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ACTUALITES

4.1.1 La Campagne d’'Information Euro 2002

relative a l'introduction des billets et
piéces en euros

La Campagne d’Information Euro 2002, conduite par
la BCE et les BCN de la zone euro, comporte deux
grands volets:

a) I'information sur:

— l'aspect des billets et des piéces en euros, y compris
leurs couleurs et leurs dimensions;

— les signes de sécurité qui permettront au public de
vérifier I'authenticité des nouveaux billets et des
nouvelles pieces (ces éléments ont été rendus public
le 30 aoGit 2001);

— les valeurs unitaires;

— les modalités pratiques du «cash-changeover» au
Luxembourg.

b) la formation des personnes appelées a traiter les
nouveaux signes monétaires (caissiers et personnel
de caisse, policiers, agents de sécurité, ...).

La campagne implique I'information du public sur le
passage définitif a l'euro au Luxembourg établi de
commun accord entre la BCL, le Gouvernement et les
principaux acteurs économiques impliqués dans I'opé-
ration de remplacement.

Au Luxembourg, le passage du franc a I'euro se déroule
en 3 grandes étapes:

1. préalimentation des billets et des pieces en
euros: du 01/09/2001 au 31/12/2001

La BCL met a la disposition des banques et de
I'Entreprise des Postes et Télécommunications des
billets et piéces en euros. Le public peut également
disposer de piéces en euros en achetant, a partir du
15 décembre 2001, des «euro kits» sous forme de
petits sachets contenant un éventail des différentes
piéces en euros pour une contre-valeur de 500 francs.

2. double circulation franc/euro: 01/01/2002 au
28/02/2002

A partir du mardi 1¢ janvier 2002, les billets et piéces
en euros auront cours légal et circuleront en paralléle

avec les billets et pieces nationaux. Durant cette période
de double circulation, les paiements au comptant,
C'est-a-dire avec des billets et piéces, pourront se faire
aussi bien en francs qu’en euros. Par contre, tous les
paiements scripturaux (les paiements par virement,
chéque ou carte de crédit ou de débit) pourront seule-
ment se faire en euros. Les banques et I'Entreprise des
P&T ne fourniront plus que des billets et piéces en
euros. Le commerce jouera également un role primor-
dial dans cette phase de double circulation, puisqu'il
s’est engagé a rendre, dans la mesure du possible, le
change en euros.

3. circulation exclusive de I'euro: a partir du
01/03/2002

A partir du 1 mars, seuls les billets et pieces en euros
auront cours légal et seront, de ce fait, exclusivement
acceptés en paiement.

Les billets et pieces en francs luxembourgeois et belges
qui restent entre les mains du public aprés le 28 février
2002 continueront a étre échangés, sans frais, contre
des billets et pieces en euros auprés de la BCL, de
|"Entreprise des P&T et de certaines banques commer-
ciales.

Le programme de partenariat (avec les banques, le sec-
teur de la distribution, en particulier les grandes sur-
faces, les organisations actives aupres des populations
plus vulnérables, les institutions éducatives, les forces
de police, le secteur du tourisme, les médias) constitue
la pierre angulaire de la campagne Euro 2002; il assure
I'effet multiplicateur des informations sur lI'euro aux
différents groupes de la société.

La Campagne d'Information Euro 2002 est entrée dans
sa phase finale:

La campagne médias (septembre 2001 a mars 2002)

Durant cette phase, débutée au mois de septembre
2001, l'aspect définitif des billets en euros et leurs
signes de sécurité sont révélés. La BCL a fourni les infor-
mations adéquates traitant des questions de sécurité.

Spot TV et annonces print

En plus des actions planifiées par I'Eurosystéeme, la BCL
met sur pied ses propres activités de communication
dont les éléments principaux sont:
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€-clock

L'€-clock, indiquant en chiffres lumineux le compte
a rebours jusqu’a I'€-day, a été inaugurée le 4 jan-
vier 2001 a la BCL.

La brochure «Introduction des billets et piéces en
euros au Grand-Duché de Luxembourg» fut publiée
par la BCL en octobre 2000. Le Bulletin 2000/3 de
la BCL en reproduit le tableau synoptique des prin-
cipales étapes d’introduction des billets et pieces en
euros au Luxembourg.

€uro-news

Depuis le 1¢ février 2001, la BCL est régulierement
présente dans les médias nationaux via des articles
de presse, intitulés «Den Euro — eis Suen», et des
spots radio et TV. Les €uro-news suivantes ont été
publiées:

L'euro, la nouvelle monnaie;

Les informations euro de la BCL;

L'origine et la création des billets en euros;

Les caractéristiques principales des billets en euros;
L'origine et la création des piéces en euros;

Les caractéristiques principales des pieces en euros
et en cents;

La sécurité des signes monétaires en euros;
La Campagne d’Information Euro 2002;

L'émission des billets et pieces en euros au
Luxembourg;

La production des billets et piéces en euros;

Les dimensions matérielles du passage a I'euro;

Les avantages de l'euro en tant que monnaie
unique;

Les modalités pratiques du remplacement du franc
par 'euro;

La mise en circulation des billets et piéces en euros;
Le passage du franc a I'euro;

La phase de préalimentation: du 01.09.01 au
31.12.01;

La phase de double circulation euros/francs: du
01.01.2002 au 28.02.2002;

La phase de circulation exclusive de I'euro a partir
du 1 mars 2002;

Les moyens mis en ceuvre pour un passage harmo-
nieux a l'euro;

Les précautions relatives a la mise en circulation de
|"euro;

o

f)

La campagne média Euro 2002;
Les signes de sécurité: billets de 5, 10 et 20 euros;

Les signes de sécurité: billets de 50, 100, 200 et 500
euros;

L'échange des signes monétaires nationaux;

Le remplacement des signes monétaires en francs
par ceux en euros.

Foires

La BCL a participé, ensemble avec ses partenaires, a
la Foire Internationale de Luxembourg - Printemps
2001 et a la Foire Internationale de Luxembourg -
Automne 2001 ou I'exposition de la BCL, a carac-
tere exceptionnel, comprenait des exemplaires origi-
naux des 7 billets en euros ainsi que des 96 pieces
de monnaies en euros des 12 pays de la zone euro.

De méme, la BCL a organisé a cet effet un grand
jeu-concours doté de nombreux prix, offerts par la
BCL et ses partenaires.

La BCL a de méme été présente a la Foire des Etudes
et des Formations organisée le 22 et 23 novembre
2001.

Expositions

La BCL organise en collaboration avec ses parte-
naires des expositions sur les billets et pieces en
euros a quelques semaines de |'arrivée de la nouvelle
monnaie.

L'exposition illustre en images les 7 billets en euros
et leurs signes de sécurité, les 8 pieces en euros et
les dessins des faces nationales de chaque pays, les
conditions du passage définitif a I'euro dans les 12
pays de la zone euro et I'«euro kit». Elle présente
aussi le Systéme européen de banques centrales.

L'exposition a lieu de fin novembre 2001 a fin jan-
vier 2002, dans les centres commerciaux Auchan,
Cactus Bascharage, Cactus Belle Etoile, Cactus
Ingeldorf, Centre Topaze, Knauf (Schmiede), Match
(Foetz), Match (Grevenmacher), Pall Center
(Oberpallen) et le hall de la Gare de Luxembourg.

Conférence Campagne d'Information Euro 2002

Le 3 juillet 2001 une conférence avec la participa-
tion du Vice-Président de la BCE, du Ministre res-
ponsable et du Président de la BCL, a rassemblé
auprés de la BCL les principaux acteurs du «cash-
changeover» a Luxembourg.



g) Exposition de drapeaux en euros au centre de la
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Ville de Luxembourg

En collaboration avec la Commune de la Ville de
Luxembourg, la BCL organise dans la zone piétonne
de la Ville de Luxembourg une exposition de
drapeaux en euros, de début décembre 2001 a fin
janvier 2002.

Présentation des billets et piéces en euros a S.A.R. le
Grand-Duc Henri, aux partenaires et a la presse
nationale

S.ARR. le Grand-Duc Henri, accompagné par le
Ministre du Trésor et du Budget, M. Luc Frieden,
s'est rendu le lundi 17 septembre a la BCL pour une
présentation des billets et piéces en euros.

M. Yves Mersch, Président de la Banque centrale du
Luxembourg, a montré et expliqué, 105 jours avant
leur mise en circulation, les nouveaux billets et
pieces en euros et leurs signes de sécurité.

Le 18 septembre, la BCL a invité ses partenaires et
la presse nationale a une présentation des nouveaux
billets en euros et de la campagne médias,
point culminant de la Campagne d’Information
Euro 2002.

Infoline gratuite

Une infoline téléphonique de la BCL (8002 0101)
fonctionne pour répondre aux demandes du public
concernant les billets et piéces en euros et leur intro-
duction au Luxembourg.

Website www.bcl.lu

Le site Internet de la BCL fournit des informations
actuelles sur l'introduction des billets et piéces en
euros au Luxembourg.

Website www.euro.ecb.int

Ce site multilingue de I'Eurosysteme fournit des infor-
mations actualisées sur les billets et piéces en euros.

4.1.2  On the European monetary policy

strategy and practice

Intervention de Yves Mersch, Président de la Banque
centrale du Luxembourg, lors de I'Euro-conférence
annuelle de Nomura a Tokyo, le 23 octobre 2001

Ladies and Gentlemen,

Speaking on strategy reminds me of the following quo-
tation from the “Recorded Sayings” of the Founder of
Kencho-Ji Temple in Kamakura, Rankei Doryu: “If you
have lost your true self, all phenomena bring you
nothing but annoyance. If you discover your essence of
mind, you can follow nothing but the true path.”

Before starting with the main content of my speech, |
would like to make some brief remarks concerning the
common mistake to compare the US and European
area economies with regard to both their cyclical posi-
tion and their medium-term growth outlook.

The euro area economy has been affected by the inter-
national economic climate and, in particular, by the
sharp slowdown of the US economy. This is a natural
effect of the growing interdependence of regional eco-
nomic areas, brought about by increase in international
trade and financial flows. Nonetheless, it would be a
mistake to draw excessive parallels between econo-
mies, which exhibit non-synchronised economic cycles,
different structural characteristics, and hence unequal
long-term growth prospects.

In fact, many of the macroeconomic and financial
disequilibria, which have built up in the US, cannot be
found in the euro area. Although investment has
remained buoyant in recent years in the euro area,
there is no sign of surplus accumulation in capital
stock. Moreover, although the European savings ratio
has declined in recent years, it is still appreciably higher
than in the US. Lastly, the private sector, with the like-
ly exception of the telecom sector, is in a less vulne-
rable position, being characterised by lower relative
debt and less exposure to fluctuations in financial asset
prices.

The policy-mix in the United States is the result of a
one-to-one relation between one monetary policy and
one fiscal policy. The European monetary area displays
an asymmetric relation in this respect. The policy mix is
composed of a single monetary policy for the twelve
participating member states, with fiscal policies



remaining to a large extent in the hands of national
authorities.

Against this background, it should come as no surprise
that European monetary policy has been, is and will be
different from the monetary policy of the Federal
Reserve System (FED). This discrepancy is, | believe, not
so much due to differences in the statutory remit of the
respective central banks but rather to economic situa-
tions departing from different bases and requiring dif-
ferent measures.

Having clarified — once more — the differences between
the US and the euro area economies, and hence the
appropriate monetary policy, | shall concentrate on the
strategy adopted by the Eurosystem in the remainder
of my speech, without making too many references to
the US.

Please allow me to give you a brief outline of my
speech to follow, which discusses the European mone-
tary policy strategy:

1. The need for a monetary policy strategy
2. The Eurosystem’s monetary policy strategy
3. The monetary policy strategy in practice
4. Future challenges for the Eurosystem

5. Concluding remarks

1. The Eurosystem monetary policy strategy

The need for a monetary policy strateqy

Quite naturally, monetary policy decision-makers operate
in a world of uncertainty. Information or knowledge
of economic activity and structures are necessarily
imperfect. Complete descriptions of economic activity
are only available after a significant time lag. Usually,
they become available after the monetary policy deci-
sions have been taken.

This simple fact has several implications being of parti-
cular importance for the conduct of monetary policy.
A large academic literature has also addressed the
question of optimal monetary policy in an uncertain
environment. Together with the long-standing practical
experience of euro area national central banks, this
literature has shaped the design of the Eurosystem
monetary policy strategy.

It is of fundamental importance to ensure, as far as
possible, that monetary policy itself does not become

an additional source of uncertainty. Hence the ECB’s
monetary policy strategy announcement attempts to
address the issue of uncertainty in providing a very
clear and concise systematic framework for the analy-
sis of information and the taking of policy decisions,
without specific policy conclusions being prede-
termined in a mechanical manner. The design of the
Eurosystem monetary policy strategy also recognises
that any specific economic framework is incomplete
and cannot capture the full complexity of the monetary
transmission process in the 12 euro area economies.
This is done in employing different analytical frame-
works, commonly referred to as the two-pillar strategy,
and in relying on long-standing professional exper-
ience, rather than to solely rely on one single moneta-
ry or economic indicator. This considerably reduces the
risk of making substantial policy errors, disciplines poli-
cy choices and keeps decisions consistently anchored
to the mandated objectives.

ECB’s definition of price stability

In contrast to the FED’s mandate, the Maastricht Treaty
establishing the European Union states that “the pri-
mary objective of the European System of Central
Banks shall be to maintain price stability”. The Treaty
thus assigns a clear mandate to the newly created cen-
tral banking system, while leaving open a more precise
and operational definition of the price stability objec-
tive, as well as the design of the monetary strategy to
be adopted in order to fulfil this objective.

Making use of its independence to decide how to ful-
fil the mandate given by the Maastricht Treaty, the
Governing Council announced its “stability-oriented
monetary policy” in October 1998 and laid out how it
intended to interpret and make operational the price-
stability mandate. Several elements of that announce-
ment are worth reminding and discussing here.

Firstly, the Governing Council stated that the “mone-
tary policy strategy will focus strictly on this objective of
price stability”. In addition, a quantitative definition of
price stability was announced. “Price stability shall be
defined as a year-on-year increase in Harmonised Index
of Consumer Price (HICP) for the euro area of below
2%", with price stability having to be maintained
“over the medium term”.

Hence the existence of short-term price volatility, which
cannot be controlled by monetary policy, was explicitly
recognised. The announcement contained an explicit
and quantitative definition of price stability — which the



Fed, among other central banks, lacks. This feature
improves accountability and helps to anchor economic
agents’ expectations.

Do we need a quantitative definition?

Monetary policy could target a constant price level, a
zero inflation rate, an upward drifting price level or a
low but nonzero rate of inflation (Fisher, 1996;
Goodhart and Vidals, 1994). An advantage of a price
level target is that it keeps uncertainty about price
levels in the distant future smaller than it would with
zero inflation target, which entails a base drift. The
main disadvantage is that it puts a greater strain on
monetary policy, because variations in the inflation rate
are required to reverse the effects of previous shocks
on the price level. There are in addition several reasons
for aiming for a small positive inflation rate instead of
a zero rate:

1. According to Debelle (1997) the true rate of infla-
tion is below the measured rate, which is due to
measurement problems.

2. As Akerlof, Dickens and Perry (1996) point out, if
nominal wages are rigid downward, then reductions
in real wages will involve less employment loss
when brought about through inflation. Very low
inflation therefore effectively reduces real-wage
flexibility and may worsen the allocative efficiency
of the labour market.

3. With a zero targeted inflation rate, there is a
greater danger of deflation. As pointed out in the
literature on financial crises, persistent deflation can
create serious problems for the financial system.

4. The lower bound of zero on the nominal interest
rate arises because cash carries a zero nominal inter-
est rate, which imposes problems for monetary poli-
cy with a zero targeted inflation rate (Summers,
1991). If the expected inflation rate is zero, it is very
difficult to engineer a negative short-run real inter-
est rate (which may be needed during recessions).

These arguments led the Governing Council of the
Eurosystem to conclude that price stability is the best
way to insure an endurable growth in the euro area
and to adopt a quantified definition of price stability
which accepts a rate of inflation of up to 2%.

Important to note is also that, in addition to the quan-
titative specification of the price stability objective, the

monetary policy strategy announcement emphasised
very clearly from the very beginning that strategy and
decisions will aim at stabilising inflation in the euro
area as a whole, irrespective of inflation developments
in any of its constituent members.

2. The Eurosystem’s monetary policy strategy
The two-pillar strategy

Let me go back to the “stability-oriented monetary
policy strategy”. In addition to the quantitative defini-
tion of the price stability objective, a clear commitment
to the goal variable which | have just discussed, the
announcement contained a description of the strategy
to be implemented. The monetary policy strategy
consists of two key elements, the famous two pillars.
To recapitulate briefly, under the first pillar, “money will
be assigned a prominent role [...] signalled by the
announcement of a quantitative reference value for
the growth of a broad monetary aggregate”. In addi-
tion, and in parallel with that analysis of monetary
growth, a major role is assigned to “a broadly-based
assessment of the outlook for price developments and
the risks to price stability in the euro area” — the
second pillar.

We thus recognise different existing models of the struc-
ture of the economy and the nature of the monetary
transmission mechanism. The first pillar represents a
group of models and analytical frameworks which
embody a view of price level determination that accords
an important role to money. The second pillar encom-
passes a range of alternative models of the inflation pro-
cess, predominantly those which emphasise the inter-
play between supply and demand in the goods and
labour markets, as well as information useful for mone-
tary policy stemming from financial variables, such as
bond yields, asset prices (including exchange rates), cre-
dit developments and balance sheet positions.

First pillar:

The prominent role for money reflects the monetary
origins of inflation over the medium to longer term.
One of the most remarkable empirical regularities in
macroeconomics is the ubiquitous long-run relation-
ship between the price level and money stock. A posi-
tive and often almost one-to-one relationship between
monetary growth and inflation at longer horizons has



been illustrated for a wide variety of economies, using
a number of different analytical and empirical tools and
employing various definitions of money data sets.

There is a broad consensus in the literature that any
well-specified model of a monetary economy should
exhibit this feature. On both empirical and theoretical
grounds, the literature provides ample justification for
assigning money an important role in monetary policy
making.

This conclusion is particularly appropriate for the euro
area. In contrast to other countries where monetary
developments during recent decades have been rather
erratic, in the euro area the available evidence conti-
nues to point towards the existence of a stable rela-
tionship between broad monetary aggregates — in par-
ticular M3 — and price developments in the long term.
Moreover, M3 and other monetary and credit aggre-
gates appear to possess good leading indicator proper-
ties for future price developments, especially at
medium-term horizons. The reference value of M3
growth is presently set at 4,5% and will be revisited in
December. This value is considered consistent with the
long-run economic growth rate in the Eurozone, the
inflation objective of below 2% in the medium term
and the trend reduction in money velocity.

However, deviations of M3 growth from the
Eurosystems reference value of 4.5% do not mechani-
cally trigger interest rate changes. Rather, such devia-
tions are to be seen as catalyst for further analysis, first
searching for the causes of such deviations and there-
after assessing the implications for future price devel-
opments and the appropriate monetary policy.

Therefore, the reference value for M3 is not an imme-
diate or direct monetary target in itself. The Eurosystem
does not attempt to control monetary growth in the
short term so as to hit the reference value at a specific
horizon. Rather the reference value acts as an analyti-
cal and presentational device, which constitutes an
important benchmark for assessing risks to price stabi-
lity in the medium term.

The analysis under the first pillar is particularly impor-
tant in making an evaluation of the magnitude of
monetary impulses to the economy and may help in
the assessment of possible bubbles in financial
markets. Historically, booms and busts in asset markets
have been strongly associated with large movements in
monetary and credit aggregates in particular, and their
implications on the economy may depend on the

strength of the balance sheet position of the financial
sector. This constitutes a further reason for the
Eurosystem strategy to give special consideration to the
analysis of monetary and credit aggregates and of
financial intermediaries’ balance sheets from which
these aggregates are derived.

Second pillar:

The second pillar of the monetary policy strategy is a
broadly-based assessment of the outlook for price
developments. Forecasts of crucial economic indica-
tors, including inflation developments, play a signifi-
cant role in this assessment. While inflation is ultimate-
ly a monetary phenomenon, monetary developments
may, at least in the short term, not always be the only
or even the most useful guide for assessing the
economic disturbances threatening price stability.

A monetary policy aimed at the maintenance of price
stability must therefore rely on the analysis of a broad
range of variables. Therefore, in parallel with the
analysis of monetary developments, the Eurosystem
also evaluates a wide range of other economic and
financial indicators in broadly assessing the risks to
price stability in the medium term.

It is vital that these two pillars are not misinterpreted as
targets or any form of monetary rule. On the contrary,
the Governing Council has made it clear on numerous
occasions that it will take its decisions on the basis of a
detailed and comprehensive assessment of a broad
range of economic indicators. Isolated developments
of individual indicators, such as deviations of monetary
growth from the reference value, will not prompt auto-
matic and mechanistic monetary policy responses.

The structure of the monetary policy strategy clarifies
the much-discussed role of the exchange rate. Along
with other indicators, the exchange rate of the euro is
a component of the second pillar. It is not regarded as
a target of the Eurosystem’s monetary policy, but it is
given due consideration in actual monetary policy
decisions. Nonetheless, an increasing weight will be
attached to the exchange rate whenever its develop-
ment threatens the medium term internal price stabili-
ty in the euro zone. In any other case, monetary policy
decisions will be largely unaffected. This is also true of
all the other indicators of the second pillar, such as
wage developments.

Ultimately, the Governing Council has to come to a
monetary policy decision on the basis of its collective



overall assessment of the economic situation and the
risks to price stability. This decision will take into consi-
deration all the available relevant information, and not
just the information reflected in forecasts and/or devia-
tions of M3 growth from its reference value.

3. The monetary policy strategy in practice

A closer look at the interest rate decisions by the
Governing Council

The first column in table 1 shows the dates at which
the Governing Council decided to change the key poli-
¢y rate while the second column displays the level of
that rate. The third column reports the cumulative
change in that interest rate since the onset of EMU.
The fourth column shows the annual HICP inflation
rate for the euro area corresponding to the month pre-
ceding the decision (and hence, one that is likely to be
available at the date of the meeting). The fifth column
displays its cumulative change, the sixth column
reports the level of M3 and the seventh the cumulative
change in M3 growth at the same time.

Until May 2001 all decisions on interest rates, with the
exception of the 50 basis point rate cut in April 1999,
have taken the form of an increase of 25 or 50 basis
points. By the end of EMU’s second year, the interest rate
has risen by 175 basis points, matching almost exactly
the corresponding cumulative change in inflation. Hence
the real interest rate was basically unchanged.

Despite the negative cumulative change until May
2001, the annual rate of M3 growth continues to be
above the fixed reference growth of the ECB. The
recent three-month average annual growth rate during
the period June-August 2001 increased to 6.4%. The
corresponding growth rate during the period May-July
2001 was 5.9%. These developments partly reflect the
relatively flat yield curve up to August and the weak-
ness in stock markets, which made the holdings of
short-term deposits and marketable instruments in-
cluded in M3 more attractive.

As pointed out previously, the Eurosystem’s surveys indi-
cate that the data for M3 are distorted upwards by non-
resident holdings of market paper and debt securities
with a maturity up to two years issued by MFls. These
holdings may have contributed with three-quarters of
percentage point to annual M3 growth over recent
months. In fact, the subtraction of this amount reduces
the excess with regard to the reference value of 4.5%.

The Governing Council kept interest rates unchanged
until the 11th of May 2001. This can be explained
because the deterioration of the price outlook was due
to temporary factors, such as the oil price and the
exchange rate of the euro against the dollar. In addi-
tion, the slowdown in US economy and the sub-
sequent deterioration in the world economic outlook
lowered inflationary risks as from the third quarter of
2000, paving the way in October 2000 for a halt in the
succession of official interest rates rises.

Interest Rate Changes, HIPC Inflation and M3 Growth

LCB i Cumulative HICP Cumulative M3 Cumulative
i Interest rate Change i Change H Change

22 December 89 3.00 0.80 5.70

09 April 99 2.50 -0.50 1.00 0.20 4.90 -0.80
05 November 99 3.00 0.00 1.40 0.60 6.20 +0.50
04 February 99 3.25 +0.25 1.90 1.10 6.20 +0.50
17 March 00 3.50 +0.50 2.00 1.20 6.50 +0.80
28 April 00 3.75 +0.75 2.10 1.30 6.50 +0.80
09 June 00 4.25 +1.25 1.90 1.10 5.40 -0.30
01 September 00 450 +1.50 2.40 1.60 5.60 -0.10
06 October 00 4.75 + 1.75 2.70 1.90 5.30 -0.40
December 00 4.75 +1.75 2.60 1.80 4.80 -0.90
11 May 01 4.50 +1.50 2.90 2.10 5.30 -0.40
31 August 01 4.25 +1.25 2.80 2.00 6.70 +1.00
18 September 01 3.75 +0.75 2.70 1.90 n.a. +1.00




On the basis of the evaluation of inflationary risks in
the area and the development of the external environ-
ment, the Governing Council has always adopted a
prudent stance, gradually modifying his assessment of
macroeconomic conditions in the euro area. As a
result, the Governing Council set the benchmark
interest rate in May 2001 to 4.5%, estimating that the
lower economic growth envisaged for the euro area
should mitigate inflationary pressures in the medium
term followed by a further cut of 25 basis points on
August 31st.

On 17 September 2001, the Governing Council took
the decision to lower the key interest rates by 50 basis
points. This was done in concert with the Federal
Reserve System, and a direct response to the increased
uncertainty regarding the global economic environ-
ment following the terrorist attacks on the US. With
the benefit of hindsight, this interest rate decision can
be viewed as a “front loading”, both in terms of timing
and of magnitude, of a reduction which would have
occurred under more normal circumstances in sub-
sequent Governing Council meetings.

The Governing Council monitors inflation develop-
ments in the euro area attentively. While the less
expansionary economic climate tends to moderate
inflation, risk factors remain. These are associated with
uncertainty concerning wage developments as a
consequence of price increases of energy and other
imported inputs. While these factors could delay the
reduction in inflation rates in the near future, the most
recent developments allow one to expect further
gradual reductions in recorded inflation.

| think it has become apparent to you that decisions on
the money policy stance do not mechanically follow
from deviations of M3 growth from the reference value.
More generally, the medium term focus recognises the
presence of different transmission channels affecting
price developments with long, variable and uncertain
lags. Money growth, in particular, is associated with
inflation at a medium to long-term horizon. In fact,
extracting information from monetary developments is
not a mechanical process. Over policy-relevant horizons,
money and credit may be influenced by many factors,
including cyclical shifts in the demand for money and
credit and regulation. The same applies in particular for
the publication of most economic projections. So, a main
task of monetary analysis is to understand and quantify
these various possible effects, drawing out the key impli-
cations for inflation outlook. In addition, acknowledging
that the inflation is the central goal of the Eurosystem,

does not imply that its monetary policy should ignore
significant output movements.

Governing Council decision on 31 August 2001

With regard to the first pillar, the increase in the
growth rate of M3 of 5.9% must be interpreted
carefully. In fact, it reflects both the weakness in stock
markets and the relatively flat yield curve. In addition,
there have been indications that monetary growth
figures are distorted upwards by non-euro area resi-
dents’ purchases of negotiable paper included in M3.

Regarding the second pillar, there are clear signals of
lower inflationary pressures coming from the demand
side. Recent economic indicators show that the euro
area’s real GDP growth in this year will most likely be
lower than was expected a few months ago. However,
the growth outlook in the euro area is better than the
USA's growth perspective and the present level of the
ECB interest rate conforms to its strategy.

Finally, | think that financial and economic agents
recognise that the monetary policy strategy of the
Eurosystem has been implemented with a high degree
of flexibility since the beginning of 1999. In the first
few months of European Monetary Union, economists
worried about threats of deflation and negative real
effects following the international financial crisis. Then
they worried about the strong US Dollar and the
increases in oil prices and the generated inflation risk.
Later they were concerned about the slowdown of
economic growth in the USA and the much heralded
new economy. Did it really exist, one may wonder?
They worry about financial difficulties in Turkey and
Argentina, as well as a prolonged recession in the USA,
following the tragic events of 11 September, which is
feared to spread around the globe.

All these issues are also taken into consideration when
deliberating about the appropriate monetary policy
decision in order to achieve price stability in the
medium term.

4. Future challenges for the Eurosystem

Despite this success, many challenges for monetary
policy and the Eurosystem persist. Among these are:

1. The introduction of notes and coins in January 2002
(to which | very much look forward),

2. The mastering of inflation phenomena and persua-
sion of other policy making institutions to share the



Eurosystem’s policy and objectives, particularly in
this economic period of stress. While short-term
deviations from budgetary targets appear accep-
table in the present environment, they must not
lead to delaying or even endangering the set
medium term fixed policy objectives.

3. The future EU enlargement and its implications on
ECB future reform.

Please allow me to elaborate on this point before
closing my speech.

Let me emphasise that the Eurosystem’s attitude to EU
membership of the accession countries is positive.
However, it is important to realise that any political
entry into the EU & into the EMU are fundamentally
distinct. At the moment, accession countries are fore-
most interested in joining the EU.

Once, these countries have joined the EU, there is a
very specific procedure for joining EMU. In fact, acces-
sion to EU does not guarantee automatic acceptance
into the monetary union. After joining the European
Union, the newcomers are expected to join
the European Exchange Rate Mechanism (ERMII).
This is necessary to start the reporting period clock.
The Maastricht treaty specifically requires that
compliance with the debt, deficit, interest rates and
inflation targets be evaluated over the year before
the examination. However, the reporting period is
2 years for the exchange rate criterion (ERM membership
without devaluation), so the evaluation can
(theoretically) not be passed until a 2-year track record
exists.

After the 2nd accession anniversary to the EU, the
Commission and ECB need about 2 months to receive
the final economic data and to write their convergence
reports. These reports assess the suitability of all non-
EMU Member States for EMU membership based on
compliance with the EMU-related acquis and the
Maastricht economic convergence criteria. The
Maastricht criteria require inflation rates, government
deficits and debts, and long-term interest rates to have
been low enough and exchange rates to have been
stable enough during the reporting period. While there
are other criteria, experience shows that if these are
met, one can expect that the members will be judged
to be fit to enter Eurosystem. The Ecofin Council will
then deliberate on the reports for one month,
suggesting that the Ecofin vote can come no sooner
than 27 months after EU accession. If the answer is

“yes” the EMU-members-elect may need some time to
adopt the euro. It took the founding members
8 months, while it took Greece 6 months. Hence,
voting rights in the Governing Council should come
about 6 months after the Ecofin decision. If the rules
are followed to the letter, the process should take at
least 33 months. This represents enough time to the
Governing Council to resolve the problem of necessary
reform.

This is of course the most rigid and swift entry
scenario, which appears to be rather unlikely given the
strong need for real convergence to set in. By real
convergence we think mostly of convergence terms of
GDP per capita and industrial structures, in order to
minimise the risks and the effects of asymmetric
shocks. Also, it is in the interest of ‘in” and ‘out’ coun-
tries to enter EMU only when they are able to sustain
the new monetary policy system. Let me explain why
the nominal convergence is not sufficient to join the
EMU.

In the year 2000, the degree of real convergence
remained limited, as euro area growth was nearly as
strong as growth in the accession countries.
Furthermore, it is unlikely that the medium-term grow-
th differential will be significantly higher than 1% in
favour of the accession countries. Together with the
huge current GDP per capita differential of about 56%
in purchasing power parity terms or about 78% in
terms of current exchange rates, it seems that the GDP
per capita gap between euro area countries and
accession countries will remain large for the next few
years.

Therefore, it cannot be emphasised enough that sub-
stantial structural reform and prudent macroeconomic
policies are crucial to enhance accession countries’
growth potential, thereby fostering cohesion within
the enlarged EU and hence minimising the risks and
effects of asymmetric shocks.

5. Concluding remarks

My speech provided an overview of Eurosystem’s
monetary policy strategy in theory and practice. | have
illustrated the monetary policy framework of EMU and
its operation during its first two and a half years, and
gave a brief outlook regarding the challenges that lie
ahead of us.

The Eurosystem has shown the capability to ensure
price stability in the medium term, given the means at



its disposal. Other instruments affecting price stability
lie in the hands of national governments, and hence
are outside the control of the Eurosystem. The task for
national governments remains to adhere to the
stability and growth pact and to continue driving
forward the necessary structural reforms. Economic
growth and the maintenance of price stability also and
especially depend on appropriate wage agreements.

| am heartened by developments in this area, which
bear testimony to the emergency and consolidation of
a stability culture in Europe.

These developments are desirable from an economic
angle and, given present times, also from a wider
political standpoint.

Thank you very much for your interest.
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