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Foreword




A central bank was created in Luxembourg on June 1, 1998. The Banque centrale du
Luxembourg (BCL) was established at the same time as the European Central Bank
(ECB). Their foundation represents the outcome of long efforts within the creation of
the European Economic and Monetary Union.

The contribution of the BCL is of prime importance not only for the euro area but
also for Luxembourg as a whole. With the Treaty on the European Union and the
advent of the euro a Luxembourgish central bank needed to be established. The
BCL is entrusted with essential missions related to monetary policy, the issuing of
banknotes, financial stability, payment systems and economic analysis.

This brochure aims to present a general overview of the BCL and the Eurosystem -
their missions, their responsibilities and how they work. It does not intend to analyse
current economic and financial developments that are the focus of its periodical
publications.

This brochure also encompasses the BCLs strategy for clear communication and
transparency and endeavours to inform the members of the public at large, be it
those familiar with the BCL's workings or those wishing to get acquainted with the

BCL.
E/%M \

Yves Me rsc'h
President
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Luxembourg has an eventful manetary history and has only had a fully-fledged central
bank since 1998.

For several decades, while some European countries had already established their
own central banks, Luxembourg passed through various political and economic
regimes, making it difficult to establish a national monetary authority.

From the inception of the Luxembourgish franc...

In the course of the 19" century and until the 20" century, multiple currencies were
circulating around the Grand-Duchy. The French Revolution brought the standardised
monetary and decimal system to Luxembourg. The Franc germinal, introduced from
1803, was widely accepted and retained its legal tender until 1825, even though
Luxembourg passed under the monetary regime of the Netherlands from 1815
and until its independence in 1839. In the meantime, Belgium, having obtained
its independence in 1832, created its own currency, the Belgian franc, which was
subsequently introduced in Luxembourg. The independence of the Grand-Duchy in
1839 and its consecutive adhesion to the German customs union (Zollverein) brought
about the introduction of the Prussian Thaler to Luxembourg, from 1842 onwards.
The Thaler became the main currency used, even though the unit of account used in
Luxembourg remained the Belgian franc.

In this context, two issuing institutions appeared in Luxembourg around the second
half of the 19" century. First, the Banque internationale & Luxembourg (BIL), created
in 1856, had the privilege of issuing banknotes and, like other private institutions in
the then German confederation, its right to issue applied to several currencies: franc,
florin, Prussian and Rhenish thalers. Second, the Banque Nationale du Grand-Duché
de Luxembourg, a national issuing institution created in 1873 also issued banknotes
which had legal tender in the Grand-Duchy’s public administrations. However, eight
years later, due to operational and organisational deficiencies, the Banque Nationale
ceased its activities.

With World War | the franc gradually replaced the German currency, particularly as
the Zollverein was reneged on in 1918. Not only did the Luxembourgish government
start to temporarily issue paper money of Luxembourgish creation, but a law of 1914
also conferred legal tender to the notes issued by the BIL. In 1918, a grand-ducal
decree used for the first time the term “Luxembourgish franc”.

Photo : Monument « Feierstéppler » by Yvette Gastauer-Claire inaugurated on 25 octobre 2002

AN EVENTFUL MONETARY HISTORY

~



AN EVENTFUL MONETARY HISTORY

[ee}

Monetary history

Introduction of the Franc germinal
by Emperor Napoleon, Luxembourg
being the forest department under
the French empire.

Beginning of the Union between Lux-
embourg and the Netherlands until
1839. The florin becomes the legal
currency.

Independence of Belgium. The Bel-
gian franc circulates in Luxembourg.
Independence of Luxembourg.
Luxembourg becomes a member of
the German customs union (Zollver-
ein). Introduction of Prussian thalers.
Creation of the private bank Banque
Internationale & Luxembourg (BIL)
which obtains the privilege to issue
banknotes.

Foundation of the Banque Nation-
ale du Grand-Duché de Luxembourg,
first attempt to establish a national
central bank, which also obtains the
right to issue banknotes.

The Banque Nationale ends its ac-
tivities.

Banknotes issued by the BIL obtain
legal tender.

Adoption of a grand-ducal decree
which coins the term “Luxembour-
gish franc” (“franc luxembourgeois”] .
Establishment of the Economic
union with Belgium, a first step to-
wards monetary cooperation.

Parity is established between the
Luxembourgish and the Belgian
franc.

Monetary agreement signed with
Belgium allowing for Belgian coins
and banknotes to become legal ten-
der in Luxembourg and for a branch

of the Belgian National Bank to be
established in Luxembourg.

Signature of the Treaty of Rome es-
tablishing the European Economic
Community, then composed of six
member states: Germany, Belgium,
France, ltaly, Luxembourg and the
Netherlands.

Adoption of the Werner report which
foresees in the long-run the creation
of a single European currency.

Unilateral devaluation of the Belgian
franc by the Belgian government.
Creation of the Institut monétaire
luxembourgeois (IML], responsible
for the supervision of the financial
sector and the issuance of notes and
coins.

Signature of the Maastricht treaty
which foresees a single European
currency and the creation of a Euro-
pean central bank.

On 1 June, creation of the BCL and
the ECB.

Implementation of the third phase of
the Economic and Monetary Union,
introduction of the euro under scrip-
tural form in 11 EU member states.
Introduction of the scriptural euro in
Greece.

Introduction of euro banknotes and
coins in the 12 euro area member
states.

Introduction of the euro in Slovenia.
Introduction of the euro in Cyprus
and Malta.

Introduction of the euro in Slovakia.
Introduction of the euro in Estonia.



Luxembourg and Belgium signed a Convention for an Economic Union in 1922 which
provided for a monetary alignment. As a result, a 1929 law established a parity of 1 to
1 between the Luxembourgish and the Belgian franc. However, both currencies were
devalued in 1935 and the Luxembourgish franc was rated at 1.25 Belgian francs - the
reestablishment of the 1 to 1 parity only took place in 1944 after the Liberation and
was confirmed in 1949 and 1979. In 1935, a monetary convention between Belgium
and Luxembourg allowed for the National Bank of Belgium (NBB] to establish a
branch in Luxembourg, and conferred legal tender status to its notes on the territory
of the Grand-Duchy.

.... to the establishment of a European monetary union

Initiatives were put forward at the end of the 1950s and especially during the 1960s
to create a monetary union at the level of the European community. Several reports,
including the Luxembourgish Prime Minister Pierre Werner's Report in 1970,
elaborated proposals to establish a European monetary union in several stages -
the natural outcome of the common market foreseen by the 1957 Treaty of Rome.
In this context the European monetary system was created in 1979, thereby fixing a
2.25% fluctuation band vis-a-vis a bilateral central rate between European currencies.
Faced with these European developments as well as with the Belgian government’s
decision undertaken in 1982 to unilaterally devalue the Belgian franc, and in order
to confirm its monetary autonomy, the Luxembourgish legislator established in 1983
a national monetary institute - the Institut monétaire luxembourgeois (IML]. Whilst
being entrusted with issuance of banknotes and the supervision of the financial
sector, the IML did not encompass all the characteristics of a central bank. The law
of 22 April 1998 foresaw that the IML would become Luxembourg’s central bank once
the European System of Central Banks (ESCB), comprising the EU national central
banks and the European Central Bank (ECB]J, was in place, in accordance with the
Maastricht treaty signed in 1992. As the ECB was created on 1 June 1998, the ESCB

came into force the same day and the BCL thereby substituted for the IML.
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Photo: 4 December 2001.
The BCL President hands a first euro banknote to Mr Pierre Werner.

Eleven member states of the European Union were selected to enter the euro area
at the 2 May 1998 European summit: Belgium, Germany, Ireland, Spain, France, Italy,
Luxembourg, the Netherlands, Austria, Portugal and Finland. These aforementioned
member states introduced the euro as scriptural money on 1 January 1999, when
the euro area was endowed with a single monetary policy. Euro banknotes and coins
were introduced on 1 January 2002. Since 1999, several EU member states, having
met the convergence criteria required to adopt the single currency (see box], were
admitted into the euro area: Greece (2001), Slovenia (2007), Cyprus (2008, Malta
(2008), Slovakia (2009), and Estonia (2011). These accessions contributed to the euro
area by enhancing a monetary union of 17 members, representing 331 million people.



The convergence criteria required to adopt the euro:

->
->
->

->

A high degree of price stability

Sound and sustainable public finances

Stable exchange rates vis-a-vis the euro for at least two years, without any
devaluation

Converging long-term interest rates

The methods of assessment of these criteria are laid down in Article 140 of the Treaty
on the functioning of the European Union.

= 2007 / Slovenia !

2008 / Cyprus - Malta el
2009 / Slovakia

2011 / Estonia

" non-EU countries
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The BCL was created at the same time as the ECB

The establishment of the BCL on June 1, 1998 is directly related to the implementation
of the Treaty on the European Union, or the Maastricht Treaty, signed by the Member
states of the European Union in 1992. EU leaders foresaw a federal institutional
architecture within which the ECB and the National Central Banks (NCBs) of the
countries in the euro area would jointly define their monetary policy.

As Luxembourg did not have at the time a fully-fledged central bank, it was deemed
necessary to create one that had be operational from January 1, 1999 at the latest,
introduction date of the euro: at this stage, Member states had to transfer their
national monetary policy to the federal structure of the ESCB.

At the European level, the creation of a European central bank, responsible for the
euro area’s monetary policy decisions, was also a prerequisite for the establishment
of the ESCB.

Thus, from the start the BCL was created with the aim of participating in a European
monetary union - a truly distinctive characteristic compared to other NCBs that
existed before the creation of the ESCB and which had to adapt themselves to this
new institutional scheme. The BCL is, therefore, a national institution with a deep
sense of its European mission.

Photo: Cartons of 2-euro coins.
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Photo 1: BCL Headquarters
Photo 2: Pierre Werner building -

Photo 3: Monterey building

Photo 4: Futur premises of the European Central Bank
in Frankfurt © COOP HIMMELB(LJAU




ESCB - Eurosystem: what’s the difference?

- The Maastricht Treaty provides for all the countries of the European Union to
participate in the euro area. The authors of the Treaty used the expression “European
System of Central Banks” (ESCB] to refer to the European Central Bank and all the
national central banks of the European Union, thereby implying that they were to be
members of the euro area.

- As it appeared that not all the countries of the European Union would be part of the
euro area, it was necessary to distinguish both groups, on the one hand, the euro
area member states’ central banks and, on the other hand, the European Union
member states’ national central banks.

- Hence, two groups are to be considered:

o The Eurosystem comprises the ECB and the NCBs of those countries that have
adopted the euro

o The ESCB comprises the ECB and the national central banks of all EU Member
States, whether they have adopted the euro or not. The Eurosystem and the
ESCB will co-exist as long as there are EU Member States outside the euro
area.

The BCL implements at the national level decisions taken
at the Eurosystem level

The monetary policy of the euro area is decided by the Governing Council of the
European Central Bank. The Governing Council consists of the governors of the
national central banks of the 17 euro area countries and the six members of the
Executive Board of the European Central Bank. The Executive Board consists of the
president and vice-president of the ECB and four other members, all appointed by
common agreement by the European Council [meeting of the European Union Heads
of State and Government], voting by qualified majority, following a recommendation by
the ECOFIN Council [meeting of the EU member states’ finance ministers) and after
consultation of the European Parliament and the Governing Council.

THE EUROPEAN BASE OF THE BCL
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Photo: Meeting of the Governing Council of the ECB (© BCE)
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The Governing Council is responsible for adopting the guidelines and taking
the decisions necessary to ensure the performance of the tasks entrusted to the
Eurosystem. The Governing Council usually meets twice a month at the Eurotower in
Frankfurt am Main, Germany. At its first meeting each month, the Governing Council
assesses economic and monetary developments and takes its monthly monetary
policy decision. At its second meeting, the Council mainly discusses issues related
to other tasks and responsibilities of the ECB and the Eurosystem. If necessary, the
Governing Council can also meet and take decisions by means of teleconference.

Within the Governing Council, Governors of national central banks participate in
their personal capacity and do not represent national interests. Decisions are usually
taken by consensus.

Committees help prepare or implement the decisions taken by the Governing
Council. They consist of experts from each central bank of the Eurosystem, or in
certain cases, the ESCB. These committees meet several times a year and carry out
the tasks defined by their mandate. Committees send the results of their work to the
Governing Council via the Executive Board.

Pursuantto the principle of decentralisation, decisions taken by the Governing Council
of the ECB are implemented in the countries of the euro area by each national central
bank. Hence, only those credit institutions established in Luxembourg can refinance
with the BCL and only the BCL is competent to execute monetary policy operations in
favour of the credit institutions established in Luxembourg (143 in September 2011).
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The internal governance
and organisation of the BCL




The BCL is independent

The BCL has legal personality and its independence is foreseen under the Treaty
and its organic law. This independence falls under several forms: institutional,
operational, financial and personal.

Institutional independence is to be applied to members of a national central bank’s
executive board who are not allowed to seek or take instructions from institutions,
third parties— European or national - or national governments.

Operational independence and financial independence shall guarantee that an NCB is
sufficiently endowed with the necessary technical and financial resources in order to
accomplish its missions and responsibilities.

Finally, personal independence consecrates the independence of the governor as a
member, in his personal capacity, of the Governing Council of the ECB. His mandate
runs for 6 years and is renewable.

The principle of independence according to article 130 of
the Treaty on the functioning of the European Union

“When exercising the powers and carrying out the tasks and duties conferred upon
them by the Treaties and the Statute of the ESCB and of the ECB, neither the
European Central Bank, nor a national central bank, nor any member of their
decision-making bodies shall seek or take instructions from Union institutions,
bodies, offices or agencies, from any government of a Member State or from any
other body. The Union institutions, bodies, offices or agencies and the governments
of the Member States undertake to respect this principle...”
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The independence of the central bank is essential for the objective of price stability.
Political leaders, who undergo regular elections, might indeed be tempted to carry out
expansionist policies bringing along inflationary pressures, without worrying about
potential long-term effects, which would affect price stability.

In return for this independence, the central bank has a duty to inform and must be
accountable in accordance with its mandate. The information is shared by delivering
speeches by members of the Executive Board and publishing reqular macro-economic
and financial reports. Furthermore, the BCL is mandated by law to publish an annual
report which is handed to the government and the Chamber of Deputies.

The BCL is composed of two statutory bodies
The two statutory bodies of the BCL are the Council and the Executive Board.

The Councilis composed of nine members: the three members of the Executive Board,
appointed by the Grand-Duke following a proposal by the Government sitting in Council,
and six other members, appointed by the Government sitting in Council. Chaired by
the Director General of the BCL, the Council notably formulates the business policy of
the BCL and approves the budget and annual accounts.

The Executive Board is the higher executive authority of the BCL. It consists of the
Director General of the BCL or President ("Governor” being the generic term used
in the Eurosystem) and two Directors. They elaborate measures and take decisions
required for the accomplishment of the BCL's missions.

Members of both bodies are appointed for renewable 6-year terms.

Photo: The BCL Executive Board from left to right: Mr. Serge Kolb (Director),
Mr. Yves Mersch [Director General ), Mr. Pierre Beck (Director)

THE INTERNAL GOVERNANCE AND ORGANISATION OF THE BCL

N



THE INTERNAL GOVERNANCE AND ORGANISATION OF THE BCL

,\
N
N

The BCL's organisation chart reflects the diversity of its missions

On June 1, 2011, the BCL had 281 staff members. These are allocated to different
departments, sections and units allowing for the accomplishment of the BCLs
missions through numerous activities:

Preparation and follow-up activities of monetary policy decisions, through analyses,
studies and research;

Implementation of monetary policy operations, notably through liquidity injections
and withdrawals, reserve requirements collection and collateral management;
Follow-up to the production and the circulation of banknotes and coins in
Luxembourg; numismatic activities related to production and the commercialisation
of collection coins:

Activities related to the internal functioning of the bank, including human resources
management [recruitment, training, staff management J, budget monitoring and
accounting analyses, operational and financial strategy, procurement, technical
infrastructure maintenance and security;

IT infrastructure management and IT systems security;

Collection of banking, monetary, external, economic and financial statistics, in view
of consolidating the preparation of monetary policy decisions;

Market, operation and risk analyses in the context of an increased role of the BCL
in terms of financial stability;

Prudential supervision the BCL is responsible for: liquidity supervision and payment
and settlement systems oversight;

Conduct of internal or Eurosystem audit missions, relations with the external
auditor and evaluation and internal risk control;

Financial risk management via the assessment of collateral for monetary policy
operations;

Activities of the General Secretariat comprising the Director General's Secretariat,
the legal services as well as external relations and communication;

Finally, the activities of EPCO (the Eurosystem Procurement coordination Office),
created at the end of 2007 by the Governing Council for a five-year term, which aim
is to coordinate public procurement programmes between several participating
central banks in order to benefit from economies of scale.



Executive Board

Heads of General Departments

Internal Audit Section Business Cycle Section Financial Stability Division

Risk Prevention Section Research Section Financial Stability Section

Prudential Surveillance and
Oversight Division

II;manual RISk a_n_d_Collateral _ Liquidity Surveillance Section
anagement Division

Banking and Monetary Statistics
Section

Collateral Management Section Oversight Section

Financial Risk Management Section External Statistics Section

Economical and Financial Statistics
Section

Legal Services Section Monetary Policy Implementation

THE INTERNAL GOVERNANCE AND ORGANISATION OF THE BCL

Section
External Relations and Communication Front office -
Section Asset Management Section
Back office Section Infrastructure Section

_ Payments Section Software and Development Section

Planning and Support Section

Infrastructures and Payment Systems
Section

Currency Handling Control Section ~ Procurement Section

Numismatics Section Facilities Section

Security Section
Organisation chart as of 1 January 2011
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The BCL contributes to defining and implementing the
monetary policy of the Eurosystem

The primary objective of the Eurosystem is to maintain price stability and thus the
purchasing power of the euro. In order to achieve this objective, the Governing Council
has adopted a monetary policy strategy that includes a quantitative definition of price
stability. The reference indicator is the Harmonised Index of Consumer Prices (HICP).
Price stability is defined by the Governing Council as a year-on-year increase of the
HICP of below, but close to 2% over the medium term. As price stability is defined
with respect to the euro area as a whole and not to the inflation rates of individual
countries, the Governing Council works in the common interest of the euro area.

In order to take decisions on the basis of comprehensive information, the Governing
Council conducts a double analysis. First, it examines a broad range of economic
and financial indicators which are likely to give indications on the future evolution of
prices. This assessment is then cross-checked by the monetary analysis, “money”
being defined by a wide monetary aggregate called M3, whose components and
counterparties are carefully monitored.

How does monetary policy affect the economy?

In order to reach its objective, the central bank does not exert a direct influence on
prices, but rather on interest rates. Hence, the single monetary policy is based on
setting the level of interest rates at which the Eurosystem lends to commercial banks
in the short term, which has an indirect impact on the interest rate proposed by the
commercial banks to their customers.

The setting of the level of interest rates and, during non-crisis periods, of the volume
of liquidity allocated by the Eurosystem to commercial banks, has an important impact
on the quantity of money in circulation and in consequence, on inflation. Indeed, if
the interest rates rise, credit becomes more costly and therefore scarcer — while at
the same time, saving becomes more profitable. This allows reducing inflationary
pressures via the lowering of global demand.
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The central banks of the Eurosystem have at their disposal a set of monetary policy
instruments: open market operations, standing facilities and reserve requirements.
Open market operations allow for the steering of interest rates, for managing the
liquidity situation in the money market and for signalling the monetary policy stance.

Open market operations include:

e Main refinancing operations, which aim at providing liquidity on a regular basis and
which take place once a week for a one-week maturity;

e [onger term refinancing operations, with a monthly frequency and a three-month
maturity;

e Fine-tuning operations can be executed on an ad hoc basis to manage the liquidity
situation in the market and to steer interest rates. In particular, they aim to smooth
the effects on interest rates caused by unexpected liquidity fluctuations.

e Structural operations can be carried out by the Eurosystem through reverse
transactions, outright transactions and issuance of debt certificates.

Furthermore, the Eurosystem offers standing facilities which aim at providing and
absorbing overnight liquidity, at signalling the general monetary policy stance and at
setting upper and lower limits to overnight market interest rates.

Two standing facilities, which are administered in a decentralised manner by the
NCBs, are available to eligible counterparties on their own initiative.

e The marginal lending facility, which counterparties can use to obtain overnight
liquidity from the NCBs against eligible assets. The interest rate on the marginal
lending facility normally provides a ceiling for the overnight market interest rate.

e The deposit facility, which counterparties can use to make overnight deposits with
the NCBs. The interest rate on the deposit facility normally provides a floor for the
overnight market interest rate.

Finally, credit institutions in the Eurosystem are required to hold minimum reserves
with central banks. The intent of the minimum reserve system is to pursue the aims of
stabilising money market interest rates, creating (or enlarging) a structural liquidity
shortage and possibly contributing to the control of monetary expansion.

The management of foreign exchange reserves is also a Eurosystem mission
implemented by the national central banks. The BCL holds and manages a part of the
Eurosystem’s foreign exchange reserves in gold and in foreign currencies, determined
by a distribution key corresponding to its contribution to the ECB’s capital, pursuant
to the rules applicable to the Eurosystem. The BCL also manages its own funds.

Photo: Front office at the BCL
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One objective of managing the ECB’s foreign exchange reserves is to ensure that in
case of need, the ECB can have access to a sufficient amount of liquidity to carry out
interventions on the foreign exchange market. Security and liquidity are therefore
basic requirements for reserve management. In the framework of this portfolio
management, the first task of the BCL is to invest the foreign exchange reserves that
it was entrusted with by the ECB within the fluctuation margins foreseen as well as
within the risk limits fixed, with the objective of revenue maximization.

The BCL also offers reserve management and deposit services to third parties
(institutional public clients, foreign central banks and international organisations).
In this case, the BCL makes its resources and expertise in research and analysis
available to those central banks and international institutions.

The BCL contributes to the financial stability of the Luxem-
bourg financial centre

The implementation of monetary policy is the first channel through which the
BCL contributes to financial stability. Indeed, price stability, by anchoring agents’
expectations and consequently reducing markets” volatility, contributes to financial
stability.

The BCL is also responsible for the oversight of payment and securities settlement
systems. The transposition of Directive 2007/64/CE on payment services, end-
2009, endowed the BCL with an exclusive competence for the oversight of payment
and securities settlement systems. This competence is important, as it enables
to reconcile the objective of efficiency, which aims at the proper functioning of
the market infrastructure, with the objective of stability, which encompasses the
prevention against any systemic risk, and helps to ensure the security of systems and
the confidence of users.



The main payment and securities settlement systems in
Luxembourg

Payment systems:

e TARGET2: TARGET? is the real-time gross settlement (RTGS) system owned and
operated by the Eurosystem. Payment transactions are settled one by one on a
continuous basis in central bank money with immediate finality. There is no upper
or lower limit on the value of payments. TARGET?2 settles operations of monetary
policy and money market operations. TARGET2 has to be used for all payments
involving the Eurosystem, as well as for the settlement of operations of all large-
value net settlement systems and securities settlement systems handling the
euro. The BCL oversees the decentralised components of TARGETZ in Luxembourg
and participates in the joint oversight of the centralised components at the level of
the Eurosystem.

e STEP2, operated by the Euro Banking Association (EBAJ, is a pan-European system
of compensation for transfers and payment orders. The ECB is responsible for the
oversight of this private system.

Securities settlement systems:

 Clearstream Banking S.A. [CBL) operates an international securities settlement
system.CBLalsoactsasacentral Luxembourgish depositor for securities deposited
by counterparties as collateral for monetary policy operations. Furthermore, CBL
manages securities deposited by non-resident parties on behalf of other central
banks of the ESCB, thanks to the corresponding central bank model (CCBM), a
mechanism established in 1999 to allow Eurosystem counterparties to make cross-
border use of eligible assets. The BCL is responsible for the oversight of CBL.

e VP Lux S.a.r.l. is a securities settlement system eligible since December 2008 for
the settlement of collateral in the framework of the Eurosystem'’s credit operations.
The BCL is responsible for the oversight of this system.
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The BCL has been responsible for the supervision of the global position of liquidity
and the individual position of liquidity of each market operator since the law of
October 24, 2008. Liquidity risk is the risk that operations carried out on capital
markets cannot be concluded or can only be concluded in poor conditions because of
an insufficient depth of the market or financial turbulences. The regulation of liquidity
is particularly important for the central bank as it can contribute to prevent a failure
in the system and limit as such systemic risk.

The BCL is also endowed, by the law of October 24, 2008, with a national competence
to grant, in case of exceptional circumstances, short-term loans to its counterparties
(Emergency Liquidity Assistance).

Furthermore the BCL maintains sustained contacts with actors of the financial
centre, contributing thereby to both its development and its sound functioning. The
BCL notably organises and participates in a certain number of work committees and
advisory bodies.

Finally, the BCL plays an enhanced role in the field of financial stability through its
participation in the European Systemic Risk Board, which is an integral part of the
European System of Financial Supervision.

The European System of financial supervision

The European System of financial supervision came into effect on 1 January 2011.
This system is composed, first of all, of the European Systemic Risk Board (ESRB), an
independent body responsible for the macro-prudential oversight of the EU’s financial
system - that is, analysing and overseeing the financial system in its entirety. The
General Board of the ESRB notably includes the governors of the 27 central banks
of the European Union; the President of the ECB chairs the board. The ESRB aims
at contributing to the prevention or mitigation of systemic risks to financial stability
in the Union that arise from developments within the financial system and taking
into account macro-economic developments, so as to avoid periods of widespread
financial distress.

The new system also comprises three European supervisory agencies for banks,
insurance and markets. These agencies work in interaction with existing national
supervisory authorities. These agencies monitor the financial solidity of financial
institutions themselves with the aim to protect the users of these services. They
combine the national supervision of financial institutions with specific tasks at
a European level that allow reinforcing consistency in the application of rules and
fostering a harmonised regulation.

Photo: Payment and settlement systems oversight.
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The BCL is responsible for issuing banknotes

The ECB, on the basis of the needs for banknotes expressed by national central banks
(NCBs]), entrusts NCBs of the issuing of a predefined quantity of banknotes. The
production of a given denomination is generally assigned to one or several NCBs. The
NCBs then exchange denominations according to their respective needs.

Pursuant to an agreement concluded with the state of Luxembourg, the BCL is also in
charge of producing and putting on the market Luxembourgish euro coins.

The banks of the financial centre then come and withdraw banknotes and coins from
the BCL, according to the withdrawals and deposits of their own customers.

The Counterfeit Monitoring System (CMS), a European system for monitoring counterfeit
banknotes, has been established. The BCL participates in the CMS by contributing to
a quick detection of counterfeits.

The BCL also provides the public with information on the security features of euro

banknotes. This information is available in its numismatic centre or on its website
www.bcl.lu.

Photo: Euro banknotes passing through the BCL's sorting machine.
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The BCL plays an important role in the fields of research,
publications and communication

The BCL collects all necessary statistical information, either from competent
national administrations or directly from economic agents. The BCL also collects
financial elements of analysis on the evolution of markets from the financial centre’s
counterparties and closely collaborates with the Luxembourgish central service for
statistics and economic studies (STATEC).

Every year, the BCL edits several publications, including a financial stability review,
containing analyses on topical economic and financial subjects. These publications
are usually discussed in press conferences where the results of analyses are
presented by their authors in the presence of the President and where journalists
can ask their questions. A press conference is also organised on the occasion of the
presentation of the BCL's financial accounts. The BCL's study and research activities
foster the development of an expertise in monetary, financial and economic issues.

The BCL also publishes an annual report, which is publicly presented by the President.
The annual report is also available in English.

The BCL periodically organises numismatic exhibitions on the premises of its office
at 43 avenue Monterey, L-2163 Luxembourg. The auditorium of this building also
welcomes press conferences and other ad hoc events.

Conferences are organised in different contexts: the “Pierre Werner lecture” is an
annual conference that focuses on subjects relating to central banking issues. It pays
tribute to the former Prime Minister and Minister of finance Pierre Werner. Under the
aegis of the "Bridge Forum dialogue” - an association chaired by the President of the
BCL and aiming at connecting the European institutions established in Luxembourg
with the financial, economic and legal institutions and actors in Luxembourg -
conferences are regularly organised and deal with multi-disciplinary topics related to
European developments. Lectures are given by speakers with a monetary, financial,
economic, political or academic background. Finally, the BCL periodically arranges
conferences in cooperation with the ECB that are held in Luxembourg. All these
conferences are generally announced on the home page of the BCL's website.

In 2011 the BCL Foundation was established. It aims at promoting research and
training in the BCL's fields of activity.

Photo: Set of collector coins 2002-2008 [silver and gold).
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The BCL also carries out communication activities for high school students whose
course includes economics classes. At the request of interested teachers, the
BCL organises interactive educational presentations about the missions and the
organisation of the BCL and the Eurosystem.

The BCL is useful to the State....

The BCL is not the state’s bank. It is not, for example, in charge of the state’s debt
service, of collecting tax payments or of paying the salaries of civil servants The
Treaty prohibits ESCB central banks to grant an overdraft or a loan to member states.

Nonetheless, the State has opened current accounts and made term deposits with
the BCL. The BCL also issues coins on behalf of the State. The BCL acts as fiscal
agent for the State towards the IMF and records all the Grand-Duchy’s assets and
liabilities in relation with the IMF,

...and to individuals

As an issuing institution, the BCL reimburses euro banknotes and coins that have
been mutilated or destroyed, as well as old Luxembourgish francs, at the rate fixed
when the euro was introduced. The BCL's website provides additional information on
the methods of reimbursement.

In agreement with the Ministry of Finance, the BCL has developed a special service
dedicated to professional and amateur numismatists since 2002. Beside new coins
in euro that are conditioned to be collected, the BCL issues each year a number
of numismatic products which are available to the public in its numismatic centre
located at 43, avenue Monterey, Luxembourg-Ville.

The publications of the BCL can be consulted and downloaded on the website (www.
bcl.lu] under the section “Publications”. The BCLs publications can also, with
availability of stock, be obtained in paper format from the BCL. They fall in the public
domain and can therefore be freely used and reproduced, as long as the source and
date are mentioned and the information is neither modified, nor used to commercial
ends.

The BCLs library, connected to the public libraries in Luxembourg, is accessible to
the public on prior request. The BCL's website, under the section “About the Bank”,
gives more information on the subject.

Photo: BCL auditorium on the 5th floor of the Monterey building.
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The BCL has an active role in international cooperation

Beyond its active participation in the ESCB/Eurosystem committees, the BCL
participates in the work of several international institutions and maintains sustained
contacts with certain central banks outside the ESCB.

At the European level, the President of the BCL, in his capacity as member of the
Governing Council, participates in informal meetings of the ECOFIN Council [meeting
of the Finance Ministers and Governors of the central banks of the European Union).
Besides, a member of the BCL's Executive Board participates in the meetings of the
economic and financial committee (EFC). This committee comprises representatives
from EU Treasuries or Finance ministries, EU central banks, the European
Commission and the ECB. The EFC follows the economic and financial situation of
the Member states and of the EU and regularly reports to the ECOFIN Council and
the Commission.

On the international level, the BCL participates in the work of the International
Monetary Fund (IMF), the Bank of International Settlements (BIS) and the Organisation
for Economic Cooperation and Development (OECD).

The BCL has signed agreements of bilateral cooperation with several central banks
outside the ESCB. These agreements deal with financial relationships, technical
assistance or training.
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Joining the BCL

The BCL regularly publishes its employment opportunities on its website www.bcl.lu
and in the national press. Spontaneous applications can also be sent by email to

jobs(@bcl.lu.

The BCL welcomes trainees during different periods of the year as well as students
for summer jobs. Applications for traineeships and summer jobs can also be emailed

to jobs(dbcl.lu.

According to the recruitment procedure, applications are short-listed following an
assessment of the candidate’s application file. Successful candidates are then invited
to sit for an exam (“concours”] or “recruitment competition”. The BCL website’s
“Careers” section provides further information on this process.

Profiles and skills sought after are varied. According to the type of missions conferred
to the BCL and available positions, the BCL may recruit economists, lawyers,
accountants, auditors, administrative assistants, IT experts, risk managers or
persons with other profiles. The quality of applications is assessed with regard to
personal skills, motivation, educational background and professional experience -
double degrees or PhDs are particularly appreciated for senior level positions.

The BCL offers a multicultural and stimulating work environment, varied tasks with
economic and financial dimensions and the opportunity to develop a career in the
national and European public interest.


http://www.bcl.lu
mailto:jobs@bcl.lu
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Useful contacts

Banque centrale du Luxembourg
2, boulevard Royal

.-2983 Luxembourg

Phone (+352) 4774-1

Fax (central) (+352) 4774-4910

Numismatic center

43, avenue Monterey

L-2163 Luxembourg

Phone (+352) 4774-4774

Fax (central) (+352) 4774-4994

Opening hours
Monday to Friday 10:30 am -4 pm

For further information www.bcl.lu and www.ecb.int

Or contact us

Banque centrale du Luxembourg

Communication section Phone +352 4774 -1
2, boulevard Royal Fax + 352 4774 4910
L-2983 Luxembourg Email: info@bcl.lu

bl

BANQUE CENTRALE DU LUXEMBOURG
EUROSYSTEM
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