PROGRESS OF EUROPEAN INTEGRATION

ECSC
European Coal and
Steel Community

EC

EURDPFEAM INTEGRATION

EEC and EURATOM
European Economic Communitcy
European Atomig'Energy Community

European Communities

CONYERGENCE CRITERIA

F'd EU
European Union
Maastricht Treaty

EU

Treaty of Lisbon

EUROFEAM INTEGRATION

Economic and Monetary Union

Price stability

* Public finance

discipline

FINANCIAL INTEGRATION

OF THE EURO AREA

Integration of financial markets,
financial infrastructures and
financial institutions

* results in economies of scale,
larger variety of financial
products at lower cost

« enhances transmission of

monetary policy impulses

= contributes to safeguarding
of financial stability and
smooth operation of
payment systems

*

*

*

*

Interest rate
convergence

Exchange rate
stability

EUROPLAN INTEGRATION

ENLARGEMENT OF THE
EUROPEAN UNION

1952 Belgium
Germany
France
lealy
Luxembourg
Metherlands

1973 penmark

Ireland
United Kingdom

1981 Greeco
1986 Spain

Portugal

1995 Austria
Finland
Sweden

ECONOMIC AND MONETARY
UNION (EMU)

I U Member States which

have adopted the eurc

[ EU Member States with

a special status

! EU Member States with
a derogation

KEY CHARACTERISTICS
OF THE EURO AREA

Population (millions)

EUROPEAM INTEGRATION

Czech Rep.
Estonia
Cyprus
Latvia
Lithuania
Hungary
Malta
Paoland
Slovenia
Slovakia

Bulgaria
Romania

EUROPEAN INTESRATION

EUROPEAN INTEGRATION

GDP (PPP, € trillions)

GDP per capita (PPP, € thousands)

Share of world GDP (PPP, %)

Exports (goods and services, % of GDP)

Gross fixed capital formation (% of GDF)

Gross saving (% of GDF)

® refery to 2010

Sources: far ewrs area sad EU: ECA, Euroter, navanad dovs, IMF and ECA coloufoniens; for the Usited States and fopon: nevionol ssurces, (ME

PREPARATION OF ECONOMIC AND

MONETARY UNION (EMU)

BARRE PLAN

7 EMS

WERNER REPORT

EURCPEAM INTEGRATION

on economic and monetary unien

European Monetary System

) SINGLE EUROPEAN ACT

| 988 DELORS REPORT

1999/2002

Intreduction of the EURD

INTRODUCTION OF EURO BANKNOTES
AND COINS: EFFECTS ON PRICES

nflation rate bn 2003

but:

= Megative expectations

* Some retailers taking advantage

EURDPEAN INTEGRATION

Inflation directly linked to the introduction

of euro banknotes and coins

Inflation not linked to the introduction of euro

banknotes and coins, i.e:

= Mormal price increases

= High increases in oil and petrol prices

e v

* High increases in fruit and vegerable prices %3

* Price level in national currency

“frozen in time"

THE EUROPEAN SYSTEM
OF CENTRAL BANKS (ESCB)

= European Central Bank

Mationale Bank van Belgiél
Banque Nationale de Belgique

DRATAPCK HIpOAKT GaHKD
(Bulgarian| Naticnal Bank)

Ceski nirodni banka
Danmarks Nationalbank
Deutsche Bundesbank

5 Eesti Pank

i
7 Central Bank of Ireland &)

i Bank of Greece

9 Banco de Espana
Bangue de France
Banea d'lealia
Cencral Bankiof Cyprus
Latvijas Banka |

Lietuyos bankas

> High perceived inflation

CROANIBATION

Bangue centrale du
Linxembourg

& Magyar Nomzetl Bank

Bank Centrall 3 Maltal
Central Bank of Malta

8 De Mederlandsche Bank

Oesterreichische
Nationalbank

20 Narodowy Bank Polski

Banco de Fortugal

2 Banca Natgionali a Rominiel

Banka Slovenije

Mirodnd banka Slovenska

5 Suamen Pankki —

Finlands Bank

16 Sveriges Riksbank

Bank of England
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THE EUROSYSTEM onaaniaion

(= European Central Bank

Mationale Bank van Belgiéf
Banque Mationale de Belgique

1| Deutsche Bundesbank
3 Eesti Pank
4| Central Bank of Ireland
5 Bank of Greece
& Banco de Espafia
| Banque de France
| Banea d'iealis
Central Bank of Cyprus
Bangue centrale du Luxembourg

Bank Centrali ra’ Malwa/
Central Bank of Malea

i De Nederfandsche Bank

3 Oesterreichische Nationalbank
Banco de Porrugal
Banka Slavenije

& Mirodni banka Slovenska

7 Suomen Pankki — Finlands Bank

CROANISATION

» 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 ECH,
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.”

TASKS OF THE NCBs oncamanion

Article 12.1 ESCB Statute: “To the extent deemed possible and appropriate...the ECB shall
have recourse to the national central banks to carry out

operations which form part of the tasks of the ESCB [Eurosystem]”

THE NCBs AS AN INTEGRAL PART S e
OF THE EUROSYSTEM

Article 282 of the Treaty on the Functioning of the European Union:

"The European Central Bank, together with the national central banks of

the Member States whose currency is the euro, which constitute the Eurosystem,
shall conduct the monetary policy of the Union."

DIVISION OF LABOUR IN onaansaTion
THE EUROSYSTEM

Eurosystem Mission Statement: “We jointly contribute, strategically and operationally,
to attaining our common goals, with due respect to
the principle of decentralisation.”

ECB

/ N __/'-/.
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Monetary policy  Foreign reserves  Payment systems Banknotes of statistics
! 1

Collection

Execution of Management and
monetary policy Operation supervision of cash
operations of systems operations
Management Assistance
! Oversight of financial to ECB
Own market infrastructures
and payment instruments

HONETARY FOLIEY

PRICE STABILITY -
OBJECTIVE OF THE EUROSYSTEM

Article 127 of the Treaty on the Functioning of the European Union:

|. The primary objective of the ESCB
[Eurosystem] shall be to maintain price stability.
I~
Without prejudice to the objective of price stability
the ESCB [Eurosystem] shall support the general economic
policies in the Union with a view to contributing to the
achievement of the objectives of the Union as laid dewn

in Article 3 of the Treaty on European Union.”

KEY FOR SUBSCRIPTION
OF THE ECB’S CAPITAL

Mationale Eank van Belgia/
Banque Mationale de Belgique

Deutsche Bundesbank |
Eestl Pank
Bank of Greece
Central Bank of Irefand
Banco de Espafia
Banque de France |4
Banca d'ltalia 12
Central Bank of Cyprus

Banque centrale
du Luxembourg

Bank Centrall ta® Malta/
Central Bank of Malea

De Nederlandsche Bank

Oustarreichische
Nationalbank

TASKS OF THE ECB (1/2)

CROANISATION

. Banco de Portugal

% Banka Slovenije

Mirodni banka Slovenska

Suomen Parkki -
Finlands Bank

Erarapcka HapoaHa Ganka

. (Bulgarian National Bank)
. Ceskd ndrodni banka

. Danmarks Nationalbank

¢ Latvijas Banka

. Lietuvos bankas

Magyar Nemzeti Bank

Y. Marsdowy Bank Polski

Banca Magionald

% a Reminiei
% Sveriges Riksbank
% Bank of England

ORGAMISATION

i 1] | L
Eurcsystem Monetary policy Guidelines/ L
policies operations Instructions Banknotes

Forex Payment
markets sysSLems
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Conferred

by Treaty Strategic planning,
coordination and

Definition harmonisation

Operation
of systems

Oversight of
financial market

Deciding, Delegated Intervention infrastructures
coardinating and by EU (sometimes and payment

monitoring Council

Monitoring

PRICE STABILITY -
DEFINITION

lin October 1998:

intly with
individusl NCBs)  instruments

HONETARY FOLICY

“Price stability shall be defined as a year-on-year increase

in the Harmonised Index of Consumer Prices (HICP)

for the euro area of below 2%.

Price stability is to be maintained over the medium term.”

The Governing Council aims to maintain inflation rates

at levels below, but close to, 2% over the mediur




BENEFITS OF PRICE STABILITY

HOWETART FOLICY

Price stability contributes to

i 1 ! 1

Recognising changes The productive use

in relative prices of resources

Avoiding “inflation
risk premium™

Reducing the distortionary
impact of tax and

Maintaining social

cohesion and stability

Financial
stability

social security systems

MONETARY POLICY STRATEGY -
MONETARY ANALYSIS

HOWETART FOLICY

Analysis of monetary and credit developments

Identification of financial

imbalances and/or asset

Long-run link between price bubbles

maoney and prices

in euro area

THE MONETARY POLICY INSTRUMENTS

Standing facilities

Open market operations

Maoney as medium to

long-term benchmark

HOWETART FOLICY

Reserve requirements

Deposit Marginal

Main refinancing operations
facility lending

facility

(Maturity: one week)
(Rates generally |
lower than
market races)

(Rates generally
higher than

Longer-term refinancing

markat rates)

operations

| REsERYE RATIO

Fine-tuning operations

| Structural operations

main refinancing operations

| RESERYE BASE
Deposits, debt securities
| and money market paper

1% for the majority of
the items to which the
reserve base applies

REMUNERATION
Reserve holdings will be
remunerated at the

Eurosystem's rate on its

THE ECB'S MONETARY
POLICY STRATEGY

Governing Council

HONETARY FOLIEY HOWETART FOLICY

MONETARY POLICY STRATEGY -
ECONOMIC ANALYSIS

Analysis of a broad range of economic/financial
developments [

1 L

takes monetary policy decisions

based on an overall assessment

of the risks to price stability

Economic Analysis

Analysis of economic
dynamics and shocks

—-—— cross-checking —

'

Full set of information

Supply Demand

\ /
Goods, services, factor markets
Monetary Analysis
O assess
Analysiz of - | R

monetary trends Econemic shocks Dynamics Perspectives

TRANSMISSION MECHANISM -
HOW INTEREST RATES AFFECT PRICES

Official interest rates

| - -

HONETARY FOLIEY

7,00

6,50

Money mark BBl c25 Leitzins 0,75 % (seit 5.7.2012)

¥ \
Money, credit |- = Asset prices |= -| Bank rates |- -| Exchange ratcs|

h

v

£ ¥
Domestic prices L .
ST PrESS T~ Price developments =

NON-STANDARD
MONETARY POLICY MEASURES

Objective

Wfsc ands - { Supply and demand in goods and labour markets 50 1,50
price-setting

1,00
0,50

0,00

Import prices 2000 2010 2011 20

HOWETART FOLICY HOWETART FOLICY

15 to address severe ten N5 in certain market segme ampering

y pelicy transmission Chanism

¢ Maintain/restore the monetary policy transmission mechanism.

Instruments

* Fixed-rate, full-allotment liquidity provision

* Expansion of list of assets eligible as collateral

* Longer-term liquidity provision

= Liquidity provision in foreign currencies

Outright purchases on the secondary market of eligible
marketable debt instruments by Eurosystem central banks

Full sterilisation of additional liquidity
by means of a weekly (variable rate) tender

Governing Council decides on the scope
of the interventions

Programme is intended to apply temporarily

* Outright purchases of specific debt securities

The ECB's operational framework is very flexible in order to deal

with unforeseen circumstances.




THE ECB'S RESPONSE TO THE CRISIS (1) A R

Oct. 2008

rts pr g
as well liquidity in dollars

In response to liquidity shortages worldwide, the ECB
decides to provide extra liquidity on an ad hoc ba

To address the shortage of dollar liquidity for

euro area banks, the ECB also starts to provide
liquidity in dollars on the basis of a swap agreement
with the Federal Resery stem (as of Dec 2007).

ECB decides o traordinary
liquidity measu

The ECB decides to carry out weekly refinancing

operations with a fixed-rate tender procedure with

full allotment, i.e. the interest rate is set in advance and
s much liquidicy as the banks requesr,

provided they offer collateral of sufficient quality.

THE ECB'S RESPONSE TO THE CRISIS (2) A R

for covered bonds

To help revive a marker segment that is very
important for the refinancing of banks, the
ECB’s Governing Council decides to start
a programme of covered bonds purchases.

several measures to address the malfunctioning
of securities markets and restore an appropr
monetary policy transmission mechanism.

THE ECB'S RESPONSE TO THE CRISIS (3) A

ECB announces measure
bank lending and mone ar activity

The ECB's Governing Council decides to conduct two
longer-term refinancing operations with a maturity of
36 months. It also decides to reduce the

to 1% starting on 18 January 2012,

ECB announ
Outright Monetary Transactions

The ECB's Governing Council decides to terminate
the SMP and announces the possibility of Outright
Monetary Transactions in secondary sovereign
bond markets, aimed at safeguarding an appropriate
monetary policy transmission and the singleness

of the monetary policy.




