinance with us a larger 
share of their balance sheet. This made it possible for many banks to protect their loan 
and securities portfolios from forced liquidation. Otherwise they could have triggered 



an avalanche of fire sales in the open market. The interruption of loan contracts would 
have taken a high toll on the real economy. 

We  also  wanted  to  support  banks  in  maintaining  longer-term  credit  commitments. 
Therefore,  we  have  provided  liquidity  for  longer  periods.  In  June  this  year,  we 
conducted the first operation for one year. We allotted more than €440 billion in this 
operation.  In  the  second  operation,  in  late  September,  we supplied  banks  with  €75 
billion, and a third operation of one year is scheduled for December. 

The crisis also exposed the severity of currency mismatches in banks’ balance. To help 
alleviate those problems, we have provided liquidity in foreign currencies, most notably 
in US dollars, backed by a swap facility with the Federal Reserve System. Thanks to our 
policy, banks could count on an ongoing access to foreign currency balances. 

These measures can all be seen as an expansion of our regular open market operations 
with banks. In consonance with this tradition,  our non-standard policy was first  and 
foremost aimed at expanding that form of credit in volume and maturity. In July this 
year, we started to purchase securities outright as a vehicle for introducing further credit 
support. We intervened directly in the longer-maturity segments of financial markets by 
buying covered bonds issued by banks. When presenting this decision, I stressed that we 
were very much in the continuity of our open market operations, because we still had in 
front  of  us  both  the  signature  of  the  commercial  bank  issuing  the  bonds  and  the 
underlying asset itself. 

Let me focus more closely on covered bonds for a moment, as they are important for the 
euro area – and for Spain. 

Covered bonds are an attractive source of funding for banks because they have long-
term maturities. They help control and rebalance the maturity mismatch between assets 
and liabilities in banks’ balance sheets. 

But they are attractive instruments of finance for investors as well. Unlike asset-backed 
securities, covered bonds do not involve a transfer of credit risk from the issuer to the 
investor.  Credit  risk  stays  with  the  originator,  preserving  the  incentives  for  prudent 
evaluation and monitoring. 

From the point of view of the Eurosystem, this was a very important attribute, on top of 
the fact that covered bonds are akin to our traditional repurchase operations. 

Since the announcement in May there has been a wave of new issuances. As Spanish 
banks have traditionally been significant issuers of this type of securities, developments 
in Spain are representative. 

The issuance volume of Spanish banks between the time of the announcement and the 
end of October has reached 16 billion euro. It is now around 20% of the total euro area 
issuance. Spreads have declined in tandem. In Spain they are now more than 100 basis 
points lower than the level they reached at their  peak.  Liquidity has returned to the 
market, with tangible reductions in bid-ask spreads in secondary transactions.



We  interpret  these  developments  as  a  confirmation  that  our  purchase  programme, 
although measured  in  size,  has  been  effective  in  bringing  new life  to  an important 
segment  of  the  European  financial  market.  Overall,  we  are  very  satisfied  with  the 
effectiveness of this programme.

Lessons: present and future

What lessons can we draw from the financial crisis that has occupied all of us for more 
the last two years? 

The crisis has exposed the fundamental fragility of the international financial system. 
No segment of the market or category of players has been spared.

Therefore, we have to re-consider all aspects of finance as a precondition to reform. 
Macro-economic  policies  in  some  areas  have  also  shown deficiencies,  in  particular 
when they lacked a medium-term orientation towards sustainability. 

Looking ahead, we need to refine and broaden their oversight of the nexus between 
financial markets and the macro-economy. Financial risks and the increasing potential 
for these risks to become contagious and escalate to systemic proportions need to be 
better identified. 

At  the  level  of  national  economies,  efforts  should  be  reinforced  by  measures  to 
strengthen the structural engines of their economic systems. Far from putting off the 
agenda for structural reforms, the crisis has made them more urgent. 

I want to share with you my thoughts on reform along each of these three dimensions: 
the financial sphere, global governance, and the structural set-up of local economies.
Financial reform

The ultimate goal of financial reform is clear: the financial sector will have to return to 
its role of providing the best possible service to the real economy. The fundamental role 
of financial markets is the intermediation of funds between savers and investors. 

During the recent past, this function has been expanded by increasing possibilities for 
diversification: diversification of risks for savers; diversification of funding sources for 
investors.  For  a  long  time,  the  demand  for  hedging  against  economic  risk  among 
entrepreneurs  has grown in tandem with the growing supply of new and innovative 
financial techniques. But at some point supply outgrew demand. Financial innovation 
ceased to facilitate trade and real investment opportunities and started to become self-
sustaining.  This  weakened  incentives  to  conduct  prudent  screening  and  a  thorough 
monitoring of loan quality. Credit became plentiful and market liquidity expanded at a 
pace that could ultimately no longer be justified. 

Looking ahead, three steps will be required to a more resilient system. 

First, the tendency for finance to become pro-cyclical even at a system-wide level needs 
to be strongly mitigated.  The quality and quantity of bank capital and their liquidity 
buffers have to be improved in good times to provide a sufficient buffer for bank equity 



when  the  cycle  turns.  The  cyclicality  of  market  economies  is  inevitable.  But  the 
financial system should not be allowed to amplify swings.

Second, the  transparency of the financial  structures needs to be enhanced.  Informed 
decisions  by  market  agents  are  a  key  element  of  market  economies.  Lack  of 
transparency of financial products masked abuse and led to disaster. Looking into the 
future, all institutions, instruments and markets of any relevance for systemic stability 
need to enhance risk disclosure. 

Third,  once more,  incentives need to  be aligned.  Market  participants  – traders,  loan 
managers,  risk  committees  and  boards  of  directors  –  were  given  strong  economic 
incentives to focus on short-term profits. Long-term value creation was not a concern in 
the pre-crisis world. Collectively, this has resulted in excessive risk taking. A reform of 
the executive compensation schemes and practices is an essential part of our effort to 
secure financial stability.

At the financial level, reform in Europe will follow a two-pronged approach. First, it 
will  be  centred  around  the  European  System  of  Financial  Supervisors.  The 
establishment of this System will permit better coordination among national authorities 
responsible for financial regulation. If one lesson can be learnt from the crisis, it is that 
the reach of financial supervision and regulation needs to be extended to better monitor 
those  financial  institutions,  including  highly  leveraged,  which  can  arbitrage  across 
national borders and across oversight jurisdictions.

The  European  Systemic  Risk  Board  (ESRB)  will  be  the  other  dimension  of  the 
European approach to financial reform. This new body will provide early-warnings and 
issue recommendations that will help to prevent a renewed build-up of excessive risk in 
the financial system as a whole. The crisis has displayed the phase transition that risk 
can undergo almost overnight: a mutation from localised liquidity risk to a generalised 
solvency threat  attacking the whole system of financial  interconnections.  The ESRB 
will  have to  oversee the likelihood and measure  the severity  of  these reactions  and 
instant transmissions. The ECB and the National Central Banks in the EU will fully 
contribute to this new institutional framework.

Global governance

The underlying approach to reforms should be holistic. The global proportions of the 
crisis call for a rethinking of the links between financial behaviour and macroeconomic 
policies, as they interact in a global scene. 

The G-20 has made a quantum leap in creating the new premier global economic group. 
The aspect that impresses me most about this group is the virtually universal consensus 
on global economic issues. There is a broad consensus at the level of the G-20 on the 
diagnosis of the crisis. There is a broad consensus on the appropriate response to the 
crisis. And there is a broad consensus on the direction of financial sector reform, along 
with the main ideas that I described a moment ago. 

There  is  agreement  that  macroeconomic  policies  at  the  domestic  level  need  to  be 
consistent with the objective of global financial and economic stability. Medium-term 
and long-term sustainability in domestic macroeconomic policies will have to prevail. A 



renewed medium-term perspective should guide macro-economic policies from now on. 
Like financial regulation, policies should not amplify economic fluctuations.
Structural reform 

As I said, structural reform is ultimately the responsibility of individual economies. The 
crisis  has  reduced  some  of  the  imbalances  almost  automatically.  In  the  euro  area, 
economies  with wide current  account  imbalances  – including Spain – have suffered 
relatively more than others. As a consequence, output and employment losses in these 
countries  are  acting  as  potent  stabilisers  to  re-absorb  long-standing  gaps  between 
domestic  savings and domestic  investment.  As Miguel  Fernández-Ordóñez has said, 
some  structural  weaknesses  have  been  revealed  even  more  clearly  and  call  for 
appropriate reforms. 

Spain was on a pattern of growth in the run-up to the crisis that was not sustainable. 
Before the decline, the housing market had seen an important boom fuelled by expected 
future higher earnings, an important inflow of migrants and low financing costs. The 
buoyancy of aggregate demand, in turn, supported a wage-setting environment that did 
not correspond to the underlying gains in productivity. 

In the future, changes in labour market institutions to make wages adjust to productivity 
are essential to repairing past cumulative misalignments. There is a need for moderation 
in wage claims to regain competitiveness. This window of opportunity cannot be missed 
in those countries where substantial increases of production costs have been one of the 
causes for widening imbalances in current accounts, and Spain is one of them. In this 
country,  the burden of the crisis has fallen disproportionately on temporary workers. 
Compensation  for  those  employed  on  a  permanent  basis  has  seen  only  minor 
adjustments.  Looking  into  the  future,  wage  flexibility  will  need  to  be  made  more 
widespread. 

At the same time the main asset for growth and development in our societies is human 
capital.  Incentives  need  to  be  shaped  to  maintain  and  develop  knowledge  by  each 
individual and – collectively – by companies and institutions. This includes training and 
investment  into  the  workforce,  supported  by  well-designed  employment  contracts. 
Reforms in services, can further support the recovery and contain price increases once 
private expenditure recovers. In the end, these reforms, by increasing productivity and 
competitiveness help rebalance the external accounts on a permanent basis and reduce 
the reliance on external financing.

Needless to say, the complexity of the international financial crisis and the synchronised 
weakening of the real economy have put banks in a complex and exceptional position. 
In the short-term, with the economic slump and the high levels of unemployment, non-
performing loans will be on the rise. And pressure on banks’ balance sheets will keep 
increasing. The business model will have to adapt to the new competitive reality and the 
international conditions. This may translate into stricter cost management and the use of 
new technologies. One of the most important tasks will be to embark on a profound 
restructuring of a number of medium-sized institutions. Restructuring processes ought 
to aim at tighter synergies and economies of scale. The effort that needed is formidable, 
but  Spain  has  witnessed  numerous  processes  of  this  type  in  the  past,  which  have 
resulted in highly successful business models.



 On the way to normal times

As you know, in its last meeting the Governing Council of the ECB has judged the 
present level of our policy rates as appropriate. As regards our non standard measures, 
as the situation returns to more normal times, the focus on the medium term calls for a 
gradual and timely phasing out of these measures.

A number of measures – think of our refinancing operations – will phase out naturally 
by design. As of today, it is still premature to declare the financial crisis over. But when 
the appropriate time comes, there should be no concern about the ECB’s determination 
and ability to exit. As I said on behalf of the Governing Council, looking ahead, not all 
our liquidity measures will be needed to the same extent as in the past. Accordingly, we 
will make sure that the extraordinary liquidity measures taken are phased out in a timely 
and gradual  fashion  and that  the  liquidity  provided  is  absorbed in  order  to  counter 
effectively any threat to price stability over the medium to longer term. By so doing, we 
will continue to ensure a firm anchoring of medium-term inflation expectations. Such 
anchoring  is  indispensable  to  supporting  sustainable  growth  and  employment  and 
contributing to financial stability. 

On the institutional side, the Governing Council has the unfettered capability to decide 
and institute appropriate policies whenever circumstances warrant. 

Fiscal  authorities,  too,  need  an  exit  strategy.  Their  response  was  instrumental  in 
avoiding  a  collapse  of  the  financial  system.  It  helped  to  halt  the  sharp  decline  in 
economic  activity  and  build  general  confidence.  But  that  response  also  entailed 
significant  fiscal  costs.  Only the additional  fiscal  burden that  is  associated  with the 
workings  of  automatic  stabilisers  will  reverse  by  design  once  economic  conditions 
improve. Discretionary interventions will need discretionary action to unwind. In any 
case,  the  additional  fiscal  costs  that  governments  have  shouldered  will  be  carried 
forward in terms of higher debt for years to come. This is why there is an increasingly 
pressing  need  for  ambitious  and  realistic  fiscal  exit  strategies  and  for  fiscal 
consolidation. Some countries are in a relatively favourable position because their past 
management  was  wise  and  prudent,  while  others  are  already  very  close  to  losing 
credibility.  Spain – where fiscal consolidation had progressed more than elsewhere – 
will have to make sure that it keeps its fiscal credibility in the years to come in strictly 
meeting the requirements of the Stability and Growth Pact. 

A clear  plan  for  a  medium-term fiscal  correction  becomes  even  more  pressing  for 
rapidly ageing societies like ours, as an increasing numbers of pensioners will mean 
mounting claims on public transfers. 



Conclusion

More than one year after the dramatic deepening of the financial crisis in September 
2008, we can spot a number of signs of economic stabilisation in the euro area. We have 
halted the freefall in economic activity that we witnessed over a period lasting more 
than six months after the intensification of the crisis in mid-September 2008.

But the crisis has debilitated the real economy. As I said, the crisis has proved so deep 
because it has deprived our citizens of confidence. Every business activity is by its very 
nature an act  of trust,  an expression of confidence.  As regards bankers,  by granting 
loans more actively to entrepreneurs they can contribute to transmitting and inspiring 
confidence to the economy at large. 

Being part of the euro area and the European Union will help in this process. 

For what concerns the ECB and the entire Eurosystem team, with Banco de España as a 
very active member of the team, our 330 million fellow citizens in the euro area ask that 
we continue to deliver price stability over the medium term, in line with our definition – 
less than 2% but close to 2%. Our determination to anchor solidly inflation expectations 
has served us well since the introduction of the euro, including in the recent period of 
crisis, by helping to avoid the materialisation of the risk of deflation. 

The  euro  area  can  count  on  us  to  continue  to  be  a  solid  anchor  of  stability  and 
confidence in these challenging times. 


