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In 2010 monetary p0licy operated in an 
environment characterised by the economic 
recovery in the euro area on the one hand and 
a persistence of tensions in financial markets 
on the other. The recovery in the real economy 
during 20 IO turned out to be somewhat 
stronger than expected. This was panly 
related to the recovery in the world economy, 
but domestic developments also contributed 
to the prevailing positive momentum. Overall, 
curo area real GDP increased by around 1.7% 
in 2010, following a decline of 4. 1% in 2009. 
As regards prices, inflation rates increased 
in the course of 20 I 0, mainly reflecting rises 
in global commodity prices. At the same time, 
underlying domestic inflationary pressures 
remained moderate. As a consequence, 

the average annual inflation rate rose to 1.6% 
in 2010, up from 0.3% in 2009. 

In this environment, in 2010 and early 2011 
the Governing Council kept the rate on the 
main refinancing operations unchanged at 
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the historically low level of I% that was set 
in May 2009. This was consistent with its 
assessment that the medium-term outlook for 
inflation remained in line with price stability 
in 20 I 0. More favourable growth expectations 
and short-term inflation dynamics were thus 

not seen as threatening price stability in the 
medium term. Money and credit development$ 
confirmed the assessment that inflationary 
pressures beyond the short term should remain 
contained. Inflation expectations remained 
fimtly anchored in line with the Governing 
Council's aim of keeping i.n.flation rates 
below, but close to, 2% over the medium tcnn. 
This reflects favourably on the high degree 
of credibility of the ECB's monetary policy. 

With regard to the non-standard monetary 
p0licy measures taken by the Eurosystem in 
response to the financial crisis, improvements in 
financial market conditions in 2009 and the first 
few months of 20 IO allowed the ECB to reduce 
its intermediation role. Acute financial tensions 
resurfaced in May. These developments could 
be interpreted as resulting from growing market 
concerns about the sustainability of public 
finances, especially in Greece. with clear signs of 
contagion affecting other curo area government 
bond markets. Liquidity in those segments 
of the euro secondary debt market dried up. 
Moreover, rating revisions and price declines 
implied frequent margin calls and the downward 
revaluation of the assets of the banking system, 
leading to sudden and sharp reductions in the 
value of banks' collateral. Eventually, private 
repurchase agreement markets were affected. 
Money market spreads widened again, while 
volumes in the overnight segment declined, 
bid-ask spreads widened, and the covered bond 
market, as well as the corporate bond market, was 
affected. In response, the Governing Council 
rci.ntroduccd some non•standard measures that 
had already been phased out or were scheduled 
10 be phased out. In panicular, the Eurosystem 
decided to maintain the fixed rate tender 
procedure with full allotment in the regular 
three.month longcr•tenn refinancing operations 



for the period from end-May to end-December, 
and announced a new six~month refinancing 

operation with full allotment that took place in 
May. Moreover, the temporary liquidity swap 
lines with the US Federal Reserve System 
were also resumed and a Securities MarkctS 
Programme was launched. This programme 
has enabled the Eu.rosystem to intervene in 
bond markets to help restore a more appropriate 
functioning of the monetary policy transmission 
mechanism in the case of dysfunctional market 
segments. The liquidity effects stemming from 
these purchases have been fully neutralised by 
weekly liquidity-absorbing operations. 

... 
Regarding financial reform, significant steps 
were undenakcn in 20 IO to increase the 
resilience of the financial sector. At tbe global 
level, the ambitious agenda agreed upon 
by the G20 ministers and governors gave 
the impetus for the milestones achieved. 
The agreement reached by the Basel Committee 
and approved by the Group of Governors and 
Heads of Supervision on the Basel Ill package 
constitutes a substantial strengthening of the 
capital and liquidity requirements for banks, 
forming a c.omerstone of the new prudential 
framework. The ECB fully suppons the new 
framework and is of the view that the agreed 
gradual implementation of the Basel Ill 
package should be a key priority. 

Another imponant strand of work for 
strengthening the resilience of the financial 
system has been the work by the Financial 
Stability Board in developing an integrated 
framework to reduce the risks and externalities 
associated with systemica11y important 
financial institutions. The ECB, being a 
member of the Financial Stability Board, 
considers it imponant that a proper framework 
is developed that ensures a high degree of 
international consisl'ency, thus promoting a 
level playing field and minimising the risk of 
regulatory arbitrage. 

The reform of the framework for crisis 
prevention. managemenl and resolulion 
gained momentum in 2010. This reform aims 
at implementing an EU policy coordination 
framework and enhancing the EU's regulatory 
framework. The ECB has actively contributed 
to this work and the Eurosystem supported the 
development of an EU resolution framework. 

The establishment of the European Systemic 
Risk Board (ESRB) on 16 December 2010 
marked a major milestone in terms of Eu.rope 
learning lessons from the crisis. The ESRB will 
conduct macro-prudential oversight in the EU. 

identify, assess and prioritise systemic risks, 
and issue warnings and recommendations under 
an "act or explain" regime. Together with the 
new European Supervisory Authorities (ESAs) 
and the national supervisory authorities, the 

ESRB forms pan of tbe new European System 
of Financial Supervision (ESFS). The ECB 
ensures the Secretariat of the ESRB and 
provides the ESRB with analytical, statistical, 
logistical and administrative suppon. The 
preparatory work for the ESRB at the ECB 
staned with the setting-up of the ESRB 
Preparatory Secretariat on I March 20 I 0. 
The decision-making body of the ESRB held 
its first meeting on 20 January 2011. 

The ECB continued to contribute to the key 
policy and regulatory initiatives aimed at 
enhancing the stability of financial market 
infrastn1ctures, in particular as regards 
over-the-counter derivatives. In April 20 I 0 
the ECB published a repon on the lessons 
lea.med from the financial crisis with regard to 
the functioning of European financial market 
infrastructures. Furthermore. an assessment 
of systemically imponant payment systems 
conducted by central banks showed that 
business continuity and crisis communication 
arrangements arc maintained at high standards 
by the respective system operators. In addition, 
the ECB continued to act as a catalyst for private 
sector activities by facilitating collective action. 

With regard to the Single Euro PaymentS Area 
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(SEP A), the ECB strongly supported the work 
of European legislators 10 create the necessary 
momentum 10 complete the SEPA project. 
The envisaged regulation establishing end 
dates for the migration 10 SEPA, under which 
the usage of national payment instruments will 
be discontinued, is key to ensuring the timely 
and smooth adoption ofSEPA. 

In the field of central bank services, the 
Eurosystem operates the large-value payment 
system TARGET2. The single platfom, of 
TARGET2 facilitates the real-time gross 
settlement of transactions in euro and enables 

23 EU central banks and their respective 
user communities to benefit from the same 

comprehensive and advanced services. 
Substantial progress was made in 20 IO on 
the Eurosystem's programme for a new 

multi-currency securitfos settlement solution 
called TARGET2-Securitics (T2S). Key policy 
issues were advanced or finalised during 
the year, with, for example, the decision on 
the pricing policy and the establishment of a 
governance framework laying down the ways 

in which the Eurosystem, noo-curo area central 
banks, central securities depositories and 
market participants will be able to participate in 
the future development and operation of T2S. 
Work also progressed on the establishment of 
a single platform (CCBM2) for Eurosystem 
c-ollateral mobilisation. This system, which 
is planned to go live in 2013, will allow 
the Eurosystem to provide efficient and 
cost-optimised collateral management and 
enhanced liquidity management services to 
Eurosystem counterpanies. 

Turning to organisational issues, the ECB had 
1,421.5 full-time equivalent positions at the 
end of 20 I 0, compared with 1,385.5 positions 
at the end of 2009. The increase is mainly 
due to the new tasks assigned to the ECB in 
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relation to the ESRB Secretariat and support 
for the ESRB more generally. The members of 
staff of the ECB come from all 27 EU Member 
States and are recruited by means of open 
selection campaigns to fill vacancies published 
on the ECB's website. lo line with the ECB's 
mobility policy, 204 members of staff moved 
internally to other positioos in 2010, while 
eight members of staff were seconded to other 
organisations for extcmaJ work experience and 
36 were granted unpaid leave to study or take 
up employment with other organisations or for 
personal reasons. The continuous acquisition 
and development of skills and competencies by 
all members of staff remained a cornerstone of 
the ECB's human resources strategy. 

Developments related to corporate culture 
focused on diversity and professional ethics. 
The ECB is fully committed to diversity and 
has made its policy public. An cnhanc-ed Ethics 
Framework for the members of staff of the 
ECB entered into force in 20 I 0. 

The ceremonial laying of the foundation 
stone on 19 May 20 IO marked the official 
stan of the main construction works for the 
new ECB premises. At the beginning of20l0 
the respective public tender procedures were 
successfully finalised and the contracts for 
work representing around 80% of the calculated 
construction costs were awarded within the 
envisaged budget. The completion date for the 
new premises is scheduled for the end of 2013. 

Regarding its financial accounts, the ECB earned 
a surplus of €1.33 billion in 2010, compared 
with a surplus of €2.22 billion in 2009. The 
Governing Council decided to transfer, as at 
31 December 20 I 0, an amount of€ 1.16 billion 
to the provision for foreign exchange rate. 
interest rate, credit and gold price risks, thereby 
increasing it to its ceiling of €5.18 billion, 
which was the value of the ECB's capital 
paid up by the euro area NCBs as al that date. 



The size of this provision is reviewed anouaUy. 
The ECB's net profit for 2010, following the 
transfer to the provision, was €170 million. 
Th.is amount was distributed to the euro area 
NCBs in proportion to their paid-up shares in 
the ECB's capital. 

Frankfurt am Main, March 201 I 

Jean-Claude Trichet 
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CHAPTER I 

ECONOMIC 
DEVELOPMENTS AND 

MONETARY POLICY 



MONETARY POLICY DECISIONS 
In 20 IO the Eurosystem was once again faced 
with a very challenging environment, with 
renewed tensions in financial markets. Severe 
stress was observed in some euro area bond 
markets, particularly from May 2010, reflecting 
the sovereign debt crisis. On the p0sitive side, 
the oullook for inflation remained moderate, with 
neither deflationary nor inflationary pressures 
over the policy-relevant horizon. H1CP inflation 
increased gradually over the year and stood at 
1.6% on average in 20 I 0, against 0.3% in 2009. 
Developments in economic growth were 
relatively favourable in 2010, especially taking 
into account the severe economic downturn in 
2009, with data releases and surveys in the course 
of the year generally indicating a somewhat bcner 
economic performance than had been expected. 
In this environment, the Governing Council 
viewed the accommodative monetary p0licy 
stance as appropriate and therefore left the key 
ECB interest rates unchanged at the historically 
low levels that they reached in May 2009. The 
interest rate on the main refinancing operations 
stood at 1.00% throughout 2010, the rate on 
the dep0sit facility at 0.25% and the rate on the 
marginal lending facility at 1.75% (see Chart I). 

Taking a closer look at interest rate 
developments since the financial crisis 

intensified following the collapse of the 
US financial institution Lehman Brothers 
on I 5 September 2008, some key dates 
introducing a new phase of the financial crisis 
can be highlighted (sec Chart 2). 

Positive developments in the functioning of 
the money market in the course of 2009 paved 
the way for some of the non-standard measures 
taken 10 enhance the functioning of the monetary 
policy transmission mechanism to be phased 
out in early 20 I 0. However, in May 20 IO a new 
episode of the crisis stancd to unfold. As market 
concerns about the sustainability of public 
finances increased, pankularly in some euro 
area countries~ bond markets in these countries 
became severely dysfunctional. In view of the 
role of government bond markets in the monetary 
p0licy transmission mechanism. the ECB 
launched its Securities Markets Programme and 
reintroduced some of the non-standard measures 
that had been phased out in the preceding months 
(see Box I). The Securities Markets Programme, 
like all other non-standard measures adopted 
since October 2008 during the period of acute 
financial market tensions, is, by construction, 
temporary in nature, and is fully consistent with 
the mandate of maintaining price stability in the 
medium term. 

Chart I ECB inttrut rates and the euro overnight interest rate 
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Chart 2 lnte-rest rates since th, Intensification of th, financial crisis 
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NON-STANDARD MEASURES IN 20101 
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The ECB's non-standard monetary policy measures have been an extraordinary response to 
exceptional circumstances. They are. by construction, temporary in nature. Lodeed, in early 
20 IO some non-standard measures that were no longer needed were phased out, as had been 
decided by the Governing Council in December 2009, on the back of improved conditions in 
financial markets and evidence that the monetary policy transmission mechanism was working 
more normally again. Specifically, the Governing Council decided in December 2009: that 
the 12-month longer-term refinancing operation (LTRO) in that month would be the last one 
with that maturity; that only one more six-month L TRO would be conducted (in March 20 IO); 
and that the supplementary three-month L TROs would be discontinued. Furthermore, 
in coordination with other central banks, the ECB discontinued the temporary foreign currency 
liquidity-providing operations in February 2010. Moreover, in March 2010 it was decided to return 
to a variable rate tender procedure in the three-month LTROs. Finally, the Covered Bond Purchase 
Programme, which was initiated in May 2009 for a one-year period, was completed in June 2010, 
after the Eurosystem had bought €60 billion of euro-denominated euro area covered bonds as 
planned. At the same time, other elements of the ECB's enhanced credit support, such as the use of 
the fixed rate full allotment procedure in main refinancing operations, remained in place. 

lo spring 2010 tensions re-<0merged in cenaio segments of the financial markets, in panicular in 
some euro area government bond markets. Spreads for the ten-year government bonds of some euro 

I MOR-in(Offll#tH:111 on lhc ECB" s response to lbc fim.ncitl cris;is. from the swt or the crisis to early Scpccmber 20 Io. can be (oood in the 
at1iclcffltitkd "'ThoECB'srcsponx to the fi:rw,ciaJ crisis".MOfllltly Bullt-tl1t, ECB. October 2010. 
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area countries relative to German government 
bonds started to increase very quickly (see 
the chart). This was mainly driven by increased 
market concerns about tbe sustainability of 
public finances in some euro area countries, 
in view of rising government deficits and debt. 
The widening of spreads accelerated in April 
and early May 20 I 0, and on 6 and 7 May they 
reached levels unprecedented since the start 
of EMU.' This led euro area governmcntS 
to announce a comprehensive package of 
measures, including the European Financial 
Stability Facility, on 9 May. 

lo this context, on IO May 2010 the Eurosystem 
announced the launch of the Securities 
Markets Programme. Under this programme, 
Eurosystem interventions can be carried 
out in the euro area public and private debt 
securities markets, with the aim of ensuring 
depth and liquidity in dysfunctional market 
segments and restoring the proper function.ing 
of the monetary policy transmission 
mechanism. The government bond markets 
play an essential role in the monetary policy 
transmission process, operating through the 
following channels. 

- Interest rates on government bonds are 
usually one of the main determinants 
of the interest rates that financial and 
non-financial firms have to pay when 
issuing their bonds (the "price channel"). 
When bond markets are severely 
disrupted, the shon-term interest rates 
of the central bank are no longer passed 
on to the appropriate degree to longer
term rates that are relevant to decisions 
of households and firms, and, hence, 
to prices. 

Government bond spreads in 2010 and early 
2011 
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- The sharply lower bond prices that arc implied by the much higher longer-term interest rates 
on account of disrupted bond markets cause significant losses in the portfolios of financial and 
non.financial sectors; this would reduce banks' ability to provide loans to the economy 
(the "balance sheet channel"). 

2 For more iDfonmlioo.. 5C'C \be box entitled "Dc,'Ck>pmcllLS fl fina1K:ial lmltctl in ciirty M-1)"".MONIII)• Bullni1t, ECB, Jurte 2010. 
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Exceptionally low liquidity in government bond markets would constrain the use of 
government bonds as collateral in refinancing operations, thereby also hindering banks' 
supply of loans (the "liquidity channel"). 

Therefore, the decision to start intervening in bond markets was taken in order lo help maintain 
the appropriate transmission of monetary policy to the real economy in the euro area by 
addressing the malfunctioning of some segments of the securities markets. In accordance with 
the provisions of the Treaty, any Eurosystem purchases of government bonds have been strictly 
limited to secondary markets. 

Following the statements by euro area governments and by the ECB on 9 and 10 May 2010, 
tensions in financial markets abated for a short period of time, before spreads started widening 
again in a number of countries in the remainder of the year. 

The increase in liquidity as a result of the bond purchases made in the context of the Securities 
Markets Programme is fully sterilised by means of specific operations to reabsorb it, 
as it is not the aim of the programme to inject additional liquidity into the banking system. 
The prevailing level of liquidity and the money market rates (in other words, the monetary 
policy stance) are therefore not affected by the programme, which consequently poses no 
inflationary risks. At the end of 2010 the Eurosystem had intervened in bond markets for an 
amount of €73.5 billion and had absorbed liquidity in the money market for exactly the 
same amount. 

In addition to implementing this new non-standard measure, on 3 May 20 IO the ECB suspended 
the application of the minimum credit rating threshold in the collateral eligibility requirements 
in the case of bonds issued or guaranteed by the Greek government after the joint EU and 
IMF programme for Greece had been finalised. Furthermore, in early May it reintroduced 
some of the non-standard measures that had been withdrawn earlier, in order to avoid negative 
spillovers from domestic sovereign bond markets to other financial markets. There was a risk 
that the normal functioning of markets could become impaired, notably the initial link in the 
monetary policy transmission mechanism between the central bank and credit institutions. 
In turn, this could have seriously impaired the ability of banks, which arc the primary source 
offinancing in the euro area, to provide credit to the real economy. In particular, the Eurosystem 
reintroduced the fixed rate tender procedure with full allotment in the regular three-month 
LTROs for the period starting at the end of May, and a new six-month refinancing operation 
with full allotment was conducted in May. The temporary liquidity swap lines with the Federal 
Reserve System were also resumed. 

Given the continuing tensions in some government bond market segments and continued high 
uncertainty, the Governing Council decided in its meetings in September and December 20 IO that 
all longer-term Eurosystem refinancing operations to be allotted in the last quarter of 2010 and 
the first quarter of 2011 respectively would be conducted as fixed rate tender procedures with full 
allotment. The rates in these LTROs were fixed at the average of the rates on the main refinancing 
operations over the life of the respective LTRO. Throughout 2010 the main refinancing operations 
were conducted at fixed rates with full allotment. 
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Following the sharp contraction experienced 
in 2008-09, euro area economic growth 
turned positive again at the end of 2009 and 
continued to grow in 2010. Quarterly real 
GDP growth rates in the first half of 20 I 0 
were better than expected. reflecting in part 
considerable support from fiscal stimuli and the 
accommodative monetary p<:>licy stance, as well 
as the rebound in global economic ac.i-ivity. 
ln line with expectations, economic growth 
moderated somewhat in the second half of the 
year, while the underlying momentum of the 
euro area recovery remained positive. Overall, 
euro area real GDP increased by around 
I. 7% in 20 IO after having contracted by 4.1 % 
in 2009. 

Inflationary pressures remained moderate 
in 20 I 0, with some upward pressure emerging 
at the end of the year and in early 2011. 
The average annual inflation rate in 2010 stood 
at 1.6%. Month-on-month developments in the 
inflation rate were noteworthy, as annual HJCP 
inflation gradually increased in 2010, rising from 
a low of0.9% in February to 2.2% in December. 
The gradual increase in HICP inflation mainly 
reflected developments in commodity prices, 
driven by the global economic recovery and by 
base effects. Market-based and survey-based 
measures of long-tenn inflation expectations 
remained broadly anchored at levels consistent 
with the Governing Council's aim of keeping 
inflation rates below, but close 10, 2% in the 
medium term. 

The pace of monetary expansion in the curo area 
gradually increased in 2010. M3 growth, 
however, remained low, at an average rate of 
0.6% in 20 I 0. This supported the assessment 
that the underlying pace of monetary expansion 
was moderate and I.bat inflationary pressures 
over the medium term were contained. 
The monetary analysis used as a basis for the 
analysis and assessment of money and credit 
developments bas been greatly enhanced over 
time and this has deepened the ECB's medium
term-oriented monetary policy strategy. 1 
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THE GRAOUAL ECONOMIC RECOVERY 
AND THE PHASING-OUT OF SOME 
NON-STANOARO MEASURES 
Looking at monetary policy decisions in 2010 
in more detail, information and analyses that 
had become available at the beginning of 
the year indicated that a moderate economic 
recovery was under way in the euro area, 
in part supported by temporary factors. 
Moreover, the recovery was likely to be 
uneven. In particular, economic growth rates 
and inflation developments diverged somewhat 
across curo area countries, although to a lesser 
extent than in 2009. The divergence mainly 
resulted from the ongoing rebalancing processes 
within the curo area, being the mirror image of 
the unsustainable growth patterns observed in 
some countries before the crisis. 

Macroeconomic forecasts and projections for 
the euro area remained broadly unchanged 
in spring 2010. The March 2010 ECB staff 
macroeconomic projections foresaw annual real 
GDP growth in a range between 0.4% and 1.2% 
in 2010 and between 0.5% and 2.5% in 201 I. 
Price developments were expected to remain 
subdued over the policy-relevant horizon, with 
HICP inflation projected to be between 0.8% 
and 1.6% in 20 to, and between 0.9% and 2.1 % 
in 2011. 

The cross-check of the outcome of the economic 
analysis with the signals from the monetary 
anaJysis continued lo confinn the assessment 
of low inflationary pressures over the medium 
term. The growth rates of money and credit 
remained low, although the growth rate of 
money somewhat overstated the deceleration 
in the underlying pace of monetary expansion 
owing lo the steep slope of the yield curve, 
which caused shifts out of M3. 

I For m(Nt !n((lnnMJ(lrl, $« the tu11elc m1llll:d "Enbiindn$ 

MMNa,y ana:tysii"', J.f<N111ily 811llttl11. ECB. No\>ttnbt:r 2010: 

:and Papademo,;, L and S13.rl(. J. (eds,). £MaJfCiJtg ltl'.OIM!fary 

a11al)'Sis, ECB. 2010, 



At the stan of2010 the Governing Council began 
to gradually phase out liquidity measures that 
were no longer needed to the same extent as in 
the past, in accordance with the decisions taken 
in December 2009. In particular, the number of 
longer-tcnn refinancing operations was reduced. 
These steps were taken against the background 
of improving conditions in financial markets, 
including the money market, in the course of 
2009. However, the Eurosystcm continued to 
provide extraordinary liquidity support to the 
banking system of the euro area, facilitating 
the provision of credit to the euro area economy 
in an environment of continuing uncertainty. 
As a result, the ovemjght interest rale continued 
to stand close to the rate on the deposit facility, 
a~ ii had done ever since the introduction of the 
fixed rate tender procedure with full allotment 
in October 2008. Prior to that, very short-term 
money market interest rates had been steered 
primarily by the minimum bid rate on the main 
refinancing operations. 

THE CRISIS IN SOME SOVEREIGN BOND MARKETS 
FROM HAY 2010 
High government deficits, rapidly increasing 
government debt-to-GDP ratios and rising 
contingent liabilities on account of guarantees 
for banks set the stage for a reinte-nsification of 
the financial crisis. Market pressure had already 
been building up towards the end of 2009 and in 
early 2010, but it culmi11ated in early May 2010, 
with the spreads of some euro area sovereit,'11 
bonds against the German benchmark bond 
reaching levels not seeo since the introduction 
of the curo. This was particularly the case for 
the yield on Greek government bonds, which 
reached very high levels compared with the 
German benchmark bond, but yields on the 
bonds of some othe-r governments were also 
affected. In view of the role of government bond 
markets in the transmission of monetary policy 
to the economy and, ultimately, prices, the ECB 
launched its Securities MarketS Programme, 
enabling the Eurosystem to purchase public and 
private bonds. 

Macroeconomic developmenlS in the first half of 
20 IO were more favourable than expected, in spite 

of the impact of the sovereign debt crisis. These 
positive developments generally led to substantial 
upward revisions of macroeconomic forecasts 
and projections for the euro area published later 
in the year, including the June 2010 Eurosystem 
staff macroeconomic projections. At the same 
time, the remainder of the year was expected 
to witness somewhat lower growth rates. 
albeit with a positive underlying momenrum. 
ln the September 2010 ECB staff projections, 
annual real GDP growth was expected to 
be between I .4% and 1.8% in 2010, and 
between 0.5% and 2.4% in 20 I I. This implied 
a substantial upward revision for 2010 compared 
with the June 2010 Eurosystem staff projections, 
which bad included growth projections of 
between 0.7% and 1.3% for 2010. 

Improving macroeconomic conditions were 
accompanied by more favourable credit 
developments. In the autumn of2010 it became 
increasingly clear that a turning point in the 
annual growth rate of loans to the private sector 
had been reached earlier in the year. While the 
annual growth rate of loans to households bad 
already reached a turning point in the third 
quarter of 2009, the annual growth rate of loans 
to non.financial corpora1ions did not become 
less negative until the latter part of 20 I 0. 
This pattern was broadly consistent with the 
lagged response of developments in loans to 
non-financial corporations to economic activity 
over the business cycle that had been observed 
in past cycles. 

After broadly stabilising in the first half of 20 I 0, 
the euro overnight index average (EONIA) 
increased slightly in the second half of the year, 
on account of a gradual reduction in the amount 
of excess liquidity. Given that in this period the 
ECB continued to supply unlimited amounts of 
liquidity to MFls, against eligible collateral, at 
the fixed rate applied in the main refinancing 
operations, the developmentS in the EONIA 
were demand-driven. Therefore, they were 
not to be taken as a sign of a tightening of the 
monetary policy stance. Rather, the reduction in 
banks' demand for Eurosystem financing could 
be interpreted as reflecting improved access to 

E(ll!I Aunl hpon 
me 



market-based funding, such as bank securities 
and interbank lending. 

Towards the end of 2010 tensions intensified 
again in certain bond markets, reflecting 
increased concerns about the sustainability of 
public finances in some euro area countries, in 
part related to the need for financial suppOrt for 
ailin,g banking systems, but to some extent also 
pointing to uncertainty about various aspects 
of European sovereign crisis prevention and 
resolution mechanisms. Once again, yields 
on some government bonds rose sharply. 
The concurrent detcriora1ion in the funding 
conditions of a number of banks led to an 
increase in recourse to the liquidity supplied by 
the Eurosystem. 

The tensions in some segment:s of the financial 
markets, and their potential spillover to the euro 
area real economy, created additional downside 
risks to the economic outlook rep0rtcd in the 
December 20 IO Eurosystem staff projections, 
which was largely unchanged from the outlook 
for 20 IO and 20 I I repOrtcd in the September 
20 IO ECB staff projections. In the view of 
the Governing Council, risks to the economic 
outlook were tilted to the downside, with 
uncertainty remaining elevated. ln add.it.ion to the 
financial market 1ensions. downside risks related 
to renewed increases in oil and other commodity 
prices, protectionist pressures and the possibility 
of a disorderly correction of global imbalances. 
On the other hand, global trade could grow 
more rapidly than expected, !hereby supporting 
curo area exports. At lhc same time, the level 
of business confidence in the euro area remained 
relatively high. 

As regards price developments, the 
December 20 IO Eurosystcm staff projections 
foresaw annual HICP inflation in a range 
between 1.3% and 2.3% in 2011. Risks to the 
outlook for price stability were seen by the 
Governing Council as being broadly balanced, 
with higher increases in prices expected in the 
months ahead. Upside risks related, in particular, 
to developments in energy and non-energy 
commodity prices. Funhennore1 increases in 
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indirect taxes and administered prices could 
be greater than expected, owing to the need for 
fiscal consolidation in lhe coming years. 

Against this background, !he Governing 
Council decided in early September and early 
December 2010 to continue to conduct the main 
refinancing opcra1ions and the special-term 
refinancing operations with a maturity of 
one maintenance period as fixed rate tender 
procedures with full allotment in the quarter 
ahead. AJ; a result, !he modalities of these 
refinancing operations remained the same 
as those applied in May 20 IO. Furthermore, 
the Governing Council decided in the 
same meetings to conduct the three-month 
longer-term refinancing operations allotled in 
the last quarter of 20 l 0 and the first quarter 
of 20 I I as fixed rate tender procedures with 
full allotment. The rates in these operations 
were fixed at the average of !he rates on the 
main refinancing operations over the life of the 
respective operation. 

At the beginning of 201 I inflation rates 
continued to rise, mainly reflecting higher 
commodity prices. In March 20 I I the 
Governing Council concluded on the basis of the 
economic analysis that risks to the outlook for 
price developments were on the upside, while 
the underlying pace of monetary expansion 
remained moderate. The underlying momentum 
of economic activity in the euro area remained 
positive, but uncertainty remained elevated. 
Strong vigilance was warranted with a view 
to containing upside risks to price stability. It 
was considered essential thal the recenl rise in 
inflation should not give rise 10 broad-based 
i.nAationary pressures over the medium term, 
and the Governing CounciJ remained prepared 
to act in a firm and timely manner to ensure that 
upside risks to price stability over the medium 
tcnn would not materialise. The continued 
firm anchoring of inflation expectations was 
considered to be of the essence. 

The Governing Council also decided to continue 
conducting the main refinancing operations as 
fixed rate tender procedures with full al101men1, 



for as long as necessary, and at least until 
12 July 2011. This procedure also remained in 
use for the special-term refinancing operations, 
which would continue to be conducted for 
as long as needed, and at least until the end 
of the second quarter of 2011. Furthermore, 
the Governing Council decided 10 continue 
conducting the three.month longcr•term 
refinancing operations allotted in tbe second 
quarter of 2011 as fixed rate tender procedures 
with full allotment 
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2 MONETARY, FINANCIAL AND ECONOMIC 
DEVELOPMENTS 

2.1 THE GLOBAL MACROECONOMIC 
ENVIRONMENT 

GLOBAL RECOVERY CONTINUED IN 2010 
In 2010 global economic activity continued 
to recover from the severe recession recorded 
during the global financial crisis. Particularly in 
the first half of the year, the economic upturn was 
sustained by monetary and fiscal policy stimulus 
measures, some further normalisation of globaJ 
financing conditions and improvements in 
consumer and business confidence. ln addition, 
a prolonged inventory cycle supponed the global 
economic recovery, as finns rebuilt their stocks in 
response to a more favourable global economic 
outlook. In fact, the restocking contributed 
sii,'llificantly 10 GDP growth in major economies 
over this period. Accordingly, the global 
composite Purchasing Managers' Index (PMI) 
continued to recover in early 2010 and reached 
a peak of 57.7 in April, which was above the 
levels prevailing just before the intensification of 
the global economic crisis after the collapse of 
Lehman Brothers in September 2008. The overall 
improvement in the economic situation and 

the rebound in activity - which was led by the 
manufacturing sector - was accompanied by 
a strong recovery in world trade, as reflected 
in very buoyant export and import growth 
rates, particularly in the first half of the year. 
However, the pace of the recovery was rather 
uneven across regions. In advanced economics, 
the upturn remained fairly modest. At the same 
time, emerging economies, particularly in Asia, 
led the global recovery, even raising concerns 
about overheating pressures in several countries. 
Global employment ind.icators also gradually 
improved in the course of the year, following 
widespread job losses throughout the preceding 
two years. 

In the second half of the year the global 
recovery temporarily lost some momentum 
(sec the top panel of Chart 3) in the light of 
waning support from the global inventory cycle 
and the retrenchment of fiscal stimuli, but the 
recovery seemed to have moved onto a more 
self-sustained trajectory. Several countries also 
announced consolidation measures to address 
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the precarious fiscal situation. The process of 
balance sheet adjustment in various sectors 
and subdued labour market developments, 
particularly in advanced economies, further 
dampened the recovery of the world economy. 
Correspondingly, global trade dynamics 
also slowed down in the second half of 20 I 0, 

Chart 3 Main developments in major 
industrialised tconomies 
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expanding at a slower pace than in the first 
six months, However, available infonnation 
suggests that the growth momentum picked up 
again at the turn of the year. 

In spite of a gradual increase in commodity 
prices, mostly in the second half of the year, 
inflationary pressures in advanced economies 
remained subdued in 2010 (see the bottom panel 
of Chart 3) - with some notable exceptions, 
such as the United Kingdom - on account of 
well-anchored inflation expectations and the 
prevailing spare capacity. This contrasted with 
dynamic emerging marketS where inflationary 
pressures were more pronounced, partly on 
account of higher commodity prices, as well 
as rising capacity constraints. Amid persisting 
concerns regarding inflation resulting from 
overheating, sever.U central banks in emergjng 
economies decided to withdraw some of the 
exceptional liquidity measures introduced in 
response to the crisis and to tighten their monetary 
policy stances. According to the latest available 
data, headline annual consumer price inflation in 
the OECD area declined gradually during 2010, 
from a peak of just above 2% in January 2010 
to 1.6% in August, before edging up again to stand 
at 2.1% in December. This is also consistent with 
developments in the PMl for input prices, which 
also increased in the second half of 2010 and in 
January 2011 stood at the highest level in almost 
two and a half years. Higher food and energy 
prices contributed to this increase. Excluding 
food and energy, annual consumer price inflation 
in the OECD area declined throughout the year, 
from 1.6% at the beginning of 2010 to 1.2% in 
December. 

UNITED STATES 
lo the United States, the economy continued 
to recover in 20 I 0. A modest cyclical upswing 
gained traction, with the support of substantial 
macroeconomic policy stimuli and a gradual 
improvement in financial conditions. Real 
GDP expanded at a rate of 2.8%, following 
a 2.6% contraction in 2009. The recovery 
in private domestic demand was slow by 
historical standards, reftecting subdued growth 
in consumer spending. Household consumption 

remaine<I constrained by high unemployment, 
low confidence and continuing effons to 
repair stretched balance sheets. A strong 
rebound in business investment in equipment 
and software was an important driver of the 
recovery, underpinned by improving access to 
credit, as well as solid corporate profitability 
against the background of cost-cutting measures 
implemented during the downturn. Growth 
was also supported by temporary factors such 
as government policies enacted to foster the 
economic recovery and the restocking of 
inventories. [n net tcnns, trade subtracted from 
GDP growth in 2010 as the rebound in impOrtS 
outpaced that in exports. Having contracted 
sharply during the recession, the current account 
deficit widened modestly with the onset of the 
recovery and averaged 3.3% of GDP in the first 
three quarters of 2010, up from 2.7% in 2009. 
The housing sector failed to improve: after 
tentatively increasing in the first half of the year, 
housing activity and prices weakened again in 
the second half following the expiration of some 
housing suppon initiatives. 

la the context of a modest economic recovery, 
price developments remained subdued as 
upward cost prcss·ures were limited by the 
persistent slack in product and labour markets. 
The annual change in the CPI for 20 IO rose 
to 1.6%, from -0.4% the year before, on account 
of rising energy costs. Excluding food and 
energy, CPI inflation continued to slow and 
averaged 1.0"/o for the whole year, down from 
1.7% in 2009. 

The Federal Open Market Committee (FOMC) 
of the Federal Reserve System kept its target for 
the (ederal runds rate unchanged within a range 
of 0% to 0.25% throughout 20 IO and continued 
to anticipate that economic conditions would 
be likely to warrant exceptionally low levels 
for the federal funds rate for an extended 
period. Although the special liquidity facilities 
created to support markets during the crisis 
were closed and the large-scale purchases of 
mortgage-related assets were concluded by 
mid-20 I 0, in August 20 IO the FOMC decided 
to maintain the Federal Reserve's holdings of 
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securities at their current level by reinvesting 
principal payments from agency debt and agency 
mortgage-backed securities in longer-term 
Treasury securities. It also decided to continue 
to roll over the Federal Reserve's holdings 
of Treasury securities as they mature. Later. 
in November 20 IO the FOMC announced its 
intention to purchase a further USD 600 billion 
of longer-tenn Treasury securities by the end of 
the second quarter of201 I in order to promote a 
stronger pace of economic recovery. 

As regards fiscal policy, the federal budget deficit 
narrowed slightly to 8.9% of GDP in the 2010 
fiscal year - which ended in September 20 IO -
compared with I 0% in the previous year. 
This led to a further increase in the federal 
debt held by the public to 62% at the end of 
the 2010 fiscal year, from 53% in the previous 
fiscal year. In the context of high deficits, 
rising federal debt and the further enactment 
of fiscal stimuli (totalling USD 858 billion) in 
the short term, a report by the President's Fiscal 
Commission was issued in December 20 I 0 
with concrete proposals on bow to address 
medium-tenn fiscal challenges and achieve 
fiscal sustainability over the long run. 

CANADA 
Economic activity in Canada picked up rapidly 
in early 2010, after emerging from the recession 
in mid-2009, supported by solid domestic 
demand, macroeconomic st·imuli and a rebound 
in exports. By the third quarter of 2010, however, 
the recovery had lost momentum owing to a 
slowdown in construction activity, coupled with a 
negative net trade contribution to growth. Labour 
market conditions were relatively favourable, as 
they continued to improve gradually in parallel 
with the evolving economic upturn. However, 
despite declining to 7.6% in December 2010 
(the lowest level since January 2009), 
the unemployment rate remained well above 
its pre-recession levels. Economic activity 
continued to be supported by a low interest rate 
environment (despite the Bank of Canada having 
taken steps towards a tighter policy stance from 
mid-2010), sL1ble financial market conditions 
and a resilient banking system, which allowed 
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for a continued 0ow of credit to businesses and 
households. Turning to price developments, 
headline and core CPI inflation stayed within the 
central bank's target inflation range of I% to 3%. 
Annual headline CPI inflation trended upwards 
in the second half of 20 IO and stood at 2.4% in 
December, reflecting the impact of higher energy 
and food prices, while core inflarion was 1.5% in 
December, following a gentle deceleration in the 
course of 2010. 

JAPAN 
In Japan, the economic recovery continued 
during the first three quarters of20 I 0, supported 
by the implementation of accommodative 
monetary policy and a substantial fiscal 
stimulus. The improvement in the economic 
situation in Japan was also aided by strong 
global demand, in particular from 1he Asian 
emerging economies, especially in the first 
half of 2010. In the second half of the year 
the contribu1ion from the external sector 
declined, owing to the moderation of world 
trade growth, while domestic spending remained 
finn. However, towards the end of the year, 
as a result of volatility in domestic spending 
following the withdrawal of the government 
stimulus, the economic recovery in Japan hit 
a soft patch, resulting in a deterioration in 
business sentiment. Labour market conditions 
improved somewhat over 20 I 0, although the 
unemployment rate remained rather high by 
historical standards. 

As regards price developments, consumer prices 
fell throughout most of 20 IO on a year-on-year 
basis, owing to substantial slack in the economy. 
In October, however, annual CPI inflation turned 
positive for the first time in almost two years, 
driven partly by an increase in tax on cigarettes 
and higher commodity prices, while annual CPI 
inflation excluding food and energy, although 
moderating, continued its deflationary trend. 

Throughout 20 IO the Bank of Japan maintained 
an accommodative monetary stance in order 
to stimulate the economy and fight deflation, 
lowering its uncollateraliscd overnight call 
rate to between 0% and 0.1 % in October 20 I 0 



and establishing other measures such as a new 
asset purchase programme, as well as extending 
the fixed rate fond-supplying operation. On 
15 September 2010 the Japanese authorities 
intervened in the foreign exchange market for 
the first time since March 2004 in order 10 curb 
the appreciation of the yen. 

EMERGING ASIA 
Emerging Asia's resilience to the global 
economic and financial crisis was demonstrated 
by very strong economic performance across 
the region in 20 I 0, with an area-wide GDP 
growth rate of9.1%. While supp0rtivc fiscal and 
monetary policies were gradually withdrawn 
and the contribution of net exports declined in 
the second half of the year, domestic private 
demand and, notably, gross fixed investment 
took over as the main drivers of economic 
growth, especially in India and Indonesia. 
Overall economic performance remained robust 
in the second half of 2010, although the pace of 
expansion slowed down somewhat compared 
with lhe previous six months. 

After recording very low consumer price 
inflation rates in 2009, inflationary pressures 
increased markedly during 20 I 0. Annual 
CPI inflation for the region stood at 5% in 
December 2010, mainly on account of rising 
food and commodity prices. Most central banks 
in the region started to tighten their monetary 
stances in the second half of 20 I 0, reducing the 
monetary stimuli introduced in the previous year. 
Given emerging Asia's strong macroeconomic 
performance and the declining risk aversion 
of international investors, the region also 
experienced a major rebound in capital 
inflows. A number or countries intervened in 
currency markets to stem the ensuing currency 
appreciation pressures. and also introduced 
capital controls and macro-prudential measures. 

In China, real GDP growth accelerated to 10.3% 
in 2010, from 9.2% in 2009. The vigorous 
economic perfonnancc re.fleeted increasing 
contributions from private investment and net 
exports, which counterbalanced the negative 
impact of the gradual withdrawal of p0licy 

stimuli. However, the relative contribution 
of consumption to growth decreased and the 
current account surplus widened in nominal 
terms in 2010, evidence of the persistence of 
internal and external imbalances. Inflationary 
pressures increased during the year, with CPI 
inflation reaching 4.6% in annual tenns in 
December, mainly on account of rising food 
prices. Propeny price pressures emerged against 
the background of ample liquidity, ongoing 
loose credit conditions and negative real interest 
rates on deposits. The authorities reacted by 
tightening their policy stance in the second pan 
of the year. Among other things, this resulted in 
stricter quantitative limits on credit and increases 
in lending and deposit rates. Larger capital 
inflows, particularly in the last quaner of 20 I 0, 
fuelled a rapid increase in foreign exchange 
reserves, which reached USD 2.85 trillion 
by the end of 2010. On 19 June 2010 China 
returned to a more flexible exchange rate 
arrangement for the renminbi, which appreciated 
by 3.6% against the US dollar and by 4.7% in 
real effective terms (CPI-deflated) in 2010. 

LATIN AMERICA 
(n Latin America, economic activity continued 
to recover rapidly in 20 I 0. GDP growth was 
particularly robust in the first half of the year, 
mainly owing to buoyant domestic demand 
whic-h more than offset the outstanding 
negative contribution of external demand (about 
3 percentage p0ints in the third quarter) to GDP 
growth. Thereafter, the growth momentum slowed 
down somewhat as policy stimulus measures 
were withdrawn and foreign demand weakened. 
In year-on-year terms, real GDP for the region as 
a whole increased by 6.0% on average in the first 
three quarters of 2010. Cross capital formation, 
including inventory accumulation, and private 
consumption were the main drivers of regional 
growth. lnvcsunent was spunred on by the 
improved growth outlook, the rise in commodity 
prices, the decline in real interest rates and the 
greater availability of financing, which, in some 
countries, was enhanced by lending by public 
ban.ks. Private consumption growth was sustained 
by a rapid recovery in confidence.. as welJ as 
employment and real wages. 
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In early 20 I 0, notwithstanding sizeable 
differences across countries, inflation in 
most of the countries with inflation•targcting 
arrangements moved significantly closer to the 
respcc1ivc target value. However, in the context 
of strong growth in economic activity and rising 
commocHty prices, inflationary pressures started 

to rise later in the year and some countries 
began to reverse pan of the monetary stimuli 
deployed during the crisis. From April onwards 
several central banks in the region initiated a 

cycle of official interest rate rises. As global 
financial conditions continued to improve and 
risk appetite returned, spreads on credit default 
swaps on Latin American sovereign debt 
narrowed, stock prices increased significantly 
and financial flows returned, resulting in 

currency appreciations. ln late 20 I 0, given that 
higher interest rates would risk fuelling Strong 
capital inflows and owing to uncertainty relating 
to global economic developments, the process 
of tightening policy rates was interrupted in 
some countries and a number of measures to 
stem large capital inflows were introduced 
(e.g. reserve accumulation, macro-prudential 

policies aad capital controls). 

COMMODITY PRICES INCREASED IN 2010 
After having remained broadly stable amid some 
volatility in the fitSt half of 2010, oil prices 
began to increase steadily in August, with the 
Brent crude oil price standing at USO I 13 per 
barrel on 25 February 20 I I, compared with 
USO 78 per barrel at the beginning of 20 I 0. 
In US dollar tcrrns, the level reached at the end 
of February 2011 was broadly similar to that 
recorded in May 2008. For the year 20 IO as a 
whole, the average price of Brent crude oil was 
USD 80 per barrel, i.e. 29% above the average 
of the previous year. 

The oil price increases came against the 
background of a recovery in global oil demand, 
which StTCngthcned throughout the year, 
and was supported by the global economic 
recovery, as well as by weather conditions in 
the northern hemisphere in the second part of 
the year. This growth in demand also led to 
a reassessment of future demand prospects, 
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which looked much more robust than one year 
earlier and suggested that the market might 
tighten in the future. One indication of this 
was the stream of repeated upward revisions of 
demand projections by the International Energy 
Agency, both for emerging and developed 
economics. On the supply side, the output in 
North America and in fom:icr Soviet Union 
countries proved to be higher than foreseen, but 
on the other hand, OPEC decided not to raise 
its production quotas in 20 I 0, despite its ample 
spare capacity. In the context of buoyant demand, 
this led to a substantial drawdown in OECO 
inventories, which nevertheless remained 

at high levels by historical standards. In the 
fitSt two months of 201 I geopolitical events in 
North Africa and the Middle East further 
tightened the supply side of the market, thereby 
accelerating the increase in prices. 

The prices of non-energy commodities also 
increased in 2010 (see Chart 4), amid robust 
demand from emerging economies and supply 
constraints. Metal prices - in particular copper, 
nickel and tin - p<>sted significant gains, which 

were also sustained by buoyant imports by 

Chart 4 Main developments in commodity 
pritts 
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emerging economies. On the back of supply 
constraints, food prices also increased, led 
in particular by maize, sugar and wheat. 
ln aggregate tem1s, non-energy commodity 
prices (denominated in US dollars) were about 
36% higher towards the end of February 20 I I 
compared with the beginning of20 I 0. 

2.2 MONETARY AND FINANCIAL DEVELOPMENTS 

MONETARY GROWTH SHOWED SIGNS 
OF A TENTATIVE RECOVERY 
The annual growth rate of headline M3 turned 
positive during 20 I 0, standing at I. 7% in 
Dcrember2010, compared with-0.3% at the end 
of 2009. This development implies a recovery 
in monetary dynamics, although uncertainty 
regarding its strength increased towards the end 
of 20 I 0, as growth was affected by certain 
special factors (asset transfers 10 "bad banks"' 
and repo activity owing to interbank transactions 
conducted via central counterparties). Overall, 
monetary developments in 20 IO were largely 

Chart 5 Ml and loans to the private sector 

- Ml 
•·•·• ~10lbcprh';U(>J«1or 

" IS 

12 

-3 

~>----~~----.--,--- ·6 
2004 2005 2006 2007 2008 2009 2010 

driven by three economic factors: the upward 
impact of both the pick-up in economic activity 
and the diminishing downward effect of the 
yield curve (with no further large-scale 
reallocation of funds from instruments within 
M3 to financial assets outside M3); and 
the downward impact of a dampening 
effect stemming from the unwinding of 
previously accumulated monetary liquidity. 
On the counterpart side, the annual growth rate 
of M Fl loans to the private sector increased 
during 20 I 0, reaching 1.9% in December 20 I 0, 
up from -0.2% at the end of the previous year 
(see Chart 5). The subdued nature of the 
expansion in loans to the private sector reflected 
the stabilisation of the annual growth rate of 
loans to households and a slight strengthening 
of the annual growth rate of loans to 
non-financial corporations. The broadly parallel 
increases in the growth of M3 and loans imply 
that the decline in underlying monetary growth, 
which captures the monetary trcndc; providing 
the relevant signal as regards risks to price 
stability, tapered off in 20 I 0, giving way to a 
moderate recovery_ 

THE IMPACT OF THE STEEP YIELD CURVE 
WEAKENED 
Developments in the interest rate constellation 
affected not only shifts between assets included 
in M3 and those outside M3, but also shifts 
within M3. The gradual increase observed in the 
annual growth rate of M3 concealed strongly 
divergent trends in the annual growth rates 
of its components (see Chart 6). The annual 
growth rate of MI declined significantly 
in 20 I 0, but remained at robustly positive 
levels (standing at 4.4% in December), while 
that oi marketable instruments and short-term 
deposits other than overnight deposits (i.e. M3 
minus MI) became noticeably less negative 
(standing at -1.5% in December). As a result, 

2 ln the b~ sense:. ·"bid bws"' uc dedicated s,chcmes K'l up 
and baek<d by lfO~I.$ to facllit111e the tttTkJV,I] fr(lfn cm!il 
institutioris· bal1110C shccu of assets tha1 11.tc: a1 risk of K\'«c 

impairment Of" arc dimwit lo \'IIIJC, 

!(In Aunl hpon 1 
me 



Chart 6 Main components of Ml 
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the gap between these growth rates narrowed 
significantly to stand at 6.1 percentage points in 
December, down from 22.0 percentage points at 
the end of 2009. This largely reflected interest 
rate developments (see Chart 7). The interest 
rate on overnight deposits remained broadly 
stable in 2010, while the remuneration of 
deposits with an agreed maturity of up to two 
years increased noticeably and the interest 
rate on deposits redeemable at not.ice of up 
to three months increased marginally. As a 
result, the opportunity cost of holding the 
most liquid deposit contained in M3 increased 
and the rebalancing within M3 in favour 
or such deposits waned. The impact or the 
steep yield curve weakened in 20 I 0, halting 
large-scale shifts into financial assets outside 
M3, which had mainly come at the expense 
of marketable instruments and short-tenn 
deposilS other than overnight deposits. 
Consequently, the annual growth rates of 
these assets became less negative. The annual 
growth rate of marketable instruments was also 
boosted by increased repo activity, especially 
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Chart 7 MFI interest rates on short-term 
d,posits and a mon,y market interest rat, 
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towards the end of the year, which largely 
reflected interbank transactions conducted via 
c-entral counterpartics (which arc classified as 
non-monetary financial intermediaries other 
than insurance corporations and pension funds 
(referred to as "OFls")). 

TRENDS IN SECTORAL MONEY HOLDINGS 
REMAINED DIVERGENT 
The broadest aggregation of M3 components 
for which sectoral information is reported is 
short-term deposilS and repurchase agreements 
(hereafter referred to as "M3 deposits"). 
The turnaround observed in the annual growth 
rate or M3 deposilS in 20 IO largely ,effected 
a particularly strong contribution by OFls. 
The annual growth rate of OFls' holdings of 
M3 deposits increased significantly to stand at 
10.8% in December, compared with -3.1% at 
the end of 2009. This increase largely reflected 
strong interbank repo transactions in tho second 
and founh quarters, as well as increasingly 
strong inflows for overnight deposits in the first 
three quarters of the year. 



By contrast with OFls, the annual growth rate 
of households' M3 deposits declined marginally 
to stand at 1.9% in December, down from 2.0% 
at the end of 2009 (see Chart 8). This masked a 
decrease in the first halfof2010 and a recovery 
in the second half of the year. DevelopmenlS 
in households' M3 holdings in 2010 largely 
reflected interest rate developmentS. The decline 
observed in the annual growth rate in the first 
half of 20 IO reflected more muted inflows 
for overnight dcpositS as the impact of the 
steep yield curve waned. The slight recovery 
observed in the second halfofthe year reflec.ted 
a significant decline in outflows for deposits 
with an agreed maturity of up to two years as 
the spread between the remuneration of these 
depositS and that of short-tenn savings deposits 
and other deposits outSide M3 decreased. 

The annual growth rate of the M3 deposits 
of non-financial corporations also declined 
in 20 I 0. It exhibited some volarility in the 
first half of the year, while declining overall, 
before increasing only slightly in the second 

Chart 8 Sectoral deposits 
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half. It stood at 4.4% in December, down from 
5.4% in December 2009. Developments in 
non-financial corporations' holdings of M3 
reflected the pick-up i.n economic activity, and 
may also have been related to loan developments, 
as finns may have used their deposits 10 reduce 
their debt or as a substitute for bank credit in the 
first half of the year. The positive flow of loans 
in the second half of the year may have enabled 
firms to rebuild their liquidity buffers towards 
the end of the year. 

GROWTH IN CREDIT TO THE PRIVATE SECTOR 
INCREASED SLIGHTLY 
As regards the counterparts of M3, the annual 
growth rate of MF! credit to euro area residentS 
increased slightly in 20 I 0, reaching 3.4% in 
December, up from 2.5% in December 2009 
(sec Chart 9). This increase, which primarily 
occurred in the second half of the year, mainly 
reflected the slight recovery observed in the 
annual growth rate of credit to the private sector. 
The annual grov.1h rate of credit to general 
government ended the year at a level almost the 

Chart 9 Counterpiilrts of Ml 
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same as that recorded at the end of 2009, despite 
declining for most of 20 I 0. This decline 
reflected MFls scaling back their purchases of 
government securities, in the absence of any 
further steepening of the yield curve and in light 
of market 1ensions. This trend was reversed in 
the fourth quarter of the year, when credit to 
general government increased sharvly as a 
consequence of MFI assets being transfe1Ted to 
"bad banks".' 

The slight recovery in the growth of credit to 
the private sector mainly reflected the slow but 
steady strengthening observed in the annual 
growth rate of loans. By contrast, the annual 
growth rate of MFls' holdings of private sector 
securities other than shares declined further in 
the fi.m half of 20 l O owing to the lower level of 
securitisation activity. Such activity recovered 
slightly in the second half of the year, partially 
reflecting asset transfers between MFls and 
"bad banks", contributing to the stabilisation of 
MF ls' holdings of private sector securities other 
than shares. 

The annual growth rate of MFI loans to the 
private sector, the largest component of credit 
to the private sector, increased gradually from 
the marginally negative rate recorded at the end 
of 2009 to stand at 1.9% in December 20 I 0 
(see Chart 5). This would be consistent with a 
modest recovery in loan demand and would 
also be supported by available evidence on the 
evolution of credit standards. In this respect, 
the euro area bank lending survey suggests that 
supply-side influences weakened in the course 
of the year. Given the low level ofsecuritisation 
activity, the difference between the headline 
annual growth rate or loans to the private 
sector and the growth rate adjusted for the 
derecognition of loans from MFI balance sheets 
was modest in 20 I 0. 

At the sectoral level, the recovery in the 
annual growth rate of loans to the private 
sector is attributable primarily to lending to the 
non-financial private sector- i.e. households and 
non-financial corporations. In December 20 I 0 
the annual growth rate of loans to households 
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stood at 2.9% (up from 1.3% at the end 
of 2009), compared with -0.2% for lending to 
non-financial corporations (up from -2.2% in 
December 2009). The annual growth rate of 
loans to OF!s increased progressively in the 
second half of the year, but this development 
was attributable mainly to an increase in 
interbank repurchase agreements traded 
via central counterparties, wbjc.b result in a 
commensurate increase in M:FI loans to these 
financial intermediaries. 

The recovery in private sector loan growth 
in the first half of the year was accounted for 
mainly by developments in loans to households, 
which were driven almost entirely by a recovery 
in loans for house pureha~e. This coincided with 
an upturn in the annual growth rate of euro area 
residential property prices. The continuation of 
the recovery in loans to the non-fi.nancial private 
sector in the second half of the year was due 
mainly to the turnaround observed in the annual 
growth of loans to non-financial corvorations 
(albeit the growth rate remained negative). 
Adjusting for the derecognition of loans from 
MFls' balance sheets - which largely reflected 
transfers to ''bad banks" - the annual growth 
rate of loans to non-financial corporations would 
have turned positive in 20 I 0. 

Overall, developments in loans to the 
non-financial private sector in 20 IO remained 
broadly consiStent with business cycle 
regularities. The turning point in the growth of 
loans lo households typically takes place early 
in the economic cycle, while that of loans to 
non-financial corporations tends to Jag behind 
it. Quarterly data on the annual growth rate of 
loans to non-financial corporations indicate that 
its turning point occurred in the second quarter 
of 2010, following that of loans to households 
one year earlier. Jn line with previous episodes. 
the improvement seen in lending to non-fi.nancial 
corporations in 2010 is likely to have been related 
to the growth observed in corvorate investment and 

1 For funbtt dcta.ih, s« the box ~ntitkd "'Rcvijit.ing tllc impacl 
of IMCI tramf~ lo 'bad banks" OIi MFI ~rcdit Co lhc C\1,0 am 
printc sector", Mo,11Jdy Bullnln. ECB. J.anuary201 I. 



spending needs in the context of improving euro area, as well as differences in the extent 
business expectations and the pick-up in to which individual sectors need and have 
economic activity. It may well also reflect recourse to bank loans, rather than financing 
changes in the relative attractiveness of market themselves via internally generated funds and/or 
financing, as corporate yields have partly been market-based funding. (Sec Box 2 for a 
affected by the rise in yields associated with comparison of recent developments in the 
the sovereign debt crisis. At the same time, loan annual growth rate of loans to the non-financial 
dynamics varied across curo area countries, private sector and its main comp0nentS with 
possibly reflecting uneven economic recoveries their behaviour during two previous periods of 
across countries and economic sectors of the economic decline and recovery.) 

Box 2 

COMPARING RECENT DEVELOPMENTS IN MFI LOANS TO THE NON-FINANCIAL PRIVATE SECTOR 
WITH PREVIOUS EPISODES OF ECONOMIC DECLINE AND RECOVERY 

The magnitude and nature of the economic downturn that followed the financial crisis made it 
likely that developments in MF! loans would be exceptional. Against this background, this box 
compares recent developments in the annual growth rate of loans to the non-financial private sector 
and its main components with their behaviour during two previous episodes of economic decline 
and recovery: the early 1990s and the early 2000s. In order to allow greater comparability as 
regards the magnitude of these developments, 
this box focuses on real MF! loans (using the 
GDP detlator). 

Developments in total loans to the 
noo•financial private sector 

The an.nual growth rate of real loans to the 
non-financial private sector fell by around 
9 percentage points (from peak to trough) 
during the recent recession. ending up 
in negative territory. This decline was 
considerably stronger than those experienced 
during the economic downturns of the early 
1990s and early 2000s, when the annual 
growth rate fell belwecn 6 and 7 percentage 
points and remained in positive territory 
(sec Chan A). Moreover, the bulk of the 
recent decline occurred in a relatively shon 
period of time (six quaners), compared with 
more drawn-out declines in the past (sixteen 
quaners in the early I 990s and nine quaners 
in the early 2000s). However, neither the 
magnitude nor the speed of the latest decline 
appear excessive given the severity of the 

Chart A Annual growth of real MFI loans 
to the non-financial /rlvate sector during 
major slowdowns an recoveries since 1990 
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recent recession. The annual growth rate of 
real GDP declined by almosl 9 percentage 
points in the space of a year during the 
recent economic downturn, compared with 

6 percenlage points over four years in 1he early 
I 990s and 4 pcrccn1agc points over al mos I 
two years in the early 2000s (sec Chart B). 

The facl that the annual growth rate of 
loans to the non-financial private sector 

declined to negative levels is unusual, but 
nol unprecedented for curo area counlries. 
In the recession of the early 1990s, loans 
to the non-financial private sector were 
boos1ed by significant growth in loans to 
German households following reunification. 
Excluding the German non-financial private 
sector, the annual growth rate of real loans to 
the non-financial private seclor declined by 
13 percentage poinls, falling 10 a level more 
negative than that observed during the recent 

recession (see Chan A). 

The turning poin1 in the annual growth ra1c of 
real Joans to lhe non-finaocial private seclor 
occurred in the third quarter of 2009, in line with 
cyclical regularities.' In lhc case ofbolh lhc recent 
recession and Iha! of lhe early 2000s, the recovery 
in Joans to lhe non-financial private sector came 
two quarters after a turning point in real GDP 
growth, while the recovery in lhe early I 990s 
lagged the turning poin1 in real GDP by three 
quarters. 

Developments in Joans to households 

Compared with previous episodes of weak 
economic activity, developments in loans to 
households played a more promineDI role in 
shaping the overall evolution of Joans 10 the 
non-financial private sec1or during the reccn1 
recession and rccoVCl)I. The peak-to-irough 
decline in the annual growth rate of real loans 10 
households was more pronounced in the recent 
recession and the annual growth ra1e fell to 
negative levels, reflecting the grca1cr severity of 

Chart B Annual growth of real GDP during 
major slowdowns and ruonri,s sincr 1990 
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the slowdown in the housing market (sec Chart C). The nuning point in the annual growth rate of real 
loans to households occurred in the third quaner of 2009, two quaner.; after the recovery in the annual 
growth rate of real GDP. This was somewhat later than in the other rwo periods considered and is not 
in line with the relationship typically observed between real loans 10 households and real GDP. 

However, a relatively late turning point in the annual growth rate of real loans to households 
is not unprecedented. In the early 1990s, a clear turning point in the annual growth rate of real 
loans to non-German euro area households was not seen until three quarters after the recovery 
in the annual growth rate of real GDP. That period was also characterised by declining house 
prices, following significant booms in a number of euro area countries, indicating that the 
delayed recoveries may, in both cases, reflecl some rebalancing of balance shcels on the part of 
households and banks. In each of the periods considered, the recovery in the annual growth rate 
of real loans to households was driven by loans for house purchase. 

Developments in loans to non-financial corporations 

The overall trend in the annual growth rate of loans to non-financial corporations during the 
recent episode was broadly similar to 1hose of previous episodes (sec Chart D). However, the 
magnitude of the decline was more severe, as 
the annual growth rale of loans to non-financial 
corporations fell by 15 perecnrage points from 
peak to trough, compared with declines of 

Chart D Annual growth or real Mfl loan, 
to non-financial corporations during major 
slowdowns and recoveries since 1990 
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The significant decline in real lending to 
non-financial corporations during the recent 
recession reflects the substantial decline 
observed in economic activity, particularly in 
the construction and real estate sectors, as well 
as increased recourse to market-based sources 
of financing.' These sectors arc relatively 
loan-intensive and had been a key driver of 
lending to euro area non-financial corporations 
owing to strong housing booms in various curo 
area countries in recent years. 

The turning point in the annual growth rate 
of real loans to non-financial corporations 
occurred in early 20 I 0, four quarters after 
the recovery in the annual growth rate of real 
GDP. This is broadly in line with historical 
regularities, albeit slightly later than in the 
two previous episodes considered. Although 
the annual growth rate of real loans to 
non-financial corporations remained slightly 
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negative at the end of 20 I 0, its recovery was faster and stronger than in the early 1990s. As in 
previous periods, the upturn in loan dynamics was driven by a noticeable improvement in the 
annual growth rate of short-tenn loans. 

Conclusion 

The magnitude of the recent decline in the annual growth rate of loans to the non-financial private 
sector was substantial in absolute terms. However, it is consistent with past economic downturns 
when relative declines in real GDP are considered. Developments in the annual growth rate of 
real loans to households were slightly unusual, with that growth rate declining relatively strongly 
to stand at negative levels and its turning point lagging the recovery in the annual growth rate 
of real GDP. Both of these aspects are likely to reflect the specific role of the housing market in 
the recent recession. Overall, developments in real MFI loans to the non-financial private sector 
were broadly in line with behaviour observed during previous periods of economic decline and 
recovery. 

Of the other counterparlS of M3, the annual 
growth rate of MFI longer-term financial liabilities 
(excluding capital and reserves) held by the 
money-holding sector declined noticeably in the 
course of the year to stand at 3.0% in December, 
down from 6.0% at the end of 2009. This was 
visible mainly for longer-tenn deposits (i.e. both 
deposits redeemable at notice of over three months 
and deposits with an agreed maturity of over two 
years), but also for longer-term MFI debt securities 
(i.e. those with a maturity of over two years). 
The deceleration observed for longer-term deposits 
is likely to have reflected the fact that their 
remuneration became less attractive as a result 
of the slight flattening of the yield curve in the 
course of the year, while that seen for longer-term 
securities may have been related to the perception 
of a higher level of risk for MF! securities. 

Finally, the net external position of euro area MFls 
recorded a further decline in 20 I 0, decreasing by 
€89 billion. This was the result or a negative Aow 
for external assets, which exceeded the decline 
observed in external liabilities. On balance, this 
means that the money-holding sector's interaction 
with the rest of the world via curo area MF!s 
resulted in a net capital inflow. 

MONEY MARKET CONDITIONS IMPROVED 
DESPITE SOME VOLATILITY 

factors. Overall, the Eurosystem continued to 
provide extraordinary liquidity support to curo 
area banks. Given the improvements observed 
in financial market conditions in the course 
of 2009, the Eurosystem began, in early 2010, 
to gradually phase out those non-standard 
monetary pol icy measures that were no longer 
deemed necessary, with the average maturity of 
liquidity-providing operations being shortened 
as a result. However, the sovereign debt crisis in 
May caused severe tensions in the government 
bond markets of some euro area countries, with 
adverse effects on the transmission mcehanism 
for monetary policy, as reflected in higher levels 
of perceived liquidity and credit risk. With 
the aim of addressing the malfunctioning of 
securities markets and restoring an appropriate 
transmission mechanism for monetary policy, 
the Eurosystem launched the Securities Markets 
Programme and reactivated some of the non
standard measures that it had previously phased 
out. Box I describes the non-standard measures 
employed in 20 I 0, which were essential in 
limiting contagion as regards money market 
rates. In the second half of 2010 the automatic 
phasing-out of non-standard measures via the 
expiry of six-month and one-year longer-term 
refinancing operations Jed to lower levels of 
excess liquidity and higher money market rates. 

l.n 20 l O the behaviour of euro area money Secured and unsecured money market interest 
market interest rates was affec1ed by various rates declined somewhat across all maturities 
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in the first quarter of 2010, before increasing 
substantially over the remainder of the year. 
More specifically, looking at three-month 
unsecured rates, the three-month EURIBOR 
stood close to 0. 70% at the beginning of 
January 20 I 0, declined to 0.63% at the end 
of March, and then increased to 1.09% on 
25 February 2011 (sec Chart 10). As regards 
the secured segment of the money market, the 
three-month EUREPO stood at around 0.40% 
at the beginning of January 20 I 0, before 
decreasing slightly in the fin;t quarter of the year 
to stand at 0.34% at the end of March. It then 
increased strongly to peak at 0.80% in early 
Novembe-r, before declining to around 0.56% in 
early January 2011, and it then increased again 
to stand at 0.81 % on 25 February. 

As a result of these developmenlS, volatility 
was observed throughout the year in the 
spread between secured and unsecured money 
market rates, which stood somewhat lower on 
25 February 2011 than at the beginning of 

Chart IO Three-month EURE PO, EURIBOR 
and overnight index swap 
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January 2010. However, it remained relatively 
high by historical standards. Over the course 
of 2010 and early 2011 the spread between 
the three-month EURIBOR and the three
month EUREPO fluctuated between 23 and 
46 basis paints, staning 20 IO at around 30 basis 
paints and standing at 28 basis paints on 
25 February 2011 (sec Chan 10). 

Looking at very short-term money market rates. 
dcvelopmenlS in the EONIA in 2010 largely 
reflect the fact that the Eurosystem continued the 
generous liquidity suppan provided to euro area 
banks since October 2008. With few exceptions, 
the EONlA remained, in the presence of 
substantial excess liquidity, well below the 
fixed rate in the Eurosystcm's main refinancing 
operations and L TROs and close to the rate on 
the depasit facility (sec Chan I 1). Towards 
the end of June, as the six-month and one-year 
LTROs matured and banks chose not to fully 
roll over the maturing liquidity, excess liquidity 
declined and the EONlA began to display 

Chart 11 ECB intutSt rates and th, 
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some volatility. With declining levels of excess 
liquidity, the EONIA has tended 10 follow a 
more pronounced pattern within each individual 
maintenance period1 standing at h.ig.ber levels 
al the beginning of the maintenance period, 
before gradually declining towards lhe end. This 
pattern is strongly related lo banks' preference 
for the fulfilment of reserve requirements early 
in the maintenance period, behaviour that 
has been observed since the turmoil began in 
Augusl 2007. This "frontloading" had no impacl 
on market roles during the 12-monlh period 
covering the marurity of the first one-year L TRO 
(i.e. lhe period from mid-2009 l0 mid-20 I 0), 
when the liquidity surplus was unprecedented, 
but did affect rates again when excess liquidity 
declined in the second half of 2010. Volatility 
in the EON!A continued into 2011, and on 
25 January the EONIA exceeded lhe MRO rate 
for the firsl time since June 2009. In addition, 
throughout the year occasional spikes were 
observed in the EONIA al lhe end of maintenance 
periods and at the end of cash management 
periods (e.g. al the end of the year). 

GOVERNMENT BOND MARKETS FACED STRONG 
TENSIONS IN SOME EURO AREA COUNTRIES IN 20 I 0 
By and large, bond market prices were driven 
by two major developments in 20 I 0. The first, 
which was specific to the euro area, started with 
the emergence of turbulence in the sovereign debl 
markets of a number of euro area countries. The 
second, which was far broader in character, was 
to be found in the expected moderation of global 
economic growth in the second halfof2010. 

At the end of 20 I 0, ten-year benchmark bond 
yields in the United States and in the euro 
area (AAA-rated) stood at roughly similar 
levels, ranging between 3.2% and 3.4%. 
Overall, they ended the year approximately 
50 and 40 basis poinls below lhe values 
prevailing in the respective economic regions 
al the end of 2009 (sec Chart 12). The overall 
decline in yields hides opposing intra-year 
developments, namely a prolonged phase 
of decline until end-August, followed by a 
strong rebound! in particular towards the end 
of the year. Around the end of August, when 
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Chart 12 Long-term government bond yields 
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lhe phase of decline came lo a ball, yields had 
fallen approximately 140 and 120 basis points 
respectively below lhc end-2009 levels. As a 
result of these opposing movements, implied 
bond yield volatility varied considerably 
in lhe course of 2010, peaking in May and 
Seplember and generally rising from 5% 10 
7%, on average. in the two economic areas. 
Notwilhslanding this increase, volatility in 
20 IO was far lower than the values recorded 
towards the end of2008 and in the first half of 
2009, when il had exceeded 10%, on average, 
in both areas. 

It is remarkable that, overall, movements in 
ten-year government bond yields in the course 
of 2010 were generally rather similar in the 
United Stales and in the euro area, ahhough 
their correlation varied significantly. More 
specifically, the correlation was rather low in 
the first four months of 20 I 0, as yields were 
broadly stable in 1he United S1a1cs, bul declined 
in the euro area. In this part of the year, the 
growth of business activity was rather strong in 
both areas, as reflected, among other things_, by 
lhe facl thal equity prices in lhe United States 
and in lhe curo area moved vinually in parallel. 



In the same period, however, AAA-rated euro 
area government bond yields were being pushed 
downwards by flight-to-safety considerations 
that stemmed from the aforementioned 
turbulence on some curo area sovereign debt 
markets, while US yields rose in reflection of the 
ongoing economic expansion. In the remainder 
of the year, especially as of July, when yields 
converged to similar values in the two economic 
areas and started to move in tandem, the 
correlation increased. lo fact. a reassessment 
of the strength of the economic recovery in the 
United States and temporarily lower turbulence 
in the euro area sovereign debt market worked 
towards more synchronous movements in bond 
yields on the two sides of the Atlantic. Near the 
end of the year. however, when global economic 
activity was perceived to be picking up again, as 
signalled by. among other things, an increase in 
the Global PMI in December, US ten-year bond 
yields edged up more rapidly than those in the 
euro area. This development was mirrored in the 
equity markets, with the US equity prices rising 
at a far faster pace, possibly reflecting market 
concerns that European financial institutions, in 
panicular, could suffer capital losses on account 
of the tensions that were again appearing on the 
euro area sovereign debt market. 

Turning more specifically to the movements 
recorded in the course of the year, between 
approximately mid-November 2009 and early 
April 20 IO government bond markets in the 
United States and in the euro area developed 
along somewhat different lines, with yields 
rising by approximately 50 basis points in the 
United States, while those in the euro area 
declined by around 25 points. In this pan of 
the year, monetary policy rates on both sides 
of the Atlantic were expected to remain at 
low levels for an extended period of time, 
while macroeconomic releases con.finned 
that the recovery in growth was robust. Given 
these developmcnrs, the opposing movementS 
recorded by Jong-term bond yields in the two 
areas can be explained primarily by intensifying 
market concerns about the sustainability of 
fiscal positions in some euro area countries! a 
development which generally exerted downward 

pressure on the yields of the highest-rated euro 
area government bonds. 

As of the beginning of April government bond 
yields in the United States started to decline as 
well. The pace of the decline in the US yields in 
this period was rather strong, so that the yield 
differential between the two areas fell from 
some 60 basis points at the end of March to 
around zero at the end of June. While economic 
dcvclopmcntS in the curo area continued to 
be favourable and confidence indicators were 
improving overall, AAA-rated long-term 
euro area government yields declined amid 
the intensification of the turmoil in European 
sovereign debt markets. The turbulence 
eased somewhat after an EU support package 
for Greece was agreed on the weekend of 
I 0-11 April, but it increased again io subsequent 
days when the downgrading of the sovereign 
debt of both Greece and Portugal -to speculative 
grade in the case of the Fonner - contributed 
to the emergence of a crisis of confidence in 
the sustainability of the Greek fiscal position. 
The lack of confidence, in tum, fuelled an 
extensive reallocation of funds to AAA-rated 
curo area or US government bonds that eventually 
culminated in the large-scale flight-to-safety 
behaviour of investors on 6 and 7 May. It has 
to be noted that the yield on Greek ten-year 
bonds had already risen relative to that of 
corresponding Gennan bonds in the first 
quarter of 20 I 0, but yields had generally 
remained stable lI1 the other euro area countries, 
as contagion risk had remained rather subdued. 
The situation changed significantly at the 
beginning of April when, looking beyond 
Greece, yields also edged upwards io Ireland 
and Portugal, as well as - to a lesser extent - in 
Spain, Italy and Belgium. The deterioration in 
the perceived debt sustainability of selected euro 
area countries in this period was well evidenced 
by the spreads on sovereign credit default swaps 
(CDSs), instrumentS used by investors 10 protect 
themselves against sovereign default risk. 

Conditions improved noticeably in the 
course of May, on account of unprecedented 
measures taken at the EU level. Among these 
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were the decisions on the European Financial 
Stabilisation Mechanism and the European 
Financial Stability Facility, as well as several 
measures announced by the Eurosystem on 
IO May to restore an appropriate monetary 
policy transmission mechanism1 including the 
Securities Markets Programme, which paved the 
way for interventions in private and public debt 
securities markets in the euro area. Additional 
support for the euro area bond market in the 
course of July may also have originated from 
the publication of the results of the EU-wide 
stress tests and related information on banks' 
sovereign debt exp0sures. However, tensions 

djd not subside completely, as was shown by, 
among other things. a continuing rise in yields 

in a number of euro area countries, despite 
the further decline of German bond yields. 
The latter may have been related not only to 
flight-to-safety considerations, but also to 
increasing signs of a slowdown in economic 
aclivity in the euro area and, particularly, in the 
United States, mainly evidenced by a renewed 
deterioration of the housing and labour markets 
there. The decelerating US business cycle, in 
fact, affected market sentiment in a number of 
other major economies and triggered strong 
capital flows into those government bond 
markets that were perceived to be less risky, 
also leading to expectations of a second round 
of quantitative easing measures. 

In the last quarter of the year yields began 
to rise on both sides of the Atlantic. The 
generally increasing yields in this period 
were consistent with the return to a more 
benign economic outlook, which was more 
clear-cut in the euro area than in the 

United States, where macroe-conomic releases 

were positive overall, but also exhibited a 
great deal of heterogeneity. Compared with 
AAA-rated long-term sovereign debt, the yields 
on the bonds of most lower-rated euro area 
sovereign issuers recorded far sharper increases 

and much higher intra-period volatility in the 
last quarter of the year. Ten-year government 
bond spreads vis-a-vis German bonds rose 
especially markedly in the case oflreland, namely 
by 280 basis points between the beginning 
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of September and the end of November, as 
market participants focused attention on this 
country on account of their growing concerns 
about the fiscal burden associated with the Irish 
government's support for its financial sector. 
The tensions also moved to Portugal and Spain, 
where spreads vis-a-vis German yields rose by 
110 and 105 basis points respectively in the 
same period, while spillovers to other countries 
such as Greece, Italy and Belgium were limited, 
with spreads there rising by only 7, 42 and 
65 basis points respectively (see Chart 13). 
Heightened market concerns in this final part of 
the year translated into an increase in implied 

bond yield volatility in both the United States 
and the curo area. 

Relative to both nominal yields and 
developments in 2009, real yield~ fluctuated 
significantly less in 20 IO and generally 
remained broadly stable at around 1.5% in 
the euro area. They declined by 50 basis 
points between January and September, but 
that decrease was reversed in full thereafter. 

The subsequent rise mirrored a more robust 

Chart 13 Government bond spreads 
of selected euro area countries 
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economic outlook, especially towards the 
end of the year. Given stable real yields, 
declining nominal yields imply that spot 
inflation expectations, as measured by 
break-even inflation rates, generally 
decreased over the year, a development that 
was particularly pronounced in July and 
August. with some stabilisation thereafter 
(see also Box 3 below). Five-year forward 
break-even inflation rates five years ahead 
remained stable al around 2.5% between 
January and July 2010 and subsequently 
fell 10 around 2% by the end of the year 
(sec Chart 14). However, most of this decline 
seems to have been related to a reduction in 
inflation risk prcmia, rather than to changes 
in expected inflation rates. Also, some caution 
is warranted when discussing developments 
in inflation-linked bonds. especially in an 
environment characterised by distressed 
conditions. In this respect, the results of the 
survey about inflation expectations over 
medium to long-term horizons undertaken 
by Consensus Economics, although referring 
to a slightly different period of time, painted 

Box 3 
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towards a moderate increase in expected 
inflation, up from 1.9% in October 2009 to 
2.1% in October 2010. 

DEVELOPMENTS IN MARKET-BASED MEASURES OF INFLATION EXPECTATIONS IN 2010 

Market-based measures of inflation expectations are frequently used to assess the inflation 
outlook. 1n periods of financial stress, however, such measures must be interpreted with 
particular care. Although European financial markets experienced significant tensions in 2010, 
market-based measures of inflation expectations derived from inflation-linked swaps and those 
derived from nominal and real sovereign bonds were less volatile and less affected by liquidity 
distortions than during the period following the bankruptcy of Lehman Brothers. This box 
reviews developmenlS in inllation expectations for the euro area in 20 I 0, as implied by the prices 
of financial market instruments. 

In the first half of the year, the five-year forward break-even inflation rate five years ahead, as 
derived from nominal and inflation-linked bonds, remained stable overall, oscillating around 
2.5% (see Chart A). During the summer it dropped considerably, and recovered only panly 
towards the beginning of 2011. An alternative measure derived from inflation-linked swaps 
indicates similar, albeit somewhat less volatile, developments. Overall, volatility in market-based 
measures of inAation expectations was much lower in 20 IO than in previous years. For example, 
the difference between five-year forward rates five years ahead derived from bonds and those 
derived from swaps did not significantly exceed 30 basis paints in 20 I 0, whereas it execeded 
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Chart A Break•eY•n Inflation and Inflation• 
linked swap rates 
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70 basis points in the second half of 2008, at 
the peak of the crisis following the collapse of 
Lehman Brothers. 

The drop in spot and forward break-even 
inflation rates in 20 IO took place in an 
environment of somewhat decreasing fivewyear 
real bond yields and stable ten-year real yields 
(see Chari B). Thus, the drop in nominal yields 
largely reflected a reduction in the amount of 
compensation for future inflation demanded 
by market participants. This compensation 
comprises a component for expected inflation 
and an inflation risk premium. To disentangle 
these two components, Chart C presents the 
results of the decomposition of long-term 
forward break-even inflation rates, as implied 
by a term structure model.' The model-based 
break-even inflation rates, extracted from 
observations of market volatility, did indeed 
drop during 20 I 0, with a slight rebound towards 
the beginning of 2011. These developments 

Chart 8 Changes In break-even Inflation 
rates and changes In nominal and real yields 
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were largely due to changes in the inflation risk 
premium, rather than to changes in inflation 
expectations per se, which remained broadly 
stable and close to their long-term average. 
This conclusion is also confirmed by longer
term survey-based inflation expectations for 
the euro area, which remained fairly stable in 
2010. 

Break-even inflation rates in the euro area 
were somewhat more stable than in the 
United States in 20 IO (sec Chart D). While 
the decrease from May 10 August 20 IO was 
part of a broad development that was also 
observed in US indicators. the stabilisation of 
long-term forward rates seen in the euro area 
in the loller part of the year and early 201 I was 
not observed in the United States. 

Chart D Five-year forward break-even inflation 
~h~'u~;:;s:;:,~head for the ,uro area and 
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the compensation for in.flat.ion and inflation ~ 
risk demanded by market participants over 
the medium 10 longer term decreased in 20 I 0, especially during the summer months. This 
development was largely caused by a decline in the inflation risk premium, while inflation 
expectations remained broadly stable around their long-term average and firmly anchored in line 
with the ECB's objective of maintaining price stability in the medium term. 

lo the first two months of 20 I I long-1crm 
AAA-rated government bond yields in the e.uro 
area increased slightly, to above the levels 
prevailing at the end of 2010, while those in the 
United States remained broadly stable around 
those values. The broad stability of long-term 
yields in both economic areas in the first two 
months of 20 I I hides some relatively large 
oscillations. In fact, yields reached a relative 
peak in early February, on account or positive 
economic releases and decreasing tensions 
within the euro area, which was almost fully 
reversed in the remainder of the month, a1so 
owing to increased geopolitical risks. Within the 
euro area, ten-year yield differentials vis-.\-vis 
corresponding German yields narrowed funher 
in the first two months of 20 I I, reflecting, 
among other factors, market participants' 
expectations of a possible extension of the 
scope and size of the EFSF, as well as debt 

auctions that encountered higher than expected 

demand. 

THE SPEED Of THE RECOVERY IN EURO AREA 
STOCK PRICES DECREASED IN 2010 
While the gains posted by equity indices in 
both the United States and the euro area were 
comparable in 2009 (approximately 23.5% in 
both cases), developments in the two areas were 

rather different in 20 I 0. With a growth rate or 
almost 13%, the perfonnance of the US index 
was significantly better than the broadly flat 
outcome for the euro area index (sec Chart 15). 
Notwithstanding the divergent developments 
recorded for 2010 as a whole, equity prices in 
both economic regions moved clearly sideways 
over the year, with gains and losses, relative 

to end-2009, reaching the order of I 0%, so 
that there were significant swings in realised 
volatility. Reflecting these swings, as well as 
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Chart IS Major stock market Indices 
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developments in investors• expectations about 
future tensions, implied equity price volatility 
also varied considerably throughout 20 I 0, with 
a peak of close to 35% (annualised, on average, 
across the two economic areas) around the 
end of May. The volatility peak in 20 IO was 
far lower than that between December 2008 
and March 2009. Overall, throughout 2010 the 
future development of stock prices in the euro 
area was pcrcei ved lo be more uncenain than 
that in the United States. 

After positive developments in the laner pan 
of 2009, equity prices in both the United States 
and the euro area declined in January and February 
2010, possibly also because sentiment was 
increasingly influenced by !he ongoing turbulence 
in !he euro area sovereign debt market. In !he euro 
area) the most pronounced decline in prices was 
recorded by the stocks of financial fums, whereas 
the performance in other sectors was rather mixed 
and no clear pane ms emerged. In the United States, 
by coniras~ the financial sector fared much 
better, especially on account of the robust 
earnings growth reported by major banks. When 
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debt-related concerns faded, stock prices in both 
economic areas again rose until approximately 
the beginning of May, reaching the highest 
levels since November 2008. These positive 
developments were also fuelled by data releases 
showing supp0rtive economic dcvclopmcnlS 
in the first quaner of the year, as well as by an 
increase in the rate of growth of earnings, which -
although remaining in negative territory - started 
to show the first signs of a recovery from very 
depressed conditions. For the companies listed in 
the Dow Jones EURO STOXX index, earnings 
growth moved from -40% in November 2009 
to -22% in February 20IO, while earnings 
expectations over the subsequent 12 months stood 
al a robust 2 7% on the latter date. 

As debt-related tensions again escalated within 
the euro area in May, rising global risk aversion 
routed funds towards the markets for German and 
US government bonds, which were perceived to 
be relatively safer assets. As a result, massive 
sell-offs affected the international equity 
markets, overshadowing the positive 
contribution from favourable economic data 
releases, and prices declined significantly in 
both areas. As was also the case in January and 
February, euro area financial stock prices were 
the first to be affected by the emerging tensions, 
reflecting concerns about possible write-dowrts 
on banks' holdings of euro area government 
debt securities. However, the intensity of the 
turbulence recorded in this period also led to a 
decline in non-financial stock prices both in the 
euro area and in the United States. 

Overall, between May and August, equity indices 
continued to oscillate in a narrow range, reflceting 
fluctuations in market sentiment and risk aversion. 
While easing tensions and more moderale 
expectations aboul future volatility made it 
possible for equity prices to initially recover 
the losses recorded in early May, there were 
subsequently renewed losses as global growth 
began to lose momentum and market participants 
again focused attention on debt-related 
problems in selected euro area countries. 
Over the same period, market expectalions 
regarding the growth of earnings I 2 months 



ahead remained soundly positive at a rate 
above 20"/4 in both the United S1a1es and the 
euro area, so 1ha1 the decline in equity prices 
predominantly reflected a risk-relaled channel, 
which ou1weighed the positive contribution of 
favourable developments in expected dividends. 

In the closing quarter of the year broad 
equity indices rose on both sides of !he 
Atlan1ic. In the United States, stock market 
devclopmenLc. were driven by mixed, 
but generally positive, economic news and 
evidence of favourable developmcn1s in earnings 
across lis1cd companies in the third quarter of the 
year. At the same time. this positive effect may 
have been partly offset by investors' uncertainty 
about the sustainabili1y of the US recovery. In 
the euro area, the positive growth momentum 
suppQrted equity prices, while rising long-term 
interest rates, as well as renewed sovereign debt 
market tensions, may have had a negative impact. 
However, the negative feedback from tensions 
in the European sovereign debt market to the 
European stock marker in this period remained 
confined to the financial sector of those countries 
in which the turbulence had been highest, 
while other sectors and countries continued to 
enjoy the support of solid growth expectations. 
ln fact, stock maxket investors continued to 
price in a fairly positive outlook for most 
corporate sectors other than the financial 
scc1or, and the decline in bank stock prices in 
Greece was, moreover, several times greater 
than !hat recorded for the French and German 
banking sectors. Overall, euro area financial 
stock prices decreased by around I 5% in 20 I 0, 
while non-financial stock prices increased by 
7.5%. Over the same period, financial stock prices 
in the Un.ired States rose by 11%, while prices of 
non-financial stocks !here gained around 15%. 

In the first two months of 2011 equity prices 
rose in both the euro area and the United 
States. Unlike in the second half of 2010, 
however, when US equity prices grew by twice 
as much as in the curo area, the gains in the 
first two months of 20 I I were broadly similar 
in the two economic areas, namely around 
5%. Developments in equity prices reflected 

primarily profit announcements which were 
generally better 1ban anticipated by market 
participants, as well as continuing improvements 
in the economic outlook in both economic 
areas. 

HOUSEHOLD BORROWING LEVELLED OFF 
The annual growth rate of total loans to 
households increased further in 2010, albeit al 
a moderate pace, standing at an estimated 2.8% 
in the fourth quarter of the year. This mainly 
reflected developments in MFI loans to 
households, while the an.nual growth rate of 
non-MF! loans declined further in 2010, largely 
reflecting the lower degree of securitisation. 

Loans for house purchase remained the main 
driver of growth in MFI loans to households. 
The annual growth rate of mortgage loans 
stood at 3. 7% in December 2010, up from 1.5% 
in December 2009 (see Chart 16). However, 
the magnitude of the inflows stabilised in 
the second half of the year. Developments in 
mongage loans mirrored trends in residential 
propeny prices, wbjch saw rood.crate increases 
in 2010 followi.ng significant declines i.n 2009. 
They were also in line with the information 
reported by the euro area bank lending survey, 

Chart 16 Hfl loans to households 
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which showed a reduction in the net percentage 
of banks reporting the tightening of their credit 
standards. The survey also reported increases in 
demand for loans for house purchase, especially 
in the first part of the year. Bank lending rates 
for household borrowing declined modestly 
in 2010: by 19 basis points in the case of loans 
for house purchase, and by 52 basis points in the 
case of loans for consumer credit. 

By contrast with mortgage loans, the annual 
growth rate of loans for consumer credit failed 
to recover and remained below zero in 20 l 0. 
Developments in consumer credit were also 
in line with economic factors - as indicated, 
for example, by the sharp declines seen in car 
sales (following the expiry in most countries 
of schemes offering incentives to scrap cars) 
or consumer survey result$ showing a fairly 
limited willingness to make major purchases. 
In addition, the bank lending survey suggested 
that demand for loans for consumer credit 
remained weak. These contrasting developments 
for loans for consumer credit and loans for 

Chart 17 Interest rates on lending 
to households and non-financial 
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house purchase may, to some extent, also reflect 
interest rates. Loans for consumer credit 1end 

to be more expensive to finance than loans 
for house purchase, as they tend not to be as 
well collatcralised. However, lending rates on 
loans for consumer credit did decline in 20 I 0, 
particularly for loans with maturities oflcss than 
one year (sec Chart 17). 

HOUSEHOLDS' INDEBTEDNESS CONTINUED 
TO INCREASE, WHILE THEIR INTEREST BURDEN 
DECLINED FURTHER 
In 2010 the increase in households' borrowing 
was moderate, but still outpaced the increase in 
their disposable income. As a result, households' 
indebtedness ratio edged up further to stand at an 
estimated 98.8% in the fourth quarter of the year 
(see Chart 18). By contrast, the ratio of household 
debt to GDP was broadly unchanged from the 
level observed in December 2009, as real GDP 
grew at a higher rate than households' disposable 
income. While the indebtedness of the household 
sector was broadly unchanged in the euro area 
and declined visibly in the United States and 

Chari 18 Household debt ind Interest 
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the United Kingdom, it remains lower in the 
euro area. At the same time, the indebtedness 
of the household sector continued to display 
considerable heterogeneity across e-uro area 
countries, remaining clearly above the euro area 
average in countries thal also witnessed tensions 
in the sovereign debt marlcet. 

Households' interest payment burden (i.e. interest 
payments as a percentage of disposable income) 
declined moderately in 20 I 0, albeit stabilising 
towards the end of the year. This reflected 
rwo factors: a funhcr reduction in the interest 
rates applied to new or renegotiated loans as 
the pass-through from official interest rates 
ran its course; and the slight increase seen in 
households' disposable income. 

HISTORICALLY LOW COST OF EXTERNAL 
FINANCING IN 2010 
After the sharp decline in 2009, the real overall 
cost of external financing for non-financial 
corporations in the euro area rebounded 
somewhat amid heightened sovereign debt 
crisis-related tensions in financial markets in 
the course of20 I 0. This development concealed 
substantial dilTcrenecs across d.ilTercnt sources 
of financing. While the decline in the real 
cost of both bank lending and debt securities 
issuance bottomed out in 20 I 0, the real cost of 
issuing equity increased sharply, rising to record 
levels by the end of the year (sec Chart 19). 
All in all, the real overall cost of external 
financing in 20 IO remained al a low level by 
historical standards. 

More precisely, where the cost of bank-based 
financing is concerned, real short-tcnn MF! 
lending rates declined moderately from 1.62% 
in December 2009 to I .40% in December 20 I 0. 
Bank lending rates at short maturities primarily 
reflect developments in money market rates, 
which nonnally affect banks' short-tenn funding 
eostS. Between the end of 2009 and the end 
of 2010 the three-month EURIBOR actually 
increased moderately by 33 basis pointS: 
it bottomed out at 0.64% in April 2010 and then 
rose slowly to 1.03% at the end of the year. 
hs development was closely mirrored by 

Chart 19 Real cost of the external nnanclng 
of euro area non-financial corporations 

(pcttcl)tag,ei ptrm\flW'II) 

- ovcnllC'OSto.fflrlallciog 
N!uJ $hon•tetm MFI lcndifta rattt, 
rt.ti ~-lb'!t!MFI lendint,r.tite:J 
rcalco&1ofmad.ct-bascddcbt 
real C05I of quoted cquiiy 

/ \..I 

100S 2006 2007 2008 2009 2010 

Sources: ECB. Thomsoo Reutcl'I, Mctrill Lynch and Consalsus 
Economics foreetii:l. 

Nold: The real 001S1 or I.ht e:itternal 5N«ina or noo•fiRancaal 
corpor:uioru is ~teula1ed as a "'tlahted 11\'ffl,st of lhc CO$t or 
bank kndina-the*' or debt sccuri11t"S llnd the cost or equity. 
based oo tbcir rcspMh-c 1100U111.ts ootstaoding and dcBatcd by 
infb1ioo a.pcctatioos (~ Box 4 in the Mucb 'lOOS tS.SUe of lhe 
ECB's Monthly Dulktin), 

nominal short-term bank interest rates oo loans to 
non-financial corporations, but gradually rising 
short-term inflation expectations led to a decline 
of 22 basis points in real short-term bank lending 
rates over the year. 

Real long-tcnn MFI lending rates bottomed out 
at the beginning of 20 I 0, resulting in a slight 
increase from 1.56% at the cod of 2009 to 
1.71% at the end of 2010. Banks' longer-term 
lending rates tend to reflect mainly movemcnlS 
in government bond yields. The seven-year 
government bond yield derived from the euro 
area yield curve continued to decrease during 
most of 20 I 0, reaching 2.11 % in August, aod 
then rose towards the end of the year, leading 
to an overall decline of 33 basis points berwcen 
December 2009 and December 2010. Nominal 
long-term lending rates did not follow the same 
pattern, stabilising earlier in the year aod showing 
a moderately rising trend towards the end of 
2010. As a result, the spreads between long-term 
bank lending rates and comparable government 
bond yields tended to widen again and peaked at 
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more than 100 basis points during the sovereign 
debt crisis in the spring, thereby returning to 
the orders of magnitude that had been observed 
during the financia.l turmoil in 2008. 

Developments in MF! lending rates in 2010 
also largely reflected the gradually fading 
pass-through of past declines in key ECB interest 
rates to banks' rates for retail customers. Despite 
the financial turmoil, curo area banks appear to 
have passed on the reduction of key policy rates 
broadly in line with historical patterns. 

The real cost of market-based debt financing 
was influenced significantly by developments 
in corporate bond spreads (measured as the 
difference between the yields on corporate bonds 
and that on government bonds) throughout 20 I 0. 
Despite increasing spreads between May and 
August 2010, amid intensifying tensions in the 
sovereign debt market which pushed financial 
investors towards more liquid and safer assets, 
the average real cost of market-based financing 
in 2010 stood below that of previous years 
and dropped to one of the lowest levels ever 
recorded. 

By contrast, the real cost of issuing quoted 
equity increased markedly in 20 I 0, driven by, 
in particular, a rapid recovery in corporate sector 

earnings expectations two to five years ahead. 
Between December 2009 and December 2010, 
this cost rose by 194 basis points and reached an 
all-time high on the back of heightened volatility 
in global financial markets. 

EXTERNAL FINANCING CONTINUED 
TO DECLINE IN 1010 
The an.nual rate of growth of the external 
financing of non-financial corporations in 
the euro area continued to decline in 2010, 
driven by the ongoing contraction of MF! 
lending, which was counterbalanced by 
positive but declining debt security and 
equity issuance (sec Chan 20). Despite broad
based improvements in economic conditions, 

non-financial corporations· need for external 
financing continued to be limited by subdued 
investment expenditure and reduced activities 
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Chart 20 External financing of non•flnancial 
corporations broken down by instrument 
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in the field of mergers and acqu1s1t1ons, 
as well as by an ongoing expansion of 
available internal funds. Towards the end 
of 20 IO signals of gradual normalisation and 
increased corporate financing needs came to 
the fore. According to the bank lending survey, 
net demand for corporate loans 11.lmed positive, 
after having remained in negative territory 
for more than two years. Inventories and 

working capital, in panicular, were reponed 
to be contributing increasingly to this renewed 
demand for loans. 

More specifically, one of the main factors 
driving the relatively low demand for external 
financing in 2010 was the broad-based 
pick-up in non-financial corporate sector sales 
and profitability, which significantly improved 
the availability of internal funds. Based on 
financial statements from listed non-financial 

corporations, profitability - measured by the 
ratio of net income to sales - rebounded 
strongly in 20 IO (see Chan 21 ). The increase 
in available internal funds reflected higher 
money holdings, most probably stemming 
from both persistent cost-cutting and reduced 
net interest payments and dividends. 
The improvement in the financial situation of 



Chart 21 Profit ratios of llsud euro aru 
non-financial corporations 
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firms needs to be qualified, as survey results 
showed that the profitability of small and 
medium-sized enterprises (SMEs) developed 
less favourably in 20 IO than that of large 
finns, suggesting that SMEs may be more 
fragile than larger finns, or may be lagging 
somewhat behind them.' 

In addition to benefiting from the improvement 
in the availability of internal funds, euro area 
non-financial corporations appear to have drawn 
on a broader range of sources of financing in 
recent years, replacing bank-based debt with 

Box 4 

market-based financing and making increasing 
use of dcb1 securities issuance in panicular. 
This process of "disintermcdiation" started in 
2009 and continued in 20 I 0, translating into 
substantially lower demand for bank loans. 
Accordingly, the annual growth rate of loans, 
which bonomed out in the first quarter of the 
year, remained in negative territory throughout 
2010. Short-tenn lending activity suffered 
particularly markedly, as the decline in demand 
for loans was amplified by an ongoing move 
from short to longer maturities. On average, 
the annual growth rate of short-term loans 
(i.e. loans with a fixed initial maturity of less 
than one year) declined to nearly -9% in 20 I 0, 
while that of long-term loans (i.e. loans with 
a fixed initial maturity in excess of five years) 
acrually remained positive at around 3%. 
Howevcr1 taking into account the particular 
severity of the recent recession and this 
substitution process, developments in corporate 
sector loan growth appear to have remained 
broadly in line with historical regularities over 
the business cycle. The impact of the financial 
crisis was significant, but did not translate into 
an abrupt disruption of the provision of credit 
to the economy. In the course of the year, banks 
started to report a lower degree of tightening 
for loans to enterprises, mainly owing to the 
lower contribution of risk-based factors such as 
the general economic conditions or borrowers' 
default risk (sec Box 4). 

4 Scc-Sun·ey on 1he ~$ 10 flrulnOt or SM& in 11'M: curo ana ... 
ECB, Oc1obc:r 2010 (:available on the: ECB's ,..,.cbsilc'), 

INTERPRETING SURVEY INDICATORS OF CREDIT STANDARDS ON LOANS TO ENTERPRISES 

The financial crisis prompted an exceptional tightening of curo area banks' credjt standards on 
loans to the private sector and, in particular, non-financial corporations in 2008. Since 2009 
credit standards have continued to tighten, albeit to a gradually diminishing extent. This box 
reviews in detail developments in survey indicators of credit standards, notably in 2010, and 
interprets the extent to which they may provide evidence of credit supply constraints. 

!(In Aunl hpon , 1 
me 



A gradual normalisation of survey indicators 
of credit standards applied to loans 

Chart A Changes In credit standards applied 
to the approval of loans or credit lines 
to enterprises 
(net pm:cntage orb:&nlcs cootributing 10 bgbtcrung wmduds) 
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The detailed resultS of the bank lending 
survey published by the ECB include the net 
percentages of banks reporting a tightening 
of credit standards on loans to non-financial 
corporations, calculated as the difference 
between the percentages of respondents 
answering that they tightened their credit 
conditions somewhat or considerably and those 
responding that they cased their credit conditions 10 10 

somewhat or considerably. Hence positive _
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figures indicate a net tightening and negative s20 .li) 
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the financial twmoil, the net percentage of 2003 2004 2005 2006 2007 2008 2009 2010 

banks rcponing a tightening of credit standards Sourtt Euro area bat1k m\dina '"un.-ey. 
increased dramatically, up to 64% at the end of 
2008. Since then, this net percentage has gradually decreased - without, however, turning into 
an easing of credit standards. lo 2010 euro area banks maintained a moderate tightening stance 
throughout the year, with the net percentage of banks responding that they had tightened credit 
standards hovering at levels slightly below the long-term average (see Chart A). In the second 
quarter of the year, contrary to expectations, the downward trend in the net tightening of credit 
standards on loans to enterprises was temporarily reversed, amid tensions brought about by the 
sovereign debt crisis. After the negative developme.nts in credit standards on loans to enterprises 
in the second quarter of20 I 0, data for the second half of the year pointed to stabilisation, with 4%, 
followed by 0%, of banks reporting a tightening of credit standards in net terms. 

The pressure on capital ratios and funding positions associated with the financial turmoil that 
started in mid-2007 has pressed euro area banks to review their leverage ratios. Typically, banks 
have found themselves in a situation in which they have had to shed assets, starting with those of a 
more liquid shorter-term nature, while credit to firms and households, as longer-term assets, stood 
at the bonom of the List of assets to be shed. In general, such assets can only be reduced by calling 
in loans or restricting new lending. Hence, some of the recent tightening in credit standards can be 
explained by these "pure" supply-side constraints that are linked to banks' balance sheet concerns. 
Detailed survey resullS indicate that in 2010 the perception of risks, i.e. banks' assessment of the 
impact that macroeconomic conditions may have on borrowers' risk profiles and creditworthiness, 
actually played a leading role in explaining the tightening of credit standards. Compared with 2008 
and 2009, "'pure" supply-side constraints appear to offer less of an explanation for the tightening 
of credit standards, pointing to a gradual normalisation of the willingness of banks to lend to the 
private sector. This is likely to funher reduce the risk of a credit crunch, which did not materialise 
on account of a slump in demand for loans, while the impact of ''pure" supply-side constraints 
was limited by the ECB's non-standard monetary policy measures. 

Evidence from the bank lending survey can be usefully complemented with results from the 
survey on the access to finance of small and medium-sized firms. The latest such survey of 
SMEs, which covered the period from March to September 20 I 0, pointed to a mild improvement 
in the ava.ilabiliry of bank loans (sec Chan B). SMEs continued to perceive, on balance, 
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an overall worsening of this availability, 
but the number of respondents reporting 
a deterioration halved in comparison with 
survey rounds carried out in 2009. Where 
large firms arc concerned, more companies 
reported an improvement in the availability 
of bank loans than a deterioration. Survey 
results also pointed to a higher success rate 
when applying for bank loans and to a slightly 
greater willingness of banks to provide loans. 

An alternati,•e interpretation or surve.)' 
results on credit standards 

While 20 IO survey results suggest a gradual 
normalisation of credit standards on loans. it 
is worth highlighting that these results focus 
on changes, and an assessment of tbe level of 
credit standards is not directly provided. Given 
that credit standards have been tightened 
continuously for more than two years, one may 
wonder whether and how the level of credit 
standards can affect the overall credit supply. 

A proxy for the level of credit standards can, 
in principle, be derived by cumulating net 
percentage changes in credit conditions over 
time. In doing so, an upward trend in the series 
becomes apparent. This may indicate a bias 
in banks' answers towards tightening credit 
standards. The same phenomenon can actually 
be observed in the US equivalent of the bank 
lending survey for the euro area, the .. Senior 
Loan Officer Opinion Survey on Bank Lending 
Practices". One can assume that the long-term 
average of credit standards (which stands at 
an average net tightening of 16%) is a ve,y 
simple measure of this bias. At the same time, 

given the relatively short observation period 
available, this long-term average includes 
more tightening than easing cycles, and 
may thus overestimate the actual bias. Once 
detreoded to take into account the possible 
bias, cumulated credit standards can be used to 
define different credit standard regimes, where 
negative deviations from the trend indicate an 
expansive credit standard stance and positive 
deviations a restrictive stance. 

Chart B Availability of bank loans 
to euro aru firms 
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Chart C Restrictive and expansive credit 
standard "gimes and crecflt standards on 
loans to euro area non~financial corporations 
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Based on such an analysis, the period from 2003 to 2004 may be identified as a ''restrictive credit 
standard regime" for loans to enterprises, while that from early 2005 to mid-2008 corresponds 
to an '"expansive credit standard regime" {sec Chart C). Thereafter, the indicator points to a 
renewed period of credit restrictions and was still well above its historical trend at the end of 20 IO. 

In general, a tightening of credit standards tends to curb loan growth, while an casing of credit 
standards leads to an increase in loan growth. Empirical evidence using the level indicator reveals 
additional non-linear effects. In particular, the impact of credit standards on loan growth appears to 
be mitigated depending on the credit standard regime: in the case of a regime of restrictive credit 
standards, the negative impact of net tightening of credit standards on loan growth is notas str0ng as it 
is during a period of expansive credit standards (as seen, for example, between mid-2007 and 2008). 
Similarly, the positive impact of a net easing in credit standards on loan growth is moderated 
under a restrictive credit standard regime and credit standards require a longer period of continued 
casing to positively impact on credit growth. This seems very relevant to actual developments 
in 20 I 0. Owing to the lagged impact of the tightening of credit standards and to these apparent 
non-linear effects, the results of the 2010 bank lending survey point to a potential negative impact 
of supply-side factors on loan growth beyond the end of 2010 and into the first half of 2011, 
despite an apparent normalisation of changes in credit standards. Looking further ahead, it remains 
a challenge to expand the availability of credit to the private sector when demand firms up. 

The annual growth of debt securities issuance non~financial corporations need to have recourse 
actually peaked at 12.3% in the first quarter to external sources of funding to cover their 
of 20 I 0, and gradually slowed down over the investment) turned positive in 20 I 0, for the 
rest of the year. StrOng demand from investors first rime in more than a decade, mechanically 
throughout most of the year may have been suggesting that firms bad enough internal funds 
supported by a search for a return on investment to cover their financing needs for investment. 
and by the improvement in corporate sector 
balance sheets. In the high-yield segment, 
issuance reached record highs in 20 I 0. At the 
same time, issuance of quoted shares remained 

Chart 12 Debt ratios of non-financial 
corporation» 
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DECLINE IN CORPORATE INDEBTEDNESS 
As the pick-up in corporate profits was not 
accompanied by a significant increase in 
investment, nor by robust growth in crnployees' 
overall compensation, the rebound i_n income 
flows translated into a sharp increase in the 
savings ratio of the euro area non•financial 
corporate sector. which continued throughout 
2010. In the second quarter of2010 the rate of 
growth of total assets turned positive for 1hc first 
time since early 2009, driven by an accumulation 
of cash. Owing both to deleveraging efforts 
by companies and to the rapid increase in 
corporate savings relative to GDP, the financing 
gap (broadly speaking, the extent to which 
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As a consequence, corporate indebtedness 
declined substantially in the course of 20 I 0 
(see Chart 22). In the third quarter of 2010 
the debt-to-GDP and debt-to-gross operating 
surplus ratios dropped to 80.6% and 421.1 % 
respectively. Nevertheless, expected default 
rates for curo area corporat'ions remained at very 
high levels for most of 20 I 0. Indeed, debt ratios 
remain at very high historical levels and suggest 
that the curo area corporate sector remains 
vulnerable to higher external financing COSL"i or 
subdued economic activity. 

2.3 PRICE AND COST DEVELOPMENTS 

In 2010 annual HICP inflation increased 
to I .6%, on average, after falling to 0.3% 
in 2009 from 3.3% in 2008 (sec Table !). 
This rise marks a move towards a nonnalisation 
in price developments, with positive annual 
HICP inflation in 20 IO contrasting with the 
negative figures seen in the period from June to 
October 2009. Although annual HICP inflation in 
2010 was below the average of2.0% since 1999, 
it started to rise towards the end of the year. 

The increase in HICP inflation over 2010 
stemmed largely from considerably higher 
commodity prices (especially for crude oil), 
compared with the low levels registered in 2009 
(see Chart 23). The dynamics in commodity 
prices in tum reflected the recovery from 
the global economic downturn experienced 
in 2009, which had pushed those prices down. 
The contribution of higher commodity prices 
to HlCP inflation in 20 IO more than offset the 
lower pressures exerted on services prices, 
which were affected by the severe recession and 
deteriorating labour market conditions of 2009 
with a lag. After declining gradually over the 
course of 2009, annual services price inftation 
fell slightly funher at the beginning of 20 IO and 
remained relatively unchanged thereafter. 

Concerning wage- growth in 20 I 0, there are 
indications that the stabilisation oflabour market 
conditions led to a bottoming-out in labour 
cost dynamics. Compensation per employee 

grew in 20 IO at a rate comparable to that seen 
in the previous year, being outpaced by Jabour 
productivity growth per person employed 
and thus allowing unit labour costs to fall and 
profit margins to rise. Nonetheless, growth in 
negotiated wages moderated markedly, probably 
capturing a lagged reaction of contractual 
settlements to market conditions. Growth in 
hourly wages also fell sharply, to some extent 
simply reflecting the effect of a higher number 
of hours worked. 

Chart 23 Breakdown of HICP Inflation: 
main components 
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Table I Price developments 
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Consumer inlla1ion perceptions and 
short-term expcclations rose in 2010 from their 
very low levels of 2009. Long-lerm inflalion 
expectations, as measured by surveys, were very 
stable, indicating that expectations remained 
firmly anchored to the Governing Council's aim 
of keeping inflation below, but close to, 2% over 
the medium tem1. 

HICP INFLATION WAS ON THE RISE OWING TO 
ENERGY AND FOOD PRICE DEVELOPMENTS 
A pronounced increase in coinmo<lity prices 
was the main factor pushing up curo area 
HICP inflation in 20 I 0. Industrial, food and, in 
particular, energy commodity prices rose from 
the low levels reached in 2009 (sec Box 5), 
with the result that HJCP inflation increased, 
despite the dampening cffeclS of casing wage 
growth and still low activity levels. The low 
level of labour cost pressures also affected 
annuaJ services price inflation, which fell 
slightly further al the start of 20 IO and remained 
at a rather low level for the rest of the year 
(sec Table I and Chan 24). 
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Chart 24 Contributions to HICP inflation 
from main components 
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Box 5 

THE DYNAMICS OF COMMODITY PRICES ANO THEIR IMPACT ON HICP INFLATION 

Large swings in commodity prices have 
been a major concern in recent years. While 
both oil and non-oil commodity prices fell 
abruptly in the wake of the financial crisis, 
they have rebounded since 2009 (sec Chan A). 
As commodity prices arc an imp0nant factor 
for the dynamics of euro area HICP inflation, 
this box analyses recent developments in and 
the prospects for international commodity 
prices, assessing their impact on euro area HICP 
inflation, both conceptually and empirically. 

Developments in commodity prices 

Oil prices rose from around USD 45 per barrel 
at the end of 2008 to USD 97 per barrel in 
January 2011. Metal and food commodity 
prices also rose shruply over the same 
period. These rises may have been related to 
more p0sitive expectations about the global 
economic upturn. OPEC production cuts also 
supp0ned oil prices in the course of 2010, 
while the surge in metal and food commodity 

Chart A Commodity price developments 
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prices is likely to have reflected growing demand from emerging economies, supply shortages 
and low inventory levels. The role of financial flows and speculation in commodity markets has 
been debated intensely, although their actual impact is difficult lo measure empirically. 

Looking ahead, the medium-term prospects for commodity prices are likely to be linked to the 
international outlook for economic activity. As the global recovery takes bold, the supply and 
demand balance in the oil market may tighten and non-oil commodity prices may face upward 
pressures. Although it is difficult to project the future course of commodity prices, various 
forward-looking indicators - such as futures prices and expectations of investment banks 
and other professional forecasters - consistently point to rising commodity prices over the 
medium term. 

The transmission of a. commodity price shotk: conceptual framework 

The impact of a commodity price shock on consumer prices can be broken down into direct and 
indirect first-round and second-round effects. 1 Direct first-round effects refer to the impact of 
changes in the prices of primary commodities (e.g. food and oil) on consumer food and energy 

I Sec !he lftidc ~milled ''Oil ~ and the euro 111C11 «MOmy"". MIHltltly BWl~rbi, ECB, NovembcT 2004. and the box cntilkd 
.. Recent oil prioc developmc:ncs UKI 1bcir impace oo CW\l area prices"', M<HJlitly &fl~thl, ECD. July 2004, 
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prices. Indirect first-round effects refer to changes in consumer prices that occur as a result of the 
impact of changes in commodity prices on producer costs (e.g. an oil price increase that raises 
input costs and the prices of goods and services that have a significant oil content, such as certain 
chemicals and transp0rt services). First-round effects drive up price levels, but have no lasting 
inflationary effect. 

Second-round effects capture the reaction of wage and price setters to the commodity price shock. 
Attempts by economic agents to compensate for the loss of real income caused by past inflation 
shocks may affect inflation expectations and further influence price and wage-setting behaviour. 
Thus, a transitory shock may become entrenched and more costly 10 eradicate. The li.kelihood of a 
commodity price shock leading to second-round effects depends on several factors, including the 
cyclical p0sition of the economy, the ftexibility of product and labour markets (particularly the 
presence of indexation mechanisms affecting wage bargaining and price setting), the reaction of 
inflation expectations and, crucially in connection with this, the credibility of the central bank. 

Oil price shocks and HICP inflation 

Oil price fluctuations have a direct impact on HICP inflation via the energy component of the HJCP. 
The direct pass-through of oil price shocks to pre-tax consumer energy prices is generally found 
to be complete, quick and symmetric.' Owing to the fact that energy prices at the consumer level, 
in particular those of transport and home heating fuels, also depend on factors such as refining and 
distribution costs and margins, as weU as substantial excise taxes, the elasticity of the pass-through 
turns out to be a function of the level of c.rudc oil prices (see the table). At €20 per barrel, the 
response of HICP energy prices to a 10% rise in crude oil prices is around 16%; at levels of€60 per 
barrel, it is around 33%. Were oil prices lo increase to €100 per barrel, the elasticity would exceed 
40%. assuming constant refining margins, distribution margins and excise taxes. 

Estimating the indirect and second-round effects of changes in energy prices is more challenging 
and the results are surrounded by greater uncertainty. For example, according to simple, 
non-structural models, the cumulated indirect and second-round effects on HICP inflat.ion, after 

2 Soe Meyln-, A., ''The pass through or oil prices: into cum att-.1 C>Ol\5tJf!'ttr liquid fucl priocs ll'I an cnviroofflffll of high and vola1ile 
011 P"«f', £,augy~ics, Vot 31, No 6, No,.•M'!be:r 2009, pp. 361,8$1. 
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three years of a I 0% inc,rcasc in oil prices, is 
around 0.2 percentage point.' However, more 
complex models, in which expectations play 
a formal role and the response of the real 
side of the economy, as well as its feedback 
effects on nominal variables, arc explicitly 
captured, point to a smaller impact of around 
0.1 percentage point, in so far as the energy 
price shock is perceived as transitory and 
inflation expectations remain firmly anchored 
following the change in energy prices. 

The impact of changes in the prices 
of Industrial raw materials and food 
commodities 

Chart B Industrial raw materials 
and producer pricts for intermtdiate good, 
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I) Series indica1cd with a siJHOOl'llh lead. 

a very small impact i.o the first year. Industrial raw materials are used in the productioo of a 
wide range of HlCP items, either as direct inputs (e.g. metals for cars or textiles for garments) 
or as indirect inputs into equipment used to produce goods and services. In the early stages of 
the production process, industrial raw materials are of high relevance and there is a clear lagged 
relationship between movements in their prices and industrial producer prices for intermediate 
goods in the euro area (see Chan BJ. However, with regard to final consumption goods, the 
proponion of industrial raw material input is relatively small compared with other inputs, such as 
labour and energy, which explains the relatively low pass-through.' 

A permanent 10% increase in food commodity prices is estimated to add around 0.5 percentage 
point to overall HlCP food prices and, given that food items represent 19.2% of the H)CP basket, 
0.1 percentage point to overall HICP inflation in the first year after the shock. This estimate 
takes into account the fact that, for a number of food commodities produced directly in the EU 
(such as cereals, wheat and com, as well as butter and skimmed milk), prices in international 
markets have historically been somewhat lower and significantly more volati.le than those 
prevailing in the EU. To a large extent, the difference is attributable to the Common Agricultural 
Policy, which helps to cushion the transmission of global shocks to EU internal prices through 
price support mechanjs-ms, s-uch as intervention prices, import tariffs and quotas. 5 

Overall, the pass-through of commodity price shocks to consumer prices is complex and a result 
of many factors, including the source of the shock (whether it is demand or supply-driven), 
expectations in terms of whether it will be transitory or permanent, as well as structural aspects 

3 £'ne,gr11Wrhtsand tiff' nrro orea~y. S1nict.:i~l luua R,ep(M't. F.CB. June 2010. 
4 See Laodau, 8. and Skuddny. P .. "'Pas.s-tluoogb of utemal sbocb along th!: pricing chain= A ~I estirrwion approach for the curo 

11.rt:i~, W(Jn\t..g Puptr S.rlu. No 1104. £(a, NcwtTl'lt,e-,. 2009. 
5 See fcnw,ci. G., Jimtnrz-Rodrfguez. R. and Onora,nc-. L.. ~Food price pass.through in lhe C\lfO area: The role of asymn,ctriCi 

imd l'IQ(l•li~lief', WQTling Popu Scria, No 1168,, ECO, Apnl ?010. 
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of the economy, including the sectoral specialisation, and wage and price•scuing institutions. 
While there is little monetary policy can do about the first-round effects of a commodity 
price shock, second-round effects must be avoided. In this regard, more flexible wage and 
price-setting mechanisms and a credible moneiary policy are key to ensuring that ooe-o(f changes 
in commodity prices do not translate into higher inflation in the medium term. 

Driven by global oil prices. the energy 
component of the HlCP - constituting 9.6% 
of the overall HKP - was on the rise in 
2010, reaching a 12-month average of 7.4%, 
a reversal from the fall of 8. I% in 2009. The 
impact of this increase was strongest on the 
prices of items dircc1ly connected to oil prices, 
such as ljquid fuelsJ and fuels and lubricants 
for personal transport equipment, and with a 
lag in the case of consumer gas prices. Food 
prices also increased, especially unprocessed 
food prices, wh,ich rose by 1.2% on average 
in 2010, from only 0.2% in 2009. In addition 
to escalating global food commodity prices, 
consumer food price inflation reflected 
temporary adverse domestic weather conditions 
that weighed on fruit and vegetable prices. 
The acceleration in inflation over the las1 few 
months of 20 IO was relatively modest in the 
processed food component - which includes 
items such as bread and cereals - so that the 
12-month average (at 0.9%) was even lower in 
2010 than the 1.1% reached in 2009. 

Excluding energy and food prices, average 
HICP inflation was lower in 2010 than in 2009. 
This decline was driven by the dampening 
impact of domestic factors on services price 
inflation, coupled with relatively stable average 
annual inflation fornon-energy industrial goods. 
It also masked the gradual increase in annual 
HICP inAation excluding energy and rood 
from the very low level reached in the 
second quarter of 20 I 0. Th.is increase was 
attributable to upward price pressures along 
the supply chain, such as increases in the 
prices of intermediate goods and in capacity 
utilisation rates. Moreover, higher indirect iaxes 
and the depreciation of the effective exchange 
rate of the euro weighed on annual inflation for 
non-energy industrial goods, which rose from a 
low of0.1% throughout the first quarter of20l0 
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10 stand at 0. 7% in December. The increase 
in non-energy industrial goods prices was 
mitigated to some extent by subdued labour 
cost developments. In contras1 to 1bc rise in 
non-energy industrial goods inflation over the 
course of 20 I 0, the intra-annual developments 
observed in annual services price inflation were 
very limited, following a slight further decline 
at the start of the year. As a result, annual 
services price inflation continued to moderate 
in 2010 asa whole,standingat 1.4%, after2.0% 
in 2009. This lower rate of change in services 
prices was rather broad-based, reflecting more 
contained cost prcssurcsf as well as greater 
competition for customers in the face of 
relatively weak demand. One exception was 
communication services, whose contribution, 
which is customarily negative, became less 
negative. 

PRODUCER PRICES INCREASED IN 2010 
Upward supply chain price pressures developed 
over 20 I 0, owing primarily to higher global 
demand for raw materials. This led to a rise 
in producer prices at various stages of the 
production chain, which was magnified by the 
base effects stemming from constrained activity 
and greater competition in 2009. 

The annual growth rate of producer prices for 
industrial goods (excluding construction) in the 
euro area was 2.9% in 2010, compared with a 
fall of 5.1% in 2009. The main driver of these 
price developments was oil prices, which pushed 
the annual rate of change in producer prices for 
energy items up to 6.4% in 20 I 0, compared with 
a decrease of 11.8% in 2009. 

Excluding construction and energy, the annual 
growth rate of industrial producer prices also 
increased, but to a far lesser extent ( 1.6% in 
2010, compared with a fall of 2.9% in 2009). 



Chart 2S Breakdown of Industrial producer 
prices 
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This swing was particularly marked in the 
intermediate goods componeDI, and less so in 
the consumer and capital goods components 
(see Chart 25). 

LABOUR COST DEVELOPMENTS WERE MUTED 
Labour cost indicators for the euro area pointed 
to a moderation in labour cost developments 
in the course of 20 I 0, with signs that wage 
dynamics bottomed out. While the annual growth 
rates of both negotiated wages and hourly wages 
declined considerably, growth in compensation 

Tabl, 2 Labour cost indicators 

(annual pm'ffltflg<c cbMgcs:, unll.':S$otbnwiSC LndlCILINI} 

2008 2009 2010 

Ncgouaicd wages ,., , .. 1.7 
Tou.lhcM.lrfylabol.lrCOltS , .• 2.9 
CompmsatKm per employee 3.2 I.S 
Mf'mt>ilt"-"'S 

LabotJrproduc:livity -0.3 .2.] 

Unillabouroosis ,., 3.9 

Sourcet: lwros,U11, nationtJ (b1a ond EC8 c:a.lc\lfatlOIU.. 

per employee in 2010 was comparable to the 
low level registered in the previous year. 

Negotiated wages decelerated markedly in 
the course of 2010 10 reach an annual growth 
rate of 1.6% in the fourth quarter, down from 
2.6% in 2009. This indicator captures the main 
component of wages settled in advance through 
collective agreements. Its slowdown may reflect 
a lagged reaction of contractual senlcmcnts 
to the deteriorating labour market conditions, 
which led to a decrease in the bargaining power 
of workers (sec Table 2). 

The annual growth rale of compensation per 
employee was 1.5% in the third quartcrof20!0, 
unchanged from 2009. Three types of activity 
displayed faster growth in compensation 
per employee, namely industry excluding 
construction, markel services involved in trade 
and transport, and market services relating to 
finance and business activities. In the other 
sectors, growth in compensation per employee 
declined (see Chart 26). 

As with negotiated wages, the annual growth 
rate of hourly labour costs slowed significantly, 
in contrast to what was witnessed in 2009, when 
increases in hourly wages remained elevated. 
The decline in hourly wage growth may simply 
partly reflect the impact of a higher number of 
hours worked, as longer hours worked do not 
necessarily resull in the higher compensation 
of employees in the context of various schemes 
(such as flexible time accounts and government
subsidised short-rime work schemes). The fall 
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Chart 26 Sectoral compensation per employee 
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in the annual growth rate of hourly labour costs 
in the course of 20 IO was driven by industrial 
ac1ivi1ies. In 2009 the latter sector cx.hibited the 
highest hourly wage growth and made the most 
intensive use of flexible time measures. 

Chart 27 Euro area labour costs 
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Chart 28 Decomposition of the GDP dellato, 
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Labour productivity growth per employee 
exceeded the gains in compensation per 
employee in the curo area, thus implying that 
unit labour costs fell and that profit margins 
increased. Annual labour productivity growth 
per employee rose 10 2.2% on average in the 
fir..1 three quarters of 20 10, compared with a 
drop of 2.3% in 2009. Given the developments 
in compensation per employee, unit labour costs 
fell by 0.5% in the year to the third quancr of 
20 I 0, compared with a rise of 3.9% in 2009 
(see Chan 27). Mirroring this decrease in unit 
labour costs, operating margins recovered, with 
the greater pricing power attested by the gradual 
increase in the annual growth rate of the GDP 
dcflator. This increase also reflected a positive 
contribution rTom the unit tax comp(ment rrom 
the second quarter of2010 (see Chan 28). 

RESIDENTIAL PROPERTY PRICES ROSE 
Euro area residential property prices, which arc 
not included in the HICP, increased by 2.4% in 
the year to the third quarter of 2010, following 
a decline of 2.9% in 2009 (see Chan 29). 
However, the overall increase since the start of 
20 IO masks divergent developments across euro 



Chart 29 Residential property price 
developments In the euro aru 
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area countries and regions, with some of them 
continuing to experience declining house prices 
in 2010. 

Table 3 Composition of real GDP growth 

(pcrecnlagC diangt'J., w,ku olMl'Wi:se 1Ddicatcd; ~ly adJIW«I) 

DEVELOPMENTS IN INFLATION EXPECTATIONS 
Data from professional forecastc-rs show that 
survey-based long-term inflation expectations 
(five years ahead) were close to 2.0%, judging 
from Consensus Economics. the Euro Zone 
Barometer and the ECB Survey of Professional 
forecasters. According 10 the laner, point estimates 
of inflation for 2015 by forecasters pooled by the 
ECB remained within a narrow range of 1.9% 
to 2% during 2010. Market-based indicators, 
such as break-even inflation r-Jtes derived from 
inflation-linked bonds and comparable rates 
extracted from inflation-linked swaps, also 
p0inted to finnly anchored inflation expec-tations. 

2.4 OUTPUT, DEMAND ANO LABOUR 
MARKET DEVELOPMENTS 

EURO AREA GOP RECOVERED IN 2010 
Euro area real GDP expanded by 1.9% in the 
year to the third quarter of 20 IO, following the 
severe contraction of 4.1 % in 2009 (see Table 3). 
The recovery in activity in 2010 stemmed 
from various sources. Firs~ euro area exports 
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were driven by the recovery in global activity 
and demand. Second, inventories contributed 
positively, especially in the first half of the 
year, as businesses slowed down the pace of 
destnck.ing. Third, domestic demand (excluding 
inventories) showed a modest recovery, with 
government consumplion continuing to grow, 
and private consumption and investment no 
longer contracting as they had in 2009, but rather 
growing slightly (in annual terms) in the third 
quaner of 2010. The improvement in private 
consumption and investment panly reflected a rise 
in confidence from the previously very low levels. 
The recovery in euro area economic activity 
has also been supported by the accommodative 
monetary policy stance and the measures adopted 
to restore the functioning of the financial system. 

RISE IN GDP PREDOMINANTLY SUPPORTED BY 
EXPORTS AND INVENTORIES 
The economic expansion of 20 IO was largely 
driven by exports and inventories. Government 
consumption continued to increase., while 
both private consumption and investment 
displayed moderate annual growth in the third 
quarter of 2010, after contracting in 2009. The 
positive contribution from inventories was 
mostly limited to the first half of the year, as 
finns decided to destock more slowly than in 
2009. Euro area exports benefited from the 
improvement in the external environme.nt 
associated with the easing of the financial 
crisis. This was reflected in stronger growth 
in both developed and emerging countries. 
The surge in foreign demand led to a panicularly 
sharp increase in exports in the course of 20 I 0. 
However, this did not result in a positive 
contribution from net exports overall, owing 
10 the increase in importS, which proceeded at 
a marginally faster pace. Private consumption 
and invcstmcnl resumed positive growth, but 
did not fully recover from the impact of the 
recent unprecedented financial tunnoil and the 
economic recession (see Chart 30). 

Growth in private consumption was positive, 
at 1.0% in the year to the third quarter of 
20 I 0, following the contraction of I.I% in 
2009. This recovery was supported by real 
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Chart 30 Contributions to quarterly real 
GDP growth 
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disposable income growth and a decrease 
in precautionary savings in view of reduced 
uncertainty, owing to the gradual stabilisation 
seen io the labour market. Wealth effects from 

Chart 31 Confidence indicaton 
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improving asset markets may have been another 
supporting factor (see Box 6). The increase 
in private consumplion was accompanied 
by improving consumer confidence in 20 I 0 
(sec Chart 3 I). While overall real disposable 
income cootributed to private consumption 
growth, the still weak labour market conditions 
were the main factor limiting the recovery 

Box 6 

EURO AREA HOUSEHOLD SAVING BEHAVIOUR 

During the 2008-09 recession the euro area 
household saving ratio rose sharply. On a 
four-quarter moving sum basis, the saving 
ratio peaked at I 5.2% in the fourth quarter 
of 2009, which was I .4 percentage points 
higher than at the start of the recession in the 
first quarter of 2008. In 20 IO the saving ratio 
subsequently declined, falling to 14.2% in the 
third quarter (see Chart A). This box reviews 
the factors that shaped saving behaviour in the 
euro area during the recession and ongoing 
recovery, and discusses the likely evolution of 
saving in the future. 

Theoretical motives behind household 
saving behaviour 

Theory suggests a variety of motives for 
household consumption and saving decisions, 
which can be difficult to disentangle. A key 
principle is that people base their consumption 
on the real income they expect to receive over 

in household spending. Private consumption 
was especially dampened by household 
demand for cars, which continued to decline. 
However, this decline masked considerable 
divergence between countries, which can, 
in part, be traced back 10 differences in the 
withdrawal from fiscal stimulus packages, 
in particular car scrappage schemes. 

Chart A Household income, consumption 
and uvlng 
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their entire lifetime. In this respect, household saving is a means of smoothing consumption in 
the race or variations in income, both over long horizons (ror example, by saving ror retirement) 
and over shorter periods (in case of temporary fluctuations in income). 

However, fluctuations in income may not be the only detcnn.inant of a change in saving 
ratios. The saving levels of some households are affected by developments in their financial 
and non-financial wealth, as increases in the value of their net asset holdings are an imp0rtant 
add.itional source of current and future purchasing power. They may also be affected by the 
degree of uncertainty surrounding future income (for example, in relation to employment 
prospects). This may lead households to hold higher cash reserves, which they can then use 

!(In Aunl hpon 
me , 



in the event of unexpected reductions in income - a tendency that is known as uprecautionary 

saving". Funhermore, household saving decisions are likely to be influenced by the decisions 
and actions of other economic agents. For example, changes in government finances can 
be an imp0rtant factor: an increase in government debt may cause households to behave in a 
''Ricardian" fashion, i.e. to raise their saving levels, at least to some extent, in anticipation of 
future tax liabilities. 

Recent developments in euro area household saving 

The ri.se in the saving ratio during the recession is not easy to reconcile with the notion of 
consumption smoothing in the face of a reduction in income. One key factor which may have 
influenced household saving decisions during the recession was unccnainty about future income 
prospects in the light of the financial crisis and the downturn in economic activity. Employment 
declined markedly during the recession and unemployment in the curo area increased. Job security 
was thus a panicular concern for households, pushing them to reduce their expenditure and 
supplement their precautionary savings. Since the end of the recession, however, the European 
Commission's consumer confidence indicator bas suggested that households have become more 
optimistic about the economic situation and, in particular, unemployment developments in the 
euro area. This is likely to be one reason why household saving rates feU during 20IO. 

It is also pnssible that household behaviour in the recent cycle was affected by changing 
expectations with regard to future income. Households may have come to expect a permanent 
decline in housing wealth as a result of the corrections in housing markets in many curo area 
countries. In addition, falls in equity markets during 2008 and early 2009 led to a marked drop 
in households' financial wealth. Both developments encouraged households to save more. 
Since then financial markets have rallied and the latest available information suggests some 
bottoming-out in house prices in the euro area as a whole. These two factors have contributed 
to a (year-on-year) rise in euro area households' net wonh (sec Chan B) since the final quancr 
of 2009 and may panly explain the declines in saving observed during 20 I 0. However, 
there may still be concerns about the state of 
balance sheets in some regions of the curo 
area. in particular those where asset prices 
and debt levels rose in the years prior to the 

Chart 8 Household net financial worth 
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some households to continue with higher rates 
of saving. 

A further source of uncertainty since the 

financial crisis began has been the implications 
of the large increases in government deficits. 
The operation of automatic stabilisers during 
the recession helped to cushion households' 
income, for example, through reduced taxes 
and increased transfers. Certain discretionary 
government measures, for example the 

subsidies on car purchases provided in 
many euro area countries, also encouraged 
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the overall implications for household saving rates would have depended on how households 
viewed the longer-term implications of government debt financing. The steep increase in 
government debt levels, as well as projections implying that deficits would remain high for a 
sustained period, may have heightened household concerns about the fiscal outlook. Future fiscal 
consolidation, either through tax increases or reduced government expenditure, affects household 
income in the years ahead, which may have encouraged households to build up their savings in 
advance. Such concerns may have been particularly prevalent during the periods of heightened 
uncertainty about sovereign debt in financial markets in early 2010 and also later in the year, 
perhaps pushing saving levels higher than they might otherwise have been. 

The oullook for household saving in the euro area 

Following the declines in household saving during 2010, further modest falls in the euro area 
household saving ratio arc expected in the future, with households being prompted to pare 
down their precautionary savings as the economic recovery gains traction and the labour market 
continues to improve. 

Nevertheless, uncertainty about the course of household saving remains high. On the downside, 
a faster than expected recovery might improve confidence, leading households to increase their 
consumption and reduce the amount they save. However, it is also possible that the level of 
household saving could remain persistently higher than before the downturn, if the en.sis has 
caused households to worry more than before about income prospects or pushed them to further 
rebuild balance sheets and reduce their debt levels - the adjustment over the past three years 
notwithstanding. In addition, following the bursting of bubbles in some asset markets, households 
may now have a less optimistic assessment of future wealth developments. Finally, savings may 
remain high if households are concerned about the implications for their future tax burden of 
the high levels of government debt and the large government deficits. Such concerns highlight 
how important it is that curo area governments provide credible fiscal consolidation strategics to 
correct the large fiscal imbalances that built up during the recession. 

Government consumption growth continued 
to support economic activity in 2010, but was 
more moderate than in 2009. The moderation in 
government consumption reflected consolidation 
cffons aimed at limiting the deterioration of 
government budget balances. 

Annual growth in total lixed investment has been 
on the rise, reaching a positive figure in the third 
quarter of 20 I 0. Firms returned to expansion 
plans, given better business prospects, improving 
order books and easier access to financing. 
This notwithstanding, the speed of 1he recovery 
in investment has been rather limited. Growth in 
construction investment was muted, reflecting 
housing market adjustments in a number of 
euro area countries, following the steep declines 

in house prices seen over the 2009 recession. 
Non-construction investment remained subdued, 
as this component was constrained by ongoing 
balance sheet restructuring and a slow increase 
in capacity utilisation. 

Inventories played a prominent role in 
explaining the improvement in real GDP growth 
in the first half of 20 I 0, They contributed to the 
quarterly rise in GDP in the first and second 
quarters of 2010 by an estimated 0.7 and 
0.4 percentage point respectively. Behind the 
activity observed in the first half of 20 IO were 
decisions by businesses to destock more slowly 
than in 2009, with the impact being felt in faster 
deliveries along the supply chain. National 
accounts data suggest that the improvement in 
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inventories lost considerable momentum in the 
third quaner of the year, when this component 
of aggregate demand contributed 0.1 percentage 
point to quaner-on-quaner real GDP growth. 

Euro area cxportS of goods and services 
increased sharply, by 11.3% in the year to the 
third quarter of 20 I 0, reversing a large fraction 
of the losses incurred in 2009. This increase 
was supported by both intra and extra-curo 
area trade, and can be traced back to the strong 
recovery i.n levels of global activity as the 
tensions arising from the financial crisis cased. 
Given that imports also increased sharply, 
the overall contribution to quarterly GDP 
growth from net exports turned out to be 
slightly negative over the first three quarters 
of 2010, with small positive contribut.ions 
registered in both the second and third 
quarters. The increase in imports and exports 
was relatively broad-based across major 
product categories, with intermediate inputs 
displaying particularly large percentage rises. 

INDUSTRIAL PRODUCTION RECOVERED 
Taking a sectoral perspective, the expansion in 
output was predominantly driven by industrial 
activity, with value added in industry (excluding 
construction) rising by 5.2% in the year to 
the third quarter of 20 I 0, compared with an 
increase of 1.7% for market-related services and 
a decline of 3.1% for construction in the same 
period. Capacity utilisation in the manufacturing 

sector increased to 76.8% in 20 IO as a whole 
(according to survey data). 

Output of intermediate goods recovered 
panicularly sharply in reaction to the slower 
speed of destocking along the supply chain. 
Production of capital goods also rose sharply, 
benefiting from stronger external demand and, 
to a lesser extent, improving domestic economic 

prospects (sec Chart 32). Construction output 
continued to contract, owing to housing market 

adjustments in a number of euro area countries. 
Overall, adverse developments in the residential 
construction sector have more than outweighed 
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Chart 32 Industrial production growth 
and ,ontrlbutions 
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the contribution of infrastructure projects put 
forward by governments. 

LABOUR MARKET CONDITIONS EVENTUALLY 
STABILISED 
Following a sharp deterioration in 2009, 
conditions in the euro area labour markel began 
to stabilise in the course of2010 as employment 
stopped falling and the rise in unemployment 
rares lost momentum. 

Euro area employme-nt (measured in terms 
of the number of persons employed) was, on 
average, flat in the first three quarters of 20 I 0, 
marking a considerable improvement from 
the fall of 1.8% in 2009 (see Table 4). During 
the 2009 recession, many firms preferred 
to hoard labour rather than face the costs 
(in tenns of human capital lost or severance 

pay) associated with dismissing workers. 
Since a large proportion of the employment 
adjustment seen in 2009 took the form of cuts 
in the number of hours worked per person, the 
improvement over 20 IO was greater in terms 

of total hours worked than the number of 



Table 4 labour market developments 
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persons employed (see Box 7, which compares 
recent labour market developments in the euro 
area with those in the United States). Labour 
productivity rose strongly (per hour worked, 
and even more so per person), contributing to 
a rise in the profitability of businesses in 1he 
context of muted wage developments. 

From a sectoral perspective, data for persons 
employed up to the third quarter of 2010 
indicate that employment gains in 2010 took 
place in some services activities, namely public 
administration and market-related services 
relating to finance and business. These gains 
were offset by employment losses in agricultural 
activities, industry and markel services 
associated with trade and transport. Among 
industrial activities, the most severely affected 
sector was construction. 

The unemployment rate averaged 10.0% 
in 2010, up from 9.4% in 2009, with the 
monthly increases in this indicator having 
lost momentwn since the second quarter of 
the year. Developments in the unemployment 
rate were fairly similar throughout the e.uro 
area, if subject 10 a number of country-specific 

features. Moreover, the average monthly rise 
in the number of unemployed persons fell 
markedly from the figures registered in 2009 
(see Chart 33). 

Chart 33 Unemployment 
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RECENT LABOUR MARKET DEVELOPMENTS IN THE EURO AREA AND THE UNITED STATES: THE HAIN 
DIFFERENCES AND A HISTORICAL PERSPECTIVE 

The latest recession, which was characterised by a severe slowdown in economic activity 
relative to previous recessions, significantly affected labour markets on both sides of the 
Atlantic. Job losses were spread across a number of sectors of the economy, some of which, 
such as construction and financial services, were hit particularly hard in both the euro area and 
the United States. Total hours worked declined sharply in both economic areas, although in the 
United Stales a significant pan of the adjustment look place via job shedding, whereas in the 
euro area a reduction in the average number of hours worked per week played a relatively major 
role. 1 While labour force panicipation remained fairly stable in the euro area, owing 10 labour 
hoarding, it declined markedly in the United States, as many workers who lost their jobs have 
left the labour market, reflecting the lack of employment opp0nunities. 

This box reviews recent labour market developments in the euro area and the United States by 
discussing the evolution of selected indicators in the course of the recent recession, compared 
with previous downturns since the early l 970s and the current recovery. 

Strong adjustment in employment during 
the recession 

During the recent recession, euro area 
employment fell by around 2. 7 million 
(see the chan). or 0.8% (2.1 % in terms of 
total hours), as shown in the table. This 
was associated with a 3.0% decline in 
real GDP,' which implies an elasticity of 
around 0.25 (or 0.7 in terms of hours). 
In other words, for each percentage point 
drop in GDP. employment in the euro area 
fell by 0.25 percentage point The elasticity 
of employment to GDP for the euro area 
aggregate masks considerable heterogeneity 
across countries, with Spain and Germany 
at the two ends of the spectrum, having an 
elasticity of2.2 and 0.1 respectively.' Job losses 
persisted in the curo area, even as the economy 
staned to recover, until the end of 2009. 
The impact of the downturn on employment 

Euro area and US employment developments 
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was significantly stronger in the United States, where the level or employment (measured as 
civilian employment) declined by about 5.9 million in the course or the recession.• The 2.8% 
decline in employment in the United States (4.2% in total hours) was associated with a 2.7% 
decline in GDP, which translated into an elasticity of employment to changes in output or I 
(1.5 in terms orhours). 

Compared with previous recessions sinec the early 1970s, the elasticity or employment to output 
was broadly in line with historical standards in the United States, but it turned out to be much lower 
in the euro area. In tenns or hours worked, it was broadly comparable with previous recessions in 
the United States and, to a lesser extent, the eu.ro area. The ehaoge in the employment resp0ose io 
the euro area partly reflects the very extensive use of shorter working hours schemes instituted in 
a number or euro area countries in a direct attempt to safeguard employment. 

The recent recession has, however, had an impact on the labour market beyond the fall in 
employmeot. The euro area unemployment rate rose from 7.2% in the first quarter of 2008 
to 9.3% at the end of the downturn in the second quarter of 2009, its highest level since the 
third quarter or 1998. It increased even more dramatically in the United States, by around 
5 percentage p0in1S from peak to trough, reaching 9.5% in the second quarter of 2009. In addition, 
while the labour force participation rate in the euro area was fairly stable by historical standards, 
in the United States it declined significantly more than in previous reecssions, suggesting that 
the rate of unemployment may understate the degree of slack in the labour market. Moreover, 
the sustained increase in unemployment translated into an increase in the share of total 

4 The corresp,ooding figure from peak 10 troogb in cmploymct1t (i.e. bdwCC!l the last quarter of 2007 and the J.ast qlWtcr of 2009) 
wu ck,se, IQ 8 mmk:m. 
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unemploymenl held by those unemployed for longer than six months to levels which are 
exceptionally high by US standards, i.e. around 30% of the tolal number of unemployed. 
The share held by long-term unemployment has historically been much higher in the euro area 
than in the United Stales, bu1 remained broadly unchanged in the reeent recession at almost 
59%. Over the recent recession, unit labour costs rose by 4.4% in the euro area (as. owing to 
labour hoarding, labour costs did not decrease as much as value added), a much faster pace 
than the I. 7% recorded for the United Slates, where employment downsizing led 10 a surge in 
productivity and labour cost growth slowed substantially.' 

Modest employment gains at the start or the recovery 

Although it is too early 10 pass judgcmcnl on the currcnl recovery from a labour marke1 perspective, 
it is nevertheless interesting to note some characteristic features of the ongoing adjustments. 
As expected, given the typically lagged response of the labour market 10 a rise in economic activity, 
the deterioration in the performance of the euro area labour marker has? to some extent, continued 
in the cll!Tent recovery. Employment fell by 3.7 million between the second quarter of2008 and 
the end of 2009. According to data from the EU Labour Force Survey, euro area unemployment 
fell to 9.8% of the 1otal labour force in 1he third quarter of 2010, slightly below the peak observed 
in the first quarter of the year. Other signs of improvement emerging in I.be euro area are the 
posilive growth in hours worked, as well as the reversal of the rise in uni I labour cos1s. The US 
labour marke1 situation started to improve a1 the beginning of2010 (six months after the start of 
the recovery), with modest gains in employment and a slight decline in the unemployment rale. 

The improvement in the labourmarkeis is also reflected in developmenlS in Iota! hours worked, both 
in the euro area and the United States (see the table). The unemployment rate in the United States 
did not decline until the first quarter of 2010, and has since remained broadly stable. 
By contrast, it has continued to increase in the euro area, albeit at a slower pace in recent quarters. 
This is indicative of the slow improvement in the labour markcl, in which job creation is currently 
not sufficiently strong to reduce the number of unemployed persons. Another aspect pointing to 
the sluggishness of the labour market recovery is the fact that the labour force participation rate 
has remained low. This is especially true in the Uni1ed Stales, although there have been signs of 
stabilisation in the last few months. At lhe same time, the share of total unemployment held by 
those out of work for over six months bas continued to grow, reaching historically high levels in 
both the euro area and the United States (65% and just under 45% respectively - see the table). 
In both cases, while the origin of this rise is mainly seen as cyclical, i1 implies a de1erioration in 
human capital, which may increase structural unemployment. 

Overall, there have been some differences between labour market developments in the euro 
area and those in the United States. Firstly, allhough the decline in activi1y was more marked 
in the euro area than in lhe United States, the adjustment in the US labour market has been 
more pronounced. With regard to labour input i.n particular, the adjustment in the euro area was 
more to do with the number of hours worked per person than the number of persons employed -
partly due to the extensive use of shorter working hours schemes - while in the United States 
it was, in relative terms, mainly accounted for by changes in the number of persons employed. 
Secondly, given the magnitude of the fall in output, the. adjustment in the curo area can be seen as 
less marked than that observed in previous recessions, particularly regarding employment losses. 

5 F« • detatled comparison or w-age dc\·clopmmts in the curo aru and the United Sa.tcs. see the box entitled ··wage Ocm:lopmmts in 
lhe ewo area and chc-United States during lht recm, ccooomie~"1lll.lm: acompanui'o'C anal_ysis'".M01tlhfy Bulktr'1t. ece. May 2010. 
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By contrast, the US labour market has shown much larger declines in labour force participation 
and significant increases in the duration of unemployment, while employment losses were 
broadly in line with previous recessions, afier taking into account the depth of the fall in activity. 
Despite a less pronounced deterioration in the labour market, the prop0rtion of those unemployed 
who have been out of work for more than six months bas now reached exceptionally high levels 
in the euro area, which calls for an etTective p01icy resp0nsc. Unless this is addressed in a timely 
manner by active labour market p01icies and measures to promote lifelong learning, the risk of 
human capital erosion associated with long spells of unemployment may lead to an increase in 
structural unemployment. This would make it difficult to bring unemployment back down to 
pre•recession levels as the recovery matures. 

2.S FISCAL DEVELOPMENTS 

STABILISATION OF EURO AREA GOVERNMENT 
DEFICIT IN 2010 
The shock of the recent financial and economic 
crisis resulted in sharp increases in government 
deficit-to-GDP and public debt-to-GOP ratios 
and, in 20 I 0, financial market participants 
questioned the sustainability of public finances 
in some euro area countries. In response 
to the unfolding sovereign debt crisis and 
negative spillover ctTects, the most atTected 
countries implemented additional consolidation 
and structural refonn measures to restore 
credibility. The crisis showed that ensuring 
sound public finances is a prerequisite for 
overall macroeconomjc and financial stability. 

Following two years of sharp deterioration in 
budgetary positions, the aggregate government 
deficit fortheeuro area stabilised in 2010, although 
deficit levels varied greatly among countries. 
According to the European Commission's 

autumn economic forecast, published on 
29 November 2010, the eurn area average general 
government deficit ratio in 20 IO was unchanged 
from 2009 at 6.3% of GDP (see Table 5). 
The stabilisation of the budget deficit was in 
part driven by a rebound in government revenue 
growth in a context of stabilising macroeconomic 
conditions, following the strong decline in 
revenues in 2009. At the same time, growth 
in government expenditure slowed down, as 
the phasing--0ut of fiscal stimulus measures 
implemented since end-2008 and new fiscal 
consolidation measures otTset the still relatively 

strong growth in social payments, capital tranSfers 
and interest payment$. The expenditure restraint 
was particularly pronounced in government 
investment and compensation of govcmrncnl 
employees, with cuts in public employment as 
well as wage freezes or cuts in several counaies. 
In terms of ratios to GDP, both total government 
revenue and total government expenditure were 
broadly unchanged from 2009, at 44.4% and 
50.8% respectively. 

The Commission's autumn 20IO fiscal forecasts 
are, for moSI countries, more favourable tha.n 
the estimates presented in the updated stability 
programmes, which were submitted between 
December 2009 and March 20 I 0. The latter 
pointed to a higher deficit for the eurn area as 
a whole, amounting to 6.6% of GDP in 20 I 0 
against 6.3% presented by the Commission 
(see Table 5). In many cases, the more favourable 
forecasts of the Commission rcftect stronger than 
previously expected economic growth feeding into 
higher wt receipts, while in the ease of Portugal 
the fulfilment of the new government target is 
mainly attributable to a sizeable one--0ff measure, 
namely a transfer of the Portugal Telecom pension 
fund to the civil servants' pension system. 

However. for some countries, the European 

Commission deficit forecasts arc substantially 
higher than expected in the stability programmes 
or in the governments' updated targets. 
This is the case for Slovakia, owing to lower 
than expected revenues, but also for Greece and 
Ireland, which faced particularly large budgetary 
imbalances in 20 IO. 
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Table 5 fiscal positions In the euro area and euro area countries 

(asapcrcc:ota,gc of GDP) 
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ln Greece, persistent government deficits 
and high debt, misreporting of fiscal data up 
until 2009, as well as a postponement of much 
needed economic and social reform, severely 
undermined the credibility of !be authorities. 
Greece increasingly faced rising borrowing costs 
and severe funding difficulties and, at the end of 
April, the government had to request financial 
support from the euro area countries and the 
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IMF. This support was granted subject to strong 
conditionality under an ambitious economic, 
financial, fiscal and public governance reform 
programme. Following a strong start, including 
major fiscal adjustment as well as pension and 
labour market reforms, several challenges arose 
in the programme implementation in the second 
half of the year and some structural refonns 
experienced delays. In particular, the cany-over 



effect of the statistical upward revision of 
the 2009 government deficit, as well as revenue 
shortfalls and an accumulation of arrears by 
social securily funds, is likely to have led to a 
higher than targeted 20 IO government deficit 
in ESA 95 terms. For 201 I the authorities have 
adopted additional consolidation measures 10 

fully compensate for the ground lost in 2010 and, 
as such, the programme remains broadJy on track. 
However, additional measures in the amount of 
around 6% of GDP still need to be specified for 
subsequent years to meet the objective of reduci.ng 
the government deficit to below 3% of GDP by 
2014. Moreover, further ambitious effor1S in the 
area of structural refonns are necessary. 

In Ireland, the wide-ranging fiscal consolidation 
measures adopted by the government could 
not halt the deterioration of the fiscal situation, 
wb.ich reflects a combination of a weak 
underlying fiscal position, severe structural 
problems in the banking sector and a strong 
exposure of public finances to the financial 
sector. The very large deficit increase was panly 
caused by a steep decline in tax revenues on 
account of severely worsened cyclical conditions, 
a large fall in domestic demand and a reversal 
of past property-related tax revenue windfalls 

following the bursting of the housing bubble. 
tn addition, exceptional government assistance 10 

the banking sector drove the government deficit 
to above 30% of GDP. AJ; market confidence 
declined, the Irish government had to apply, in 
November, for EU-IMF financial assistance, 
subject to strong policy conditionalily. 
The associated adjusiment programme is based 
on a four-year fiscal consolidation and structural 
refonn plan, including a major restructuring of 
the banking sector. The objective is to reduce the 
government deficit to below 3% of GDP by 2015 
and to restore confidence in the sustainability of 
public finances in Ireland. 

Ultimately, nearly all euro area countries 
recorded a deficit above the 3% of GDP 
reference value in 2010. By the end of 2010, 
15 euro area countries were subject to an excessive 
deficit procedure, with deadliaes for reducing 
deficit ratios to below the reference value of 3% 
of GDP ranging from 2011 to 2015 (sec Table 6). 

The euro area government debt ratio again 
rose considerably in 2010, albeit at a slower 
pace than in 2009. According to the European 
Commission's autumn 2010 forecast, the euro 
area average government debt-to-GDP ratio 

hble 6 Excessive deficit procedures in the euro aru countries 
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increased from 79.2% in 2009 to 84.2% in 20 I 0, 
as a consequence mainly of high deficits and 
to a lesser extent of the support provided to the 
financial sector and Greece. UnJike in previous 
years, in 2010 the increase in the debt ratio 
was less than that implied by the level of the 
deficit. The reason for this was that stock-flow 
adjustmentS, which, although lower, were still 
Ulcreasing the level of debt, were more than offset 
by the impact of nominal GDP growth on the 
denominator. That sai~ debt ratios were above 
the reference value of 60% of GDP at the end of 
20 IO in 12 out of I 6 euro area countries, and well 
above I 00% of GDP in Greece and Italy. 

Despite the improvement in the fiscal outlook 
compared with earlier expectations for a number 
of countries, the euro area fiscal situation 
remains precarious. This bas contributed to 
heightened tensions on the government bond 
markets. Concerns in the financial markets 
as reflected in government bond yields even 
intensified in 20 IO and early 2011 in the case 
of some countries experiendng panicularly 
adverse fiscal developmentS (see Section 2.2 of 
Chapter I for an analysis of government bond 
market developments). 

It is particularly difficult to distinguish between 
the cyclical and structural factors underlying 
the budgetary developments because of 
uncertainty regarding the identification of trend 
growth and the output gap in real time. Despite 
this uncertainty, according to the European 
Commission, the cyclical component of the 
deficit improved in 20 IO for the first time since 
2007. The fiscal stance for the euro area, in 
terms of the change in the cyclically adjusted 
primary budget balance (corrected ror the 
exceptional bank recapitalisation measures in 
Ireland), is assessed to have been broadly neutral 
in 20 I 0, thereby initiating a reversal from the 
expansionary stance in 2008-09 to an expected 
tightening in 20 I I. 

FISCAL CONSOLIDATION EXPECTED IN 2011 
In 201 I some improvement is expected in the 
euro area fiscal situation, though it is anticipated 
that the deficit will remain elevated. According 
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Chart 34 Fiscal developments in the euro 
area 
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to the European Commission's autumn 20 I 0 
economic forccastS, the average general 

government deficit ratio in the euro area will 
decline by 1.8 percentage points to 4.6% of GDP 
(see Chart 34). The euro area average revenue 
ratio is projected to increase by 0.4 percentage 
point of GDP, whereas the primary expenditure 
ratio is anticipated to fall by 1.5 percentage 
points of GDP, reflecting mainly consolidation 
measures. and the euro area average interest 
expenditure ratio should rise by 0.1 percentage 
point of GDP. An overall improvement in the 
euro area budgetary position should result mainly 
from a tightening of the fiscal stance, while the 
impact of the economic cycle is judged likely to 
be ravourable but small. Despite the expected 
improvement in the aggregate budgetary 
position, few curo area countries - notably 
Germany, Luxembourg, Malta and Finland - are 
expected to have govcmmcnt deficits at or below 
the rererence value of 3% of GDP in 20 II. 
The average government debt ratio in the euro 
area is projected to continue to rise in 2011, by 
2.4 percentage points, to 86.5% of GDP, with 
debt ratios exceeding 100%, of GDP in three 
countries, namely Belgium, Greece and Italy. 



In Ireland, the consolidation measures Iha! 
were adopted after the cu1--0ff date for the 
Commission's forecasts are c,pcctcd to keep the 
debt ratio below I 00% of GDP in 2011. 

COMMITMENT TO FISCAL CONSOLIDATION 
ESSENTIAL 
On account of the still precarious fiscal situation 
in a number of countries, the commitment 
10 fise.11 consolidation needs 10 be sustained. 
The fiscal consolidation set out in 2011 budgets 
is a first step in the right direction. However, the 
scale of the present fiscal challenges requires 
an ambitious multi-year consolidation effort 
in most countries. Not least given the sharp 
increase in expenditure ratios during the crisis, 
a strong emphasis on structural expenditure 
cuts, including a systematic reassessment of 

Box 8 

the scope of public spending and the quality 
of public finances, appears warranted in many 
countries. This is all the more necessary in the 
light of the current severe fiscal imbalances: 
high sovereign debt ratios and the prospect of 
a lower trend growth rate make more acute 
the budgetary risks related to any further bank 
restructuring and the projected future costs of 
population ageing associated with unfunded 
public pension systems and healthcare. 
A credible and comprehensive reform strategy 
also helps to sustain market confidence, which 
could be particularly important in countries with 
vulnerable fiscal positions. Moreover, such a 
strategy is likely to have a favourable impact 
on financing conditions in the longer run lhal 
will offset the short-term costs in terms oflower 
economic growth (see Box 8). 

MACROECONOMIC COSTS AND BENEFITS OF FISCAL CONSOLIDATION 

Government deficit-to-GDP and debt-to-GDP ratios have increased significantly during the 
economic and financial crisis. Part of this increase is due to the automatic cyclical response 
of government revenue and spending to macroeconomic developments and to other transitory 
factorsJ such as temporary fiscal stimulus measures or government transfers to shore up the 
banking sector. HoweverJ the crisis has led to a substantial downward revision of most estimates 
of potential output, along with some losses in ta< revenues (e.g. linked to property transactions), 
which may be viewed as permanent. For this reason, the bulk of the government deficits built 
up during the crisis should be considered as structural. This implies that substantial fiscal 
consolidation in the coming years is needed to put public finances on a sustainable footing. 

It is widely accepted that fiscal consolidation is beneficial for economic growth in the long 
run. A reduction in government financing needs leads to lower long-term interest rates, thereby 
improving the financing conditions of the private sector and stimulating productive investment. 
For the government, a lower level or debt and associated interest payments frees up resources to 
reducedistortionary taxes and finance more productive expenditure. Moreover, with sound fiscal 
positions, households and firms can have confidence in the government's ability to help attenuate 
economic fluctuations through the operation of automatic stabilisers. Empirical studies across a 
wide range of industrial countries and time periods provide evidence of the growth-inhibiting 
effects of high government debt. 1 

I The ,;,on-clalioo t,c,we,m higJi dd>4. and lo1•1ct &J0",1-"'1h is cstabli~ for 11 ~·cry loag time paiod by Reiobart. c.M. Uld Rogoff, K.S,. 
''(irowtl'I In • time of debt .. , W°()T!ing Papa-!k,i~.,. 1''o 1$639, N:i1i<mal 81.1rea.1.1 of F~c Research,, :2010, F'-"" 1bc C'\U'O art:i., 

C<"OOOmetric e-vidm:c is prescn1cd by Cli«:bc:ritli, C. aoo Rother, P .. "'The impact ofhigb Uld growing dcb4 on «onomic gro,,r.1h; 11t1 

C'lrlplneail inves,tig&tion ror the t\ltO area", W1;>,..tf11"g Pap('.r S«ia. No I ?37. ECO, 2010. 
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By contrast, fiscal consolidation is usually characterised as having a dampening effect on 
economic growth in the shon run. Cuts in government consumption and investment directly 
reduce aggregate spending, while higher taxes and lower government transfers reduce the 
disp0sable income of households and 6,ms. Most empirical evidence points to tax and spending 
multipliers which are positive in the shon to mediwn run, albeit declining over time. This is also 
reflected in the standard structural economic models used to analyse the economy and make 
economic predictions for the short to medium tenn.i However, under certain circumstances -
panicularly when fiscal tightening implies moving from a (near) unsustainable to a (more) 
sustainable fiscal position - it is possible that the traditional shon-run "Keynesian" effects 
of fiscal consolidation are significantly dampened or even reversed. The theoretical case for 
Hoon-Keynesian" effects in the short run rests oo the idea that spending cuts or tax increases may 
lead to an immediate offsetting increase in private consumption and investment if they give rise 
to the expectation of lower taxes - and thus higher disposable income - in future. This idea is 
closely related to the theory of ·Wcardian equivalence", according to which a rational private 
sector should internalise the government's budget constraint. 

Notwithstanding the difficulties involved in disentangling the impact of fiscal policy on the 
economy from other factors, there is lillle empirical evidence to suggest that non-Keynesian 
effects are dominant in normal economic tjmes. The evidence nonetheless suggests that any 
negative short-run effects of fiscal consolidation on economic growth are likely 10 be much 
more muted when: i) the starting fiscal p0si1ion is panicularly precarious (giving rise to financial 
market concerns and high risk premia), ii) the private sector does not face credit constraints 
(so households and finns arc able to smooth their consumption and investment over time), 
and iii) a favourable impact of fiscal consolidation on inflation - and inflation expectations -
allows for a more accommodative monetary (and exchange rate) policy. 

However, empirical work based on data samples covering more "benign" periods are unlikely 
to be a good guide for considering the impact of fiscal consolidation in the wake of a sovereign 
debt crisis.' A loss of confidence in public finances would affect the holders of government debt, 
such as banks, pension funds and individual investors, and thereby undennine financial stability 
and the outlook for the real economy. In these circwnstances, it is simply not a viable option not 
to announce and start to implement significant fiscal adjustment. The counterfactual approach 
of inaction in periods of high fiscal stress is not a sustainable alternative, since financial market 
tensions would escalate, in all likelihood providing a much worse growth outcome than that 
resulting from fiscal consolidation. Indeed, postponing necessary fiscal consolidation only serves 
to amplify difficulties, possibly entailing a need for untimely harsh consolidation in the context 
of foregone opponunities to create needed fiscal space.' 

2 See 1be u1kk en1ld.«1 ~ ~rrwl,·eoess or airo are.1 fl#tl Poll des•. J.1"111/Jy B"llrtin, £C8, J\J.ly 2010. 
l FCN' a diseussioft. sec Rothtt, P_, Sd1ulmN:ht, Land Swt. J., '"The bt:ncfili of Meal N11150licb.1ion in unehanod waltt'S". D«aJlontil 

Papv-!x!riu, No Ill, ECS,2010. 
4 The ConcqM of fiscal spatt, Md ilS implicaliOM fo, ckbt S1JS1ait1abilit)' and/or 1be O!lk"I. c,f criMI_ is Oldli~ ill Ostry et al~ 

"Flsc-al ~~. Slqff Poslti()t#I Nott!, No l0IM I. IMF, Sq>tembtr 2010, 

The fiscal p0licy provisions of the Treaty and the deadlines and targets set in ECOFIN Council 
Stability and Growth Pact arc essential to guide recommendations, implementing all the planned 
policy-makers and underpin the trust of the public measures and being prepared to take additional 
and offinancial markets in the fiscal policies of measures to meet targets if necessary. In this 
EMU. Governments must strictly adhere to the regard, the measures that have been announced 
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but not yet sufficiently specified should be 
presented in more detail. Moreover, countries 
with an improved macroeconomic environment 
should use the opportunily to correct excessive 
deficits before the deadlines. Subsequently, they 
should strive to move quickly towards their 
medium-tenn budgetary objectives, to create the 
fiscal space needed to tackle known challenges 
and also be well-positioned to cope with any 
unforeseen budgetary deterioration. 

A strong political commitment to improve the 
sustainabili1y of public finances, along with 
structural reforms addressing macroeconomic 
imbalances and weaknesses in the banking 
sector, is essential, not least because it provides 
an anchor for expectations. In the current 
context of heightened euro area sovereign 
strJins, with lhe risk of spillover effects, it is 
essential that all countries attain and maintain 
sound fiscal positions to avoid any additional 
risks to financing conditions. 

2.6 EXCHANGE RATES AND BALANCE 
OF PAYMENTS DEVELOPMENTS 

THE EFFECTIVE EXCHANGE RATE OF THE EURO 
DECLINED DURING THE YEAR 
Exchange rate developments in 20 IO were to a 
large extent shaped by the economic recovery, 
fiscal conditions and monetary policy around the 
world. Developments were somewhat volatile 
in many advanced economies, as the economic 
recovery was still vulnerable and dependent on the 
support offiscal and monetary policies. In the first 
ha] f of the year the euro depreciated against several 
major currencies (see Chart 35), reflecting rising 
concerns about the sovereign debt situation in 
some euro area countries. This uncertainty also 
resulted in an increase in the implied volatility of 
the curo exchange rate against major currencies 
in May and June (sec Chart 35). In the second 
half of 2010 the euro rebounded, amid some 
volatilily, owing mostly to the alleviation of 
concerns about sovereign debt, as well as more 
positive than expected macroeconomic news 
for the euro area. The overall appreciation 

Chart 35 Patterns in exchange rates and 
implied nlatilitiu 
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was driven mainly by developments in the 
USO/EUR exchange rate. In the course of 20 I 0 
the euro depreciated by 8.2% in effective terms as 
measured against the currencies of 20 of the euro 
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area's imponant trading partner.; (see Chan 36). 
As a consequence, lhe average level oflhe nominal 
effective exchange rate in 2010 was 6.3% lower 
compared wilh 2009. In 20!0 lhe euro stood 5.5% 
higher lhan lhe historical average since 1999. 

On 3 I December 20 IO the euro traded at 
USD 1.34, 7.3% lower than al the beginning of 
20 IO and 4.2% weaker lhan its 2009 average. 
The depreciation of lhe euro vis-a-vis the 
US dollar in the fir.;t half of 2010 was driven 
by a stronger macroeconomic recovery in the 
United States lhan in lhe euro area in early 2010. 
In the second half of2010 the euro strengthened 
against the US dollar in response to lhe approval 
by the US authorities of an additional economic 
stimulus. 

In the first half of 20 IO the curo also continued 
to depreciate vis-it-vis the Japanese yen, 
completely rcvcr.;ing its appreciation in 2009 
(see Chart 35). Throughout the remainder 
of 20 IO the bilateral JPY /EUR exchange 
rate fluctuated within a rather narrow range, 
with the curo trading between JPY I 05 and 
JPY 115. On 31 December 2010 the euro 
traded at JPY I 08.65, 18.4% lower than at the 
beginning of the year and 16.7% below its 
average for 2009. Volatility in lhe JPY/EUR 
exchange rate increased sharply in May and 
June 20 I 0, before declining in the second half 
of 2010. 

In 20 IO the euro depreciated against lhe pound 
sterling by 3.1 %, from GBP 0.89 to GBP 0.86. 
The euro depreciated against the pound sterling 
in the first half of 20 IO amid market concerns 
over fiscal sustainability in some euro area 
countries. In the second half of the year the curo 
recovered some of the earlier losses. By the end 
of 20 IO lhc curo bilateral exchange rate against 
the pound sterling was still above its historical 
average since 1999, owing to the appreciation 
that occurred in 2008 and early 2009. 

In 20 IO the euro depreciated against the Swiss 
franc by 15.7%. Until June 2010 the depreciation 
was moderated as a result of interventions by the 
Swiss National Bank. In the second half of20 I 0 
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the curo further depreciated against the Swiss 
franc significantly, amid some volatility. 

Between the beginning of the year and 
31 December 20 IO the euro depreciated against 
the Canadian dollar (by 11.9%), the Australian 
dollar (by 17.9%) and the Noiwegian krone 
(by 6.0%), mainly owing to positive interest rate 
differentials vis-A-vis the curo area. The curo 
also depreciated against the Asian currencies that 
are linked to the US dollar, namely the Chinese 
renminbi (by I 0.3%) and the Hong Kong dollar 
(by 7.0%). The euro also depreciated vis-al-vis 
the Korean won (by 10.7%). 

The real effective exchange rate of the curo based 
on different cost and price measures declined 
in the first half of 2010 and stabilised thereafter 
(see Chan 36). By the end of2010 the values of 
the real effective exchange rates were very close 
10 their historical averages since 1999. The real 
effective CPI-deflated exchange rate was, on 
average, 6.9% weaker in 2010 than in 2009. 



THE CURRENT ACCOUNT DEFICIT INCREASED 
SLIGHTLY IN 2010 
In 20 IO the current account of the euro area 
recorded a deficit of €56.4 billion (or 0.6% of 
euro area GDP), compared with a deficit of 
€51.4 billion in 2009. These devclopmCnlS 
resulted from a decrease in the deficit in the 
income balance of€18.6 billion, while the trade 
balance in services remained somewhat stable 
(see Chart 37). However, the trade balance in 
goods worsened during 20 I 0, counterbalancing 
the improvement in the income balance. After 
the rebound in trade in early 2009 and the 
improvement in the trade balance over 2009. the 
goods balance continued to regist'er a surplus 
in 2010 that was €16.2 billion lower than the 
surplus recorded in 2009. Finally, the deficit 
in the current transfers balance deteriorated by 
€8.2 billion in 2010. 

Y car-on-year growth rates in euro area goods 
exports followed global trends in trade. They 
reached a peak in the first half of 20 IO and 
then gradually decelerated. The most important 
driver of the export expansion in the first half of 
the year was the strong foreign import demand 
owing to temporary factors such as fiscal policy 
stimuli and the inventory cycle. However, the 
global slowdown in economic activity and the 
gradual fading-out of these temporary factors 
in the second half of 20 IO contributed to the 
moderation of export growth rates. The growth 
in curo area exports continued to be supported 
by exports to Asia and OPEC, which continued 
to rise throughout the year (see Chart 38). 
While exports to the United States and the 
United Kingdom rose in the first quarter 
of 2010, they remained subdued thereafter. 
Meanwhile, the depreciation of the euro and 
the associated positive impact on euro area 
export price competitiveness in 2010 somewhat 
boosted foreign demand. 

Developments in euro area goods importS 
in 20 IO followed a similar path to those 
observed for cxportS. Y car-on-year growth in 
import volumes continued to increase, peaking 
in the second quarter and moderating in the 
third quarter of 20 I 0. This reflected subdued 

Chart 37 Current account balance and Its 
components 
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developments in curo area domestic demand 
over the second half of the year. The reliance of 
curo area exportS on imported inputs continued 
to boost euro area imports. Rising import prices 
also contributed to the increase in import values 
throughout the year. The higher import prices 
were partly due to the increase in oil prices seen 
throughout the year, which contributed to a 
widening of the oil trade deficit to €169.6 billion 
in the 12-month period to November 20 I 0, well 
above the level of €132.1 billion registered a 
year earlier. 

NET INFLOWS IH COMBINED DIRECT 
AHO PORTFOLIO INVESTMENT DECLINED 
MARKEDLY IH 2010 
In the financial account, the euro area experienced 
net inflows of€ I 11.2 billion in combined direct 
and pon-folio investment in 20 I 0, compared 
with net inflows of€190.3 billion a year earlier. 
This reduction was primarily the result of 
a significant decline in net inflows in debt 
instruments (by €72.9 billion) and, to a lesser 
extent, of an increase in net outflows in foreign 
direct investment (FD!) (by € 11.4 billion). This 
was partly offset by higher net inflows in equity 
instruments (by €5.1 billion; sec Chart 39). 

As regards portfolio investment, quarterly 
developments were very volatile in 20 I 0, 
with market sentiment swinging considerably. 
Following some signs of a rebound in risk 
appetite and a subsequent revival of cross-border 
portfolio equity transactions in the first quarter 
of 2010, the reintcnsification of financial market 
tensions in May appeared to have caused a 
renewed increase in risk aversion on the part of 
investors. While euro area residents liquidated 
roreign equity positions and repatriated funds, 
non-euro area residents continued to invest in 
curo area portfolio instruments, resulting overall 
in a strong increase i.n net inflows in portfolio 
investment in the second quancr of 2010 
(see Chan 40). In the second half of 2010 the 
balance in portfolio investment shifted from 
net outflows in the third quarter to net inflows 
in the fourth quarter. This mainly reflected 
developments in bonds and notes. Amid market 
concerns related to the sustainability of the debt of 
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Chart 39 Euro area direct and portfolio 
invutmtnt 
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some euro area countries, non-residents sold euro 
area bonds and notes in the third quaner, while 
curo area residents increased their investment in 
foreign bonds and notes. As financial tensions 
eased, non-residents rcswned their purchases 
of euro area bonds in the fourth quaner. 
At the same time, the euro area recorded net 
inflows in equities in the second half of 2010, 
amid increased interest in euro area equities by 
foreign investors. 

Direct investment activity remained relatively 
subdued in 20 IO as both euro area and foreign 
companies decreased their investment in equity 
capital. Higher net outflows in direct invesonent 
in 20 IO mainly reflected developments in other 
capital. While curo area companies increased 
their flows of loans to their foreign affiliates, 
foreib'll companies repatriated funds. 

Data on the international investment position 
of the euro area vis-a-vis the rest of the world, 
available up to the third quarter of 20 I 0, indicate 
that the curo area recorded net liabilities of 
€1,184 billion vis-a-vis the rest of the world 
(representing 13.0% ofeuro area GDP), compared 
with net liabilities of €1 ,448 billion (equal to 
16.2% of euro area GDP) at the end of 2009. 
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3 ECONOMIC AND MONETARY DEVELOPMENTS 
IN NON-EURO AREA EU MEMBER STATES5 

ECONOMIC ACTIVITY 
In most non-euro area EU Member States 
output recovered in 20 IO after a significant 
contraction in 2009, but with some volatility in 
the growth profile and significant cross-country 
differences (see Table 7). The recovery was 
supported mainly by exports, on the back of 
robust external demand, and the rebuilding of 
inventories after a significant drain on inventory 
levels in 2009. At the same time, domestic 
demand remained subdued in most countries, 
in spite of a marked improvement in confidence 
indicators. Weak domestic demand was a 
consequence of ongoing economic adjustment 
in the private sector1 and in some countries also 
in the public sector. In the countries that 
had entered the recession period following 
an unsustainable boom, domestic demand 
continued to contract even in reccn1 quarters, 
reflecting a prolonged economic adjustment. 

Looking at the main components of domestic 
demand, private consumption remained 
subdued in most countries, reflecting to some 
extent weak labour market conditions and credit 
growth. Unemployment rates were in many 
countries higher than in 2009, although in some 
countries the improvement in overall economic 
activity brought a rebound in employment from 

the second quarter of 20 I 0. There were marked 
differences in the labour market performances 
of different sectors. In general, export-oriented 
sectors saw much greater labour demand, 
more favourable developments in employment 
figures and stronger wage dynamics. The 
growth of credit to the private sector continued 
to be relatively weak in most non-euro area 
EU countries, reflecting both tight supply and 
low demand. Capacity utilisation remained 
low, in particular in the non-tradablc sectors, 
even though it increased strongly in the export 
sectors of many countries. Investment growth 
was in general subdued or in some countries 
even sharply negative, pointing to the ongoing 
adjustment in housing markets and a decline 
in the construction sector. In some countries 
the short-term impact of an ongoing fiscal 
adjustment contributed to the low growth of 
domestic demand. 

Among the non-euro area EU Member States 
real GDP growth was particularly strong in the 
countries, such as Poland and Sweden, that had 
entered the recession with relatively small current 
accouot imbalances compared with most other 

S Tb1s $«:tl(lrl to,·tr$ l!U C01111lnet th3.t d1d 1)1)1 form part of the 
curo ~ in 2010. 

Table 7 Real GDP growth in the non-euro area EU Member States and the euro area 

(anmul pctQC:'Qtlgc cbmgcs) 

1006 ,.., 2008 ,.., 2010-M 2010 lOIO lOlfJ 2010,, 
QI Q2 QJ Q4 

Bulgaria 6~ 6.4 6.2 .... , O.J -0.8 -OJ o., 1./ 
Czech Rcpublk 6-8 6,1 2$ -4.1 1,J 1.0 2,J 2.8 1.< _, , .• 1.6 .1,1 .S.2 .... 2,8 J,4 
E.sionia 10.6 •. , -S.I -13.9 J,/ -2.7 J.0 S.l 6.6 
Lotvl. 12.2 IO.O -4,2 -13.0 -0,1 -5.1 -2.6 2., J,7 
Uthi.m\ia 1.8 9.8 2.9 -14.7 u .1.9 1,2 1.6 4,6 
Hw,...,. J,6 0.8 0.8 -6.7 1.1 -0.6 0.8 2.2 ,_, 
Poland 6.2 6.8 ,., 1.7 J,8 3,1 J,8 4,7 4.3 
~()1113.ni~ , .. 6.3 7,3 -7.1 .J,1 -J.2 .1.5 .2.2 .,,_, 
Swcdctl 4J ,., -0,6 -5.3 2.8 ,., 6,8 
UnittdKJnjdo(rt 2.8 2,7 ... , -4.9 ,., -OJ l.l 2.$ ,., 
EU81J M 6.0 4,0 .J.$ 1./ M ,., 2,6 J.O 
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non-euro arc-a EU countries. Some countries that 
had experienced very pronounced downturns 
in economic activity in 2009 also saw a strong 
rebound. The Bailie economies recovered after 
registering the most sizeable declines in activity 
of all EU countries in 2009. Their recovery 
was mainly driven by external demand, while 
domestic demand was weak or even contracted. 
The recovery in BuJgaria was slow and mainly 
driven by external demand, while domestic 
demand was dampened by the continuing 
adjustment in the private sector. Romania 
was the only non-curo area EU country where 
the economy continued to contract slightly 
in 20 I 0, owing mainly to the ongoing fiscal 
adjustment 

Overall, the pronounced shift in the drivers 
of economic growth compared with the year 
before the global recession reflects the economic 
adjustment process that started during or, in 
some countries (e.g. the Baltic States), before 
the recession. 

PRICE DEVELOPMENTS 
Average annual inftation increased in 20 I 0 
in most non-euro area EU Member States in 
spite of the continued weakness of domestic 
demand, still large spare capacity overall 
and the slack in the labour markets. The 

main inflationary impulses came from rising 
food prices, but also from energy prices. 
In some countries, administered price and 
indirect tax changes added to inflation. The 
increase in international commodity prices 
tended to have a greater impact on inflation in 
the central and eastern European countries than 
in the other non-euro area EU countries owing 
to the greater weight of food and energy in their 
HICP baskets. 

The cross-country variation i.n annual H.ICP 
inflation rates remained significant (see Table 8) 
in 20 IO. The highest average inflation rates 
were recorded in Hungary (4.7%), where excise 
taxes were raised in January and previous VAT 
increases also had a base effect, and Romania 
(6.1%), which introduced a substantial VAT 
increase in July. lnflat"ion ranged between 
2.2% and 3.3% in most of the other countries. 
In the Czech Republic, Lithuania and Sweden, 
the average inflation rate was positive but 
below 2%. Latvia was the only country with 
a negative average inflation rate in 20 JO, at 
-1.2%. The intra-year developments suggest an 
increasing trend i.n in.Oation in most countries. 
Inflation in Latvia rctumed to positive territory 
in September 20 I 0, which was entirely 
the result of rising food and energy prices. 
Annual inflation rates excluding energy and 

Table 8 HICP inrlation in the non-euro area EU Member Stat,s and the euro area 

(1umu1J pmTnta~ e~) 

2006 20G7 2008 2009 2010 1010 2010 2010 ?OIO 
QI Ql QJ Q• 

BuJg;a.ria 7.4 7.6 12.0 2.5 3.0 1.9 2,9 3.3 4.0 
C,:e-eh Rcpubtk l.l ;,o 6.3 0.6 l,l 0.4 0.9 l.6 l.0 

"""""' l.9 l.7 3.6 I.I 22 l.9 l.0 l.3 2.S 
Estorua ... 6.7 10.6 0.2 2.7 0.0 l.9 3,1 ,.o 
l..aJvb 6.6 10.1 ,,., 3.) .,.,2 •3.9 -2.} .0.3 1.7 
LilhllDia 3.8 5.8 II.I 4.2 l.2 .0.4 0.5 ,.. 2.9 
HUllg&,Y 4.0 7.9 6.0 4.0 4.7 5.8 5.2 3.6 4.3 
P<>l.\:lid l.3 2,6 •2 4.0 2.7 3.4 2.5 ,., 2.7 
Rcmllllia 6.6 4.9 7.9 , .• 6.l 4.6 4.} 7.5 7.8 
Swedcll u l.7 3.3 l.9 , .. 2.7 , .• lJ 1.8 
United Kingdom 2.3 2.3 J.6 2.l 3.3 J.3 }.4 3.1 3.4 
EU811 3.2 4,4 6.6 J.7 3.2 2.8 l,8 4,6 5.2 
ElJllr. ,., ).l '·' 2.7 ,2 3.1 ).0 3.0 3.4 

'"'°""' 2.2 2.l 3.3 0.3 , .• I.I u l.7 l.0 

ScM.lm:; Ew'oscll. 
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food prices remained contained in all countries, 
and were even negative in some countries 
(e.g. Latvia and Lithuania). which would 
suggest that demand-pull inflation pressures 
were subdued in 20 I 0. 

FISCAL POLICIES 
Apart from Estonia and Sweden, all non-euro 
area EU Member States are esl'imated to have 
posted general government deficit ratios above 

the 3% of GDP reference value in 2010. The 
United Kingdom is estimated to have continued 
recording a very large deficit, amounting to 
10.5% of GDP. Deficit ratios declined in most 
non-euro area EU Member States in 20 I 0 
compared with 2009, partly as a result of stronger 
than previously expected economic growth 
leading to higher tax receipts, while government 
debt-to-GOP ratios continued to increase. 

In the majority of countries budgetary outcomes 
for 20 IO were in line with the targets contained in 
the updated convergence programmes submitted 
at the end of 2009. The degree to which budget 
balances improved in 2010 compared with a year 

earlier differed considerably across countries, 
depending on the extent of the improvement in 
the macroeconomic environment in conjunction 
with the country's fiscal response to the global 
financial and economic crisis. Whereas Bulgaria, 
the Czech Republic, the Baltic States and 
Romania all introduced expenditure cuts or 
restrained spending in 20 I 0, in other countries 
the autornatlc stabilisers were generally allowed 
to operate. Morcovcrs in Denmark and Sweden 
discretionary fiscal stimuli were adopted in 
response to the crisis. 

At the end of 20 IO all non-euro area EU 
Member States other than Estonia and Sweden 
were subject to a Council decision on the 
existence of an excessive deficit. Deadlines 
to correct the excessive deficit situation are 
SCI al 2011 for Bulgaria and Hungary, at 2012 
for Latvia, Lithuania, Poland and Romania, 
at 2013 for the Czech Republic and Denmark 
and at (lhe financial year) 2014/15 for the 
United Kingdom. 

Ta.bl, 9 Fiscal positions In the non-euro uu EU H,mber States and the ,uro area 
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In 2010 government debt-to-GDP ratios are 
estimated to have increased in all non-euro area 
EU Member States apart from Sweden, though 
with the increase more moderate than in 2009 
in most countries. The rise in the debt-to-GDP 
ratio was strongest in the Unilcd Kingdom 
(9.6 percentage points), Latvia (9.0 percentage 
points) and Lithuania (7.9 percentage points), 
reflecting mainly the large budget deficits in 
those countries. \Vhile the debt ratio remained 
above the 60% of GDP reference value in 
Hungary and rose funher above this level in 
the United Kingdom, it remained below the 
reference value in the other non•euro area 
EU Member States. 

BALANCE OF PAYMENTS DEVELOPMENTS 
In 20 IO the combined current and capital account 
balances of the non-Curo area EU Member 
States (as a percentage of GDP) deteriorated 
in most countries (sec Table I 0). However, 
developments were very heterogeneous across 
countries. In Estonfa, Latvia and Lithuania, 
the current and capital accounl surpluses 
decreased, reflecting the b'T3.dual recovery in 
these economies and strengthening domestic 
demand. The surplus also decreased in Sweden, 

as a result of the deterioration in the trade 
balance due to the strong recovery in domestic 
demand. ln the Czech Republic the combined 
current and capital account balance moved 
from surplus to deficil, owing to a rising income 
deficit and a smaller trade surplus. The current 
and capital account deficit widened in Poland, 
owing to strong domestic demand in 20 IO and 
an increasing income deficit, in Romania, mainly 
owing to declining remittances, and in the 
Uni1cd Kingdom, as a result of a weaker trade 
balance. In a number of countries, however, 
the balance improved. In Bulgaria the current 
and capital account shifted from a deficit to a 
surplus position on the back or strengthening 
exports and ongoing domestic adjustment. 
In Hungary, the surplus increased from 0.7% 
or GDP in 2009 to 3.0% in 20 I 0, reflecting 
the largely export-led recovery. Denmark 
recorded a rise in its surplus from 3.5% in 2009 
to 4.8% in 2010 on the back or stronger exports 
and still subdued domestic demand. 

On the financing side, foreign direct investment 
inflows stabilised or increased in the course of 
20 IO in almost all the non-euro area countries 
that joined the EU in 2004 or later. Denmark and 

hble 10 Balance of piiyments of the non-euro aru EU Membu States and th, euro area 

(as a pcroon:age of GDP) 
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Sweden continued to be act exponers of 
direct investment. lncreascs in I.he more stable 
eomponenlS of the financing of the current 
account were, in the Czech Republ.ic, Lithuania 
and Poland, accompanied by considerable 
increases in net p0rtfolio investment. As regards 
other investment flows, many countries posted 
further net outflows - mainly as a consequence 
of a stronger deleveraging process. ln Latvia 
and Romania, private capital inflows in 20IO 
continued to be supplemented by financial 
suppon programmes provided by international 
organisations. 

EXCHANGE RATE DEVELOPMENTS 
Exchange rate developments in the non-curo 
area EU Member States in 20 IO were strongly 
influenced by the exchange rate regin1es of the 
individual countries. The currencies of Denmark, 
Estonia, Latvia and Lithuania panicipated in the 
exchange rate mechanism 11 (ERM II). They were 
subject to a standard fluctuation band of ±15% 
around their central rates against the euro, except for 
the Danish krone, with a narrower band of ±2.25% 
(sec Chan 41 ). ERM II panicipation was, in some 
cases, accompanied by unilateral eommitmenlS 
on the pan of the countries concerned to 
maintain narrower fluctuation band.:; or cUJTCncy 
board regimes. These unilateral commitments 
place no additional obligations on the ECB. 
In panicular, the Estonian kroon and the 
Lithuanian litas joined ERM n with their existing 
currency board arrangemenlS in place, while 
the Latvian authorities decided to maintain the 
exchange rate of the lats at its central rate against 
the euro with a fluctuation band of± I%. 

The Estonian kroon and the Lithuanian litas 
stayed at their central rates during 2010. 
The Latvian lats remained broadly stable within 
the unilaterally set band of ±I% vis-a-vis 
the curo, fluctuating close to the weak limit 
of the band. The lats did not come under 
significant pressure in 2010, reflecting the 
stabilisation of macroeconomic conditions 
and improved investor sentiment vis-3-vis the 
Latvian economy. The further compliance with 
the conditions of the international financial 
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Chart 41 Developments In ERM II EU 
currencies 
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assistance programme led by the EU and 
the IMF also provided suppon and remains 
fundamental to the credibility of the exchange 
rate peg in the future. 

Turning to the currencies of the non-curo area 
EU Member States that did not panicipate 
in ERM n, two groups of exchange rate 
developments can be identified. While the 
Czech koruna, the Polish zloty, the Swedish 
krona and the pound sterling continued to 
appreciate vis-3-vis the cwo, the Hungarian 
forint and the Romanian leu were broadly stable 
(see Chan 42). The Czech koruna, the Polish 
zloty and the Swedish krona were supponed by 
the growth perfonnance of those economies. 
The pound sterling appreciated against the 
euro overall, but the exchange rate was 
highly volatile. With the exception of the 
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Ciech koruna and the Swedish krona, the 
appreciating currencies did not return 10 their 
pre-2008 levels vis-a-vis the euro. 

The brief episodes of volatility in the 
HUF/EUR exchange rate reflected political 
tensions in Hungary, including the breakdown 
of talks between international organisations 
and tbe government, and downgrades by the 
major credit rating agencies. The Romanian 
leu remained broadly unchanged from 
January 20 I 0, with short periods of heightened 
volatility due largely to political tensions and 
related risks regarding the implementation 
or fiscal consolidation measures agreed with 
international organisations. The Bulgarian lev 
remained unchanged against the curo, reflecting 
its euro-based currency board arrangement. 

FINANCIAL DEVELOPMENTS 
Financial market conditions generally improved 
in the non-curo area EU Member States in the 
course of 20 I 0. Long-term interest rates, as 

measured by ten-year government bond yields, 
declined in most countries, and spreads vis-a-vis 
euro area government bonds narrowed on 
average. The decline in long-te.rm yields was 
most pronounced in Latvia and Lithuania, owing 
to the improved macroeconomic performance 
and also because of their very high levels at the 
beginning of 2010. Turning to money markets, 
rates declined significantly in most of the 
non-curo area EU Member States, partly owing 
to decreases in policy rates. A notable exception 
is Sweden, where policy rate hikes starting in 
the summer helped to push short-term market 
rates up by some 150 basis points. 

The turbulence experienced in some curo area 
sovereign debt markets had only a limited impact 
on credit default swap (CDS) spreads for the 
non-euro area EU Member States. Seen over the 
year as a whole, most countries registered on]y 
small changes in prcmia. There are, however, 
some notable exceptions. In the Baltic States, 
premia declined by around 145 basis points 
on average, reflecting, among other factors, 
increased confidence in austerity measures 
and the improved macroeconomic situation. 
Conversely, continued concern about the 
sustainability of fiscal consolidation in Hungary 
caused Hungarian CDS spreads to widen by 
some 140 basis points over the course of the 
year. Stock markets in the non-curo area EU 
Member States on average outperformed curo 
area markets by a wide margin. This was most 
pronounced in the Baltic States, where stocks 
advanced by some 55% on average in 20 I 0. 

ln early 2011 equity markets continued to 
strengthen in most countries, while developments 
in long-term government bond yields were 
mixed. Hungarian CDS spreads fell by around 
75 basis points, supported by improved investor 
sentiment. 

MONETARY POLICY 
The primary objective for monetary policy in 
all non-curo area EU Member States is price 
stability. Monetary policy strategies, however, 
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Table 11 Official monetary policy strategies of the non-euro area EU Membe, States 

MOnN•r')' polky 1fr1Uf-f:Y C11l'rtnC)' 

Bulgaria Exdw1gc: rate, Wgd'. Bulgarian tev 

Czech Republic lnlb1ion targc, Cz«hkonwi 

Donmuk Excharigen1ttargct Danish krooc 

EslOrua Ex.<:hange rate tatg<:t Estooilnl:roOII 

Latvia Ex.chan_gcratc~ Lawlanbl:$ 

Ulh112nla. £il.Chan_gerfltCUltjftl lithufU'liui Jiia, 

Hungary lnfla1ionwge1 Hungarian forinl 

""'"'" lntl$t.ion ur;e1 Polish7,loty 

ROfll:mla ln"alion tat;,ec R.omM11n leu 

s ...... lnl'lalionw;u S..vet.iisbk,o.µ. 

United Kingdom lnflatior1wgd Pouod sterling 

Sourtt: ESCO. 
Nocc.:;t·•lbc Unilcd Kingdom the CPI isidallieal1otbcHICP. 

continued to differ considerably f.rom country to 
country (see Table 11). 

In the first halfof2010 many non-<:uro area EU 
ccnlral banks, including <':eska narodni banka, 
Danmarks Nationalbank, Latvijas Banka, the 
Magyar Nemzeti Bank and Banca Na1ionala 
a Romfutiei, decreased their key policy rates. 
Most of these rate reductions served the purpose 
of encouraging bank lending and supporting 
economic activity (in light of a significantly 
negative output gap in a number of counaies). In 
the second halfof2010and incarly201 I the casing 
cycle came to a halt in most non-curo area EU 
counaies. With the exception of Latvijas Banka, 
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Exchange rate Wgtt peg to the ('Uf'O 1.1 BGN 1.9.SSSJ per wro 
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all oon-<:uro area EU central banks that changed 
their key policy rates in this period, i.e. Danmarks 
Nationalbank, the Magyar Nemzeti Bank, 
Narodowy Bank Polski and Sveriges Riksbank, 
decided to increase them. Most rate increases 
were aimed at ensuring the fulfilment or the 
medium-tenn inflation objectives of the respective 
ccnlral bank. The central banks of Hungary and 
Romania maintained the highest policy interest 
rates in 2010 (at 5.75% and 6.25% respectively 
at the end of the year), reflecting higher inflation 
rates and risk prcmia compared with other 
non-<:uro area EU Member Slates. In the case of 
Romania the high policy rate also reflected the 
central bank's aim of counteracting the risk of 



serond-rouod effeclS from supply-side shocks 
(including the VAT rate increase in July 2010, as 
well as higher food and energy prices). 

As regards non-conventional monetary policy 
measures, during 20 IO the Bank of England 
maintained ilS stock of asset purchases financed 
by the issuance of central bank reserves at 
GBP 200 billion. This reflected the judgement 
of the Monetary Policy Committee of the Bank 
of England that the stance of monetary policy 
remained appropriate to hit the inflation target 
in the medium term, and that the balance of 
risks surrounding inflation had not shifted 
sufficiently to warrant a change in policy. 
Non-standard measures taken by Sveriges 
Riksbank (fixed interest rate loans to commercial 
banks with a 12-month maturity) expired in 
20 I 0. No new measures were intToduced, 
reflecting the strong recovery of the economy 
and the pick-up in credit growth. 
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CHAPTER 2 

CENTRAL BANK 
OPERATIONS 

AND ACTIVITIES 



MONETARY POLICY OPERATIONS, FOREIGN 
EXCHANGE OPERATIONS AND INVESTMENT 
ACTIVITIES 

I.I OPEN MARKET OPERATIONS 
AND STANDING FACILITIES 

The monetary policy instruments of the 
Eurosystem used in 20 IO comprised open market 
operations~ such as main refinancing operations 
(MROs), longer-tenn refinancing operations 
(LTROs) and fine-tuning operations, standing 
facilities and minimum reserve requirements. 
The Covered Bond Purchase Programme (CBPP) 
and the Securities Markets Programme (SMP) 
were introduced as temporary, non-standard 
measures aimed at repairing malfunctioning 
segments in the euro financial markets. 

During 20 IO the Governing Council did not 
change the key ECB interest rates (sec Chart 43). 
The interest rate on the MROs, the interest rate 
on the marginal lending facility and the interest 
rate on the deposit facility remained unchanged 
at 1.00%, 1.75% and 0.25% respectively. 
The width of the corridor was thus kept at 
150 basis points. 

At the beginning of 20 IO some of the 
non-standard monetary policy measures that had 
been introduced in response to the intensification 

Chart 43 Key ECB Interest rates and the EONIA 

of the financial crisis in 2008 were gradually 
phased out. This involved discontinuing the 
six-month, the I 2-month and the supplementary 
three-month L TROs and reintroducing variable 
rate tender procedures in the regular three-month 
LTROs, starting with the operation allotted on 
28 April 20 I 0. Meanwhile, full allotment and 
fixed rate tender procedures continued to apply 
to the MROs and the special-term refinancing 
operations (with a maturity of one mainlcnancc 
period). Moreover, the foreign currency 
liquidity-providing operations (in Swiss francs 
and US dollars) conducted by the ECB were 
discontinued after31 January 2010. 

On IO May 20 IO the Governing Council decided 
on several measures to address the severe tensions 
that had emerged over the preceding weeks 
in certain financial marker segments. Besides 
the decision to again coaduct all refinancing 
operations as fixed rate tender procedures with 
full allotment, and to conduct a six-month 
LTRO with full allotment on 12 May 2010, 
the Governing Council announced the Securities 
MarketS Programme as a new measure to 
address those tensions. In order to ensure that 
the monetary policy stance is not affected by 

• • • • • deposit rue ........ ma,gil:lal lmdlngr.111e - miruroom bid rat.e 
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the intcrvcalions under the SMP, the liquidity 
injected through the SMP is absorbed through 
the weekly collection offixed-tenn deposits from 
the banking sector. Moreover, the temporary 
swap lines with the US Federal Reserve System, 
which were discontinued after 31 January 20 I 0, 
were reactivated in May 20 I 0, in coordination 
with other central banks, and the ECB resumed 
US dollar liquidity-providing operations. 

LIQUIDITY NEEDS OF THE BANKING SYSTEM 
When supplying liquidity through open market 
operations, the Eurosystem usually takes into 
account a daily assessment of the liquidity needs 
of 1he consolidated euro area banking syslem. 
These liquidity needs arc determined by the 
sum of minimum reserve requirements, excess 
reserves and autonomous factors. Autonomous 
factors are those items on the Eurosystem' s 
balance sheet, such as banknotes in circulation 
and government deposits, which have an impact 
on credit institutions' current account holdings 
but are not under the direct control of the 
Eurosystem's liquidity management. 

However, with the exceplion of lhe regular 
LTRO allotted on 28 April 2010, all of lhe 
Eurosystem's regular refinancing operations 
in 20 IO were conducted as fixed rate lender 
procedures with full allotment.' As a 
consequence, the outstanding volume of 
refinancing operations continued to be driven 
not by the supply considerations of the 
Eurosystem, but rather by the demand from 
countcrparties, thereby reflecting their 
underlying liquidity preferences. The level of 
current accounts above the minimum reserve 
requirement in 20 IO stood on average at 
€1.26 billion, which was higher than the level or 
previous years (€ 1.03 billion in 2009' and 
€1.07 billion in 2008). 

During 20 IO the euro area banking system 
continued 10 borrow on aggregate surplus 
of liquidity and to deposit it back with the 
Eurosystcm, paying the fixed rate on the 
main refinancing operations and receiving the 
rate on the deposit facility (which implied a 
spread of 75 basis points). The daily average 

net recourse to the deposit facility of the 
Eurosystem - which can be seen as one measure 
of the aggregate liquidity surplus - increased 
from almost €180 billion in January 2010 to 
nearly €300 billion in June 2010. Thereafter, 
it declined significantly and steadily to just 
above €50 billion in December 20 I 0. 

The implicit decline in the aggregate liquidity 
surplus during the second half of 20 IO shows 
that the reduction in the total outstanding 
refinancing brought about by the maturing 
of the one-year LTROs - the first on I July 
(€442.2 billion), the second on 30 September 
(€75.2 billion) and the third on 23 December 
(€96.9 billion) - was not compensated for 
by an cquivalcnl increase in the outstanding 
volumes of the shorter-tenn refinancing 
operations conducted with full allotment fixed 
rate tender procedures (see Chart 44). This can 
be interpreted as evidence that countcrparties' 
precautionary demand for liquidity from the 
Eurosystem eased throughout the year. 

In 2010 the average daily liquidity needs of 
the euro area banking system amounted to 
€557 billion, 3.5% lower than in 2009. The main 
reason for the decrease was the decline in 
autonomous factors, by 9%, to €346 billion 
on average. Minimum reserve requirements 
slightly decreased on average in 2010, to 
€212 billion, compared with €216 billion 
in 2009 (see Chart 44). 

MINIMUM RESERVE SYSTEM 
Credit institutions in the curo area are required to 
hold minimum reserves on current accounts with 
the Eurosystem. As has been the case since 1999, 
the minimum reserve requirements were equal to 
2% of credit institutions' reserve base in 2010 and 
amounted to €'.212 billion on average, 2% lower 

I ~ LTR.O allo«ed on 2$ Apnl 2010 ~ cQC'ldl.lC~ whh a 
minimum bid rate of I .00%. This <A'ti a 1sxhnical and transition.al 
~ 10 ivotd allotment 1'1l.1,:s below lhc fixed n.te in !he MRO 
in the prt'S('nc,: or ample liquidity. Tk indicati\,-e alk:,tmrnt 
aroow,1 ro. this opert!ion --u £IS br11ion: as only f.4.84S billion 
111-.s bid. the F.CB alloucd all bids in full. The ""'eighttd a\"tta;ge 
n1i:qt1hls lTRO-~ I.IS%.. 

2 Slighdy m-is,ed fi.gutt: oomparOO with the AMual Rcpon 2009. 
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Chart 44 Liquidity factors In the euro area In 2010 
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than the 2009 average. Since for any maintenance 
period the Eurosystem remunerates reserve 
holdings at a rate which is the average of the 
marginal rates of the MR Os over the maintenance 
period (if conducted as variable rate tender 
procedures) or at the fixed MRO rate (in the case of 
fixed rate tender procedures), the minimum reserve 
system does not impose a tax on the banking sector. 
At the same time, it fulfils two important functions 
in the operational framework for monetary 
policy implementation. First, it contributes to 
the stability in short-term money market rates, 
because the reserve requirements have to be 
fulfilled only on average over lhc maintenarJce 
period. allowing credit institutions to smooth out 
temporary and unexpected liquidity inflows and 
outflows. Second, it enlarges the liquidity deficit 
or the banking system, i.e. banks' overall need 
for refinancing from the Eurosystem, thereby 
ensuring under normal market eooditions a smooth 
and predictable demand for refinancing from 
the Eurosystem, which facilitates the steering of 
short-term money market rates by the 
Eurosystem. 

OPEN MARKET OPERATIONS 

Aug, Sq,. Oct. Oe,c, Jan. 
2011 

fine-tuning operations to manage the 
liquidity situation in the money market. All 
liquidity-providing operations have to be fully 
collateralised. MROs arc regular operations 
with a weekly frequency and nonnally 
have a maturity of one week. They are the 
main instrument for signalling the ECB's 
monetary policy stance. Regular L TROs are 
monthly liquidity-providing operations with a 
three-month maturity. The gradual phasing-out 
of non-standard measures at the beginning of 
20 IO Jed to the discontinuation ohupplementary 
LTROs with three-month and six-month 
maturities. However, special-term refinancing 
operations, introduced in September 2008, 
the maturity of which is synchronised with 
the respective maintenance period, were kept. 
The three liquidity-providing L TROs with a 
maturity of one year settled during 2009 matured 
on I July, 30 September and 23 December 2010. 
Four liquidity-providing fine-tuning operations 
were conducted on I July, 30 September, 
11 November and 23 December to smooth 
the liquidity effect from the maturing of the 
six-month and one-year L TROs. 

The Eurosystem currently uses MROs, In 2010 all 52 MR Os were conducted as fixed 
LTROs, spccial-tenn refinancing operations and rate tender procedures in which all bids were 
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Chart 45 Outstanding volume of monetary policy operations 
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satisfied. The number of eligible counterparties 
increased to 2,267 in 2010, from 2,157 in 2009. 
On average, 115 counterparties participated in 
the MROs in 2010, compared with 401 in 2009. 
The average volume allotted io the MROs was 
€133.8 billion (sec Chart 45), compared with 
€149.8 billion in 2009. The average allotment 
before the maturing of the first one-year L TRO 
(€88.4 billion) was about half the average 
volume allotted during the second half of20l0 
(€179.3 billion). In 2010 the lowest number of 
counterparties (65) to participate in an MRO 
was recorded in 1he operation that settled 
on 3 March, and the lowest MRO volume 
(€54 billion) was allotted in the operation that 
settled on 6 January. 

In the first hair of the year, before the first 
one-year LTRO matured, the daily average 
outstanding volume of liquidity allotted 
in the L TROs, supplementary LTROs and 
spccia\-tenn refinancing operations was 
€671 billion. In the second half of the year the 
daily average fell to €431 billion before the 
maturing of the second one-year L TRO on 
30 September, and then decreased further to 
€333 billion during the last quarter of the year 
(sec Chart 45). 

2011 

Participation in the spccial-tcnn refinancing 
operations (with a maturity equal to the length 
of the reserve maintenance period) increased 
significantly in the course of the year, from 
€5.7 billion allotted in January to €68 billion 
allotted in December, with an eightfold increase 
in counterparties' participation (from 7 to 56). 
Participation in the regular three-month LTROs 
was rather volatile throughout 20 I 0, from a 
minimum of €2 billion allotted in March to a 
maximum of €149 billion allotted in December 
(an average of €45.1 billion). Finally, in the 
two six-month operations settled on I April 
and 13 May, counterparties participated for a 
total of€l8 billion and €36 billion respectively 
(see Chart 45). 

The Eurosystem central banks continued their 
outright purchases of euro-denominated covered 
bonds as part of the Covered Bond Purchase 
Programme, which began on 6 July 2009. 
The targeted amount of the CBPP of€60 billion, 
purchased on the primary and secondary marketS 
over the 12-month Life of the programme, was 
reached on 30 June 2010. Together with the 
SMP, €134.8 billion was provided in 2010 
through outright purchases by the Eurosystem 
(see Chart 45). 
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The ECB may conduct liquidity-providing and 
liquidity-absorbing fine-tuning operations on 
an ad hoc basis to manage liquidity conditions 
in the market and to steer interest rates. 
The Governing Council's decision to 
widen access to fine-tuning operations as of 
6 October 2008 by granting eligibility to all 
counterparties that are eligible to participate in 
Eurosystem open market operatlons based on 
standard tender procedures, and that additionally 
fulfil certain selection criteria specified by the 
respective NCBs, remained in effect in 20 I 0. 

In order to reabsorb the liquidity injected 
through the Securities Markets Programme, the 
ECB conducted liquidity-absorbing fine-tuning 
operations to collect one-week fixed-term 
deposits for a weekly amount conrcsponding 
to the settled size of the SMP itself. These 
fine-tuning operations were carried out as variable 
rate tender procedures with a maximum bid rate 
of I%. Moreover, the ECB conducted regular 
fine-tuning operations to counter the liquidity 
imbalance on the last day of the maintenance 
periods. 12 liquidity-absorbing operations were 
conducted, with a one-day maturity, as variable 
rate tender procedures with a maximum bid rate 
equal to the fixed rate on the MROs. On average, 
€232 billion was absorbed via these operations, 
with 171 counterparties participating (sec a..rt 45). 

STANDING FACILITIES 
Counterparties may use the two Standing 
facilities on their own initjative to obtain 
overnight liquidity against eligible collateral or 
to place overnight deposits with the Eurosystem. 
At the end of 20 I 0, 2,395 counterparties had 
access to the marginal lending facility and 
2,789 counterparties had access to the deposit 
facility. 

The rates for these facilities provide a ceiling 
and a floor for the overnight rate and therefore 
perform an imp0rtant function for monetary p0licy 
implementation. The corridor fonned by the rates 
of the two standing facilities, with a width of 
150 basis points, was kept symmetric around the 
MRO rate, which was unchanged at 1.00%,. This 
was done 10 ensure that the rate on the deposit 
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facility remained above zero, thus maintaining 
an incentive for counterparties to trade in the 
unsecured overnight market. 

The use of the deposit facility was kept at high 
levels, in particular during the second quarter 
of 2010, when a new record of €384.3 billion 
was observed (on 11 June). The average daily 
use of the deposit facility was €145.9 billion 
(compared with €208.5 billion in the period 
from 9 October until 31 December 2008 and 
€109 billion in 2009). However, the use of 
the deposit facility declined significantly and 
steadily throughout the second half of the year. 
In 20 l O recourse to the deposit facility followed 
a broadly similar pattern during each reserve 
maintenance period: the deposit facility amounts 
were lower at the beginning of each period, but 
increased subsequently as more countcrpart:ies 
fulfilled their reserve requirements. 

The average daily recourse 10 the marginal 
lending facility was €0.62 billion (compared 
with €1 billion in 2009). This further decline may 
confirm a reduction in uncertainty about individual 
banks' liquidity needs, an improvement in the 
functioning of the unsecured overnight interbank 
market and, this year in particular, the ampleness 
of allotments in the refinancing operations. 

ELIGIBLE ASSETS FOR MONETARY POLICY 
OPERATIONS 
As required by the Statute of the ESCB, and in 
line with central bank practice worldwide, alJ 
credit operations of the Eurosystcm arc based 
on adequate collateral. The concept of adequacy 
implies, first, that the Eurosystem is to a large 
extent protected from incurring losses in its 
credit operations and, second, that sufficient 
collateral should be available to a wide set of 
countcrparties. so that the Eurosystem can provide 
the amount of liquidity it deems necessary in its 
monetary policy operations and as intraday credit 
in payment system operations. To facilitate this, 
the Eurosystem accepts a broad range of assets as 
collateral in all its credit operations. This feature 
of the Eurosystem's collateral framework, 
together with the fact that access to Eurosyslem 
open market operations is granted to a large pool 



of counterparties, has been key in supporting the 
implementation of monetary policy in times of 
stress. The inbuilt flexibility of its operational 
framework allowed tile Eurosystem 10 provide 
the necessary liquidity to address the impaired 
functioning of the money marke1 without 
encountering widespread collateral constraints 
during the financial crisis. The temporary 
measures to expand tile list of eligible collateral 
which were introduced at the end of 2008 
remained in place until the end of2010. 

In 20 IO the average amount of eligible collateral 
increased by 7%, compared with 2009, to a total 
of€14 trillion (see Chan 46). General government 
debt, at €5.8 trillion, accounted for41%oftile total, 
while the remainder of marketable collateral was 
in the form ofuncovercd bank bonds (€2.7 tri.llion, 
or 19%), covered bank bonds (€1.5 trillion, or 
11%), corporate bonds (€1.5 trillion, or 11%), 
asset-backed securities (ABSs; €1.3 trillion, or 
9%), and other bonds (€0.6 trillion, or 4%), such 
as those issued by supranational organisations. 
The overall volume of marketable assets which 
had become eligible as a result of the temporary 
measures introduced in 2008 stood at€ 1.3 trillion 
at the end of 2010. The list of eligible collateral 
also includes non-marketable a.\sets, mostly 
credit claims (also referred to as "bank loans''). 
In contrast to marketable assets, it is not possible 
to assess the eligibility of credit claims as long 
as they arc not registered with the Eurosystem. 
Therefore, the volume of potentially eligible 
aon-marketable assets cannot easily be measured. 
Taking into account this caveat, the amount of 
non-marketable assets deposited by counterparties 
as collateral in Eurosystem credit operations 
reached €0.4 trillion in 2010, representing 3% of 
total eligible collateral in the Eurosystem. Tbe 
lower credit threshold temporarily introduced 
to expand tile list of eligible collateral was also 
applied to non-marketable assets. 

The average value of marketable and 
non-marketable assets pul forward by 
countcrpartics as collateral in Eurosystcm credit 
operations slightly decreased, from €2,034 billion 
in 2009 lo €2,010 billion in 2010. This decrease 
reflected mainly the fact tha1 counterparties had 

Chart 46 Ellglblt collateral by asset type 
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on average lower liquidity needs throughout 
2010. However, despite decreased liquidity 
needs, counterparties kept, on aggregate, 
similarly large additional amounts of collateral 

Chart 47 Collateral put forward in Eurosystem 
credit operations versus outstanding credit in 
monetary policy op"ations 11 
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Chart 48 Breakdown of assets (including credit 
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with the Eurosystem as they did in response to 
the financial market turbulence (sec Chart 47). 
The share of deposited collateral not used to 
cover credit from monetary policy operations 
therefore increased to significantly higher levels 
than in the years before. This suggests that a 
shortage of collateral has not been a systemic 
constraint on the Eurosystem's counterparties at 
the aggregate level. 

As regards the composition of collateral put 
forward (sec Chart 48), the average share of 
asset-backed securities slightly increased from 
23¾ in 2009 to 24¾ in 20 I 0, thereby becoming 
the largest class of asset put forward as collateral 
with the Eurosystem, while the overall amount 
submitted remained stable. Uncovered bank 
bonds further decreased to 2 I% of the collateral 
put forward in 2010. Non-marketable assets 
gained funher importance, with their share rising 
from 14% in 2009 to 18% in 2010. In addition, 
also owing to the sovereign debt crisis i.n some 
euro area countries, the average share of central 
government bonds further increased from I I% 
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in 2009 10 13% in 20 I 0. The asset classes which 
were temporarily eligible until the end of 2010 
accounted for around 1% of the total marketable 
collateral put forward at the end of20!0. 

RISK MANAGEMENT ISSUES 
The Eurosystcm mitigates the risk of a 
counterparty default in a Eurosystem credit 
opera1ion by requiring counte.rparties to submit 
adequate collateral. However, the Eurosystem is 
still exposed 10 a number of financial risks if a 
counterparty defaults, including credit, market 
and liquidity risk. In addition, the Eurosystcm 
is exp<>sed to currency risk in the context 
of liquidity-providing operations in foreign 
currencies against curo-denominatcd collateral, 
whenever these arc conducted. In order to 
reduce all these risks to acc<:ptable levels, the 
Eurosystem maintains high credit standards for 
assets accepted as collateral, valuates collateral 
on a daily basis and applies appropriate 
risk control measures. The establishment of 
the new Risk Management Committee has 
further contributed 10 the enhancement of the 
Eurosystem·s risk management framework. 
(see also Sections 1.5 and 1.6 of Chapter I 0). 

As a mauer of prudence, the Eurosystem has 
established a buffer against potential shortfalls 
resulting from the eventual resolution of 
collateral received from defaulted counterparties. 
The level of the buffer is reviewed annually, 
pending the eventual disposal of the collateral 
and in line with the prospect of recovery. More 
generally, 6nancial risks in credit operations arc 
quantified and regularly reported to the ECB 's 
decision-making bodies. 

ln 20 IO the ECB made a number or adjustments 
to its eligibility criteria and risk control 
framework. The Governing Council decided 
10 keep the minimum credit threshold for 
marketable and non-marketable assets in ,he 
Eurosystem collateral framework at investment
grade level (i.e. BBB-/Baa3) beyond the end 
of 20 I 0, except in the case of asset-backed 
securities. As a consequence of this decision, the 
ECB announced on 8 April 20 IO and published 
on 28 July 20 IO a new schedule which duly 



graduates haircuts according to differences in 
maturities, liquidity categories and the credit 
quality of the assets concerned, based on an 
updated assessment of the risk characteristics 
of eligible assets and the actual use of eligible 
assets by countcrpartics. Moreover, some 
changes were introduced in the definition of 
liquidity categories for marketable assets and 
the application of additional valuation mark
downs for theoretically valued assets. The new 
schedule came into force on I January 2011. 

On 3 May 20 IO the Governing Council decided 
to suspend, until further notice. the application 
of the minimum credit rating threshold in 
the collateral eligibility requirements for the 
purposes of the Eurosystem 's credit operations 
in the case of marketable debt instruments 
issued or guaranteed by the Greek govcmmenl. 
This decision was, also from a risk management 
perspective, a result of the positive assessment 
of the Governing Council on the economic and 
financial adjustment programme negotiated with 
the European Commission, in liaison with the 
ECB, and the IMF and approved by the Greek 
government, along with the strong commitment 
of the Greek government to fully implement the 
programme. 

On 9 October 20 IO the Governing Council 
decided on a number of funher adjustments 
to the framework for the implementation of 
monetary policy in the curo area. These changes 
included clearer and more stringent provisions 
for the eligibility of ABSs, the introduction of 
additional exemptions from the prohibition of 
close links, the enhancement of the formulation 
regarding the suspension, limitation or exclusion 
or counterpartics and assets on the grounds 
of prudence or a default, and clarifications 
regarding the treatment of cases where the 
counterpany fails to sufficiently collatcralisc a 
liquidity-providing operation. 

With a view to increasing transparency with 
regard to ABSs, thus making it possible to 
make more informed risk assessments for such 
assets and helping to restore confidence in the 
sccuritisation markets, the Governing Council 

decided on 16 December 20 IO to establish 
loan-by-loan information requirements for 
ABSs in the Eurosystcm collateral framework. 
The Governing Council intends to introduce the 
loan-by-loan in.fonnation requirements within 
approximately 18 months oflhc aforementioned 
date, first for retail mongage-backed securities 
and thereafter gradually for other ABSs. 

When the necessary data-handling infrastructure 
to allow the processing, verification and 
transmission of the data bas been established by 
market panicipants, the provision of!oan-by-loan 
infonnation will become an eligibilityrequi.rement 
for the instrumenlS concerned. Toe Eurosystem 
will continue to accept securities not meeting the 
new information criteria until the obligation to 
submit loan-level data comes into force. 

1.2 FOREIGN EXCHANGE OPERATIONS ANO 
OPERATIONS WITH OTHER CENTRAL BANKS 

In 20 IO the Eurosystem did not undertake any 
interventions in the foreign exchange market. 
Furthermore, the ECB did not undenake 
any foreign exchange operations in the 
currencies that participate in the exchange rate 
mechanism [J. The standing agreement between 
the ECB and the fMF to facilitate the initiation 
of special arawmg right (SDR) transactions .!ly 
the fMF on behalf of the ECB with other SDR 
holders was only activated on one occasion 
in 2010. 

The reciprocal currency arrangement (swap line) 
that the ECB established with the US Federal 
Reserve System in 2007 10 counter strains in the 
European US dollar runding markers expired 
on I February 2010. In connection with the 
US dollar Term Auction Facility of the Federal 
Reserve System, and in close cooperation with 
other central banks, the Eurosystem provided the 
US dollar funding received via this swap line to 
its counterparties against collateral eligible for 
Eurosystem credit operations. In January 2010 
the Eurosystem conducted four operations as 
fixed rate tender procedures with full allotment 
and a seven-day maturity. The decision to let 

!(In Aunl hpon I I 
me 



the liquidity swap line expire was taken against 
the background of improving conditions on 
financial markets in 2009. On 10 May, howe er 
the teml!Qrary swap line was reactivated as part 
of a package to address the severe tensions in 
cenain market segments that re-emerged in 
connection with the sovereign debt crisis in somc
euro area countries. In particular, the rcacfivation 
was designed to help alleviate pressures in lJS 
dollar funding markets and to prevent the spread 
of Strains to other markets. These opcr,uions 
fook the fonn of repurchase agreements and 
were carried out as fixed rate tender procedures 
with full allotment. Between May 20 l 0 and 
25 February 2011 the Eurosystem conducted 
32 operations with a seven-day maturity, as well 
as one 14-day operation on 22 December and 
one 84-day operation on 18 May. 

The Eurosystem continued to provide Swiss 
franc liquidity to its countcrpanies via four 
swap operations with a seven-day maturity in 
January 20 I 0. These operations were conducted 
in the fonn 01EOR/CI-IF foreign exchange 
swaps at a fixed price and with a maximum 
allotment amount, detennined by the ECB in 
coorilirnilion with the SwissNational73aiil<. On 
18 January~ the ECB ann~at the 
Governing Council had decided, in agreement 
"1ith the Sw1ssNational Bank, 10 stop conducting 
one-week Swiss franc liquidity-providing swap 
OJ)Cf3tions after 31 Jiiiiuary 2010, against the 
background of declining demand and imPro ed 
conditions in funding markets. 

'f"he !;:CB and the Bank of England announced 
on 17 December 20 I 0, within the framework 
of central bank coop,:ration, _a tempofl!!)' 
liquidity swap racility, under which the Bank 
ofCngland could provide, if necessary_} up to 
GBP IO billion to the ECB in exchange for 
curo. The agreement., which expires at the end 
of September 201 I, allows pounas sterling 10 be 
made available 10 the Central Bank of Ireland 
as a precautionary measure.., for tbe purpose of 
meeting any temporary liquidity needs of the 
banking system in that currency. This swap 
facility was not used in 2010. 
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On 31 December 20 IO a liquidity-providing 
repurchase transaction of €1.8 billion, with 
a maturity of three days, was settled. This 
transaction was conducted by the ECB in 
connection with liquidity arrangements in place 
with central ban.ks outside the euro area. 

1.3 THE SECURITIES MARKETS PROGRAMME 

The Governing Council decided in May 2010 10 
establish the Securities Markets Programme. 
The objective of this temporary and ongoing 
programme is to address the malfunctioning of 
certain curo area debt securities market segments 
and to ensure an appropriate monetary policy 
transmission mechanism. In practice, the 
programme is implemented by Eurosystem 
portfolio managers carrying out purchases of 
certain euro area debt securities in market 
interventions. By 31 December 20 IO the 
Eurosystcm had purchased securities under the 
SMl' with a total settlement amount of around 
€73.5 billion.' 

In order to reabsorb the liquidity injected 
through the Securities Markets Programme, the 
ECB conducted liquidity-absorbing fine-tuning 
operations to collect one-week fixed-term deposits 
for a weekly amount corresponding lo the senled 
size of the SMP itself (see the "Open market 
operations" section earlier in this chapter). 

1.4 THE COVERED BOND PURCHASE PROGRAMME 

At the end of June the purchases carried out 
under another programme, the Covered Bond 
Purchase Programme, were completed. The 
Eurosystem purchased a nominal amount of 
€60 billion under the CBPP over the one-year 
period of its implementation, from 6 July 2009 
10 30 June 2010. The aim of this programme, 

l More informar.ion on lhe SMP can be found in the ECB's 
prcn ttlt:.t.,c or 10 May 2010. lhe ECO'$ OttMon or 14 May 
2010 cs:tablishing :1 Stt.Uri1itt mat\:ets iwosnmmc- and th( data 
publi$hed as part or lhe ¥to~d1)' fln;lnd.al s~te~I$ of the 
Elwsystttll. 



which was one of the building blocks of the 
ECB's enhanced credit suppon approach, was 
to contribute to the revival of the covered bond 
market. One of the main signs of the success of 
the CBPP is the noticeable reactivation of 
primary market ac1ivity for covered bonds. 
Between the announcement of the CBPP and its 
termination, 175 CBPP-eligible new covered 
bonds and 55 taps of existing CBPP-eligible 
covered bonds were issued for an overall amount 
of around €184 billion.• Since March 2010 the 
securities held under the CBPP have been made 
available for lending on demand to eligible 
countcrpanies against eligible collateral. While 
this lending activity remained limited in terms 
of amounlS, it is considered useful for proper 
market functioning that the securities held under 
the CBPP are in principle available for lending. 

1.5 INVESTMENT ACTIVITIES 

The ECB' s investment activities other than 
those related to the SMP and CBPP (see above) 
arc organised in such a way as to ensure that no 
inside information about central bank policy 
actions may be used when making investment 
decisions. A set of rules and procedures 
(known as a °Chinese wall") ensures that 
inside infonnation about monetary and foreign 
exchange policies of the ECB and of other 
central banks does not reach the staff members 
of the ECB's Investment Division or the 
staff members of the NCBs who are involved 
in the ECB's investment activities. Should 
inside information be passed on to these staff 
members, be it on purpose or not, the ECB's 
investment activities may be suspended in full 
or in pan, which means that the compositions or 
the ECB's investment ponfolios compared with 
their respective benchmarks are not allowed 
to change. 

FOREIGN RESERVE MANAGEMENT 
The ECB's foreign reserve ponfolio was 
originally set up through transfers of foreign 
reserve assets from the curo area NCBs. Over 
time, the composition of the portfolio reflects 
changes in the market value of the invested assets, 

as well as foreign exchange and gold operalions 
of the ECB. The main purpose of the ECB 's 
foreign reserves is to ensure that, whenever 
needed, the Eurosystem bas a sufficient amount 
of liquid resources for its foreign exchange 
p0licy operations involving non-EU currencies. 
The objectives for the management of the ECB's 
foreign reserves are, in order of importance. 
liquidity, security and return. 

The ECB's foreign reserve portfolio consists of 
US dollars, Japanese yen, gold and SDRs. The 
US dollar and Japanese yen reserves arc actively 
managed by the ECB and those euro area NCBs 
that wish to take part in this ac-tivity as agents 
for the ECB. Since January 2006 a "currency 
specialisation model" has been in operation to 
increase the efficiency of the ECB's investmenl 
operations. Under this scheme, each NCB which 
wishes to be involved in ECB foreign reserve 
management, or group of NCBs acting jointly 
for this purpose, is as a rule allocated a share 
in the US dollar or the Japanese yen ponfolio.' 
Eesti Pank expressed an interest in being 
involved in ECB foreign reserve management 
activities and established a pool together with 
Suomen Pankki - Finlands Bank for carrying 
out these activities together, whereby the two 
NCBs jointly manage a portion of the ECB 's 
Japanese yen ponfolio on behalf of the ECB. 

The value of the ECB's net foreign reserve 
assets 6 at current exchange rates and market 
prices increased from €51 billion at end-2009 to 
€60.6 billion at end-20 I 0, of which €43.2 billion 
was in foreign currencies (i.e. the Japanc.~e yen 
and the US dollar) and €17.4 billion was in 

4 Mo,t lnf0nna1ion On 1hc C8PP c.an be (l)Wld in: lhe mQnlhl)' 
COPP reporu published between Au3"sl 2009 and Jw,c 2010; 
the box en1itl,N .. Co,·en:d bo1kt: mw.!t:t de\'e~C1ll$ .and !he: 
c:o,'<'rcd bood pwcllllsc programme", Montlll)I Blllletln, ECO, 
Au~t :MIO; :u\d ""The Imp~ of1he &tod)'l!tcm·sro,~rcdbond 
p1,1rdwc pn)gRlllfDc: oo 1bi: primary aiJd SoCCQOIW)' martcuN, 
Ckta#onal Pap<rStn·u. No 122. £Cl), January 2011. 

S Formoroddails.. SCC"lbcarticlccuti11ed"Portfolioffli1Jlagcmm1 at 
the £CB", /.f()lllluy 8r1l/t!ll1t, EC8, April 2006. 

6 Net forcig,11 rcsa'VC a.ucu arc cakul.ated u official rcsctVC usc:1s 
t:<dudina the nc:t,. rn.ru\,N.lO-nU,rt(t:t va.lue of f0tt1gn turrePCy 
SW1ops, plus dq:,o:Jits in romgn C:IIJT'Cllcy with residents:, minus 
(ututt prtdectrmlned net <lr11l.ni on fortivi turttne)' holdinSf 
O\l.;ng lo rqM1rchlsc. and forwud tnu:uactioru:. For detailed 
in.foro1.:11k,n on tl'it <la~ SOUrte$, see lht J!Cll·s wtbshe. 
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gold and SDRs. Applying the exchange rates of In 2010 the list of eligible instruments in which 
end-2010, US dollar-denominated assets the ECB's own funds portfolio can be invested 
represented 76% of the foreign currency was unchanged. 
re.serves, while those denominated in Japanese 
yen accounted for 24%. The 13% increase in the 
value of the foreign currency portfolio mainly 
reflected the appreciation of the Japanese yen 
(by 22.6%) and the US dollar (by 7.8%) versus 
the euro over the year, as well as positive 
contributions from the capital gains and interest 
income generated by portfolio management 
activities. The value of the gold and SOR 
holdings increased by around 37%. This increase 
was mostly due 10 the appreciation of gold by 
around 38% in 2010, as measured in euro terms. 
During 2010 the ECB's gold holdings did not 
change, but they increased at the start of 2011 
when Eesti Pank transferred some gold to the 
ECB as part of its transfer of foreign reserve 
assets to the ECB. 

In 2010 the list of eligible instruments in 
which the ECB 's foreign reserve portfolio 
can be invested was unchanged. In October an 
automatic securities lending programme for the 
ECB's US dollar-denominated assets was started 
on the portion of the portfolio managed by the 
Deutsche Bundesbank on behalf of the ECB. 

OWN FUNDS MANAGEMENT 
The ECB's own funds portfolio consists of 
the invested counterpart of the ECB's paid-up 
capital, as well as amounts held in its general 
reserve fund and its provision against foreign 
exchange rate, interest rate and gold price risks. 
The purpose of this portfolio is to provide the 
ECB with income to help to cover its operating 
expenses. The objective of its management 
is to maximise expected returns. subject to a 
no-loss constraint at a cenain confidence level. 
The portfolio is invested in euro-denominated 
fixed income assets. 

The value of the portfolio at current market 
prices grew from €11.8 billion at end-2009 to 
€13.3 billion at end-20 I 0. The increase in market 
value was due to the increase in the ECB's 
paid-up capital effective on 29 December 20 I 0, 
as well as 10 invesunent rerums. 
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To comply with the strict Chinese wall in 
place at the ECB, the implementation of the 
CBPP and the SMP led 10 a partial freeze in the 
investment activities related to the ECB 's own 
funds portfolio in 2010. 

RISK MANAGEMENT ISSUES 
The financial risks to which the ECB is 
exposed in its investment activi1ies are closely 
monitored and measured in order to keep 
them within the levels specified by the ECB's 
decision-making bodies. For this purpose, a 
detailed limit structure is in place and limits are 
monitored daily. Regular reporting ensures that 
all stakeholders are adequately informed of the 
level of such risks. 

In 20 IO the ECB continued to enhance the IT 
infrastructure supporting the risk management 
framework for its investment operations. This 
framework, which had been extended to cover 
the portfolio of covered bonds purchased by 
the ECB under the Covered Bond Purchase 
Programme, now also covers the Securities 
Markets Programme. 

One of the indicators used to monitor market 
risk is Value-at-Risk (VaR), which defines the 
loss for a portfolio of assets that will not be 
exceeded at the end of a specified period of 
time with a given probability. The value of this 
indicator depends on a series of parameters used 
for the calculation, in particular the confidence 
level, the length of the time horizon and the 
sample used 10 estimate asset price volatility. 
As an illustration, computing this indicator for the 
ECB's investment portfolio, the CBPP portfolio 
and the SMP portfolio, on 31 December 20 I 0, 
using as parameters a 95% confidence level, a 
time horizon of one year, and a sample of one 
year for asset price volatility, would result 
in a VaR of €10.867 billion. Computing the 
same indicator with a five.year ins1cad of a 
one-year sample would result in a VaR of 
€10.427 billion. The largest part of this market 



risk is due co currency and gold price risk. 
The low levels of intcresc race risk in chc ECB's 
invcscrnenc portfolios reflect che face chac che 
modified duration of these portfolios remained 
relacively low in 2010. 

The overall level of risks faced by che ECB has 
increased in view of the increased volatility in 
foreign exchange rates, interest rates and gold 
prices, as well as higher credit risk. This was 
one of the main reasons why che ECB decided 
to increase ics subscribed capilal by €5 billion 
wich etTccc from 29 December 20 I 0. As che 
maximum size of the ECB's provision and 
reserves is equal lo chc level of its paid-up 
capical, chis decision will allow chc Governing 
Council to augment the provision by an amount 
equivalent co the capital increase, thus further 
streni,~hcning che financial buffers of the ECB. 
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2 PAYMENT AND SECURITIES SETTLEMENT SYSTEMS 
The Eurosystem bas lhe statulory 1ask of 
promoting the smooth operation of payment 
systems. Payment systems and securities clearing 
and settlement systems a.re fundamenlal 
infrastructures lhat arc necessary for lhe proper 
functioning of market economics. They arc 

indispensable for lhe efficient flow of payments 
for goods, services and financial assetS, and 
their smooth functioning is crucial for the 
implementation of a central bank's monetary 
policy and for mainlaining the stability of 
and confidence in lhe currency, lhe financial 
system and the economy in general. For the 
performance of lb.is task, the Eurosystcm applies 
three approaches: it takes on an operational role, 
conducts oversight activities and acts as a catalyst 
(for further details on the second and lhird of 
lhese, see Sections 3 and 4 of Chapter 4). 

In terms of its operational role, the Eurosystem, 
according to the S1atute of the ESCB, may 
provide facilities to ensure efficient and sound 
clearing and payment systems. To this end, the 
Eurosystem operates lhe TARGET2 system 
and the correspondent central banking model 
(CCBM), is in the process of es1ablishing 
T ARGET2-Securitics (T2S) and is developing 
a new Collateral Central Bank Management 
system (CCBM2). 

2.1 THE TARGETl SYSTEM 

The Eurosystem operates lhe T ARGET2 
system for large-value and urgent payments in 
euro. TARGET2 plays an imporlant role in lhc 
execution of lhe single monelary policy and the 
functioning of the euro money market. It offers 
a real-time settlement service in central bank 
money and broad market coverage. h processes 
largc~valuc and urgent transactions without any 
upper or lower limit on the value of payments and 
has also attracted a variety of other payments. 

The system is based on a single technical 
infrastructure, the Single Shared Platform 
(SSP). Three Eurosystem centrJI banks - lhe 
Banca d'ltalia, the Banque de France and the 
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Deutsche Bundesbank- jointly provide the SSP 
and operate it on behalf of the Eurosystem. 

By December 2010 TARGET2 bad 928 direct 
participants. The overall number or banks 
(including branches and subsidiaries) that can 
be addressed worldwide lhrough T ARGET2 
remained stable at some 52,000. In addition, 
TARGET2 senled the cash positions of 
67 ancillary systems. 

TARGETl OPERATIONS 
The TARGET2 system functioned smoothly 
in 20 IO and settled a large number of euro 
payments. The system's market share increased 
slightly, with 91 % of the total value of payments 
in curo 1argcavaluc payment systems being 

executed via T ARGET2. ln 20 IO the system 
processed a total of 88,59 I ,926 transactions, 
with a daily average of 343,380 transactions. 
Compared with the previous year, the overall 
volume of transactions was more or less 
lhe same, rising only marginally, by 0. 1%. 
The total value of TARGET2 traffic in 2010 
was €593, 194 billion, with an average daily 
value of €2,299 billion. Compared with 2009, 
the overall value of the transactions processed 
by the system increased by 7.6%. Table 12 
provides an overview of payment traffic in the 
TARGET2 system in 2010, comparing it with 
traffic in the previous year. 

Table 12 Payment tralfic in TARGET2'1 

VaJuti 200, 1010 Clllaatt: 
(F.URblUloot) (%) 

TARCF.TI o,·ertll 
Toul SSl,174 $93,194 1.6 
Daily •~•mtge 2.,IS3 2~99 ... 
Vo,hunt' (aumbtr , ... ?010 Clll•nt:• 
or 1raMac::1Jo.111) (¾) 

'fAR(:ffllht'nll 

Toul &&.517,321 88,591,926 0.1 
D.lilyavcragc:: 345,771 343,380 -0.7 

......,,,ECB. 
I) There v,'Crc 256 opcnting d&y:s in 2009 and 2S8 opcra11ng 
<bys in 2010. 



In 20 IO the overall availability 7 of T ARGET2 
reached 99.68% and was affcc1ed only by 
incidents occurring in relation to national 
proprietary home accounting systems, 3 while 
the SSP itself achieved 100% availability. 100% 
of the paymcn1s in the SSP were processed 
within five minutes. The systemts very positive 
performance, which has improved continuously 
since migration to T ARGET2, met with the 
satisfaction of participants. 

COOPERATION WITH TARGET2 USERS 
The Eurosystem maintains close rela1ions with 
TARGET2 users. Regular meclings were held 
between the NCBs and national T ARGET2 user 
groups in 2010. ln addition,joint meetings of the 
Eurosyslem Working Group on TARGET2 and 
the TARGET Working Group of the European 
credit sector associations took place on a 
quarterly basis to discuss T ARGET2 business 
issues at the pan-European level. Stralcgic 
issues were addressed in the Contact Group on 
Euro Payments Strategy, a forum composed 
of senior representatives from commercial and 
central banks. 

MANAGEMENT OF HEW SYSTEM RELEASES 
The Eurosys1em attaches the greatest importance 
to the development of T ARGET2 in order 
to further increase the level of service offered 
and to meet the needs of its participants. 
In October 20 IO the Eurosystem launched 
a user consultation on a possible strategy 
for improving T ARGET2's compliance with 
ISO 20022 standards. 

On 22 November 20 IO the fourth release 
of the SSP was implemented.' The main 
innovation of this release was the introduction 
of internet-based access to TARGET2. This 
consists of an alternative fonn of di.reel 
access to the main services of TARGET2, 
without, however, requiring connection to the 
SWlFr network. The Eurosystem developed 
internet-based access to meet the needs of small 
and medium-sized banks. 

In November 20 IO the Eurosystem also finalised 
the contents of the fifth release, which is due 

to be implemented on 21 November 2011. 
This release will include the provision of a 
network linking the participating central banks 
that wi.11 give them direct access to the main 
TARGET2 services in the even1 of a SWTFr 
outagc1 as well as various other enbanccmcnlS 
requested by the user commwtity. 

COUNTRIES PARTICIPATING IN TARGET2 
All curo area countries participate in T ARGET2, 
as its use is mandatory for the settlement of all 
payment orders related to the Eurosystem 's 
monetary policy operations. In 2002 the 
Governing Council of the ECB confirmed 
the right of non-euro area EU central banks to 
connect to the TARGET system on a voluntary 
basis in order to facilitate the settlement 
of eu.ro-denominated transactions in these 
countries. From a legal and business p0int 
of view, each central bank is responsible 
for managing its system component and for 
maintaining relationships with its participants. 
In addition, some financial institutions located 
in other EEA countries participate in TARGET2 
via remote access. 

At the current juncture 23 central banks of the 
EU and their respective user communities arc 
connected to TARGET2: 1be 17 euro 
area national central banks, the ECB and five 
national central banks from non-euro area 
countries. 1• In February 2010 6bllrapcKa 
Hapoiu,a 6anKa (Bulgarian National Bank) and 
its national user community connected to 
TARGETI. Recently, contacts have been 
established with Banca NationalA a Romlinici, 
since it has expressed an interest in joining 
TARGET2. Romania's connection to 

7 The levtl of availability is 1hc t"XICfll to wbkh panicipant:s wrrn 
able to U$t' 1he TARGET2 Sy$1cm durina tbdr busln&S ho1,1r1; 

1111lhout incident. 
8 Propricu,y homt 111ttountina systcMS, in ..-.·hich 10tt1t paymerit 

tnnsaclMll\S ca11 be scu!cd until May 2012, arc ~tcd by some 
m1i0n[ll cttttrt.l twiii. 

9 Thesys1enu1pda.1es introduced in the fOW1h rdca:se~<t:rc ttl1tc1cd 
in Guide-lint, ECM0Ul/12 of lS September 2010 ,imend.Jng 
Guiddii,c ECB/2007n on a Tl'UIS•Europtan Automated Real• 
timt Gross k'!lkrtt,cTu E:xpreJS Tf"llt1$ftt system (TARGETI). 
The GuidcliM also lakes into accooat the ttchnical cbangn 
n:quired r-onowln1i1, the l!'llliy intc fm« Mtbe Trtaty. 

10 Bulgaria. Dcflmadt. la.lvia, Li1huania arwl Poland. 
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T ARGET2 is scheduled for July 2011, 
following completion of the necessary 
preparatory work. 

2.2 TARGETl-SECURITIES 

T2$ is the future Eurosystem service for 
securities settlement in central bank money 
in Europe. The project is currently in the 
development phase, and the settlement platform 
is due to go live in September 2014. 30 central 
securities depositories (CSDs) are presently 
involved in the project and it is expected 
that almost all traded securities in Europe 
will be settled in T2S, leading to significant 
economies of scale and very low scnlemcnt 
costs. By removing the distinction between 
cross-border and domestic settlement, T2$ will 
constitute a major breakthrough in the creation 
of an integrated capital market for Europe, 
providing a solid basis for increasing efficiency 
and competition in the entire posl-trading sector. 
Although T2S is a Eurosystcm initiative, it will 
also settle securities transactions in currencies 
other than the euro if the relevant central bank, 
with the support of its market, gives its consent. 

Much progress was achieved on the technical 
side in 20 I 0. The T2S user requirements were 
finalised early on in the year, enabling four 
Eurosystcm central banks - the Deutsche 
Bundesbank, the Banco de Espana, the Banque 
de France and the Banca d'ltalia - to begin the 
IT software development work. T2S is now on 
course 10 launch user testing in January 2014 
and go live in September of the same year. 

Significant headway was made in 20 IO on the 
key policy aspects of the project, particularly 
issues such as how T2S will be governed, how 
much T2S will charge for the settlement of 
securities transactions, how T2S will be legally 
set up, and how participants will be able to 
connect to T2S. 

The governance of T2S is of central 
importance to all T2S stakeholders. The four 
rnain stakeholder groups are: i) the Eurosystem 
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as system owner and operator, li) non-euro are.a 
central banks which provide their currencies in 
T2S, iii) CSDs which outsource their securities 
accounts to T2S, and iv) market participants 
more widely (i.e. banks, custodians, central 
countcrparties, etc.). In the proposed future 
governance set-up, each of the groups will have 
an appropriate degree of influence over TIS, 
while at the same time facilitating a timely 
decision-making process and ensuring safe and 
efficient infrastructure. 

In November 20 IO the Eurosystem came to 
a decision on the prices for the future T2$ 
settlement services. After taking into account 
the development and future running costs, 
together with the expected settlement volumes 
on the platform, the Eurosystem set the price 
for the settlement of delivery-versus-payment 
(DvP) instructions at 15 cent, provided that the 
following conditions arc fulfilled: i) currencies 
other than the euro add at least 20% to the 
euro settlement volume, ii) the securities 
settlement volume in the EU is no more than 
I 0% lower than the volumes projected by the 
T2S Programme Office, which are based on 
information provided by rnarket participants, 
and iii) the Eurosystem will not be charged VAT 
for T2S services. This price will be fixed for the 
period from September 2014, when T2S is due 
to go live, to December 2018. In order to provide 
assurance to market participants about T2S 
prices after 2018, the Governing Council has 
made a commitment not to increase TIS fees by 
more than I 00/4 per year until September 2022. 
Pricing OvP settlement instructions at a low 
price of 15 cent each - a price which is identical 
for both national and cross-border settlement -
means that even when including add-on charges 
from CSDs and from connectjvity charges, 
the end-to-end price of settlement should 
be lower than the current price of national 
settlement anywhere in Europe. T2S will reduce 
the cost of settling cross-border transactions by 
around 90% on average. Combined with the 
positive effects on competition across the whole 
post-trading value chain, T2S will, therefore, 
deliver a major boost to cost-efficiency in 
securities settlement throughout Europe. 



In 20 IO substantial progress was also made on 
the legal framework for TIS. On 21 April 2010 
the Governing Council of the ECB adopted 
the TIS Guideline.'' The TIS Guideline is the 
cornerstone of the legal framework for TIS 
and the basis for all other legal agrcemenlS 10 
be concluded in the future. It is binding for all 
of the Eurosystcm central banks, but docs not 
bestow any obligations on third parties. 

The work carried out on governance and 

pricing was also a key ingredient in the legal 
work involved in negotiating the contractual 
arrangements for TIS: negotiations between 

the Eurosystem and those CSDs that intend 
to use TIS. as well as negotiations bet\vccn 
the Eurosystem and those non-euro area 
central banks that are considering making their 
currencies available for settlement in T2S. 

Once the negotiations with the CSDs have 
been completed, the Governing Council of the 
ECB will endorse the Framework Agreement 
and then submit ii to the CSDs for assessmeat 
and signature by autumn 201 I. Negotiations 
on the Currency Panicipation Agrecmeot with 
the non-euro area central banks progressed 
well during 20 IO and ii is anticipated that the 
Governing Council will submit the Agreement 
lo non-euro area central banks in June 20 I I for 
assessment and signature by autumn 2011. 

The Eurosystem has also been working on the 
framework for the selection of external network 

providers for TIS. These are the entities that 
will provide the infrastructure to enable CSDs, 
central banks and directly connected participanlS 
to send instructions to - and receive messages 
from - the TIS platform. 

Finally, the T2S Programme Office, with the 
strong commitment and dedication of the TIS 
Advisory Group, was heavily involved in 
promoting the further harmonisation of 
securities settlement across Europe.12 

Participation in the European Commission's 
Clearing and Senlement Advisory Monitoring 
Expert Group 11, as well ilS successor, the Expert 
Group on Markel Infrastructures, ensures that 
hannonjsation activities in T2S arc in line with 

the overall public and private initiatives in the 
field." The TIS Advisory Group worked on the 
implementation of the corporate action standards 
on transaction management, the development of 
the ISO messages for TIS, and the improvement 
of cross-border shareholder transparency. 
Progress has also been made in 1e-rms of the 
hannonisation of the sc1tlemcn1 finality rules for 
CSDs panicipating in TIS. The TIS Advisory 
Group also launched work 10 identify and 
overcome any remaining obstacles to smooth 
cross-border se1tlemen1 in TIS. The outcome of 
this work is essential to ensuring efficient 
processing in TIS. Furthennore, at the end of 
20 IO the TIS Ad,•isory Group identified key 
priorities for further harmonisation work in the 
coming years. 

2.3 SETTLEMENT PROCEDURES FOR COLLATERAL 

A common set of eligible assclS may be used 
to collaleralise all types of Eurosystem credit 
operation, not only at the domestic level but 
also across national borders. The cross-border 

senlemem of collateral in the euro area is 
conducted mainly via the CCBM and thtough 
eligible links between euro area securities 
settlement systems (SSSs). Whereas the first 
solution is provided by the Eurosystem, the 
Jauer is a market-led initiative. 

In December 20 IO the amount of cross-border 
collateral (including both marketable and 
non-marketable assets) held by the Eurosystem 
decreased to €762 billion, down from 
€866 billion in December 2009. Overall, al the 
end of 20 IO cross-border collateral represented 
35.0% or the total collateral provided 10 the 
Eurosystem. 

II GuiddiDC ECB/2010/2 of 21 April 2010 on TARGET2-
$«;11rhiu. 

12 The ns Adviso,y Group adviStS lhe dttision-making bodies 
0F1he ECB on both lt:drni~I ~ policy issues ~ceml~ T2S. 
The T2S AdviSOf)' Group consists of appo.ximatcly 90 S<"niof" 
rq,ttSCnt;a1h•t$ fn)n'l Mtioo.\l «nlt31 biinb, CSOs ;al'ld nurktt 
panicipants which ha~~ :siglWkd tbcir interest iD joining TIS. 

I 3 F0r fw1hes dctai1!i.. * S«don 3 of Chitp.er 4 Qfl fi.n.ancW 
in1cgratioa. 
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EUROSYSTEM COLLATERAL MANAGEMENT 
SERVICES 
The CCBM remained the main channel 
for transferring cross-border collateral in 
Eurosystem monetary policy and intraday credit 
operations in 20 I 0, accounting for 24.1 % of 
the total collateral provided to the Eurosystcm 
in that year. AsselS held in custody through the 
CCBM decreased from €569 billion at the end 
of200910€507 billion at the end of 2010. 

Commencing operations in 1999, the CCBM was 
set up as an interim arrangement based on the 
principle of minimum harmonisation. In order 
to introduce a more harmonised level of service, 
the Eurosystem decided in 2008 to launch 
CCBM2, which is based on a single platform. 
The development and operation of CCBM2 on 
behalf of the Eurosystem was assigned to the 
Natiooale Bank vao Belgie/Banque Nationale 
de Belgique and De Ncderlandsche Bank. 

CCBM2 will enhance harmonisation 
and increase the efficiency of collateral 
mobilisation1 as well as allowing Eurosystcm 
eounterpanies, panicularly banks operating in 
mulliple countries, to optimise their collateral 
use and improve their liquidity management. 
Moreover, it will allow central banks to monitor 
the collateral used in credit operations more 
closely. The platform will be fully compatible 
with TARGET2 and TARGET2-Securitics. 
Following approval by the Governing Council, 
the major project milestones were announced 
in October 20 I 0. These include testing at the 
central bank and market level in 2012 and going 
live in 2013. Migration to CCBM2 is scheduled 
to take place in two waves in the second and 
third quaners 0(2013. 

ELIGIBLE LINKS BETWEEN NATIONAL SECURITIES 
SETTLEMENT SYSTEMS 
Cross-border collateral can also be mobilised by 
using links between national SSSs. However, 
such links arc only eligible for Eurosystem 
credit operations if they meet the Eurosystem's 
user standards. Once the securities have been 
transferred to another SSS via eligible links, 
they can be used through local procedures 
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in the same way as any domestic collateral. 
The amount of collateral mobilised through 
direct and relayed links decreased from 
€ 129 billion in December 2009 to€ I 09 billion at 
the end of 2010. This accounted for 5.0% of the 
total collateral (both cross-border and domestic) 
held by the Eurosystcm at the end of 20 I 0, 
compared with 5.7% at the end of 2009. 

In 20 IO no new eligible links were added to 
the 54 direct and 7 relayed links already 
available to counterpanies. 



3 BANKNOTES AND COINS 
3.1 THE CIRCULATION OF BANKNOTES AHO 

COINS ANO THE HANDLING OF CURRENCY 

DEMAND FOR EURO BANKNOTES AHO COINS 
At end-2010 there were 14.2 billion banknotes in 
circulation, with a total value of €839. 7 billion. 
This compares with 13.6 billion banknotes, 
with a total value of €806.4 billion, 
at end-2009 (see Charts 49 and 50). In 2010 
the annual growth rate of curo banknotes in 
circulat-ion1 in tcnns ofboth value and volume, was 
in the region of 4%. The €50 and € I 00 banknotes 
showed the strongest growth, with annual 
growth rates of 6.7% and 5.4% respectively at 
end-December 2010, while the previously strong 
demand for €500 banknotes slackened markodly, 
with an annual growth rate of 2. 1% being recordod 
by the end of the year. By the end of20l0 the €SO 
banknote had the largest share in total ci.rculation 
in volume terms (39.2%), while the €500 banknote 
had the largest share in tenns of value (34.3%), 
closely followod by the €50 banknote (33.0%}. 

Chart 49 Number of euro banknotes 
in c:irculation between 2002 and 10 I 0 
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Banknote demand from regions outside the euro 
area, which is strongly focusod on high-value 
banknotes as a store of value, decreased slightly 
in 20 I 0. Although it remained constant from 
mid-2009 to mid-20 I 0, inflows of euro cash 
exceeded outflows in the second half of 20 I 0. 
This could be a result of a reversal of the earlier 
hoarding of euro banknotes, which had been in 
demand as a safe haven folJowi.ng the financial 
turmoil in 2008. It is estimated that 20-25% of 
the curo banknotes in circulation in value terms 
are used outside the euro area, especially in 
neighbouring regions. 

In 2010 the total number of euro coins in 
circulation (i.e. net circulation excluding stocks 
held by the euro area NCBs) increased by 6.2% 
to stand at 92.9 billion, while their total value 
rose by 4.5% to stand at €22.3 billion. With 
a 61 % share in the total volume of coins in 
circulalionl the number of low-value coins -
I, 2 and 5 cent coins - remained high. 

Chart SO Value of euro banknotes 
in circulation b!twetn 2002 and 20 I 0 
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Chart 51 Humber of euro banknotes In circulation between 2002 and 20 IO by denomination 
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BANKNOTE HANOLING BY THE EUROSYSTEM 
In 20 IO the curo area NCBs issued 33.6 billion 
banknotes, while 33.1 billion banknotes were 
returned to them. 34.2 billion banknotes were 
processed using fully automated banknote 
processing machines, which checked the 
banknotes for both authenticity and fitness for 
circulation. In that process, some 5.8 billion 
banknotes were identified as being unfit for 
circulation and destroyed. At 17.1%, the unfit 
rate1" remained close to the rate recorded in 2009. 
The average return frequency'' of banknotes in 
circulation decreased further, falling from 2.59 at 
end-2009 to 2.46 at end-2010, meaning that, on 
average, a banknote returned to a euro area NCB 
every five months. The high-value banknotes, 
which are frequently hoarded, showed low return 
frequencies (0.34 for €500 banknotes, 0.5 I for 
€200 banknotes and 0.76 for €100 banknotes), 
while the return frcquc.ncics of the denominations 
which arc typically used for transactions were 
higher (1.87 for €50 banknotes, 3.77 for 
€20 banknotes, 4.39 for €10 banknotes and 2.50 
for €5 banknotes). 
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3.2 BANKNOTE COUNTERFEITING 
AHO COUNTERFEIT DETERRENCE 

COUNTERFEIT EURO BANKNOTES 
In 20 IO the National Analysis Centres "received 
some 752t000 counterfeit curo banknotes. 
When compared with the number of genuine 
euro banknotes in circulation, the proportion 
of counterfeits remains al a very low level. 
Long-term developments in the quantity of 
counterfeits removed from circulation are 
shown in Chart 52. Closer analysis shows 
that the upward trend in quantity which began 
to emerge in 2008 was reversed in 20 I 0. 
Counterfeiters tended to target the €50 and €20 
banknotes, which accounted for 43¾ and 40¾ 

14 Dcfuicd u the: number o( banknotes idcoti6cd u being unfit in 
a gh~n period divided by ltlc total number of ba.nknotcs sortN 
dwillg that period. 

IS Def'incd as 1bc 1oul number of Nnlnotcs returned to niro ami 

NC& In a $:h·en pm(KI dMdied by 1tie .11,-tr.\;c numb(." qf 

b,.nknOCi:$ lo dr(:ul.ati(IIJ clurin; lh:1.1 period. 
16 Cmtrcs established 1n eacb EU Mcmbtt State for lbc initial 

.1nal)'Si1 of countttfcit curo ~t at the national level. 



Chart Sl Number of counterfeit euro 
banknotes recovered from circulation 
between 2002 and 2010 
(clll>u,,nd,) 
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of total counterfeits respectively. Details of 
the denominational breakdown are shown in 
Chart 53. 

Although confidence in the security of the 
curo is fully justified by the ongoing 
anti•counlerfeiting measures of European and 
international authorities, this should not give 

' 

Chart 53 Breakdown of counterfeit euro 
banknotes by denomination in 2010 

Source.: ECB. 

rise to complacency. The ECB continues to 
advise the public to remain alert to the possibility 
of fraud, to remember the "feel-look-tilt" test 
described on the ECB's website,11 and never to 
rely on just one security feature. In addition, 
training is offered 10 professional cash handlers 
on a continuous basis, both in Europe and 
beyond, and information materials have been 
created and updated to support the Eurosystem 's 
fight against counterfeiting. The ECB 's 
well-established cooperation with Europol and 
the European Commission also serves this goal. 

COUNTERFEIT DETERRENCE AT THE GLOBAL 
LEVEL 
Cooperation on counterfeit deterrence goes 
beyond the European level. The Eurosystem 
participates actively in the work of the 
Central Bank Counterfeit Deterrence Group 
(CBCDG)." The ECB hosts the International 
Counterfeit Deterrence Centre (JCOC), which 
acts as the technical centre for the CBCDG. 
The !CDC maintains a public website 19 which 
provides infonnarion and guidance concerning 
the reproduction of banknote images, as well as 
links to counuy-specific websites. 

3.3 BANKNOTE PRODUCTION AND ISSUANCE 

PRODUCTION ARRANGEMENTS 
For 2010 the production of a total of 7.1 billion 
euro banknotes, with a value of €264.9 billion, 
was allocated to the euro area NCBs. 
The allocation of curo banknote production 
continued to be based on decentralised 
production with pooling, an arrangement 
initially established in 2002. Under this 
arrangement, each euro area NCB is responsible 
for the procurement of an allocated share of 
the total requirement for certain denominations 
(see Table 13). 

l7 hl!p:l/www.ccb.t"uropa.cw'curo.'NnknotcslscC11rit)'/hlm.l/illdcx. 
cn.htmJ 

18 A poop oomprising 32 central bankJ aDd banknote printing 
authoritks tluit wort 10,etl'ICT uodcrlhc aurpi~ oftbe GIO. 

19 For details. .5C'C htep;/lwww.nilcsfont5e.org 
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Table 13 Allocation of ,uro banknote 
production in 2010 
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ROADMAP FOR GREATER CONVERGENCE 
OF HCB CASH SERVICES 
On the basis of a medium-term roadmap 
adopted by the Governing Council in 2007, the 
Eurosystcm continued its work to achieve greater 
convergence as regards the cash services offered 
by euro area NCBs. 

In particular, the Eurosystcm is in the process of 
finalising an interface between euro area NCBs' 
local IT applications for the electronic exchange of 
data with credit institutions. The data in question 
concern cash lodgements and withdrawals where 
cash services are offered free of charge by NCBs. 
The interface will allow credit instirutions to 
use the IT application that they use with their 
domestic NCB for cash transactions with other 
euro area NCBs (for cash services provided free of 
charge by NCBs). Besides, since I January 2011 
orientation-independent banknote lodgements and 
withdrawals have been classified as a common 
service provided free of charge by NCBs. 

RECIRCULATION OF BANKNOTES 
On I January 2011 Decision ECB/20 I 0/14 on the 
authenticity and fitness checking and recirculation 
of euro banknotes became applicable and replaced 
the "Framework for the detection of counterfeits 
and fimess sorting by credit instirutions and 
other professional cash handlers" (also known 
as the "Banknote Recycling Framework" or 
"BRF"). On 31 December 20 I 0, al the end of 
the transitional period provided 10 the credit 
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instirutions and other professional cash handlers 
of some curo area countries allowing them 10 

adapt their procedures and machines 10 the BRF, 
the requirements laid down in the BRF were fully 
applied in all euro area countries. Thus, all curo 
ban.knotes recirculated via ATMs or over the 
counter at branches of credit institutions will now 
have been checked for authenticity and fitness, 
which is an important guarantee for the public. 

Decision ECB/20 I 0/14 lays down the procedures 
referred to in Article 6(1) of Regulation (EC) 
No 1338/200 I, as amended in 2008.20 

Cash handlers are required to comply with these 
procedures, ensuring both "that curo banknotes 
they have received and which they intend to put 
back into circulation are checked for authenticity 
and that counterfeits are detected''. The Decision 
does not introduce major changes compared 
with the BRF, except that ii applies to a larger 
number of addressees pursuant to Article 6( I) of 
Regulation (EC) No 1338/2001. 

THE EXTENDED CUSTODIAL INVENTORY 
PILOT PROGRAMME IN ASIA 
Following its withdrawal from the wholesale 
banknote business, the Extended Custodial 
Inventory (ECI) site of HSBC Bank USA in 
Hong Kong was closed down in October 2010.21 

The remaining ECI sites, which are operated by 
Bank of America Merrill Lynch (in Hong Kong) 
and Bank of Ireland First Currency Services in 
a joint venture with United Overseas Banlc 
(in Singapore), will continue their operations 
as part of the pilot programme until 
end-January 2012. 

THE SECOND SERIES OF EURO BANKNOTES 
The Eurosystern continued work on a new 
series of curo banknotes in 20 I 0, focusing on 
developing the origination materials (i.e. the 
master materials used for banknote production) 
and carrying out test prints 10 assess the ability 

20 Council R~gubtioa (Eq No 4412009 of 18 D«mibtt 2008 
amcndil'IS Regublion (EC) ~'o 1333/2001 l.a)•inJ dowt1 mcuun-s 
occes.sa,y for the: pr01tt1ion of the a;ro against coontttftiting. 

21 An F.CI 11, :t euh ~ m:tinulncd by a priV'l.te twLl! holdint: 
<:uru:ncy on :1. ct1S1odial bui,. 



10 produce the new banknotes in a large-scale 
production environment. The new series will 
retain the most important design elements fi-om 
the fi,st series of banknotes. The exact timing 
and sequence of issuance will be determined at 
a later stage. Tbc Eurosystem will inform the 
public, cash handlers and manufacturers well in 
advance about the modalities of the introduction 
of the new banknotes. Euro area NCBs will 
redeem curo banknotes from the first series for 
an unlimited period of time. 
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4 STATISTICS 
The ECB, assisted by the NCBs, develops, 
collects, compiles and disseminates a wide range 
of statistics which support the monetary policy 
of the euro area and various tasks of the ESCB. 
These statistics arc also used extensively by 
public authorities, financial market panicipants, 
the media and the general public. In 20 IO regular 
euro area statistics continued to be provided in a 
smooth and timely manner,22 while significant 
efforts were devoted to further improving the 
ESCB's statistical framework in accordance 
with the annually reviewed ESCB work 
programme for European statistics. A particular 
challenge in this respect was the fact that 
growing data demands have placed considerable 
pressure on the resources available to compilers. 
One of the main work streams in 20 IO concerned 
financial stability statistics. ln this area, the 
ECB, with the support of NCBs, carried out the 
necessary preparations with a view to providing 
statistical support to the European Systemic 
Risk Board (ESRB) as of I January 2011 
(see Chapter 6) and contributed, under the 
auspices of the G20, to global initiatives 
addressing statistical gaps identified following 
the financial and economic crisis. 

The implications of the financial and economic 
crisis as regards the production, use and 
publication of statistics were the central theme 
of both the Fifth ECB Conference on Statistics 
and the international seminar hosted by the ECB 
on World Statistics Day on 20 October 2010. 

4.1 NEW AND ENHANCED EURO AREA STATISTICS 

As a result of the statistical work conducted 
in 20 I 0, rurther euro area statistics were made 
available, such as new statistics on MFI loans 
to non-financial corporations broken down 
by branch of activity on the basis of the NACE 
Rev. 2 classification and new external debt 
statistics for the euro area broken down by 
sector and instrument. Data on the Short-Tenn 
European Paper (STEP) initiative (see also 
Section 3 of Chapter 4), a market initiative 
fostering financial integration in this market 
segment, were also developed further. STEP 
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statistics, which have been published since 
September 2006, were complemented in 
September 20 IO by the weekly publication 
of outstanding amounts for individual STEP 
programmes, including a breakdown by currency 
of issuance. 

In 20 IO the implementation of enhanced 
euro area statistics under the amended ECB 
regulations on MFI balance sheet, MFI 
interest rate and loan securitisation statistics 
continued. Statistical reporting by financial 
vehicle corporations engaged in seeuritisation 
transactions began in early 2010, and MFls' 
reponing of an extended statistical dataset for 
balance sheet and interest rate statis1ics began 
in mid-20 I 0. These new data and related 
indicators will provide more detailed breakdowns 
(e.g. for collateralised loans and new loans to 
non-financial corporations) that will support 
the enhancement of monetary analysis. 
These statistics are due to be published for the 
first time in mid-2011 following an appropriate 
data quality review by the ESCB. 

4.2 OTHER STATISTICAL DEVELOPMENTS 

In February and October 20 IO the ECB 
published the results of the second and third 
waves of its biannual survey on euro area 
finns' access to finance, which was conducted 
in cooperntion with the European Commission. 
This survey provides predominantly qualitative 
evidence on the financing conditions faced by 
small a.nd medium-sized firms compared with 
large firms, and the results are broken down, 
among other things, by firm size, type of 
economic activity and firm age, with a country 
breakdown provided for certain euro are.a 
countries. 

Further progress was made in 20 IO with the 
implementation of the Eurosystem's survey 

22 Stati51ics wtrc ttkascd by me-Md of 74 monthly, quancrly and 
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on household finance and consumption. 
This survey is currently being conducted by the 
NCBs of all euro area countries (in a few cases in 
collaboration with national statistical institutes). 
This survey aims to provide micro-level data on 
households' (financial and real) assets and debts, 
together with complementary information on 
issues such as income, consumption, employment, 
pension entitlements, savings and inheritance. 
The public dissemination of aggregate indicators 
for the whole of the euro area and the provision 
of microdata to researchers is expected in the 
second half of 2012. 

Progress was also made towards establishing 
the collection and compilation of statistics on 
securities holdings on the basis of security-by
security infom1ation. A pilot project to compile 
experimental statistics on the basis of currently 
available data is ongoing. Moreover, options 
for developing a harmonised, cosH:fficient 
steady-state solution are being investigated. 
These data will allow the production of more 
harmonised and higher-quality statistics and the 
analysis of the securities holdings of institutional 
sectors and sub-sectors at a granular level. 

In the first quarter of 2010 a quarterly list of 
financial vehicle corporations was published 
for the first time, complementing the daily list 
of EU Mfls and the quanerly list of investment 
funds, which the ESCB keeps up to date 
and intends to transform into a fully fledged 
register of financial institut.ions. The lists of 
financial vehicle corporations and investment 
funds include a number of additional features 
compared with the list of MF!s, in particular 
security-by-security information (in the form 
or !SIN codes) on the securities issued by 
those institutions. This project is linked to the 
development by the European Commission of 
a statistical register of multinational firms, the 
EuroGroups Register. in which steps arc now 
being taken to remove legal obstacles to the 
mutual exchange of information for statistical 
purposes. 

The ECB continued its close cooperation 
with other international organisations for 

the development of international statistical 
standards, Together with Eurostat, the ECB 
focused mainly on the ongoing revision of the 
ESA 95, which needs to be aligned with the 
System of National Accounts 2008 and the 
sixth edition of the IMF's Balance of Payments 
Manual, Together with the BIS and the rMF, 
the ECB also published the second part of a 
handbook on securities statistics, which covers 
holdings of debt securities, 

4.3 STATISTICAL NEEDS RESULTING FROM 
THE FINANCIAL CRISIS 

As a result of the financial crisis. there has been 
an increase, at both European and global level, 
in user demand for statistics for the purposes 
of financial stability analysis. In addition to 
the work referred to in previous sections, 
a number of initiatives were conducted in 20 I 0 
with the aim of enabling the ECB to ensure the 
performance of the secretariat function for the 
ESRB and thereby provide the ESRB with the 
necessary statistical and analytical support as 
soon as it was established (see Chapter 6). 

The ESCB also cooperates with supervisory 
authorities with the aim of bridging and 
reconciling statistical and supervisory 
requirements. As a result of cooperation with the 
Committee of European Banking Supervisors, a 
new classification system was published in 20 I 0. 
Over time, this will help to reduce the reporting 
burden on entities that arc required to provide 
data to both the Eurosystcm and supervisory 
authoriries. ln addition, the reporting frequency of 
the consolidated banking dataset, as published in 
the ECB's report on EU banking sector stability, 
bas been increased from annual to biannual for 
a core set of banking indicators. The timeliness 
and data content of the annual dataset have 
also been enhanced. Moreover, the ECB bas, in 
close cooperation with the other members of the 
Eurosystcm, developed statistics on insurance 
corporations and pension funds. These statistics 
arc based on existing sources, mostly supervisory 
authorities- i.e. they do not require the collecrioo 
of new data from reporting agents. For the 
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funher development of these statistics, and in the 
light of increasing user needs (for the purposes 
of both macroeconomic and financial stability 
analysis), the ECB cooperates closely with 
the European Insurance and Occupational 
Pensions Authority, the successor of the 
Committee of European Insurance and 
Occupational Pensions Supervisors. in order 
to ensure that future statistical reporting 
requirements are consistent with Solvency Il 
and to min.imisc the reponing burden. 

In the context of worldwide international 
cooperation, the ECB participates in the 
statistical initiatives supported by the finance 
ministers and central bank governors of the 
G20 with a view to identifying and addressing 
information gaps. As a member of the 
lntcr~Agcncy Group on Economic and Financial 
Statistics, it worked together with the BIS, the 
European Commission (i.e. Eurostat), the IMF, 
the OECD, the United Nations and the World 
Bank to formulate an action plan submitted to 
the G20 summit held in June 20 I 0. That action 
plan contains timetables for the implementation 
of a number of recommendations on how 
to address the measurement of risks in the 
financial sec1or. international financial linkages 
and the vulne.rability of economies to shocks, as 
well as the communication of official statistics. 
The ECB is also helping to enhance the 
Principal Global Indicators website, which 
focuses on the G20 economies. 
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5 ECONOMIC RESEARCH 
Consistent with the approach adopted throughout 
the Eurosystem, the purpose of research activities 
at the ECB is to: i) provide research results 
relevant for the fomrnlation of policy advice on 
monetary policy and other Eurosystem tasks, 
ii) maintain and use econometric models in order 
to construct economic forecaslS and projections 
and compare the impact of alternative policy 
choicesJ and iii) communicate with the 
academic and research community, for example 
through the publication of research results 
in peer-reviewed scientific journals and 
by part.icipating in and organising research 
conferences. In 2008 the ECB initiated a 
multi-year revision of its research agenda in order 
to absorb the lessons of the financial crisis and its 
aftermath. This later also included activities to 
suppon the work of the ESRB. In 20 IO a great deal 
of effort was devoted to the analysis of financial 
issues, with a panicular focus on constructing 
and deploying tools for the purposes of 
macro.prudential and systemic risk assessment. 

5.1 RESEARCH PRIORITIES AND ACHIEVEMENTS 

Economic research at the ECB is performed in a 
dccentmlised manner: all business areas conduct 
research projects according to their needs and 
expenise. The Directorate General Research is 
charged with coordinating this research work, 
as well as producing high-quality research 
itself. The Director General Research chairs 
the Research Coordination Committee (RCC), 
which aligns research activities at the ECB with 
the requirements of the institution and the needs 
of its policy processes. The RCC establishes 
a set of priority areas each year and steers the 
rocus oi research activities towards these areas. 

The high-level research priorities established 
for 2010 were unchanged from 2009, 
namely: forecasting and model development; 
enhancing monetary analysis; understanding 
the transmission mechanism of monetary 
policy; financial stability and macro-prudential 
supervision and regulation; the efficiency 
of the European financial system; payment 
and settlement issues; international linkages; 

and fiscal issues. However, as regards the 
implementation of these priorities, tbe number of 
research activities on topics related to financial 
and macro-prudential issues was higher than 
in previous years. ln particular> emphasis was 
placed on the development and deployment 
of tools to monitor and assist decision-making 
re1a1ing to financial issues. The number of 
research projects on enhancing monetary 
analysis also saw a substantial increase. 

Research on monetary analysis concentrated on 
the development and use of quantitative tools to 
as.scss monetary developments, with emphasis 
on providing high-quality analytical input for 
the preparation of policy decisions. In 20 I 0 
one focus of this research priority was on 
the design of exit strategies for the current 
non-standard measures and analysis of the 
interaction between macroeconomic policies 
and financial stability. Two research forums 
tackled these issues." Work in this area resulted 
in the publication of a book entitled "Enhancing 
monetary analysis", which was edited by 
Executive Board members Lucas Papademos 
and Jurgen Stark." 

With regard to the monetary policy transmission 
mechanism, projects were initiated or continued 
on a variety of topics: asset price dynamics and 
risk premia; the role of the banking sector; the 
financial decisions of non-financial firms; and 
diversi1y. competitiveness and adjustment a1 the 
country level. Other projects continued from 
previous years included the Household Finance 
and Consumption Network," a Eurosystem 
network established in 2009 which collects and 
analyses micro-level infonnation on a wide range 
of household decisions, and an ECB research 
forum on central bank communication polici~. 
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The links between financial stability and 
monetary policy were also explored, with a 
focus on the development of financial stability 
indicators and analysis of the interaction between 
financial stability and overall macroeoonomic 
performance. The development of financial 
stability indicators includes work on early 
warning models, stress-testing tools and models 
of contagion and systemfo risk. New areas of 
research arc being explored in order to enhance 
existing models capturing the interaction 
between financial stability and macroeconomic 
performance. Many projects in this area 
fall under the umbrella of the new ESCB 
Macro-prudential Research Network, which 
was established in March 20 IO (sec Box IO in 
Chapler6). 

Research on the efficiency of the financial 
system focused on understanding the money 
market and improving the design of operational 
frameworks, including analysis of exit strategics 
and money market spreads. 

The ECB continued research work on the Single 
Euro Payments Arca and T ARGETI under the 
umbrella of the Payment Economics Network." A 
conference on these topics was organised in 2010. 

As regards the research priority relating 
to international issues, the main areas of 
interest were globalisation, financial and trade 
linkages, and the international role of the euro. 
Globalisation and financial and trade linkages 
were the focus of two ECB research forums. 
The discussion on trade linkages informs the 
work carried out on tools to model trade flows 
in the Eurosystem/ECB projections. 

On the fiscal front, further work was undertaken 
on the development of tools for the monitoring 
and analysis of public finances and their 
efficiency and sustainability. A new research 
topic in 20 IO was the interaction between fiscal 
and monetary policy, particularly during the 
implementation or exit strategies. 
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5.2 DISSEMINATION OF RESEARCH: 
PUBLICATIONS AND CONFERENCES 

As in previous yearst ECB staff research was 
published in the ECB's Working Paper Series 
and Occasional Paper Series. 138 Working 
Papers and 14 Occasional Papers were 
published in 2010. A total of 104 Working 
Papers were written or co-written by ECB 
staff. a large number together with Eurosystcm 
economists, with the remainder being written 

by external visitors anending conferences and 
workshops, panicipating in research networks 
or spending a prolonged period at the ECB 
for the completion of a research project.27 As 
is now the well-established norrn, most or the 
papers are eventually expected to be published 
in leading peer-reviewed academic journals. 
In 2010 ECB staff published more than 
113 anicles in academic journals. Furthermore, 
in 20 IO the ECB continued, together with a 
large number of other central banks, lo provide 
editorial suppon for the International Journal of 
Central Banking. 

Another regular ECB publication is the Research 
Bulletin, which is used to disseminate research 
work of general interest to a wide audience. 
Issues were published in March, June and 
November 2010. Topics tackled included: the 
reponing of results from the Wage Dynamics 
Network; the analysis of fisc,il stimulus; 
financial-related issues and their impact on 
policy (e.g. analysis of risk as priced in markets, 
bank lending standards and money markets 
during the crisis); the incorporation of financial 
frictions in DSGE models; and the combination 
of forecasts." 

26 Further information oo this nctworlc can be fOWld al 
h.1tp:/lwww.p;1ym~"lllctOr1{NT)lCS.Q!l 

27 Extcmal ~rd1m, visit the ECB on an ad ~ bMiJ or in the 
con~1 of (0nn,al pn>tl)llnimcs, such as 1hc UmfmlullSy Rese:trth 
Fellowship. 

2ll Th,e ,,.111 KC oftopJCS Cati be round a1 hup://W"''W.r:cb.cu....,tut 
publscicntifac.fflbuU/btml/indc-:un.htmJ 



The ECB organised or co-organised 
15 conferences and workshops on research 
topics in 20 I 0. Co-organised conferences 
involved the Centre for Economic Policy 
Research, the BIS and other central banks, 
both within and outside the Eurosystem. 
Furthermore, a large number of workshops and 
seminars were organised to disseminate research 
within the ECB. As in previous years, most of 
the-conferences and workshops were related to 
Specific research priorities. The programmes for 
these events and the papers presented are 
available on the ECB's website_,. 

Another long-standing mechanism for the 
disscmina1ion of research is the-organisation of 
seminar series, of which two are of particular 
relevance: the Joint Lunchtime Seminars, 
co-organised with the Deutsche Bundcsbank and 
the Center for Financial Studies, and the Invited 
Speaker Seminars. These two series comprise 
weekly seminars, at which external researchers 
are invited to present their rece.at work at the 
ECB. The ECB also organises research seminars 
outside the scope of these two series on a more 
ad hoc basis. 
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6 OTHER TASKS AND ACTIVITIES 
6.1 COMPLIANCE WITH THE PROHIBITION 

OF MONETARY FINANCING 
AND PRIVILEGED ACCESS 

Pursuant to Article 271 (d) of the Treaty, 
the ECB is entrusted with the task of 
monitoring the compliance of the 27 EU NCBs 
and the ECB with the prohibitions implied by 
Articles 123 and 124 of the Treaty and Council 
Regulations (EC) Nos 3603/93 and 3604/93. 
Article 123 prohibits the ECB and the NCBs 
from providing overdraft facilities or any 
other type of credit facility to governments 
and EU institutions or bodies, as well as from 
purchasing debt instruments directly from 
them. Article I 24 prohibits any measure, 
not based on prudential considerations, which 
establishes privileged access by governments 
and EU institutions or bodies to financial 
institutions. In parallel with the Governing 
Council, the European Commission monitors 
Member States' compliance with the above 
provisions. 

The ECB also monitors the EU central banks' 
secondary market purchases of debt instruments 
issued by the domestic public sector, the 
public sector of other Member States and EU 
institutions and bodies. According to the recitals 
of Council Regulation (EC) No 3603/93, the 
acquisition of public sector debt instruments 
in the secondary market must not be used to 
circumvent the objective of Article 123 of the 
Treaty. Such purchases should not become 
a form of indirect monetary financing of the 
public sector. 

The monitoring exercise conducted for 20 I 0 
indicates that the following cases could be 
seen as non-compliant with the provisions of 
Articles 123 and 124 of the Treaty and the 
related Council Regulations. 

First, at the Banco de Portugal, there was 
a placement or a seven-day deposit or 
USO 12.5 million witb a Portuguese public 
sector bank on 13 May 2010. This was due 
to an operational mistake. Second, advance 
payments were made by De Nederlandschc 
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Bank in the context or the operation of the 
Dutch deposit insurance scheme. Legislation 
to make the Dutch deposit insurance scheme 
compliant with the monetary financing 
prohibition is necessary. Third, at the Central 
Bank of Cyprus, remuneration of the current 
account balance of the deposit guarantee 
scheme took place above comparable market 
rates, which is not in line with the objectives 
of the monetary financing prohibition. In this 
respect, the Central Bank of Cyprus reported 
that it had taken a decision to remunerate this 
account at market rates by the beginning of 
2012. Fourth, the scheme for the remuneration 
of government deposits at the Banca d'ltalia 
led to remuneration above comparable market 
rates. In this respect, the Banca d'ltalia 
reported that the remuneration scheme is 
currently being revised. The revision should 
be finalised as soon as possible, in order to 
be in line with the objectives of the monetary 
financing prohibition. 

In more general terms, it is worth recalling 
that the prohibitions implied by Articles 123 
and 124 of the Treaty need to be strictly 
respected, even in case of a financial crisis. 

6.2 ADVISORY FUNCTIONS 

Articles 127(4) and 282(5) orthe Treaty require 
that the ECB be consulted on any proposed EU 
or draft national legislation falling within its 
fields of competence.'° All ECB opinions are 
published on the ECB's website. ECB opinions 
on proposed EU legislation are also published 
in the Official Journal of the European Union. 

In 20 IO the ECB adopted 95 opinions on 
proposed EU or draft national legislation 
falling within the ECB's fields of competence: 
ten opinions were issued on proposed EU 
legislation and 85 were issued on draft national 
legislation. This compan:s with I 00 opinions in 
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2009. A list of the opinions adopted in 2010 and 
early 201 1 is annexed to this Annual Report. 

The ECB opinions issued at the request of the 
Council, the European Parliament and the 
European Commission concerned, inter alia, 
the ongoing refonn of economic governance 
and financial regulation, as well as legislation 
on the introduction of the euro in Estonia and 
the-con version rate between the curo and the 
Estonian kroon" (sec Chapter 3). 

The ECB welcomed the European 
Commission's proposal to enhance the 
quality of statistical reponing in the context 
of the excessive deficit procedure, which 
is part of the Stability and Growth Pact, 
as part of the continuing reform of economic 
governance in the EU.32 In another opinion,n 

the ECB welcomed a comprehensive package of 
legislative proposals to strengthen the framework 
for economic and budgetary surveillance in the 
EU. These proposals included the introduction 
of a framework for macroeconomic surveillance, 
which the ECB particularly welcomed, as it 
closes an important lacuna in the EU's economic 
governance. At the same time, the ECB called 
on the EU legislator and the Member States 
to take advantage of the ongoing legislative 
process to strengthen economic governance 
to the maximum extent allowed under the 
Treaties. The ECB noted that the proposals 
made should provide for greater automaticity 
and suggested in particular that the Council, 
or at least the Eurogroup, should, by means of a 
declaration, commit itself, as a rule, to following 
Commission proposals and recommendations 
to continue procedures against non-compliant 
Member States. The ECB also provided drolling 
suggestions in respect of all proposals. 

As regards the reform of supervision in the EU, 
the ECB supported the objective of the proposed 
uomnibus directive" amending 11 financial 
sector directives to ensure the proper functioning 
of the European Supervisory Authorities (ESAs) 
and the European SySlemic Risk Board." 
The ECB's drafting proposals focused on 
maners of relevance to the ECB/ESCB and 

the ESRB, such as the removal of legal 
obstacles to information sharing between the 
ECB/ESCB, the ESRB, the three ESAs and the 
national supervisory authorities. The ECB also 
commen1ed on the necessary amendments to 
the rules on the supplementary supervision of 
financial cn1itics in a financial conglomerate 
in order to close certain supervisory gaps. for 
example the inclusion of asset managemenl 
companies as pan of financial conglomerates 
within the scope of the supervision.:i.s 

In the context of the post-crisis regulatory reform 
of the financial services market. the ECB issued 
opinions on several proposals, including the 
revision of regulatory capital requirements and 
the regulation of credit raring agencies.,. The 
ECB supported efforts to create a robust 
regulatory framework. in order to prevent future 
financial crises, while calling for the preservation 
of a level playing field and for global regulatory 
convergence where feasible. The ECB stressed 
the need to maintain sound risk assessment 
practices for assets covered by the Eurosystem 
collateral framework, including the possibility 
for central banks to access loan-level infom1ation 
on structured finance instruments. On the 
proposed regulation on over-the-counter (OTC) 
derivatives, central counterparties (CCPs) and 
trade repositories, the ECB welcomed this step 
towards implementing the G20 agreement of 
September 2009 that standardised OTC 
derivative contractS should be traded on 
exchanges or electronic trading platforms where 
appropriate and cleared through CCPs by the end 
of 2012." Nevertheless, the ECB also expressed 
a number of concerns, particularly about the lack 
of consideration given to the ECB's and NCBs' 
oversight powers and regarding the provisions 
on access to central bank facilities. 

The ECB also responded 10 a significant number 
of consultations by national authorities, some of 

31 CON/2010/52. 
32 C0~/2010/?8. 
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which e-0ncerned developments in supervisory 
structures in Ireland, Greece, France and 
Austria." The ECB noted the merger of the 
supervisory authorities in France and welcomed 
the new Prudential Control Authority, which 
is to be headed by the Governor of the Banque 
de France.'• The proposed framework is likely 
to enhance the Banque de France's ability 
to contribute to analytical suppon for the 
ESRB. The ECB also welcomed the proposed 
restructuring of the Central Bank and Financial 
Services Authority of Ireland"' so as 10 make the 
central bank fully responsible for the supervision 
of credit and financial institutions. The ECB 
made detailed observations on central bank 
independence and the prohibition of monetary 
financing. 

The ECB was also C-Onsulted on a number of 
measures relating to financial market stability, 
some in connection with the financial crisis.41 

In particular, the ECB issued an opinion"? on 
the Greek draft law establishing the Financial 
Stability Fund in order to maintain the stability 
of the Greek banking system by means of 
the recapitalisation of credit institutions. 
The ECB wele-0mcd the close links between the 
Fund and the banking supervisory framework. 
Taking into account the Bank of Greece's 
existing supervisory powers, the law should 
ensure that capital adequacy requirements are 
properly maintained. The ECB also welcomed 
the initiating role of the Bank of Greece's 
Governor in the appointment of the Fund's 
board members. 

Commenting on draft German legislation on 
compensation systems in credit and financial 
institutions and insurance companies;'3 the 
ECB emphasised the general importance 
of aligning the relevant requirements with 
international standards and EU legislation to 
avoid regulatory arbitrage and e-0ntribute to 
limiting excessive risk-taking. Other opinions 
on procedures for financially distressed credit 
institutions highlighted the importance of an 
efficient resolution regime for safeguarding the 
stability of the financial system." ln its opinions 
on a new winding-up regime for failing credit 
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institutions in Denmark O and the restructuring 
of banks in Germany," the ECB welcomed the 
funher disengagement of the state in favour of 
resolution regimes primarily based on financing 
by the credit institution sector. Where a crisis 
situation requires the supplementary use of 
public funds, the banking sector should be 
called upon to reimburse the state. This should 
promote additional rnarke-t discipline and 
address the risk of moral hazard, In its opinion 
on draft amendments 10 state suppon measures 
in Poland," the ECB expressed concern that 
these measures would effectively be convened 
into open-ended measures, contrary to the 
requirement that national support measures 
be temporary in nature. A voiding the renewal 
of a temporary regime would deprive the 
prolongation of such a regime of the necessary 
review with regard to monetary p0licy and 
financial stability aspects. 

In the area of statistics, the ECB was consulled 
on the establishment of the Hellenic Statistical 
System and an independent statistical authority 
in Greece." The ECB emphasised that the 
credibility of budgetary surveillance in the EU -
and ultimately the credibility and the sound 
functioning of Monetary Union - depends on 
the reliable and timely compilation of statistics 
relating to the excessive deficit procedure, which 
should be independent of political cycles. 

3S CON/2()1000, CON/20Ull48, CON/20100), CON/20I0/4 •nd 
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CONl201~"63, CON/20I0.'64, CON/2010l1I, CON/20lonS. 
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In its opinion on a new legal framework for the 
production of national statis1ics in Estonia,49 

the ECB stressed the importance of securing 
the independence of the Estonian National 
Statistical Institute, as this would be of particular 
significance for the smooth functioning of the 
EMU framework following the adoption of the 
euro.Xt 

The ECB adopted several opinions concerning 
the NCBs, including amendments to the statutes 
of the Bulgarian, Danish, Estonian, Irish, French, 
Lithuanian, Hungarian and Polish NCBs." 
The ECl3 noted that the uncertainty regarding 
the legal status ofLietuvos bankas' real property 
undermines the NCB 's instinuional and 
financial independence." The ECB welcomed 
the increase in the Banque de France's capital 
and statutory reserve.n A number of opinions 
concerned the remuneration of NCB staff in 
the context of legislation aimed at restoring 
budgetary balance." The ECB welcomed the 
efforts to achieve fiscal consolidation and 
streSsed that, to protect an NCB's autonomy in 
staff matters, the draft legislative provisions on 
the remuneration of NCB staff must be decided 
in close and effective cooperation with the NCB, 
taking due account of the NCB's views to ensure 
its ongoing ability to independently perfom, the 
tasks conferred on it by the Treaty, the Statute of 
the ESCB and national legislation. In its opinion 
concerning the Portuguese austerity measures,$$ 
the ECB elaborated on the necessity of effective 
cooperation and stressed that the absence of 
such effective cooperation would constitute a 
serious infringement of the principle of central 
bank independence. With regard to Hungary, 
the ECB voiced concerns regarding the frequent 
changes 10 the Law on the Magyar Ncmzeti 
Bank, stating that a consideration in the context 
of central bank independence is a stable legal 
framework for the central bank, and cautioned 
against measures seeking to influence the 
Governor and the other members of the Magyar 
Nemzcti Bank's decision-making bodies in 
contradiction of central bank independence 
under Article 130 of the Treaty." The ECB 
also noted that salary cuts for NCB staff must 
comply with the prohibition of monetary 

financing under Anicle 123 of the Treaty." 
Since 2008 information regarding clear and 
important cascsl 8 of non..compliancc with the 
obligation to consult the ECB on draft national 
and EU legislation has also been included in the 
Annual Rcpon. 

In 2010 the ECB recorded two such cases of 
non-consultation on proposed EU legislation. 
including one case in which the ECB issued an 
opinion on its own initiative. The first case of 
non-consultat.ion concerned a proposed 
Commission regulation implementing Regulation 
(EC) No 177/2008 on a common framework for 
business registers for statistical purposes in the 
context of the exchange of confidential data 
between Eurostat and central banks." The ECB 
considers that the Regulation is relevant to the 
ECB's cooperation with EU instilutions~ bodies, 
offices and agencies for the collection of statistics 
necessary to undcnakc the ESCB's tasks under 
Article 5 of the Statute of the ESCB and that it 
should therefore have been consulted at an 
appropriate stage in the legislative process. 

The second case of non-consultation concerned 
a proposal for a directive amending Directives 
2006/48/EC and 2006149/EC as regards capital 
requirements for the trading book and for 
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re-securilisatioos, and the supervisory review of 
remuneration policies.'° The ECB had been 
consulted on an earlier draft and issued an 
opinion" on 12 November 2009. On 7 July 2010 
the European Parliament adopted the directive, 
whfoh con1ained a number of amendments, and 
the directive was then subject to the Council's 
formal adoption." In view of the obligation to 
reconsult the ECB on important amendments to 
proposed legislative acts falling within its fields 
of competence, the ECB issued an opinion on 
the amended proposal on its own initiative on 
6 August 20 IO." 

In 20 IO the ECB recorded ten cases of non
consultation on draft national legislation 
and issued one opinion on its own initiative. 
The following five cases were considered clear 
and import.ant. 

The Bulgarian authorities failed to consult 
the ECB on a law related to the composition 
and functions of the Financial Supervision 
Commission and, in panicular, the parameters 
of the Financial Stability Advisory Council, 
a mailer of general significance to the ESCB. 

The ECB was not consulted on a Portuguese law 
assigning certain new tasks to the central bank. 
The law is of general significance to the ESCB, 
as it relates to the financial independence of the 
NCB, and the ECB would have made significant 
critical comments. 

With regard to financial crisis-related measures, 
the ECB was not consulted in three cases. 
The Greek authorities failed to consult the ECB on 
two occasions: firs~ a draft law on the refonn of the 
public sector recruitment system, which affected 
the Bank of Greece's exclusive competence to 
recruit a specific category of staff; and second, 
a dra.ft law providing, inter alia, for restrictions 
in the recruitment of staff by public sector 
entities, including the Bank of Greece, as a means 
of containing the adverse effects of the ongoing 
budgetary crisis. The Slovenian authorities failed 
to consult the ECB on legislation related to the 
provision of state guarantees and loans to credit 
institutions. The ECB considers that these cases 
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arc of general significance to the ESCB, as they 
concern the financial crisi.s and rescue measures 
undenaken by Member States. 

As of 2010 infonnation regarding clear and 
repetitive cases of failure by Member States to 
consult the ECB is also included in the Annual 
Report. Repetitive cases arc those where the 
same Member State fails to consult the ECB at 
least three limes in two consecutive years, with 
at least one case of non..consultation in each 
year under consideration. The ECB recorded, 
for both Greece and Hungary, two cases of 
non~consultation on draft national legislation in 
2009 and three cases in 20 l 0. 

6.3 ADMINISTRATION OF THE BORROWING AND 
LENDING OPERATIONS OF THE EUROPEAN 
UNION AND THE EUROPEAN FINANCIAL 
STABILITY FACILllY, AND THE POOLED 
BILATERAL LOANS FOR THE BENEFIT 
OF THE HELLENIC REPUBLIC 

In accordance with Anicle 141(2) of the Treaty, 
Anicles 17, 21.2, 43.1 and 46.1 of the Statute of 
the ESCB and Anicle 9 of Council Regulation 
(EC) No 332/2002 of I 8 February 2002 
as last amended by Council Regulation 
(EC) No 431/2009 of 18 May 2009, the 
ECB continues to have responsibility for 
the administration of the borrowing and 
lending operations of the European Un.ion 
under the medium-lenn financiaJ assistance 
facility, as set out in Decision ECB/2003/14 
of 7 November 2003 as amended by Decision 
ECB/2009/17 of 19 June 2009. ln 2010 the 
ECB received four disbursement payments on 
behalf or the EU and transrerred these amounis 
to the borrower countries (Romania and Latvia). 
For eight of the loans under this facility, interest 
payments became due and were processed 
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by the ECB accordingly. The total amount of 
outstanding EU lending operations under the 
medium•tcnn financial assistance facility as at 
31 December20l0was€12.I billion. 

In the context of the loan facility agreement 
between the Member Stales whose currency is 
the curo64 and K.reditanstalt ffir \Vicderautbau 
(KfW)" as lenders and the Hellenic Republic as 
borrower and the Bank ofGreecc as agent to the 
borrower, and pursuant 10 Articles 17 and 21.2 
of the Statute of the ESCB and Article 2 of 
Decision ECB/20 I 0/4 of IO May 20 I 0, the ECB 
is responsible for processing all related payments 
on behalf of the lenders and the borrower. 
In 2010 the ECB received two disbursement 
payments from the lenders and transferred these 
amounts to the borrower. For both loans, interest 
payments became due and were processed by 
the ECB accordingly. The balance outstanding 
as at 31 Deccmber2010 in respect ofthc pooled 
bilateral loans for the benefit of the Hellenic 
Republic amounted to €21 billion. 

In accordance with Articles 122(2) and 
132(1) of the Treaty, Anicles 17 and 21 of the 
Statute of the ESCB, and Anicle 8 of Council 
Regulation (EU) No 407/2010 of 11 May 2010, 
the ECB is responsible for the administration 
of the borrowing and lending operations of the 
EU under the European Financial Stabilisation 
Mechanism (EFSM). The ECB opened an 
account for the European Commission in this 
context in accordance with Article 2 of Decision 
ECB/2010117 of 14 October 2010. No operations 
were carried out under the EFSM in 20 I 0. 

In accordance with Anicles 17 and 21 of the 
Statute or the ESCB (in conjunction with 
Article 3(5) of the EFSF Framework Agreement), 
the ECB is responsible for the administration of 
European Financial Stability Facility (EFSF) 
loans 10 Member States whose currency is the 
curo. The ECB opened an account for the EFSF 
in this context in accordance with Article I 
ofDecision ECB/2010/15 of21 September 2010. 
No operations were carried out under the 
EFSF in 2010. 

6.4 EUROSYSTEM RESERVE MANAGEMENT 
SERVICES 

In 20 IO a comprehensive set of services 
continued 10 be offered within the framework 
established in 2005 for the management of 
Euros)'stcm customers' euro-denominated 
reserve assets. The complete set of services -
which is available to central banks, monetary 
authorities and government agencies located 
outside the euro area, as well as to international 
organisations - is offered under harmonised 
terms and conditions in line with general market 
standards by individual Eurosystem central 
banks (the Eurosystem service providers). 
The ECB performs an overall coordinating 
role, ensuring the smooth functioning of 
the framework. The number of customers 
maintaining a business relationship with 
the Eurosystem remained stable over 20 I 0. 
With regard to the services themselves, there 
were slight increases in customers' total cash 
balances (including deposits) and securities 
holdings. 

64 Other than lhc lklktik Republic a11d lhe fcdeql RCJJQblic o( 
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CHAPTER 3 

ENTRY OF ESTONIA 
INTO THE EURO AREA 



ECONOMIC AND MONETARY DEVELOPMENTS 
IN ESTONIA 

On 13 July 2010 the Council of the European 
Union adopted a decision allowing Estonia 
to adopt the euro as its currency from 
I January 2011, increasing the number of euro 
area countries from 16 to 17. The Council's 
decision was based on the convergence rep0rts 
published by the ECB and the European 
Commission in May 20 I 0, and followed 
djscussions by the European Council, an opinion 
of the European Parliament, a proposal from the 
European Commission and a recommendation 
by the Eurogroup. On the same day, the Council 
also adopted a regulation fixing the irrevocable 
conversion rate between the Estonian kroon 
and the euro. This conversion rate was set at 
EEK 15.6466 to the euro. This was also the 
central r•tc of the Estonian kroon throughout 
the country's membership of the exchange rate 
mechanism II (ERM U). 

For several years, Estonia was one of the EU's 
fastcst~growing economies. However, the 
strong economic expansion1 with clear signs 

Table 14 Main economic Indicators for Estonia 

of overheating throughout 2005-07, proved 
unsustainable. In 2007 economic growth already 
started to decelerate but remained strong. 
Owing to these unsustainable macroeconomic 
developments and the collapse of world trade, 
Estonia experienced a pronounced turnaround 
in economic activity and a severe contraction in 
2009 (see Table 14). As a conSC4uencc, Estonia 
underwent a significant economic adjustment 
that contributed to the unwinding of some of 
the external and internal imbalances that had 
built up in the years of very fast growth. In 2010 
economic activity started to recover: annual 
real GDP growth turned positive in the second 
quaner of 20 IO and stood at 6.6% in the fourth 
quancr. Looking at external developments, 
Estonia recorded a very large average deficit 
of 10% of GDP in the combined current and 
capital account balance between 2000 and 
2008. Correcting these large deficits has been 
a key feature of the necessary adjustment 
process that Estonia has been undergoing 
following the overheating period. After a strong 
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fall in domestic demand. which led lo lower 
impons, the deficit decreased and turned into 
a surplus, which stood at 8.4% of GDP in the 
third quarter of 20 I 0. 

The inflation performance of the Estonian 
economy over the past decade has been very 
volatile. HICP inflalioo, which had followed 
a broadly downward trend between the 
mid-I 990s and 2003, started 10 rise in 2004 as 
a result of hikes in administered prices, partly 
related lo EU accession, rising energy prices and 
signs of overheating. ln 2008, despite a sharp 
slowdown in growth, inflation continued to 
increase and peaked at I 0.6%, reHecting the rise 
in global commodity prices, lax harmonisation 
measures and the lagged response of wages 10 

the changing economic environment. As the 
economy edged further into recession, annual 
inflation declined rapidly and turned negative 
during some months, reaching 0.2% on average 
in 2009. In the second half of 2010 HICP 
inflation increased significantly again, reflecting 
the impact of higher commodity prices in 
world markets. increases in administered prices 
and excise duties, as welJ as the recovery in 
economic activity. For 2010 as a whole, HICP 
inflation stood al 2.7%. 

Reflecting the sharp economic adjustment of 
recent years, Estonia's unemployment rate is 
cu.rrently high, standing at 13.6% on average in 
the fourth quarter of 20 I 0. While the Estonian 
labour market is relatively flexible, regional 
differences in employment and unemployment 
and skill mismatches continue to persist. 
These factors contributed to high wage growth 
over the period 2005-08. Weak economic 
activity and the increase in unemployment have 
supported the sharp deceleration of growth 
in both private and public sector wages. This 
adjustment is necessary to ensure that the 
temporarily high level of unemployment in 
Estonia does not become permanent. 

Over the period from 2000 to 2009, Estonia 
generally ran a sound fiscal policy, thereby 
achieving budgets close to balance or in surplus 
until 2007. Ncvenhcless, the general government 

balance deteriorated in 2008 in conjunction with 
the marked economic downturn. The public 
deficit increased to 2.8% of GOP in 2008 
and then declined lo 1.7% of GDP in 2009, 
on account of significant consolidation measures 
undertaken by the government, which amounted 
to around 9% of GOP (of which approximately 
one-third arc estimated to be of a temporary 
nature). The deficit was then among the lowest 
of the curo area in 2009 and Estonia is one of 
the few EU countries currently not subject 
to an excessive deficit procedure. The public 
debt-to-GDP ratio stood at 7.2% of GOP in 
2009. According to the European Commission, 
in 20 IO the Estonian public deficit is likely to 
decrease to 1.0% of GDP, while gross public 
debt is projected at 8.0% of GDP. Looking 
forward, additional consolidation measures 
should be specified in order to return to a surplus 
position in line with the medium-term objective 
by 2013, thereby allowing Estonia to maintain 
its sustainable public finance position. 

Economic and monetary policy choices 
have played an important role in shaping the 
convergence process of Estonia over the pasl 
decade. With the adoption of a currency board 
arrangement in 1992, the kroon was pegged first 
to the Deutsche Mark, and after 1999 it was 
pegged to the curo. In addition, the orientation 
of monetary policy towards the achievement 
of price stability, as the primary objective of 
monetary policy, was enshrined in the central 
bank law in 2003. During the period 2005-08, 
however, the monetary policy conditions in 
Estonia under the currency board arrangement 
became, overall, too expansionary. Oespile 
a relatively sound record of fiscal balances, 
the country's overall policy stance was not 
sufficiently tight to contain demand pressures 
and support price stability. This led to excessive 
credit growth and increases in asset prices, 
notably in housing markets, with the resulting 
imbalances being unwound in the context of a 
severe adjustment recession. 

The policy framework of Ecsti Pank implied 
that ECB interest rate decisions were directly 
influencing the interest rate for the Estonian 
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e-conomy. For many years, money market 
interest rates in Estonia had broadly followed 
comparable euro area rates. However, 
following lhe intensification of the financial 
crisis in the autumn of 2008, risk prcmia rose, 
market rates bee.a.me increasingly detached 
from euro area money markets and spreads 
vis.fl.vis the euro area increased. From 
November 2009 money market spreads staned 
to narrow significantly - reflecting fiscal 
consolidation etTons, a decline in global risk 
aversion and changing markel expectations 
about Estonia's prospects of adopting the 
euro. Amid some fluctuations, this narrowing 
gradually led to the convergence of Estonian 
money markc1 interest rates with the curo area. 

In order to fully reap the advantages of the 
euro and to allow adjustment mechanisms to 
operate efficiently within the enlarged currency 
area, Estonia needs to conduct economic 

801 9 

policies that arc fully geared towards ensuring 
the sustainability of the convergence process. 
Ensuring a low•inftation environment is crucial 
in that respect. It is imperative that policy 
areas other than monetary policy provide the 
Estonian economy with the ability to cope with 
potential country-specific shocks and avoid the 
rcoccurrence of macroeconomic imbalances. 
importantly, the Es1onian authorities have 
publicly underlined that their overarching goal 
is to ensure an economic environment that is 
conducive to sustainable output and employment 
growth in the medium term, in the context of 
balanced macroeconomic conditions. and price 
stability. To this end, the Estonian authorities 
need to be firmly committed to a framework 
consisting of: i) funhcr fiscal consolidation, 
ii) continuing structural reform, and iii) a funher 
SlTengthening of financial sector p0licics to 
ensure financial stability and avoid the build-up 
of possible risks. 

STATISTICAL IMPLICATIONS OF THE ENLARGEMENT OF THE EURO AREA TO INCLUDE ESTONIA 

Estonia's entry into the euro area on I January 2011 is the fifth occasion on which statistical 
series for the euro area have had to be amended to include additional member countries 
(Greece entered in 2001, Slovenia in 2007, Cyprus and Malta in 2008, and Slovakia in 2009). 
The preparation of statistics for the enlarged euro area has been coordinated, where necessary, 
with the European Commission. 

The entry of Estonia into the euro area means that Estonian residents - both natural and legal 
persons - have become residents of the curo area. This atTects statistics recording transactions 
(flows) and positions of euro area residents among themselves and vis-a-vis non..:uro area 
residents, such as monetary, balance of payments and international investment position statistics. 
as well as financial accounts. ln these cases, transactions and positions between residents or 
Estonia and other euro area residents must now be 11consolidatedu to ensure a proper definition of 
curo area residency in all statistics concerned. 

As of January 2011 Estonia has to meet all the statistical requirements of the ECB, i.e. to provide 
fully harmonised and comparable national data. 1 Since the preparatory work for new statistics 
requires a long lead time, Eesti Pank and the ECB started the statistical preparations well before 
Estonia joined the EU. After becoming a member of the ESCB in 2004, Eesti Pank intensified 
its preparations to fulfil the requirements of the ECB in the fields of monetary and financial 

I The 5Wistical roquircmmts oftbr, ECB att swnmarised in the documeal ··ECB stali~lil.'$! an O\~iew"'. April 2010. 
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statistics, external statistics, government finance statistics and financial accounts. In addition1 

it had to carry out the necessary preparations for the integration of Estonian credit institutions 
into the ECB's minimum reserve system and to fulfil the relevant statistical requirements in 
th.is area. 

For the data reporters and NCBs of the other euro area countries, the enlargement of tho euro 
area means that since January 2011 they have to report transactions (or flows) and posirions 
vis-a-vis residents of Estonia as part of the euro area data, instead of transactions and positions 
vis-3-vis non-curo area residents as they did earlier. 

In addition, Estonia and all other euro area countries provided backdata with sufficient 
geographical and sectoral detail, dating back as far as 2004, the year Estonia joined the EU. These 
historical data will enable the compilarion of aggregates for the euro area in its new composition 
for a few years before the enlargement. 

Regard.ing the publication of euro area statistics, the ECB has granted users online access to 
two sets of time series, one containing data for the current euro area (i.e. including Estonia) as 
far back as available, and one linking the various compositions of the euro area, starting with the 
11 countries in 1999. 
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2 LEGAL ASPECTS OF THE INTEGRATION 
OF EESTI PANK INTO THE EUROSYSTEM 

Pursuant to Article 140 of the Treaty, lhe ECB 
reviewed the stature of Eesti Panic and other 
relevant Estonian legislation for compliance 
wilh Article 131 oflhe. Treaty. The ECB made 
a favourable assessment of lhe compatibility of 
Eston.ian legislation with the Treaty and with 
the Statute of the ESCB, under the assumption 
that further legislative amendment$ to Estonian 
legislation would enter into force in time, as 
stated in its Convergence Report published in 
May 2010. The ECB noted that on 22 April 2010 
the Estonian parliament adopted these legislative 
amendments. 

The ECB and Eesti Pank put in place a number of 
legal instruments with a view to ensuring the 
integration of Eesti Pank into the Eurosystem on 
I January 2011. The Eurosystem's legal 
framework was adapted as a consequence of the 
decision taken by the ECOFIN Council on 
13 July 2010 to abrogate the derogation of 
Estonia.' The ECB adopted the necessary legal 
instruments to provide for the paying-up of the 
remaining capital and the transfer of foreign 
reserves to the ECB' and CSlablished the banknote 
allocation key applying from I January 2011.1 

Pursuant to Article 27.1 of the Statute of the 
ESCB, the Governing Council adopted a 
recommendation on Eestj Pank's external 
auditors for the annual accounts starting from the 
financial year 2011.' The ECB also reviewed its 
legal framework and introduced, where necessary, 
amendments resulting from Eesti Pan.k's 
membership of lhe Eurosystem. This included a 
review of Estonian legislation implemen1ing Lhe 
Eurosystem 's legal framework for monetary 
policy and T ARGET2, which enabled Estonian 
countcrparties to participate in lhe Eurosystcm' s 
open market operations fi-om 3 January 2011. 
The ECB also adopted a decision on transitional 
provisions for the application of minimum 
reserves by the ECB following the introduction 
of the euro in Estonia.' Finally, the ERM U 
Agreement• was tcnni.nated for Ecsti Pank. 

The introduction of the curo in Estonia and lhe 
integration of its central bank into the Eurosystcm 
also required changes to some Estonian legal 
instruments. The ECB was consulted on national 
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legislation governing lhe e.uro changeover, 
rounding rules and currency circulation in Estonia, 
as well as the minimum reserves framcwork.7 

By the end of 20 IO Ecsti Pank 's law and statute 
had been brought into line with rccommendaiions 
in the ECB's 2004, 2006, 2008 and 2010 
Convergence Report$. Ecsti rank consulted the 
ECB on the draft amendments to lhe law and lhe 
statute of Eesti Panic on IO February 2010 and 
the ECB adopted an opinion proposing certain 
changes, which were reflected in lhe final 
version of the law and the statute.' 

The ECOFIN Council consulted the ECB on its 
proposals to amend lhe Council Regulations• 
which enabled the introduction of the curo in 
Estonia and determined the irrevocably fixed 
exchange rate of the euro vis-3-vis the Estonian 
kroon." The ECB welcomed the proposed 
regulations and noted that they would enable 
the introduction of the euro as the currency of 
Estonia following lhe abrogation of Estonia's 
derogation in accordance with the procedure set 
out in Article 140(2) oflhe Treaty. 

I Council 1)«~11 2010/416/EU of 13 July 2(UO in II(("~ 

with Anick 140(2) of 1hc T1taty on ll'le adoplion by E.u011.ia or 
the euooo I JMuruy 2011, OJ L 1%, 28.7.2010, p, 24. 

2 Decision ECB/2010/34 of JI December 2010 011 the paying-up 
or c~piul, ttan$fcr or rotdan re-$Cr\·c U:Se's fl.nd CQntrib\ltioas 
by Etsti Pan}: lO 1M &lropclr.l Cl"ntral Barik's l'CS("IVCS and 
pr<ivlskms..OJ 1..11, 15.I..2011,p, SS. 

l Decisicrl ECBl'2010/29 of 13 Dttmibtt 2010 011 lhe Wtlc or 
curo twikno<cs (~). OJ L ;s, 9.2.2011. p. 26. 

4 Recommendation ECB/20 I 0/16 or8 October 2010 to the Council 
or the E1.1ropc:ut UnP(Jlrl on lhc e,;tett1.1I :wditOl'S of ~1i Panic. 
OJC282, 19.I0.2010,p. I. 

s Dtcisit,n €C812()JOIHt ()( 26 ()c:l()ber 2010 (II) triln$i1lon11I 
PfO\'iikllf\S for the applica1ion of mifl.lfflum ttSMrcs b)' the ECB 
roUowing lhe introdu.ctioo of the aaro in Estorua. OJ L 285. 
30.10.2010, p. 37. 

6 Agrccmalt of 13 D«cmber 2010 bctiio"«n the ECO 1111d r.hc: 
national «ntnl banks of tbc Member States out,;i-<k tbc curo area 
-1mcoding tile Agreemcot or 16 MM:h 2006 bdwcct) the-ECD 
and the national cNttt:t.1 banks of the Mcmbc-r S1&tN outside the 
curo are1 laying 00\\--n the opcnling proct>durcs for an cxchaogc 
rate mcdianism in stage time of C<lODOmie llfld moocu.ry Uflion., 
OJ CS.tU.2011,p. 3. 

7 CON/201<Wl6 and CON/201<W60. 
CON/20IQl20, 
COUMil Rtg1.1la1MWI (EU) No 67l/2010of 11 July20I0amrod:ing 
Regulation (EC) No 2866198 as n:ga,ds the co11vcrsioo rate to 
tile: curo for Estonia. OJ L 196. 28.7.2010, p. 4. and Council 
Rcplolioo (EU) No 6700010 of 13 July 2010 amending 
Rcg~Mion (EC) No 974198 as rc-g-ards the iauoductioa of tht 
curoin E.sconia. OJ L 196,2.7,2010,p. 1. 

10 CON/2010/S2. 



3 OPERATIONAL ASPECTS OF THE INTEGRATION 
OF EESTI PANK INTO THE EUROSYSTEM 

Following the ECOFIN Council's decision 
of 13 July 2010 on the adoption of the euro by 
Estonia on 1 January 2011, the ECB conducted 
technical preparations with a view to fully 
integrating Eesti Pank into the Eurosystem. 
In line with the provisions of the Treaty, Ecsti 
Pank joined the Eurosystem with exactly the same 
rights and obligations as the NCBs of the EU 
Member States that had already adopted the euro. 

The technical preparations for the integration of 
Eesti Pank into the Eurosystem covered a wide 
range of areas, notably financial reporting and 
accounting, monetary p0licy operations, foreign 
reserve management and foreign exchange 
operations, payment systems~ statistics and 
banknote production. In the field of operations, 
preparations involved extensive testing of the 
instruments, procedures and technical systems 
for the implementation of monetary policy and 
foreign exchange operations. 

MONETARY POLICY OPERATIONS 
Following the adoption of the curo by Estonia 
on 1 January 2011, I 8 Eston.ian credit 
institutions, a list of which is published on 
the ECB 's website, became subject to the 
Eurosystem's reserve requirements a.i; from 
that date. The entry of Estonia into the euro 
area changed the liquidity conditions in the 
Eurosystem only slightly. The aggregate reserve 
requirements of euro area credit institutions 
increased by less than 0.2% (€223 million). Net 
autonomous liquidity factors in Estonia for the 
period from I to 18 January 201 I were liquidity
absorbing, increasing the liquidity needs of the 
entire euro area banking sector by €1.1 billion 
on average. 

Given the liquidity surplus, Estonian 
counterpartics did not submit any bids in 
the open market operations conducted at the 
beginning of 2011, except for a small amount in 
the operation that was settled on 19 January. 

On entering the curo area. Eesti Pank also adopted 
the collateral framework of the Eurosystem, but 
reported no assets to be eligible for Eurosystem 
credit operations as at I January 201 I. 

CONTRIBUTION TO THE ECB'S CAPITAL, RESERVES 
AND FOREIGN RESERVE ASSETS 
Eesti Pank's total subscribed share amounts 
to €19.3 million, equivalent to 0.1790"/o of the 
ECB's subscribed capital of €10.761 billion 
as at 1 January 2011. Upon joining the ESCB 
on I May 2004, Eesti Pank paid up 7% of its 
share of the subscribed capital of the ECB as 
a contribution to the ECB's operational costs; 
in conjunction with the ECB's capital inc.cease 
on 29 December 2010 this contribution has 
been reduced to 3. 75%. In accordance with 
Article 48.1 of the Statute of the ESCB, 
Eesti Pank is asked to pay up the remaining 
pan of its subscription, which is equal to 
€18.5 million. On I January 2011 Eesti Pank 
paid up the first instalment of its subscription, 
equal to €12.6 million, and the rest of the 
subscribed capital will be paid in two further 
instalments. 

At the beginning of 2011, in accordance with 
Articles 30 and 48.1 of the Statute of the 
ESCB, Eesti Pank, on the basis of its share of 
the ECB's subscribed capital, transferred to 
the ECB foreign reserve assets equivalent to 
a total of €145.9 million (85% in Japanese 
yen-denominated assets and 15% in gold). 
Eesti Pank has opted to conduct the operational 
activities related to the management of its 
share of the ECB's Japanese yen reserve 
assets in a pooled management arrangement 
with Suomen Pankki - Finlands Bank. As a 
result of the transfer of foreign reserve assets 
to the ECB, Eesti Pank was credited with a 
curoadcnominatcd claim on the ECB i.n 
accordance with Article 30.3 of the Statute of 
the ESCB. 
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4 THE CASH CHANGEOVER IN ESTONIA 
THE LOGISTICS OF THE CASH CHANGEOVER 
Following the abrogation of the derogation 
for Estonia by the ECOFIN Council on 
13 July 20 I 0, Estonia adopted the euro as 
its currency on I January 2011. The cash 
changeover went smoothly and, following a 
two-week period during which Estonian kroon 
and euro cash circulated in parallel, the euro 
banknotes and coins became the sole legal 
tender in Estonia. Virtually all automated 
teller machines (ATMs) only dispensed curo 
banknotes as of I January 2011. The cash 
changeover modalities had been laid down in 
a changeover plan established jointly with the 
relevant stakeholders. 

Suomen Pankki- Fin lands Bank, which acted as 
the logistical counterpan, provided 44.9 million 
banknotes worth €1.47 billion. Ecsti rank will 
repay that loan in the form of banknotes in 
20 I 2, The banknotes to be commissioned by 
Eesti Pank will carry the Jetter "D" in their serial 
numbers. Eesti Pank procured I 94 mi Ilion euro 
coins wonh €58.4 million from the Mint of 
Finland. 

In terms of value, I 3% of the borrowed euro 
banknotes and nearly half of the procured euro 
coins were fronlloaded to the banking sector 
for filling the A TMs and for sub-fronlloading. 
In addition, 700,000 staner kits each containing 
curo coins with a value of€12.79 were produced 
for distribution 10 the general public in order 
to reduce the amount of change to be kepi by 
retailers in the first few days of January. 

In connection with the introduction of the euro 
in Estonia, NCBs exchanged, free of charge, 
Estonian kroons ror Curo at par value Crom 
the first working day of 2011 until 
28 February 2011-" The amount exchanged was 
limited to €1,000 for any given pany and 
transac1ion on any one day. Funhcnnorc, in 
December 2010 individuals were able to 
exchange kroons for euro free of charge at the 
irrevocably fixed exchange rate at all banks in 
Estonia. Estonian post offices also took pan in 
the changeover process during the first I 5 days 
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of January to ensure cash supply in 
rural areas. 

From I January 2011, for a period of six months, 
kroons can be exchanged for euro at the fixed 
exchange rate free of charge at all bank branches 
providing cash services. Thereafter, from July to 
December 2011, kroons can be exchanged for 
euro at cenain bank branches. 

Ecsti Pank will continue to redeem Estonian 
kroon banknotes and coins for an unlimited 
period of time. 

THE INFORMATION CAMPAIGN ON THE 
INTRODUCTION OF THE EURO 
The ECB worked closely with Eesti Pank to 
prepare a comprehensive information campaign 
in preparation for lhe introducl'ion of the euro. 
The communication tools used in the campaign 
took into account the experience gained in 
past changeovers and included public opinion 
surveys, different types of printed publication 
and dedicated internet pages. For the first time 
since the Euro 2002 Information Campaign, 
TV advenising was used (four advens were 
aired between November 2010 and mid-January 
2011 ). The euro information campaign organised 
by the ECB and Eesti Pank aimed to familiarise 
ca.sh handlers and the general public with the 
visual appearance and security features of the 
euro banknotes and coins, as well as with the 
cash changeover arrangements. Communication 
panners (mainly banks and public authorities) 
were given access 10 the high-quality print 
files of the ECB's publications, which they 
were able to adapt and use in their own 
communication activities. 

Following contacts with blind associations, 
including the Estonian Blind Association, the 
ECB developed a "talking card" for the visually 

I l Article S2 al"lbc Sllltutc oflhe ESCB requirt'$ lhal the Oo,•cminy: 
Couocil or lbe ECB lake the IK'Ot.$Slr)' mcMU.R:S lO ensure lbal 
ban~e, de~minatcd in cuncncid ~ilh intw>Cdil)' fur.ed 
c11:du111gc talcs to the euro an: c~cbangcd by the curo an:;i; NCBs 
.11c ~r ,'i.luc-, A.p.lnSt thli ~k~d. the Govrm!ns Ct;iuneil 
adopled a guideline: on the cxcha.ngc of web banl:notcs oo 
24 July 2006. 



impaired (an embedded MP3 file reads out basic 
information requested on the changeover and 
the euro cash). 

To mark the launch of the euro information 
campaign in Estonia, on 19 September 20 I 0 
a symbolic star containing euro banknotes 
was handed over by President Trichel to 
Governor Lipstok. 
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CHAPTER 4 

FINANCIAL STABILITY 
AND INTEGRATION 



FINANCIAL STABILITY 
The Eurosystem contributes to the smooth 
conduct of policies pursued by the competent 
national authorities relating to the prudential 
supervision of credit institutions and the 
stability of the financial system. It also provides 
advice 10 these authorities and the European 
Commission on the scope and implementation 
of EU legislation in these fields. Following 
the establishment of the European Systemic 
Risk Board (ESRB) on I 6 December 20 I 0, 
the new European supervisory framework came 
into being on I January 2011 with the creation 
of three European Supervisory Authorities 
(ESAs) covering banks, securities marketS, 
and insurance and pension funds. This framework 
will produce a substantial strengthening of 
the European supervisory structure both at 
the micro-prudential and, for the first time, 
at the macro-prudential level, as the ESRB has 
been given a mandate to identify and prioritise 
systemic risks to the EU financial sector, to issue 
warnings and, where appropriate, 10 suggest 
recommendations for remedial action to contain 
those risks. The ECB will ''ensure the secretariat 
of the ESRB and thereby provide analytical, 
statistical, logistical and administrative suppon 
to the ESRB" (sec Chapter 6).1 

I.I FINANCIAL STABILITY MONITORING 

I. I. I THE EURO AREA BANKING SECTOR 
The key activities of the ECB, in collaboration 
with the ESCB 's Banking Supervision 
Committee (BSC), are monitoring risks to 
financial stability and assessing the financial 
system's shock-absorbing capacity.' The main 
focus of the analysis is on banks, as they remain 
the primary financial intermediaries in Europe. 
However, owing to the increasing importance of 
financial markets. financial infrastructures and 
other financial institutions, and their linkages 
with banks, vulnerabilities in these components 
of the financial system also need to be monitored 
by the ESCB. 

During 20 IO continued dis1ress in the euro area 
government bond and bank funding markets 
tested market confidence in the ability of the euro 
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area banking sector to deal ,vith future risks. 
However, the commitment of curo area countries 
to undenake or accelerate fiscal consolidation, the 
establishment of the European Financial 
Stabilisation Mechanism (EFSM) and the 
European Financial Stability Facility (EFSF), 
the launch of the ECB's Securities Markets 
Programme ($MP) in May, under which 
intervenlions are conducted in the euro area public 
and private debt securities markctS, and the overall 
positive resullS of the EU-wide s1ress tesl~ that 
were announced in July all made imponant 
contributions to the stabilisation of markets over 
the summer.3 Moreover, the conc::lusion of an 
agreement on a revision of the regulatory regimes 
for internationally active banks (the Basel rn 
rules), to be implemented gradually over time so 
that the banking sector can keep providing credit 
to the economy, reduced uncertainly about the 
future capital and liquidity needs of banks. These 
developments notwithstanding, the overall 
economic and financial situation in the euro area 
remained fraught with risks for financial stability, 
and concerns about the interplay between 
sovereign debt problems and banking sector 
vulnerabilities in some curo area countries re
emerged in the second half of the year.• 
Funhcrmore, the re-emergence of global 
imbalances during 20 IO represented another 
imponant source of risks, along with the associated 
high exchange rate volatility and the possibility of 
disorderly unwinding of the imbalances. 

I Council RtgUlatioo (EU) No 1096/2010 of 17 November 2010, 
OJ I.. 331, IS.12.2010. p. Hi2. 

2 SiBcc the md of 2004 the ECB tw: publ~ its FinaiM:ial 
Stabtlity Rcv!cl'', a semi-.annual report oo the $!Ability or the 
curo arc-a tinaociaJ system. lo 2010 i1 also published sttucrural 
itidica.1CN1 foe lhc El.I ~kn\i sec-w, ii$ rsnt1u.:ll repo,t on EU 

banking sector slabilicy and its annual ttpon on EU tklnlring 
$!.IUClUn$, whkh ttiii )'ear induikJ an •d hoc appendUl Qn the 
profitabitiry or banks, ··Beyond RoE: How to m~ bank 
pe:rfOmW'l«''. These publ!C-lll00$ prtknl lhc m.tin r1ndings ()( 
the l'DOl\itoring by the BSC or lhe structure and S1a.Mi1y or the 
bank:ina:s«ror. and lll"C' l\'11ilableon thoc ECB's wcbsilc. 

1 1bc EU-wide strns test exercise v,-as cooro.ioatcd by the 
Committe< of Europcln BW:ing Supcn,•i:s<ID (CEBS) in dose 
c:ollabontion with the ECB and the &iropean Commission. 
Dct.11ilcd dc5cripciom or the methodology arc &\'lillblc on 
the: v,'dliJitcs of the CEBS and IM ECB. and 1M: resufu; att 
•\•;ubbk: Oil~ wcwitcs oflhc CEBS and pankiJMtilig oat.ional 
authorit~s. 

4 This ictcrplly !Mminalcd in frc-lUKI appl)'ing for an EU/LMF 
financial supportprograrnmcoo 21 No\'t:n\kf. 



Notably, developments in the euro area financial 
sector in 20 IO pointed to significant discrepancies 
between member countries, which to a large 
extent reflected the ongoing process of correcrion 
of past imbalances in some countries. In such an 
environment. the timing and phasing of cxitS from 

remaining public sector suppon measures posed 
particular challenges for the euro area financial 
system. However, those measures will have to 
be withdrawn over the medium term; otherwise 
they would maintain an uneven playing field 
between banks and between countries. In the 
meantime, the main risks continued to include the 
possibility that concerns about the sustainability 
of public finances would persist or even increase, 
with a potential for further adverse feedback 
loops between public finances and the financial 
sector. Although the adverse interaction between 
vulnerabilities relating to economic growth, fiscal 
imbalances and bank funding conditions was 
particularly prevalent in only a limited number of 
euro area countries, risks of contagion spreading 
to other euro area countries remained. 

Nonetheless, going forward, the central scenario 
for euro area financial stability is broadly 
favourable, supponed in part by a more benign 
macroeconomic environment, by the increased 
transparency of financial institutions' asset 
exposures and by additional financial backstop 
mechanisms set up by euro area governments and 
central banks. However, the degree ofuncenainty 
surrounding this outlook remains high. 

The- earnings of curo area large and complex 

banking groups (LCBGs) staned to recover 
in the first three quaners of 2010, mainly 
driven by buoyant net interest income, lower 

(albeit still high) average loan loss provisions, 
and steady fee and commission income. 
Net interest income continued to be supported 
by the steep yield curve and the still relatively 
wide margins applied by banks to new lending. 
In addition, indications emerged that growth 
in bank lending for house purchase may have 
passed a turning point in mid-2010, albeit 
with substantial differences between member 
countries, while bank lending to non-financial 
corporations recovered far more sluggishly. 

Finally, LCBGs benefited from a significant 
decrease in the cost ofrisk, due both to a positive 
evolution of the credit cycle and to the economic 
recovery (e.g. a stabilisation of default rates 
and lower non-performing loans). However, 
LCBGs experienced a remarkable drop in 
trading revenues in the second quaner of 20 I 0, 
which was only panially reversed in the third 
quarter. Th.is was driven by lower trading 
volumes. and many institutions continued to 

post losses on some of their asset holdings. 
The solvency ratios ofLCBGs improved further 
across the board in the first three quaners 
of 20 I 0, supported by retained earnings and 
banks' effons to raise capital. A setback to the 
recent recovery in the profitability of LCBGs 
would adversely impact the provision of credit 
to the re.al economy. Moreover, the rec-0very 
in the quality of banks' credit risk exposures 
remains fragile in a number of countries. 

I .1.2 OTHER FINANCIAL INSTITUTIONS 
Turning to other financial institutions, 
the condi1ion of the curo area insurance sector 
stabilised in 2010. However, the performance 
across insurers was varied and the moderate 
economic activity continued to weigh on 

underwriting performance. Insurers' financial 
results were, however, supported by relatively 
contained losses and stable. investment income. 

All in all, the profitability of large insurers 
remained stable throughout 20 I 0. In addition, 
capital positions also remained steady and 
appeared, on average, to include a reasonable 
amount of shock-absorption capacity. 

Looking ahead, some risks and challenges for 
the euro area insurance sector remain, and this 
is contributing to some uncenainty about the 
outlook. In particular, the low levels of yields on 
AAA-rated government bonds continue to pose 

challenges for insurers (and pension funds) that 
have a large stock of guaranteed-return contracts 
with guaranteed rates close to or above current 

Jong-term risk-free rates. At the same time, 
the moderate recovery io economic activity. 
and the uncertainty surrounding it, is continuing 
to weigh on the underwriting performance of 
euro area insurers. 
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The hedge fund seclor continued 10 recover 
in 20 I 0. Average investment performances 
were not as impressive as in 2.009, but investors 
continued to return to the sector and annual net 
flows became positive again. However, investors 
tended 10 prefer larger hedge funds, the growth of 
which may also imply higher concomitant risks 
to financial stability. Furthermore, amid low 
nominal interest rates and increasing tolerance 
of countcrparty credit risk across prime broker 
ban.ks, the limited data available on hedge fund 
leverage pointed 10 a gradual releveraging of 
1he hedge fund sector with the associated higher 
vulnerability 10 various leverage-related risks. 

1.2 FINANCIAL STABILITY ARRANGEMENTS 

In 20 IO the EU launched a major overhaul 
of lhe EU framework for crisis prevention, 
management and resolution. The reform -
covering a time horizon of a few years, as laid 
down in the ECOFIN Council conclusions of 
I 8 May 20 IO - focuses on three main areas of 
work: i) the implementation of an EU policy 
coordination framework, ii) lhe enhancement 
of the EU rcgulaloiy framework, and iii) the 
eslablishmenl of mechanisms to ensure 1hat the 
financial sector bears the net cost of financial 
crises. The ECB has participated aclively in all 
three areas throughout the year. 

In particular, the ECB supported the 
implementalion of a holistic EU-wide policy 
coordination framework for crisis prevention, 
management and resolution, implying a 
stronger coordinating role for the ECOFIN 
Council in financial stability policies, as well 
as the setting-up or coordination arrangements 
for the clear articulation of the roles and 
responsibilities of the various EU and national 
bodies. In that con1ex1, the establishment of 
cross-border stability groups (CBSGs) -
as defined in the 2008 memorandum of 
understanding on cross-border financial 
stability' - for all large EU cross-border 
financial groups by mid-2011, accompanied 
by the signing of cross-border cooperation 
agreements ("Voluntaiy Specific Cooperation 

llffl
((I 

A.uual ltpon 
lllf 

Agreements''), was considered useful for 
strengthening policy coordination on a bilateral/ 
multilateral basis.• 

In the field of regulation, in Februaiy 2010 the 
Eurosys1em contributed 10 1he Commission's 
public consuha1ion on an EU framework 
for cross-border crisis management in the 
banking sector.' The Eurosys1em supported the 
Commission's objective of taking the initiative 
to develop an EU resolution framework and 10 
address obstacles 10 the effective management 
of crises affecting EU cross-border financial 
institutions. The Eurosystem also suggested 
several possible ways to address issues in 
the areas of early intervention tools. intra
group assel transfers, "bank resolution"' and 
insolvency. 

In May 20 IO the Commission published its 
"Communication on bank resolution funds'', 
suggesting the establishmenl of an EU-wide 
network of prefunded schemes as the best use of 
financial levies to ensure 1hat future bank 
failures do nol come at the cost of 1he taxpayers 
or de.stabilise the financial system. In the same 
vein, the European Council agreed in June thal 
Member States should intr0duce systems of 
levies and taxes on financial institutions to 
ensure fair burden-sharing and to create 
incentives to contain systemic risk.9 In that 
context, the ECB acknowledged the need 10 

S ~ Memorandum of Unden:taDding on Cooperation 
btt"'ttri U)e: Firuu,cili.l $-upe'\·isory Auth()n1itt, Ce:ntn'II 
Banks and Firia11« Minfstrics of the ~ Union on 
Cross·&rnkr FiruincbJ Suibllity (ECFfN/CF,:FCPl:.(2008) 
REP'53106), Bru.<isds, I June 200&. 
On 11 Aua.us1 2010 1hc fil'$t CBSG - the Nonlie.ll:i1tk 
Ooss-Bordcr Slabilit)' Group - Wti sci up ~r.h the sigiing 
of an :1~1 bet"''effl 1/Jc au1bo,ri11t$ or ~nn~rk. f.stonla, 
Finlar.d, lcdand, Lacvia, Liililaania. N°""'I)' and Sweden. 

7 On 20 Ociobn 2009 the Eiuope.:,n Commission launched a public 
COM\lltation oa iis communication entitled "'An EU Framework 
for Cross-Bo«ler Cruis Ma~l'letll in the, &nki~B s«1or'", 
which ~ a range of issues in thrtt ma.in aff'U! i) tart)' 
Ullm'Cmion, ii)~ rc::solution, &lid iii) irtsoh-.:oc;y. 

8 ~&nk rtsalmion"' reftt110 mtasurts 1al:m by national r~ution 
-1ulhoritics to manage -1 crisis in a bw'.lk.ing instiMion. to coo.lain 
!IS imp.ace on finaooial mibility and. wkrc appropria1e, 
10 fa,cilitate an ordcrl)' winding~p of the wbolc: or paru of the 
UIS1i1u1ion. 

9 With Ille cx"ption of !be C:z«:h Republic. which reserved lhc: 
righl no110 introduce these m.casures. 



ensure the coordination of the various initiatives 
already undenaken by countries 10 mitigate the 
risk of competitive distortions arising between 
national banking markets and of cross-border 
cooperation being hampered during crises. For 
this purp0sc, the ECB has actively contributed 
10 the work of the Economic and Financial 
Commiuee (EFC) ad hoc working group on 
crisis management by monitoring the djfferent 
systems of levies in the EU and providing 
recommendations on possible options to address 
shon-tcrm issues, such as double taxation and a 
level playing field. 

In October 2010 the Commission released a 
communication on ''An EU Framework. for 
Crisis Management in the Financial Scc1or" 
which sets out the main elements of the 
reform that will be pan of EU legislative 
proposals in 2011. Beyond the immediate 
priority of putting in place efficient crisis 
management arrangements in all Member States, 
the communication also includes a "roadmap'' 
providing a longer-term view of some of the 
major challenges which will need to be overcome 
in order to ensure the smooth handling of crises. 
The Eurosys1em suppons the proposal put 
forward by the Commission aimed at enhancing 
the EU regulatory framework for crisis 
management and resolution. A comprehensive 
crisis management framework would ensure, 
inter alia, that, ultimately, resolution would be 
a credible option, even in the case of a 
systemically important cross-border institution. 
The achievement of this goal requires not only a 
more cffoct-ivc toolkjt for authorities, bu1 also 
provisions that foster cooperation between 
Member States in crisis situations. A public 
consultation on the technical details or this 
proposal was launched by the Commission 
on 6 January 20 I I. 10 In December 20 I 0, in its 
conclusions on crisis prevention, management 
and resolution, the ECOFTN Council supponed 
the Commission in its forthcom.ing legislative 
work, and invited the EFC to continue its 
monitoring of national systems of levies and 
tru<es, in particular with regard to a level playing 
field and coordination. 11 

10 Fee fl.lfther cku.ib, 5C'e the Europc:Mi Commissioo's wdlsiic 
(huP'Jfoc.nuopa.aa). 

11 Couoc1I corKlm.ioos on crisis Pff\ffllioo. matu1gcmco1 .id 
~tulioll. 30541h ECOFIN Council mttting. Brussds., 
7 December 2010. 
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2 FINANCIAL REGULATION AND SUPERVISION 
2.1 BANKING 

During 20 IO banking regulation followed 
the agenda set by the G20 at the London 
and Pinsburgh summits in 2009 with the 
final objective of building a more resilient 
financial system that suppons strong and stable 
economic growth. To this end, the Group of 
Governors and Heads of Supervision (GHOS), 
the oversight body of the Basel Committee on 
Banking Supervision, agreed on a substantial 
strengthening of existing capital requirements 
and the introduction of global liquidity risk 
regulation." This refonn package, commonly 
referred to as •1Hasel LU'', is a cornerstone of the 
new international prudential framework. 

The Basel [1] package includes a new definition 
of regulatory capital which focuses on those 
elements with the highest loss-absorbing 
capacity, such as common equity and its 
equivalents for non.joint stock companies. 
In addition to this qualitative enhancement, 
the amount of capital required has also been 
increased significantly. The new minimum 
common equity Tier I ratio has been set at 4.5% 
of risk-weighted assets, complemented by a 
capital conservation buffer of 2.5% to withstand 
future periods of stress. Togetber with other 
Tier I and Tier 2 equity elements, the effective 
total capital ratio will rise from the current 8% to 
10.5% of risk-weighted assets. An additional 
counter•cyclical buffer, to be activated in 
circumstances of excessive credit growth, could 
add up to 2.5% of risk-weighted assets, 
depending on national dcvclopmcnlS in the credit 
cycle. In response to the Commission's 
consultation on its proposal on counter-cyclical 
capital buffers, the Eurosystem supported work 
at the international and EU level with regard to 
developing a counter-cyclical capital buffer 
(CCB) mechanism and stressed the need 
for consistent implementation at the EU and 
international level. While ensuring a level 
international playing field by laying down the 
requirements for the setting of CCBs in as much 
detail as possible in the Capital Requirements 
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Directive (CRD) itself, the ESRB and the 
European Banking Authority (EBA), in their 
respective roles within the European supervisory 
framework, could issue policy principles and 
technical standards to specify additional 
requircmentS that would allow the framework to 
be responsive to the evolution of the financial 
system and the di ffercnt shocks it faces." 

Moreover, in line with the mandate of the 
020, the risk-based requirements would 
be supplemented with a transparent and 
internationally comparable non-risk-based 
leverage ratio. 

The regulation of liquidity risk consists of two 
key quantitative standards, focusing on limiting 
misalignments in tenns of shon-tenn liquidity 
needs and imposing a structural, longer-term 
liquidity requirement with the aim of reducing 
banks' dependence on wholesale and other 
volatile funding sources, and promoting 
stable longcr-tenn funding. To facilitate 
tbe monitoring of the liquidity risks and the 
exchange of information between supervisors. 
the quantitative measures are supplemented 
with a set of monitoring tools. 

In line with these regulatory developments, 
the European Commission launched two 
consultations. The first was launched in February 
2010 and concerned proposed amendments 
to the CRD regarding liquidity standards, the 
definition of capital, leverage ratios, changes in 
the treatment of counterpany credit risk, counter
cyclical measures (including through-the-cycle 
provisioning for expected cred.it losses), a single 
rulebook and systemically imponant financial 
institutions ($[Fis). The second consultation, 

12 For fwthcr infonmrion, sec "B~I 111: A global regullllOI'}' 
f~work (or mott rcsilieiit banks Md banking S)'S1erm·· end 
-0-:1 IH; lnlcmltiooAI fmix.,.,ffi for liquidity riik mcasWffl>Ctll. 
ilandiirdi .tnd n'M)nitoirin9.", bo(t, published on 16 (}ttember20l0, 
•\'&i~lc oo the BIS ""-cb5itc (httpifwww.bis,Of1). 

I) S« "'Counrercydic:1.I capital buffer- po$i1M)nofthe Ew°')'jlcm 
on the Commis.sion's 000S1.1i1ation doc\lfflCnt'', 11,..,.jl&bk oo the 
ECn·,..,,·~11t. 



launched ia October 2010, relates to the 
introduction of a countcr-<:yclical buffer. 

The ECB fully supports the GHOS agreement 
and considers it a crucial step towards 
successfully fulfilling the G20 mandate. 
The crisis clearly showed that measures to 
make the financial system more resilient should 
be a key priority. Notwithstanding the costs 
of regulatory reform, some of which are of a 
transient nature, the new framework will benefit 
the global economy by substantially mitigating 
the risks associated with future financial crises. 

Nonetheless, the ECB considers that the gradual 
implementation of the package, envisaged over 
the period 2013-19, will remain key and that 
any further development has to be evaluated 
againsl the set of measures already under way. 
During the transition period, capital measures, 
the liquidity ratios and the leverage ratio will 
require careful assessment with regard to their 
impact on particular business models, specific 
banking sectors, financial markets and economic 
growth. At the same time, special attcnlion will 
have to be devoted to ensuring that the new rules 
are implemented consistently across different 
jurisdictions at the international level. 

In line with the G20 mandate, the Financial 
Stability Board (FSB) focused its efforts in 2010 
on another strand of work, namely developing 
a well-integrated framework to reduce the risks 
and externalities associated with SlFls. The new 
framework will comprise the following building 
blocks: i) tools for the effective resolution of 
S!Fls, ii) more intensive and effective supervision 
and oversight, iii) robust core financial market 
infrastructures to reduce contagion risk, and 
iv) supplementary prudential and other 
requirements to enhance loss absorbency. 
In Sep1ember 2010, in a press release following 
the agreement on the calibration of the new 
prudential regime, lbeGHOS remarked that SI Fis 
should have loss-absorbing capacity beyond the 
standards agreed in Basel Ul 

The ECB welcomes and supports the work 
of the FSB in this important field. Given the 

global scale of the activities pursued by SLFls, 
it remains crucial that the regulatory community 
cooperates closely, under the aegis of the FSB, 
lo ensure a high degree of international 
consistency in this domaio, in order to limit 
potential deviations from a level playing field 
and minimise the risks of regulatory arbitrage. 

2.2 SECURITIES 

In 20 IO work continued on hedge funds, credit 
rating agencies (CRAs) and short-selling 
regulation. The 020 reaffirmed itS commitment 
to improving the oversight of hedge funds 
and CRAs." At the European level, concerns 
about the po1ential harm of short selling were 
addressed by the Comminee of European 
Securities Regulators (CESR)." 

As regards hedge funds, agreement" on 
the Alternative Investment Fund Managers 
Directive (AIFM Directive) was reached in the 
Council in October, and on 11 November 2010 
the European Parliament voted in favour of the 
proposal. The objectives of the AIFM Directive 
arc, inter alia: to ensure that all managers of 
alternative investment funds above a certain size 
are subject to appropriate authorisation and 
registration requirements~ to improve risk 
management and governance safeguards; to 
enhance investor protection; and to design a 
framework for moni1oring macro-prudential 
risks. Subject to these requirements, AIFMs 
would obtain a passport allowing them to market 
funds to professional investors across the Single 
Market. The Eurosystem contribution to the 
European Commission •s consulta1ion on hedge 
funds strongly welcomed more transparency and 
macro-prudential oversight of the hedge fund 
industry and stressed that the introduction of a 
comprehensive and harmonised regulatory 
framework for AlFMs in the EU could act 

14 The c;.zo To,,o11toS11,,11,,i1 D«l'1ratwn, G20, 26-27 Ju11t 2010. 
IS Propos,11/ora Pon•E11rop.-m1 Shor, &IU11g DuclOStU# R~UM. 

Cl;SR.. Mardi 2010. 
16 Between Ille Council. ffi(' Europ('.an Commiuioa aDd I.he 

~an l'.lirtiasnrnt'.s £<:ono,mic and M(m(U:ry Aflaiti 
Comrnittct:. 
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as a firs1 slep 1owards a global consensus. 
Furthennore, ii emphasised the importance of 
continuing the international dialogue in order to 
ensure a globally coordinated framework." 

With regard to CRAs, the European Commission 
has issued a proposal to amend the existing CRA 
Regulation.18 In its opinion on the proposal. it 
the ECB broadly welcomed the measures aimed 
at strengthening the regulatory framework, 
in particular that granting comprehensive 
powers 10 the European Securities and Markets 
Authority (ESMA) as regards the registration 
and surveillance of CRAs, and that concerning 
increased transparency and competition in 
the markcl for ratings of structured finance 
instruments. 

In response to concerns regarding the impact of 
short selling in lhe exlreme markel conditions 
created by lhe financial crisis, rcgulalory 
authori1ics around the world adopted a series of 
measures. In Europe, lhe CESR proposed a 
pan-European disclosure regime in March 2010. 
The European Commission also published a 
consullation document on 14 June 20 I 0. 
The EurosySlem's reply of S August 2010 
welcomed the proposed transparency regime for 
EU shares. II was stressed that the ESMA, 
together wilh other appropriate authorities, 
should play a central role in emergency 
situations, and tha1 short-selling bans or 
restrictions should be limited in time and scope 
to exceptional circumstances. The Eurosystem 
broadly supported !heir enforcement against 
settlement failures of uncovered short selling 
and the assignment of powers to competent 
authori1ies 10 allow them to resuict short selling 
temporarily. The Commission's subsequent 
proposal for a regulation was aimed at increasing 
harmonisation, coordination and Lransparcncy. 
as well as reducing systemic risks, risks to 
rnarke1 integri1y and seulcmen1 risks.,. 

2.3 ACCOUNTING 

The ma.in developments in 20 IO related to the 
ongoing work of the Financial Accounting 
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S1andards Board (FASB) and lhe International 
Accounting Standards Board (IASB) in response 
10 the request of 1he 020 to address weaknesses 
idenlified in the wake of the financial crisis and 
to bring their standards more into line with one 
another. 

In response to the 020 request to improve the 
involvement of interested stakeholders in the 
standard-setting process, the IASB furlher 
increased its outreach cffortS with a view to 
encouraging broad stakeholder involvement in 
standard-setting. 

1n this context~ on many occasions the ECB 
provided views 10 lhe IASB on several key 
accounting projects (notably the accounting of 
financial instruments) and, more generally, on lhe 
convergence effortS of the FASB and the IASB. 

In April 20 IO the ECB provided comments on 
lhe IASB suggestion 10 accommoda1e regulatory 
concerns by introducing a "regulatory income 
statement''. The ECB stressed lhe importance 
of maintaining the good collaboration between 
1he IASB and regulators on the issues of fair 
value measurement and forward-looking 
provisioning within the accounting framework. 
On the olher hand, lhe ECB did not support lhe 
inLroduction of a rcgula1ory income statement, 
since the disclosure requirements of the new 
capital framework (Basel 111) already address 
1he disclosure issues raised by the IASB in its 
proposal and a regulatory income statement 
could polcntially create addilional complcxi1y 
and uncertainty, and might result in confusion 
on the marke1, which should be avoided. 

Both the FASB and the IASB strengthened 
!heir effons to reduce lhe complexily of 

17 £.uropmn Co#Nlflis!lfM0

J COl'IS'6lltation 011 1tMiY fwtdJ -
F.Mros,..,1,,,_ c»nrri/wti0n, ECR. 2.$ ftbruruy 2009. 

18 Regula1Hlln (EC) No 1060/2009 oftllc ~ Parliametit and 
oftbc Cou11Cl1 <it 16 Scpkmbtr 2009 (lrl erec.li1 r.111lng a.ger,ek:s. 

19 Opinion of the~ C-r:11rnl Bank of 19 Novtrnbcr 2010 on 
a propos:,.I fOf a ttai,tl11ion of 1he E1,11opc;1.n hrli:lrl'ICIU ~nd or 
tile COW1Cil alm'.AWng Rcgt1lation (EC) No l06Ql2009 on crcdi1 
1111ing aacncit,t (CON/201Ml). 

20 Prop:>sal for a rcgul:lUOO of lhc European Parliamc111 and or tht 
Council on short. scllma .and ct'IUl1n ~ or C'TI!dit dt:f.aull 
swaps, EUfOl'(";ln Commission. IS ~ptemkr 2010. 



currenl accoun1ing for financial instruments by 
developing new standards on the classification 
and measurement of financial instruments. 

In 20 IO the two boards continued their work 
on Strengthening the accounting recognition 

of loan loss provisions (impainnent). In this 
regard, the ECB repeatedly conveyed its clear 
suppon for a move towards an expected loss 
model. In addition, the ECB continued to 
contribute to the accounting work of the Basel 
Committee1 which is aimed, among other things, 
at addressing the operational challenges posed by 
the intr0duction of an expected loss approach. 
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3 FINANCIAL INTEGRATION 
The Eurosystem contributes to enhancing 
European financial integration by: i) raising 
awareness of and monitoring financial 
integration, ii) acting as a catalyst for private 
sector activities by facilitating collective action, 
iii) giving advice on the legislative and regulatory 
framework for the financial system and direct 
rule-making, and iv) providing central banking 
services that foster financial integration. 

RAISING AWARENESS OF AND MONITORING 
FINANCIAL INTEGRATION 
In April 2010 the ECB published its fourth 
annual report on "Financial integration in 
Europe".21 The main purpose of the report is 
to contribute to the advancement of European 
financial integration and to raise public 
awareness of the Eurosystem's role in supporting 
this process, providing infonnation about the 
state of integration and thus an empirical basis 
for policy measures to further foster financial 
integration. The report first assesses the state of 
financial integration, based on a set of indicators 
that arc also published semi-annually on the 
ECB's website. In 2010 these indicators were 
further developed to include, for example, risk 
indicators for the bond market. The report also 
contains in-depth analyses of selected issues: 
i) banking integration and supervision in the EU, 
ii) European covered bonds, iii) harmonisation 
in the post-trading sector, and iv) stability 
implication.s of financial market integration 
and development. The report concludes with 
an overview of the Eurosystem's contribution 
towards the achievement of more integrated 
and developed financial markets in Europe 
during 2009. 

The ECB continued its involvement in the 
Research Network on Capital Markets and 
Financial Integration in Europe, which brings 
together academics, market participants. 
policy-makers and central bankers, and is 
run in cooperation with the Center for 
Financial Studies at the University of 
Frankfurt. The network's I 3th conference on 
"Macro-prudential Regulation as an Approach to 
Contain Systemic Risk: Economic Foundations, 
Diagnostic Tools and Policy Instruments" took 
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place on 27 and 28 September 2010 in Frankfurt 
and was hosted by the ECB. As in previous 
years, the ECB awarded five "Lamfalussy 
Fellowships" to young researchers in the context 
of the nc1work. The network's current priorities 
are: i) financial systems as risk managers, 
risk distributors and risk creators, ii) the 
integration and development of retail financial 
services and the promotion of innovative firms, 
and iii) financial modernisation and governance 
and the integration of the European financial 
system into global capital markets. 

ACTING AS A CATALYST FOR PRIVATE 
SECTOR ACTIVITIES 

SEPA 
The Eurosystem continued to support the 
Single Euro Payments Area (SEPA) initiative, 
which aims to allow individuals, corporations 
and public administrations to make cashless 
payments in euro throughout the participating 
countries from a single account using a single 
set of payment instruments as easily, efficiently 
and safely as they can make them today at the 
national level. 

The Eurosystem published the seventh SEPA 
Progress Report in October 2010." This report 
provides an assessment of the progress achieved 
in the implementation of SEPA since the 
publication of the previous report in 
November 2008, highlighting accomplishments 
and pointing out deficiencies. Furthermore, 
in the annex to the report, the Eurosystcm has 
identifie,J a (non-e~haustivc) list of milestones 
that need to be attained between the 
fourth quarter of 20 IO and the end of 20 I 3 in 
order to iacilitate the finalisation oi $EPA 
implementation and migration. The main 
conclusions of the report relate to the migration 
towards SEPA credit transfers (SCTs) and SEPA 
direct debits (SDDs), cards, innovation and the 
security of retail payments. For the latter, among 
other things, the Eurosystem bas established 

21 Financial inr~ration in £11,-op<, ECB, Apnl 2010. 
22 Si,igl~ Euro Pa,me1tt1 A~o: St\~111h Progra.J Re.p<N'I - &j'ONI 

1/J,:ory, int,r, pro,ake, C:Cf.l. ()(:u,ber :MUO, awtb.ble On the 
ECB'swcbsit~. 



a forum for moniloriog markel developmenlS 
and fos1ering lhe harmonisation of sccurily 
expec1a1ions in Europe. Purthennore, lhe 
Eurosystem welcomed lhe European 
Commission's initiative to impose an end date 
for migration by means of an EU regulation." 

The SEPA credi1 transfer scheme accounled for 
13.9% of total euro credit transfer payments in 
December 20 I 0. In addition lo lhc curo area 
SCT indicalor, national SCT indicators show 
lhat lhe take-up of SCTs in individual countries 
still varies considerably.•• Furlhcnnore, since 
the launch of the $EPA direcl debil scheme in 
November 2009, lhe use of SDDs has remained 
fairly modcsl, amounting lo well below I% of 
all euro direct debilS in December 20 I 0. 

The intrOduction of lhe SCT and SOD 
schemes has laid foundations on which funher 
innovalions can be built, e.g. pan-European 
online payment solutions, mobile payments and 
e-invoicing. In 20 IO lhe Eurosyslem discussed 
the status of the various initiatives in the field of 
innovative payments with market participants. 
To lb.is end, lhe ECB conducled an eSEPA 
online survey in cooperation wilh NCBs to gain 
an insighl into the differenl solutions available 
in various countries. 

Furlher progress needs to be made, 
in particular in the area of SEPA for 
cards. One of the building blocks is the 
completion of lhe migration of chip cards, 
automated teller machines and point-of-sale 
terminals to the EMV standard", for which 
lhe induslry set ilself a deadline of 1he end of 
2010. According lO the SEPA card indicalors, 
a large number or countries have already 
achieved 100% migration lo EMV. In 20!0 a 
second meeting was held wilh slakcholders lo 
discuss a SEPA certification framework for cards 
and tcnninals with a view to achieving a single 
evaluation and certification process. Moreover, 
lhe Eurosystem provided furlher clarily on lhe 
principle oflhc separation of card schemes from 
processing entities. The Eurosystem expeclS at 
leasl one addilional European card scheme lo 
emerge which meets its requirements and the 

requirements of lhe olher stakeholders to achieve 
a compelitive card market in SEPA; several 
marker initiatives are already under way and 
their progress will continue to be monitored. 

In March 2010 lhe Eurosyslem and the European 
Commission agreed on 1hc crealion oflhe SEPA 
Council wilh 1be aim of addressing the need for 
proper governance of the SEPA projecl and 
increasing the involvement of end users. 
This new overarching body is co-chaired by lhe 
ECB and lhe European Commission and brings 
togc1her high-level representatives from lhc 
supply and demand sides of 1he paymenls 
markct.26 

SECURITIES MARKETS 
The markel for short-lenn paper in Europe 
is largely domestic in nature. Since 200 I the 
Short-Tenn European Paper (STEP) initiative, 
pursued by markel participanls under the 
auspices of lhe European Banking Federation 
(EBF) and ACI - the Financial Markels 
Associalion - and Sleered by lhc STEP Markel 
Commillee, has promoled lhe in1egration of 
the short-tenn debl securilies markel lhrough 
a volunlary core scl of markcl standards and 
practices which can be applied to issuance 
programmes on existing markets such as the 
Euro Commercial Paper (ECP) markcl or lhc 
French commercial paper (TCN) market. 

The Eurosys1em has supported STEP in lwo 
ways. First, until June 20 I 0, on lhe basis of a 
temporary arrangement, the Eurosys1cm assisted 
the STEP Secretarial with the STEP-labelling of 
programmes, although ultimate responsibilily 

2) For (wthtt detlifl.s, ,l,CC !he ~~ m1i1ll.!d ~ Ad,·i«: on the 
litgisl11ive and regulatory [rame11,•ort:: fot !he financial S)>jk:m and 
direct rule-rnUlng" \a1er 1n lbl:s chttp«:r. 

24 A criliC'.al mass, i.e. ■ nwte1 share of more llwl 50%, has ooly 
been a,chitved in Ll,lllc~ and Cyprus. In &. (lltlher lhtt'IC 
countries: (Sto,•fflia.. Belgium arwl Spain). the mart::n shffl: ha.~ 
~bed dol.able f~. 

2S The "'EMV modard'" is a st:1 of sp«ific.ations dcftlopcd by 
the C:OOSOrtru:n1 EMVCo, wbich is pr<>moti11g. the i)obal 
standardisation of cltttrooic fiRaneial transactions - in particular 
1hc a)obal intttopt:rability ot <:hip nnts. MEMV" sunds 
for "'Europay, Mastm:ud and Visa'". 

26 F0r tl.u•tbtr details. pkasc ('(,l(ISUh 1M SEPA Council's webisik: 
(hup:llwww..scpacouricil.cu). 
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for granting and withdrawing the STEP label 
always rested fully with the STEP Secretariat. 
Since July 20 IO the STEP Secretariat has 
managed the labelling process on its own. 
Second, the ECB provides statistics on the STEP 
market (see Section 4 of Chapter 2). 

STEP debt securities came through the financial 
market turmoil relatively unscathed and the 
total amount outstanding in December 20 I 0 
was €411 billion, slightly above the total 
amount outstanding one year earlier. The 
steady development of the market is due 10 

the fact that STEP criteria can be applied to 
other existing market programmes and that 
STEP is accepted by the Eurosystcm as a non
regulated market for collateral purposes. The 
decision of the ECB's Governing Council in 
October 2008 10 temporarily expand the list of 
assets eligible as collateral in Eurosystem credit 
operations 10 include STEP securities issued by 
credit institutions, i.e. certificates of deposit, 
was discontinued as from I January 2011. 

The STEP label was introduced in 2006, 
and there were 173 active STEP-labelled 
programmes in December 2010. 

In 20 I 0t lo increase 1ranspareacy in the area of 
asset-backed securities (ABSs), the Eurosystem 
launcbe<l a public consultation on introducing 
an eligibility requirement for ABS originators 
so as to provide loan-level data on the assets 
underlying such instruments. The response 
to the consultation was generally positive 
and the ECB has continued lo work towards 
the implementation of such a requirement. 
In December 2010 the Governing Council of 
the ECB decided 10 establish loan-by-loan 
information requirements for ABSs in the 
Eurosystem collateral framework. A well
functioning securitisation market, backed by 
standardisation and enhanced transparency, will 
contribute to the completeness of the European 
financial system and foster integration through 
the improved comparability of instruments 
across borders. 
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ADVICE ON THE LEGISLATIVE AND REGULATORY 
FRAMEWORK FOR THE FINANCIAL SYSTEM 
AND DIRECT RULE-MAKING 
The ECB has continued to participate in 
the European Commission's Clearing and 
Settlement Advisory Monitoring Expen 
Group U (CESAME LI) and its successor, 
the Expen Group on Markel Infrastructures 
(EGMI). The EGMJ bas a mandate to contribute 
10 the development of an efficienl, safe and sound 
post-trade market in the EU. This will be done by 
giving advice to the European Commission on 
various issues in relation to posl•trade services 
and market infrastructures in the EU. This work 
is closely linked to the implementation of 
TARGET2-Securities (TIS), the Eurosystem's 
planned platform for core, bordcrlcss and neutral 
securities senlement services, and is aimed 
at fostering harmonisation in the post~trade 
environment. 

Since harmonisation of the European legal 
framework for payments forms the basis for 
SEPA, the Eurosystcm takes a strong interest in 
EU legislation in this area. The Eurosystem has 
repeatedly drawn attention to the need for an 
ambitious but realistic end date to be set for the 
migration 10 the SCT and SOD schemes in order 
to reap the benefits of SEPA. The Eurosystem 
has supponed the Commission's proposal to 
impose an end date for migration to SCTs and 
SDDs by means of an EU regulation." The 
E-urosystcm expeclS the SCT and SOD schemes 
to become the credit transfer and direct debit 
schemes used for euro payments in the EU. 
After the migration end date, they will have 
replaced national legacy credit transfer and 
direct debit schemes for euro payments. 

2:7 See 1hc F,uropc;ui Commiui<)fl'• ~I f'or a tt'fi\11.;iion of'the 
Ewopcan Puliammt and of the Coo1K1I establishing technical 
n:quirtmenr..s fOr aeJit tran~(CI$ and dkc<:t debit.$ in C\ll'(n and 
ammdina Regulation (EC) No 92412009 (C0M(2010) 77S final). 
a,'ail.ablit on lhe-Cornmiuion's wd,sitc (ht1p://«.,niropa,cu). 



PROVIDING CENTRAL BANKING SERVICES WHICH 
FOSTER FINANCIAL INTEGRATION 
T ARGET2, the second generation of the 
Eurosystem's large-value payment system, 
is the first market infrastructure to be completely 
integrated and harmonised at the European 
level. The Eurosystem has continued to make 
enhancements 10 TARGETI and implemented 
a new release of the system in November 2010 
(sec Section 2.1 of Chapter 2). 

TIS will have an imponant impact on the 
harmonisation and integration of the post
trading envi_ronment in Europe. TIS will remove 
many of the "Giovannini baniers 1128 to cross
border clearing and settlement by, among other 
things: i) providing a single IT platform with a 
common interface and a single messaging 
protocol, ii) introducing a harmonised timetable 
for all connected markets, and iii) extending a 
single harmonised settlement model comprising 
delivery versus payment in central bank money 
to all national and cross-border transactions. 
in 2010 several sub-groups of the TIS Advisory 
Group comprising Eurosystem and industry 
expens continued to work on the development 
and implementation of standards and market 
practices for the harmonisation of instructions 
and processes in the context ofT2S. As work on 
implementing TIS has progressed, new areas 
have regularly been identified in which 
hannonisation is required, and these have either 
been tackled directly within the scope of the 
project or referred to CESAME II or its 
successor, the EGMJ (sec Section 2.2 of 
Chapter 2), or to other relevant bodies. 

Finally, in the area of collateral management, 
work continued in 2010 on the establishment 
of a single platfonm, Collateral Central Bank 
Management (CCBM2), for euro area NCBs 
with a view to consolidating and increasing 
the efficiency of the Eurosystem's internal 
systems and enhancing counterpanies' liquidity 
management and collateral management 
(see Section 2.3 of Chapter 2). 

28 1he '"Gio,·umini barricis"' are a number of banim hindering I.he 
in1cp;ul0n e>r 1he €Lr eldril\i and $e1llcmcnt lnf~urt a.s 
identified by the mow.Mini Group, a g,oop of fi111;1Mial market 
expcru acMsln,i 1tx: EuropQn Comrnistion. Th<" specific ba.rrlers 
idt"lltifkd can be: found in 1111'0 reports by lhc GiovU111illi Group: 
~u-border arurilf/l 1md !ktrf,m,._,,t A~lfN:rJl.t in tire 
Euro~n U111<Ht, November 2001. and SttMJ R,po11 on EU 
Ckari,w and Snlll'ml'nJ A"al18f""'"'"• Aprll 200). $e,e abo the 
111"t:bsi1c or lhe EUl'Op('an Commission (hctp.://ec.europa.cu). 
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4 OVERSIGHT OF PAYMENT SYSTEMS 
AND MARKET INFRASTRUCTURE 

Payment and securities clearing and settlement 
systems are fundamental infrastructures that 
are necessary for the proper functioning of 
market economies. They are indispensable 
for the efficient flow of payments for goods, 
services and fioancial assetS. and their smooth 
functioning is crucial for the implementation 
of a central bank's monetary policy and for 
maintaining the stability of and confidence in the 
currency, the financial system and the economy 
in general. Promoting the smooth operation of 
payment systems is a key task of the Eurosystem. 
For the perfonnance of this task, the Eurosystem 
applies three approaches: it takes on an 
operational role, conducts oversight activities 
and acts as a catalyst. 

Through its oversight function, the Eurosystem 
aims 10 ensure the safety and efficiency of 
payment and securities settlement systems, 
central counterparties processing the euro 
and payment instruments, by monitoring 
and assessing them and, where necessary, 
inducing change. 

In September 20 IO the ECB published a book 
entitled "The payment system - payments, 
securities and derivatives and the role of the 
Eurosystem" which gives a comprehensive 
overview of key concepts in market 
infrastructure, the euro area landscape and the 
role of the Eurosystem, including, inlcr atia, 
its oversigh1 function. 

4.1 URGE-VALUE PAYMENT SYSTEMS AHO 
INFRASTRUCTURE SERVICE PROVIDERS 

Large-value payment systems rorm the backbone 
of the euro area market infrastructure and play 
an important role for the stability and efficiency 
of the financial sector and the overall economy. 
The Eurosystcm applies a well-defined 
oversight policy framework to all large-value 
payment systems that settle euro-denominated 
transactions - both its own systems and those 
that are privately operated. This framework 
is based on the internationally accepted Core 
Principles for Systemically Important Payment 
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Systems (CPS[PS), defined by the Committee 
on Payment and Seulcmcnt Systems (CPSS) 
and adopted by the Governing Council in 200 I. 
The CPSIPS are complemented by the Business 
Continuity Oversight Expectations (BCOE) 
for systemically important payment systems 
which the Governing Council adopted in 2006, 
giving the industry a deadline of June 2009 for 
implementation. 

The overall operational perfonnance and 
provision of services of the key payment 
systems scnling euro-dcnominated transaclions 
(TARGET2, EUROI and the Continuous Linked 
Settlement (CLS) system) and infrastructure 
service providers (such as SWIFT) were stable 
and resilient in 20 I 0. 

TARGET2 
In 2010 the Eurosystem's TARGET2 overseers 
focused on the aspects of operational risk which, 
according to the Risk-Based Prioritisation 
Tool, 29 most warranted oversight attention. 
Therefore, one of the main oversight act·ivities 
was the finalisation of the assessment against 
the BCOE, which coo/inned that the business 
continuity framework of TARGET2 is generally 
well-established and ensures that a sufficiently 
high and consistent level of resilience is 
achieved, although improvements to some 
areas of the framework were recommended. 
The overseers also discussed with the operator 
the follow-up to the comprehensive assessment 
carried out in 2009 and, in particular, 
the recommendation related to the business 
continuity framework. Moreover, in the context 
of regular oversight activities, the methodology 
for incident monitoring was revised. 

In addition, a new TARGET2 software release 
went live on 22 November 2010. Prior to 
its launch, the overseers assessed the new 
funcrionalities and, in particular, the provision 
of internet access to TARGET2, against the 
applicable CPSIPS. The overseers concluded 
that, overall, the new release will not adversely 

29 The Ri.s.Jc-Ba:Kd Priorilisa1ioo Tool ano .... ·s OVCl"Sttf'S co 
conccn1n1.1e an 1he tt1mp(N'lcn~ ;lr,d lirtllS th:i.1 pOSt lhc hl~1 

risb. The tool has been applied 10 TARGET2 s:in« 2009. 



affect !be compliance of T ARGET2 with the 
CPSrPS, and several of the changes eliminate 
certain weaknesses of the system and will result 
in better services for T ARGET2 customers. 

The TARGET2 Simulator, an analytical tool 
based on payment data, was gradually rolled 
out 10 the Eurosystem central banks as of 
I July 20 I 0. Once fine-tuned, the tool will 
enable overseers, in particular, to closely 
replicate and strcss•tCSI the scttlcmcn1 process 
of T ARGET2, using a pan-European dataset of 
TARGET2 activity, including all transactions, 
liquidity information and participant 
information. 

EURO! 
EURO I is a large-value payment system 
for croSS-•border and domestic transactions 
in euro between banks operating in the EU. 
It is operated by the EBA Clearing Company, 
which was set up by the Euro Banking 
Association. EURO I works on a multilateral 
net basis. The end-of-day positions of EURO I 
participants arc ullimatcly settled in central bank 
money via the T ARGET2 system, with the ECB 
acting as the senlement agent. 

Three main oversight activities relating to 
EURO I were performed in 20 I 0. First, the 
assessment of the system's compliance with 
the BOOE was completed. As a result of this 
assessment~ a few minor recommendations on 
EURO I were communicated to the EBA 
Clearing Company for act:ion~ in order to 
achieve full compliance with the BCOE. 
Second, the ECB, in close cooperation with the 
Deutsche Bundcsbank, the Banco de Espana, 
the Banque de France, the Banca d'ltalia and 
De Nederlandsche Bank, launched the process 
for a full assessment of EURO I against the 
CPSIPS. Finally, the ECB, together with the 
Banca d'ltalia, assessed one major change that 
was made 10 EURO! in 2010. This comprised 
the migration of its end-of-day settlement 
process from the FIN-based Panicipant Interface 
10 the XML-based Ancillary System Interface 
(AS!) in TARGET2. The oversight assessment 
concluded that this migration will not adversely 

affect the compliance of EURO I with the 
CPSIPS. Since 7 June 2010 EURO! has been 
successfully settling its daily activities via the 
AS! in TARGET2. Overall, the EUROI system 
operated smoothly throughout 20 I 0. 

CONTINUOUS LINKED SETTLEMENT SYSTEM 
The Conti_nuous Linked Settlement system was 
launched in September 2002 and is operated 
by CLS Bank International (CLS Bank). 
The system provides a multi-currency service for 

the synchronous - i.e. payment-versus-payment 
(PvP) - se11lemcn1 of payment instructions 
relating to foreign exchange transactions. 

Through its PvP mechanism, CLS virtually 
eliminates the principal risk associated with the 
settlement of foreign exchange transactions. 
CLS currently settles in 17 of the world's 
most traded currcncies, including the curo, 

the US dollar, the Japanese yen, the pound 
sterling and the Swiss franc. 

Given that CLS Bank is established in the United 
States, the Federal Reserve System accepts 
primary oversight responsibility for CLS under 
a cooperative oversight arrangement involving 

the G 10 central banks and the central banks of 
issue of currencies settled by CLS. The ECB, 
in close cooperatjon with the euro area NCBst 
is pan of this cooperative oversight arrangement 
and bas primary oversight responsibility for 
settlement in euro by CLS. 

ln 20 IO CLS cooperative oversight activities 
focused mainly on the enhancement of CLS' 
operational capacity (in response 10 the peaks 
reached in May 2010 in terms oftbe number of 
daily transactions) and the monitoring of new 
business developments and initiatives by CLS. 

SWIFT 
SWIFT is important from a financial stability 
perspective, as it provides secure messaging 
sen1ices 10 the financial community in more 

than 210 countries around the world. SWJFf 
is a limited liability cooperative company 
which is established in Belgium. Through its 
participation in the GI 0 cooperative oversight 
of SWCFT, the ECB contributes 10 various 
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oversight activities carried out by the cooperative 
oversight group, with the Nationale Bank 
van Belgic/Banque Nationale de Belgique 
being the overseer with primary oversight 
responsibility. In 2010 the group's activities 
focused on the implementation of the Distributed 
Architecrure programme aimed at redesigning 
SWIFT'S technical architecture, mainly through 
the implementation of two messaging zones 
(European and transatlantic), the construction 
of an additional operations centre in Europe 
and the establishment of a new command and 
control centre in Asia. Other major activities 
performed in 20 IO included reviewing the 
operational performance and availability of 
SWIFT's services, monitoring new projects 
that could potentially have an impact on the 
confidentiality, integrity and availability of 
SWlFT's critical services and reviewing the 
possible impact on the resilience and availability 
of messaging services of a cost optimisation 
programme launched by SWIFT. The level of 
availability of the SWIFfNet FIN network in 
2010 was 99.99%. 

4.2 RETAIL PAYMENT SYSTEMS 
AND INSTRUMENTS 

The Eurosystem also has oversight responsibility 
for retail payment systems and payment 
instruments. 

STEP2 is a retail payment system for cross
border payments operated by the EBA Clearing 
Company, for which the ECB has primary 
oversight responsibility. The ECB continued to 
monitor STEP2 services in 20 I 0, ensuring their 
availability and smooth functioning. One major 
development that took place in 20 lO was the 
deployment of a new multi-cycle functionality 
for the SEPA credit transfer service that enables 
STEP2 banks to exchange and settle SEPA 
credit transfers several rimes a day. 

In 2010 the Eurosystem made funher progress 
with the individual oversight assessments of 
card payment schemes operating in the euro 
area against its oversight standards for such 
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schemes, which were adopted in January 2008. 
Following a peer review process, a repon 
on the overall results of the assessments is 
expected to be published in 2011. 

The Eurosystcm has published the final version 
of the oversight frameworks for direct debit 
and credit transfer schemes and will apply 
these frameworks to the SEPA credit transfer 
scheme and the SEPA direct debit scheme. 
Individual NCBs may also elect to apply 
these standards for the oversight of national 
(non-SEP A) payment instruments, if they deem 
it appropriate. 

4.3 SECURITIES AND DERIVATIVES CLEARING 
AND SETTLEMENT 

The Eurosystem has a strong interest in the 
smooth functioning of securities clearing and 
settlement systems because failures in the 
clearing, settlement and custody of securities used 
as coUateral for Eurosystcm operations could 
jeopardise lhc implementation of monetary policy, 
the smooth functioning of payment systems and 
the maintenance of financial stability. 

MARKET INFRASTRUCTURES FOR OTC DERIVATIVES 
In response to the G20 commitments announced 
at the Pittsburgh and Toronto summits to ensure 
effective progress towards electronic trading 
and the use of central counterparties (CCPs) 
for standardised over-the-counter (OTC) 
derivatives, as well as the reponing of all OTC 
derivatives contrac,ts to trade repositories, 
extensive follow-up work was conducted 
throughout 2010. This included legislative 
initiatives in major jurisdictions - including, 
notably, the EU and the United States - aiming 
to establish mandatory obligations for the 
central clearing of all eligible OTC derivatives, 
the effective reponing of all contracts to 
trade repositories and the establishment 
of requirements to ensure the safety and 
soundness of OTC derivatives infrastructures. 
In the EU, where the common framework 
for CCPs had previously been based on the 
non-binding recommendations of the ESCB 



and the Committee of European Securities 
Regulators, legislative effons regarding OTC 
derivatives infrastructures were complemented 
by proposals for a broader set of common 
rules for EU CCPs applicable to all types of 
financial product. The European Commission 
issued a proposal for a regulation on OTC 
derivatives, CCPs and trade repositories on 
15 September 2010. The ECB was closely 
involved in the development of this legislative 
proposal. A Eurosystem contribution to a 
Commission consultation on this matter was 
issued in July 20 I 0. 

ln order to suppon the convergence of legislative 
approaches across jurisdictions. the international 
standard-setting bodies have worked intensively 
to develop common guidance for OTC derivatives 
infr-astructures. In May 20 IO the CPS$ and 
the lntemationa I Organization of Securities 
Commissions ()OSCO) issued two documents for 
public consultation: "Guidance on the application 
of the 2004 CPSS-IOSCO Recommendations 
for Central Countcrparties to OTC derivatives 
CCPs" and "Considerations for trade repositories 
in OTC derivatives marl<elS". The results of this 
work, which was co-chaired by the ECB, will 
be incorporated in the CPSS-IOSCO general 
review of the international standards for financial 
market infrastructures, and a draft of the revised 
standards is expected to be issued for consultation 
in early 2011. Given the global narure of OTC 
derivatives markets and the consequent need 
to preclude any possible scope for regulatory 
arbitrage, it wiU be critical to ensure that all 
national and regional legislation is implemented 
in such a way as to ensure close congruence with 
the CPSS-IOSCO standards. 

To the same end, the Financial Stability 
Board has developed proposals to ensure that 
authorities take a common approach to the 
implementation of the 020 recommendations 
10 promote standardisation. central clearing, 
organised platfonn trading and the reponing of 
OTC derivatives contraclS to trade repositories. 
The ECB participated in the FSB working group 
that developed these proposals, which were 
issued on 25 October 20 I 0. 

TARGET2-SECURITIES 
TARGETI-Securities aims to provide a single, 
borderless pool of securities and a core, neutral 
settlement process. 

More detailed information regarding the design 
and the operational and legal framework of TIS 
was published in the course of 20 I 0, and the 
Eurosystem held workshops with panicipanlS 
from central banks and supervisors to explore 
the criticality ofT2S for payment infr-astructures 
and central securities depositories (CSDs) that 
will use TIS services. Moreover, since TIS will 
offer cross-border services to both euro area and 
non-euro area CSDs and payment inftastructures, 
a large number of supervisors. overseers and 
central banks of issue of the currencies eligible to 
be senled in TIS will have an interest in receiving 
1'2S data so that they can perform their statutory 
duties. So far, all competent authorities have 
supponed the idea of establishing a cooperative 
framework for the oversight and supervision of 
T2S services. The cooperative framework under 
discussion would not touch upon the statutory 
p0wcrs of individual authorities over national 
systems, or upon the enforcement of such powers. 
TIS stakeholders will be informed as soon as the 
details of the cooperative framework have been 
agreed. A preliminary review of the TIS design 
was launched during the development phase by 
all the authorities involved. 

4.4 OTHER ACTIVITIES 

In September 2010 the ECB published a repon 
that summarises the resullS of a comprehensive 
assessment of the implementation of the BCOE 
by systemically imp0rtant payment sysiems 
operating in euro area countries. In addition 
to T ARGETI and EURO I, the assessment 
covered systemically imp0nant retail payment 
systems. The results confirmed that the 
business continuity and crisis communication 
arrangcmenlS of the assessed systems are 
maintained at a high standard by the system 
operators. Recommendations were issued to 
address a number of identified deficiencies 
which do not pose a significant risk. 
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CHAPTER 5 

EUROPEAN ISSUES 



POLICY ISSUES 
In 2010 Lhe ECB continued ilS regular 
contacts with European institutions and fora, 
in particular with the European Parliament, 
the Eurogroup, the ECOFIN Council and the 
European Commission. The President of the 
ECB participated on a regular basis in meetings 
of the Eurogroup, as well as in ECOFIN Council 
meetings when matters relating to the objectives 
and tasks of the ESCB were discussed. ln 
addition, the President of the ECB was invited 
to attend meetings of the European Council, as 
well as informal meetings at the level of Heads 
of State or Government, when issues related to 
the EO's policy response to the economic and 
financial crisis were addressed. The President 
of the Eurogroup and the Commissioner for 
Economic and Monetary Affairs attended 
meetings of the Governing Council when they 
deemed it appropriate. 

EU POLICY RESPONSE TO THE FINANCIAL CRISIS 
The economic and financial crisis entered a new 
stage in early 20 IO as fiscal imbalances in 
certain euro area countries began to be reflected 
in increasing tensions in sovereign dcbl markctS. 
In particular, the rise in Greek sovereign debt 
yields created a risk of negative spillover effects 
that threatened to endanger the wider stability of 
the euro area. In response, on 2 May 20 IO euro 
area countries agreed to activate, together with 
the IMF, a thre<:-year financial support 
programme for Greece. 1 The financial package 
made available €80 billion of bilateral loans 
from euro area countries and an IMF Stand-by 
Arrangement of up to €30 billion. The 
disbursement of funds was made conditional on 
the Greek authorities implementing the 
ambitious programme of fiscal adjustment and 
comprehensive structural rerorms negotiated by 
the European Commission, in liaison with the 
ECB, and the TMF.2 The ECB participated in the 
related review missions to Greece together with 
the European Commission and the IMF. 

In spite of these, measures, tensions io financial 
markets continued to mount and escalated 
abruptly on 6 and 7 May 20 I 0. In response, on 
7 May the Heads of State or Government of 
the euro area countries mandated the ECOFIN 
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Council to decide on a stabilisation mechanism 
to preserve financial stability in Europe. 
On 9 May Member States agreed to establish 
two genera.I facilities to provide financial support 
to EU countries experiencing severe economic 
or financial disturbances. Firstly, the ECOFIN 
Council adopted a Regulation sen.ing up the 
European Financial Stabilisation Mechanism 
(EFSM), which allows the European Commission 
to raise up to €60 billion on behalf of the EU for 
providing financial assistance to EU Member 
States experiencing or threatened with serious 
difficulties caused by exceptional circumstances 
beyond their control. Secondly, th.e euro area 
Member States, on an intergovernmental basis, 
established the European Financial Stability 
Facility (EFSF). The EFSF was set up as a 
limited liability company authorised to issue 
debt securities, guaranteed up to a total of 
€440 billion by euro area countries on a pro rata 
basis, for lending to curo area countries. Loans 
from the EFSM and the EFSF are subject to 
strong conditionality and take place in lhe 
context of joint programmes with the IMF, which 
is expected to provide financing amounting 
to at least 50% of the EU/euro area contribution 
to each programme. 

On 21 November Ireland requested financial 
assistance from the IMF, the EU and the euro 
area countries. The ECB welcomed this request 
and concurred with the European Commission, 
the ECOFIN Council and the Eurogroup that 
providing assistance to Ireland was warranted to 
safeguard financial stability in the EU and in the 
curo area. The programme was concluded with 
the Irish authorities by the Commission and the 
IMF, in liaison with the ECB, and is subject to 
strong policy conditionality. 

On 16 and 17 December the European Council 
agreed to establish a European Stability 
Mechanism (ESM) to replace the EFSF 
and the EFSM from June 2013. The European 

Slovakia ck<:tdcd ooc IO part1cipa1c in the progrwnrnc, 
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Council called for euro area finance ministers 
and the Commission to finalise work on an 
intergovernmental arrangement to establish the 
ESM by March 20 II. Non-euro area countries 
will, if they so wish, be involved in this work. 
They may decide 10 participate in operations 
conducted by the mechanism on an ad hoc basis. 
The European Council agreed on the text of a 
limited Treaty change to reflect this decision, 
which will be adopted via the simplified revision 
procedure. 

THE STABILITY AND GROWTH PACT 
On I 6 February 20 IO the ECOFIN Council took 
decisions within the framework of fiscaJ 
surveillance regarding two euro area countries 
(Greece and Malta) and five non-euro area 
countries (Latvia, Lithuania, Hungary, Poland 
and Romania). The Council extended the 
deadline for correcting the countries' excessive 
deficits from 20 IO to 2011 in the case of Malta 
and from 2011 to 2012 for Lithuania and 
Romania, on account of a worse than expected 
deterioration of their economics. With regard to 
the two latter countries, the Council found on 
19 October that action taken was adequate and 
no additional steps in the excessive deficit 
procedures (EDPs) were needed at that stage. 
Moreover, the Council assessed the action taken 
by Latvia, Hungary and Poland and decided that 
all three countries had up to that point acted in 
accordance with the EDP recommendations and 
that no additional steps were necessary. 
Regarding Greece, the Council issued a 
rccommendalion referring to the Broad 
Economic Policy Guidelines and made it public. 
Furthermore, it identified a list of structural and 
fiscal measures that Greece should adopt to 
correct its excessive deficit by 2012. Greece was 
also invited to submit to the Council and the 
European Commission a report spelling out the 
measures in greater detail and providing the 
implementation time line for achieving the 20 I 0 
budgetary targets. Finally, Greece was required 
to report regularly and publicly on the measures 
taken.' 

In May 2010, following considerable volatility 
in sovereign debt markets, Member States 

expressed their strong political commitment 
to fiscal consolidation. In their statement of 
7 May, the Heads of State or Government of the 
euro area countries stressed their commitment 
to ensuring the stability, unity and integrity of 
the euro area and agreed to take all measures 
needed to meet their fiscal targets in line with 
EDP recommendations. In the conclusions of 
the ECOFCN Council of 9 May, the Member 
Stales reaffirmed their strong commitmcnl 
to accelerating fiscal consolidarion1 where 
warranted. 

On 13 July the Council decided that excessive 
deficits existed in two further euro area countries 
(Cyprus and Finland), as well as two non-euro 
area countries (Bulgaria and Denmark). and 
set deadlines (2011 for Bulgaria and Finland, 
2012 for Cyprus and 2013 for Denmark) for 
them to bring their general government defici1S 
below the reference value of 3% of GDP. The 
Council also assessed the action taken by I I euro 
area countries (Belgium, Gennany, Ireland, 
Spain, France, Italy, the Netherlands, Austria, 
Portugal, Slovenia and Slovakia) and two 
non-euro area countries (the Czech Republic and 
the United Kingdom) subject to EDPs. It decided 
that all countries had up to that point acted in 
accordance with the EDP recommendations 
and that no additional steps in the EDPs were 
necessary at that stage. However, in the case 
of Ireland, the Council decided on 7 December 
to ex1end the deadline for the correction of 
the excessive deficit by one year, to 2015, 
in view of unexpected adverse economic events 
with major unfavourable consequences for 
government finances. 

Following these decisions, all Member States, 
except Estonia, Luxembourg and Sweden~ were 
subject to EDPs, with deadlines for correction 
ranging from 2011 to 2015. 

The ECB welcomes the decisions regarding the 
new EDPs. As for the assessment of effective 
action, the structural adjustment in 20 IO for 

J On 10 May 2010 the Council C;(.tCDdcd !he dQdliDC for lhc 
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some countries was somewhat smaller than 
required in the Council recommendations, while 
planned structural effortS also fell short of the 
recommendations. 

EUROPE 2020 STRATEGY 
On 17 June 2010 the European Council 
adopted "Europe 2020: a strategy for jobs and 
smart, sustainable and inclusive growth". The 
strategy aims at raising potential grO\vth and 
provides a coherent framework for Member 
States to implement structural refomlS and 
mobilise policies and instruments at the 
EU level. It builds on the expe.riences of its 
predecessor, the Lisbon strategy, and addresses 
some of the weaknesses of the latter, notably 
by strengthening the role of the European 
Council and relying to a greater extent on 
EU-level p<>licy initiatives, in particular the 
seven themat'ic "flagship initiatives". To guide 
policy-making, the European Council has 
set a number of quantitative targets to be 
reached over the strategy's horizon related to 
employment, R&D, climate change and energy, 
education and poverty. The Europe 2020 
strategy will be implemented as of early 2011. 
The ECB welcomes the changes in governance, 
in particular the stronger role of the European 
Council and the introduction of the "European 
semester''. During the European semester 
(the first six months of a year), the European 
Council will identify the main economic 
challenges and give strategic advice on policies, 
which Member States should take into account 
in their policies. Moreover, the ECB welcomes 
the introduction of new instrumcnrs such as the 
EU-level thematic pillar, which will focus on 
structural reforms in the fields of innovation and 
R&D, energy and climate change, employment, 
education and social inclusion. The EU-level 
thematic pillar is supported by seven flagship 
initiatives proposed by the Commission, which 
aim to support the reform efforts of Member 
States in these areas, and should reinforce the 
surveillance framework for Member States and 
thus be conducive to achieving the strategy's 
goals. However, not all elements emphasised 
in earlier discussions, such as the need to better 
communicate the strategy, have been equally 

Im
((! 

A.uual ltpon 
lllf 

fully developed. As before, the success of the 
strategy will evenrually hinge on the forceful 
implementation of ambitious reform strategies 
by Member States. 

RELAUNCHING THE SINGLE MARKET 
Efforts to complete the EU Single Market 
gained fresh impetus in 20 I 0. Mario Monti, 
a fonner member of the European Commission 
who was, inter alia, responsible for the internal 
market, financial services and taxation, was 
invited by the President of the Commission, 
Jose Manuel Barroso, to prepare a report on 
the future of the Single Market. which he 
presented in May 2010. The report called on the 
EU Member States to overcome the apparent 
"integration fatigue" and to drive economic 
integration forward at the EU level. To this end, 
the report puts forward a number of proposals, 
including completing the Single Market for 
services and enhancing citizens' support for the 
Single Market. 

Following up on Mr Monti's report, the 
Commission in October 20 IO proposed a 
series of measures designed to relaunch the 
Single Market in the form of a ;'Single Market 
Act". In line with the Europe 2020 strategy, 
the ultimate goal of the Act is to stimulate 
growth and boost employment in the Member 
States. Following a public consultation, the 
Commission is expected to present legislative 
proposals in spring 2011. Among the proposed 
priorities are the creation of an EU patent~ 
the access of small and medium-sized enterprises 
to capital, and the mutual recognition of 
professional qualifications. Moreover, there arc 
several initiatives that aim at reducing barriers to 
electronic commerce and stimulating growth in 
the digital economy. Together with the ongoing 
implementation of the Services Directive in 
Member States, these initiatives are important 
steps towards deeper economic union and are 
fully supported by the ECB. 



2 INSTITUTIONAL ISSUES 
In November 20 IO the refonn of the EU 
supervisory architecture was adopted by 
the European Parliament and the Council. 
Three new European Supervisory Authorities 
were created to strengthen micro-prudential 
supervision in the areas of banking 
(the European Banking Authority), insurance and 
occupational pensions (the European Insurance 
and Occupational Pensions Authority), as well as 
securities and markets (the European Securities 
and Markets Authority), while the newly 
created European Systemic Risk Board (ESRB) 
will reinforce macro-prudential supervision. 
The ECB is entrusted with the specific task of 
ensuring the performance of the secretariat 
function for the ESRB. Further information on 
these issues can be found in Chapter 6. 
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3 IMPROVING ECONOMIC GOVERNANCE IN THE EU 
The economic and financial crisis and !he 
runnoiJ in sovereign deb1 markeis also 
highligh1cd 1be challenges 10 1he economic 
governance of the euro area and !he EU. 
In response, !he European Council, a1 i1s 
meeting in March 2010, mandaled ilS Prcsidenl, 
Hennan Van Rompuy, 10 establish, in cooperation 
wilh lhe European Commission, a taSk force 
with representatives of the Member States, 
lhe rotating Council Presidency and !he ECB 10 
make proposals to strengthen lhe EU surveillance 
framework, in particular !hat for budgetary 
surveillance, and to improve lhe crisis resolution 
framework. In June 20 IO the ECB presented a 
number of proposals to strenglhen decisively 
governance and enforcement structures in I.he 
economic policy frameworl< of lhe euro area. 

The task force report pul forward proposals in 
five areas: greater fiscal discipline, broadening 
economic surveillance to encompass 
macroeconomicimbaJancesandcompetitiveness, 
deeper and broader coordination (notably 
during the European semester), a robust 
framework for crisis management, as well 
as stronger institutfons for more effective 
economic governance. In October 2010 the 
European Council endorsed lhe taSk force report 
and called for a "fast track" approach in the 
adoption of secondary legisla1ion needed for the 
implementalion of its rccommenda1ions. 

In lhis coniex~ lhe Commission had already 
issued proposals in Seplember 2010 relating lo 
the reform of the fiscal surveillance framework 
and 10 the cstablishmcnl of a new surveillance 
mechanism 10 identify and correct emerging 
macroeconomic imbalances within the EU and !he 
euro area. Moreover, on 28 and 29 October 20 I 0, 
the Heads of Stale or Government agreed on 
the need for the Member States to establish 
a permanent crisis management mechanism. 
A limited Treaty change is foreseen. 

While the proposals put forward by !he 
Commission represent a strengthening of the 
existing frameworl< for fiscal and macroeconomic 
surveillance in the EU, they do not go as far as 
the "quantum leap" called for by lhe Eurosystem 
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towards strengthening the institutional 
foundations of EMU, and lhus 1owards a deeper 
economic union that is commensurate with the 
degree of economic integra1ion and 
interdependency already achieved through 
Monetary Union.• The Eurosystcm is particularly 
concerned about insufficient automaticily in the 
implementation of procedures and calls for the 
introduction ofpoljtical and reputational measures 
on top of financial sanctions to foster early 
compliance with lhc surveillance framework. 
Moreover, the quality and independence of 
surveillance should be assessed by an independent 
advisory body al EU level. In lhe field of fiscal 
surveillance, the room for discret'ion left to the 
Council when assessing the existence of an 
excessive deficit or when assessing lhe debt 
criterion should be reduced and consideration 
should be given to reversing the changes to the 
Stability and Growth Pact made in 2005, which 
allowed Member Slates greater leeway under the 
Pact. Moreover, requirements to achieve a 
country's medium-tenn budgetary objective 
should be ambitious, in particular in Member 
States with high government debt. To facilitaie 
compliance with their obligations under lhe Pact, 
curo area countries should swiftly implement 
strong national budgelary frameworl<s and 
improve the quality oflheir govemmenl statistics. 

With regard 10 the macroeconomic surveillance 
procedure, the new system of mutual surveillance 
would need to focus firmly on euro area countries 
experiencing large current account deficits, 
significant losses of competitiveness and high 
levels of public and priva1e deb1, as well as 
other vulnerabilities that could threaten the 
stability of the euro area. The mutual surveillance 
should involve transparent and effective trigger 
mechanisms. It wou.ld be essential that the 
assessments of macroeconomic imbalances and 
recommendations for corrective action be given 
broad publicity a1 all stages of lhe surveillance 
process. An earlier and more gradual application 
of financial sanclions is needed to provide clear 
incentives for appropriate macroeconomic policies. 

4 Opinion of the Europe-an ~ntral Bank of 16 Fcbnwy 2011 
on ea'lll(!mic S(wem:moe "f0nn ln the F.UJOptan Vn:lon 
(CON/2011/13). 



4 DEVELOPMENTS IN AND RELATIONS 
WITH EU CANDIDATE COUNTRIES 

The ECB continued its policy dialogue with of screening Iceland's legislation staned in 
the central banks of the EU candidate countries November 20 I 0. As Iceland is already a member 
through bilateral meetings and within the overall of the European Economic Area, its legislation 
institutional framework for the enlargement is already in line with EU legislation in several 
process set up by the EU. important areas. 

Accession negotiations with Croatia began in On 17 December 20 IO the European Council 
October 2005. Negotiations on the 35 individual decided to grant Montenegro the status of 
chapters of the acquis communautaire were candidate country, as recommended by the 
stancd in June 2006 and continued to advance Commission in its opinion of 9 November 20 I 0. 
towards their final stage; by the end of 20 I 0, A decision on the date for opening accession 
28 of them had been provisionally closed. negotiations has not yet been made. 
The ECB continued its fruitful relations with 
the Croatian National Bank, in the context of 
bilateral staff visits and an aaaual high-level 
policy dialogue. 

After opening accession negot,auons with 
Turkey in October 2005, the European 
Commission started negotiations on the 
individual chapters of the acq"is communaulaire 
in June 2006, provisionally closing one chapter 
in the same month. In December 2006 the 
European Council decided, owing to the lack 
of progress in the extension of the cuSloms 
union to the EU Member States, to suspend 
talks for 8 out of the 35 chapters and to put the 
provisional closing of any funher chapters on 
hold. At the end of20l0 negotiations were open 
on I 3 chapters and provisionally closed on one 
chapter. The ECB continued its long-standing 
high-level policy dialogue with the Central 
Bank of the Republic of Turkey. 

The former Yugoslav Republic of Macedonia 
was granted candidate status in 2005. In 
October 2009 the European Commission 
recommended the opening of accession 
negotiations. However, the staning date For 
fonnal accession negotjations remains open. 
as the European Council has postponed its 
decision twice: in December 2009 and in 
June 20 I 0. Staff-level contacts between the 
ECB and the National Bank of the Republic of 
Macedonia remain strong. 

Iceland became a candidate country on 
17 June 20 I 0. Accession negotiations were 
formally opened on 27 July 20 IO and the process 

!(Ill Aunl hpon 
me , 



The round,uion pl ale f<K 1.bc: double office 1owc,- is abou1 UlttC mctreS lh.id: .. Approximately 4.200 1onncs or s1cel wa-c rtqui.rcd 
to reinforce tht: concrc1e. 



CHAPTER 6 

TASKS CONCERNING 
THE FUNCTIONING OF 

THE EUROPEAN SYSTEMIC 
RISK BOARD (ESRB) 



INSTITUTIONAL FRAMEWORK 
LEGAL FRAMEWORK AND MANDATE 
The European Systemic Risk Board (ESRB) was 
established on the basis of Regulation (EU) 
No 1092/2010 of the European Parliament and 
of the Council on European Union macro
prudential oversight of the finaocial system and 
establishing a European Systemic Risk Board' 
and Council Regulation (EU) No 1096/2010 
conferring specific tasks upon the European 
Central Bank concerning the functioning of the 
European Systemic Risk Board.' The two 
regulations entered into force on I 6 December 
20 I 0, the day after their publication in the 
Official Journal of the European Union. 

Together with the European Supervisory 
Authorities {ESAs), established on 
I January 20 I I, the Joint Committee of the 
European Supervisory Authorities, and the 
national supervisory authorities composing the 
ESAs, the ESRB is pan of the European System 
of Financial Supervision (ESFS), the purpose 
of which is to eosure the supervision of the EU 
financial system. 

With.in the ESFS, the ESRB is an independent 
body responsible for the macro-prudential 
oversight of the EU financial system. 
It contributes to the prevention or mitigation 
of systemic risks to financial stability that 
arise from developments within the financial 
system so as to avoid periods of widespread 
financial distress. 

The ESRB is in charge of collecting and 
analysing all the relevant and necessary 
information, identifying and prioritising 
systemic risks, and issuing warnings and 
recommendations for remedial action in 
response to the risks identified. Warnings 
and recommendations may be either public 
or confidential. They may be of a general or a 
specific nature, and may be addressed 10 the 
Un.ion as a whole or to one or more Member 
States, or to one or more of the ESAs, or to one 
or more of the national supervisory authorities. 
Recommendations may also be addressed to lhe 
Commission in respect of the relevant Union 
legislation. 
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The addressees of the recommendations must 
communicate to the ESRB and to the Council 
the actions undertaken in response to the 
recommendations and must provide adequate 
justification for any inaction ("act or explain"). 
If the ESR.B decides that itS recommendation 
has 001 been followed, it shall, subject to 
strict rules of confidentiality, inform the 
addressees, the Council and, where relevant, 
the ESA concerned. 

ESRB STRUCTURE 
For the first five years of its existence, the 
President of the ECB is the Chair of the ESRB. 
The first Vice-Chair of the ESRB is Mervyn King, 
the Governor of the Bank of England, also for a 
1crm of five years. The second Vice-Chair of the 
ESRB is the Chairperson of the Joint Committee 
of the European Supervisory Authorities, i.e. 
currently Andrea Enria as Chairperson or 
the European Banking Authority, according to 
the annual rotational scheme foreseen by the 
legislation. 

The structure of the ESRB comprises: the 
General Board, the Steering Commi11ee, 
the Advisory Scientific Committee (ASC), 
the Advisory Technical Committee (A TC) 
and the Secretariat. 

The General Board is the ESRB's sole decision
making body. It had its inaugural meeting on 
20 January 2011. The Steering Committee, 
which prepares in panicular the meetings of 
the General Board, and the A TC, which brings 
together the same institutions as the General 
Board and will provide advice and assistance 
on issues relevant to the work of the ESRB, in 
particular the regular review of financial stability 
conditions in the EU, have also stan·ed the-ir 
act:ivitics. For the other advisory committee. 
the ASC, which will anchor the analysis of 
academics in the policy activity of the ESRB, 
the selection of members took place during the 

I Rrgulation (EU) No 1092/2010 of the Ewopear.1 Parliament and 
of the Council of2.t NO\·cmbcr2010, OJ L 331, IS.12.2010. p. I. 

2 Council R~ula1iioo (EU) No 109&120IO of 17 NoW:mb(f 2010, 
OJ L 331. 15.12.2010, p.. 162, 



first quaner of 2011 following 1he publication of 
a call for expressions of interest in the Official 
Journal of the European Union. The Sccreiariat 
is responsible for the day-to-day business of 
the ESRB. It provides high-quality analytical, 
sratistical, logistical and administra1ivc support 
to the ESRB. It took over the staff and work 
undenaken by the ESRB Preparatory Secretariat, 
which was established in March 20 IO (see also 
Sections 2 and 3 of this chapter). 

ACCOUNTABILITY 
Various channels foreseen in Regulation 
No I 092120 IO ensure the accountability of the 
ESRB as an independent body. 

Each year the ESRB Chair is invited to a 
hearing in the European Parliament, marking 
the publication of the ESRB's annual repon to 
the European Parliament and lhe Council. In lhe 
event of widespread financial distress, additional 
hearings can be held. All these hearings are 
conducted separately from the monelary 
dialogue between the European Parliament and 
lhe President of the ECB. 

The ESRB Chair holds confidential discussions 
on lhe ongoing activity of the ESRB at least 
twice a year (and more often, if needed) wilh 
the Chair and Vice-Chairs of the Economic and 
Monelary Affairs Committee of the European 
Parliament. An agreemenl is to be concluded 
between both entities on the detailed modalities 
regarding these meetings, with a view to 
ensuring full confidentiality. 

The Chair and Vice-Chairs of the ESRB must 
explain to the European Parliament, during a 
public hearing, how they intend to discharge 
!heir duties under Regulation No I 092120 I 0. 
The Chair panicipated in a hearing on 
7 February 2011. 

The ESRB will also repon in several forms to 
the-Council on warnings and recommendations 
and their follow-up. 
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2 ACTIVITIES OF THE ESRB PREPARATORY 
SECRETARIAT 

The ESRB Preparatory Secretariat was set up 
on I March 20 I 0, on the basis of a decision 
taken by the Executive Board, to prepare for 
the establishment of the ESRB as foreseen in 
the broad agreement reached by the ECOFTN 
Council in December 2009. At the end of 2010 
it had 22 permanent staff (of which 11 were 
seconded from NCBs). Preparatory work was 
conducted along the lines of a master plan with 
three main strnnds of work dealing respectively 
with procedures, policies and infrastructures. 

Working relationships were established with 
future ESRB members, including more than 
fifty national supervisory authorities and the 
three Level 3 Committees, the forerunners of 
the ESAs. Numerous exchanges took place 
with the latter at the levels of staff, managers 
and chairpeople. The Preparatory Secretariat 
conrributed to lhe setting-up and initial work of 
two joint High Level Groups established by the 
ECB and the three Level 3 Committees on the 
cooperation between the ESAs and lhe ESRB, 
dealing respectively with data exchange and a 
range of ta.Sks rclcvan1 to systemic risk. 

In terms of procedures, work focused on 
the preparations for the establishment of 
the five ESRB institutional components. 
This included the preparation of drafts for: 
i) a decision of the General Board of the ESRB 
establishing the Rules of Procedure of the 
ESRB, ii) a mandate for the Advisory Scientific 
Committee and modalities for the selection of 
its members, and iii) a mandate for lhe Advisory 
Technical Committee and modalities for the 
appointment of its Chair. 

The Preparatory Secretariat also launched 
preliminary work on a strategy to implement 
the mandate of the ESRB for macro-prudential 
oversight of the EU financial system. 
This included the preparation of a consultation 
paper disrributcd among ESRB members, with 
a view lo facilitating a common understanding 
of key concepts relating to the ESRB 's policy in 
the important start-up phase, the organisation -
in cooperation with the Directorate General 

academics, as welJ as the contribution to the 
ECB's positions on draft EU regulation. 

A third stream of work consisted of establishing 
the infrastructures for the analytical, statistical, 
logistical and administra.tive supp0r1 to the 
ESRB. For instance, DARWIN (the ECB's 
document management system) was rolled out 
to all the ESRB member institutions to allow 
them to participate in ESRB tasks via secure 
internet connections for more than 1,000 users. 
In the same vein, the necessary steps were taken 
to ensure that the ESRB, as soon as it started to 
operate, had its own websiteJ and that a logo 
could be approved at the first meeting of lhe 
General Board. 

Research - of seminars with high-ranking 1 hnp:l/www.esrb.tt1rop3,.tt1 
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3 ANALYTICAL, STATISTICAL, LOGISTICAL AND 
ADMINISTRATIVE SUPPORT TO THE ESRB 

"The ECB shall ensure a Secretariat, and 
thereby provide analytical, statistical, logistical 
and administrative support to the ESRB".' 
Th.is support will, in particular, focus on 
the regular monitoring, identification and 
assessment of EU-wide systemic risks, which 
includes the development and enhancement of 
analytical tools and methodologies, as well as 
statistical efforts to fill data gaps identified for 
the purpose of conducting macro-prudential 
analysis. Work was carried out in all these 
domains in 20 IO in order to prepare for the 
establishment of the ESRB. 

ANALYTICAL SUPPORT 
The ECB provides its main analytical 
contribution to the ESRB in the form of regular 
monitoring and identification of systemic 
risks faced by the EU financial system and 
impact assessments of those risks, should they 
materialise. In addition, at the request of the 
ESRB, specific studies on systemic risk and 
macro-prudential issues may be conducted by 
the ECB on an ad hoc basis. 

This regular contribution is based on ECB 
expertise, building on the organisation 
and infrastructure adopted for performing 
the ECB's financial stability tasks. 
The information base to support the analysis 
also includes information collected through 
stepped-up market intelligence efforts, 
in particular to support the systemic risk 
identification process. Regular systemic risk 
surveillanc-e and assessment work also relics 
on and benefits from information shared 
among ESRB members, as well as feedback 
and advice provided by its substructures 
(e.g. the Steering Committee and the Advisory 
Technical Committee). The main elements of 
a conceptual framework for macro•prudcntial 
oversight and the process that underpins these 
core activilies have been described in issues 
of the ECB's Financial Stability Review.' 
Preparatory work bas been carried out to 
establish procedures within the ECB to ensure 
a smooth production process. 

Systemic risk indicators and early warning 
systems arc important analytical tools 
aiding the risk surveillance work of the ESRB. 
The systemic risk assessment is supported, 
in particular, by macro-stress-testing tools 
and the analysis of propagation channels to 
assess the potential severity of specific risks. 
To provide the ESR.B with the best possible 
information, the analysis conducted and the 
tools employed need to be of the highest quality. 
As part of the preparatory work in this area, a 
detailed stocktaking of available analytical tools 
for macro-prudential analysis was undertaken 
both at the ECB aod at the ESCB level. In 
addition, procedures were put in place to 
coordinate the regular review of available tools. 
with the objective of continuously improving 
the analytical framework, and to develop new 
analytical tools and fill identified analytical gaps. 
The ESCB Macro-prudential Research Network 
plays a key role in this regard (sec Box I 0). 

The ECB stands ready to provide technical input 
to the preparation of ESRB recommendations 
on regulatory matters or legislative initiatives, at 
the request of the ESRB. This could include the 
regular monitoring of developments in 
regulatory or legislative areas of interest for the 
ESRB. Moreover, the ESRB may request from 
the ECB on an ad hoc basis the preparation of 
analyses or studies regarding regulatory or legal 
issues relevant to its mandate and tasks. 
Furthenmore, the ECB may provide technical 
advice in relation to requests from EU 
institutions and national authorities to the ESRB 
to examine specific issues of relevance. 6 

4 Counr,;il Rcg\lbtioo (EU) No 10%/2010 of 17 No,·cmba' 2010 
conrtfnni ipcc:ifk li&$k$ UPon the I!~ Ccn1r.al 8arik 
«in0emin8 \he fvactioning of 1bc European S}'5Cemk. Rist Ik».rd. 

S See, for c:u.mple, 1ht $pt'cl&l re2.1u!'C$ eri1itled -n.e C(M.'l(:ql4 or 

sy:stc:mic risk .. , "'Towards the European S)'Slcmic Ri,k Bolrd", 
·•1',.facro-pn,d,cn1Ja.l polky obj«tin•:s and IOOb'" si,d "Analytical 
modds and 1001:s for the idcrnilication aod assc:;5mcn1 of 

loy$tl!mi<: risks'' in t'-c t)ttnnbcr 2009 and June 2010 l$SUtt of 

lhe ECB·s FitwK?ial Slabilit)' Review. 
~ Article 19())of'Rciutatlot'I (EU} No 1002/?0I0On &if(lflCan 
Uoion macro-prudcotial ovnsigbt of the finandal S)'Stc:m and 
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THE ESCB MACRO-PRUDENTIAL RESEARCH NETWORK 

The new function of macro-prudential oversight assigned to central banks as a consequence of 
the financial crisis and the eslablishmeni of the European Systemic Risk Board have created 
an urgent need for research in support of this new responsibility. To respond to this need, 
the General Council of the ECB approved in March 2010 the eslllblishment of the ESCB 
Macro-prudential Research Network. 

The objective of this research network is to conduct research on conceptual frameworks, 
models and tools supporting macro-prudential oversight in the EU and to share research results. 
The network has a mandate covering three broad areas of research. 

The first area of research is macro-financial models linking financial stability and the 
performance of the economy. Slllndard macroeconomic models usually do not capture relevant 
features offinancial instability (such as bank defaults, illiquidity, feedback effects, multivariate 
extreme events and related non-linearities) and therefore fail 10 describe such situations, a 
shortcoming lhat became evident during the recent financial crisis. Moreover, most available 
stress-testing models do not benefit from frameworks that capture both sides of the two-way 
interaction between financial instability and economic pcrfonnance, an important input for a 
proper assessment of potential feedback effects in systemic risk. Therefore, the development 
of models including these features would fill a gap in the research literature. Such models 
may also provide the basis for developing frameworks to identify and assess macro-prudential 
regulations and supervisory approaches, to analyse interactions between macro-prudential 
supervision/regulation and other macroeconomic stabilisation policies and to strengthen 
stress-testing models. 

The second area of research deals with early warning systems and systemic risk indicators. The 
network will contribute to the development of operational analytical tools that could be directly 
used by the new macro-prudential bodies (such as the ESRB). Therefore, the work in this area has a 
short to medium-term horizon. Emphasis will be placed, in particular, on early warning indicators, 
models and systems laking into account differences in financial structures across countries. The 
research carried out in this area may also contribute to related initiatives at the global level. 

The third area of research focuses on conlllgion risks. This work seeks a better understanding 
of cross-border contagion risks in Europe. These risks may have increased significantly over the 
last decade due to financial integration. Other objectives are to improve understanding of the role 
of non-bank financial institutions in contagion and spillovers (e.g. relat'ed to certain ac1ivities of 
insurance companies or money market funds) and 10 better capture feedback effects amplifying 
the transmission of inslllbility. These effects may have been underestimated by existing bank 
contagion simulation approaches. 

The main deliverables of the network are research papers, workshops and conferences (including 
interactions with researchers outside the ESCB). A first conference related to the activity of the 
network, which was organised by the ECB, the Centre for Economic Policy Research and the 
Center for Financial Studies, was hosted by the ECB in September 2010. The network will report 
its results in 2012. 
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STATISTICAL SUPPORT 
According to Article 2 of Council Regulation 
(EU) No I 096/20 IO conferring specific lllSks 
upon the European Central Bank concerning the 
functioning of the European Systemic Risk 
Board, the ECB provides statistical support to 
the ESRB in accordance with Article 5 of the 
Statute of the ESCB. 7 

In view of the long lead times required to 
define, collect, compile and disseminate 
hannonised statistics of sufficient quality to 
allow the perfonnance of the tasks assigned 
to the ESRB, the ECB started preparatory 
work in 20 I 0. In particular, the ECB carried 
out a stocktaking exercise comparing data 
requirements derived from financial stability 
analysis with data availability inorderto identify 
the data gaps and fill them wherever possible. 
Moreover, the ESCB developed a procedure 
for conducting ad hoc surveys in order to allow 
timely responses to specific data requirements 
of the ESRB. 

This preparatory work bad two objectives: 
first, to allow policy-relevant indicators to be 
prepared for the ESRB decision-making body 
and its committees, as from their establishment 
in early 2011, based on a core set of available 
statistics; and. second, to work towards the 

development of a wide range of statistics 
necessary from a longer-tcnn perspective. 

To ensure such statistical support to the ESRB, 
close collaboration between the ECB and the 
ESAs is key. This collaboration was already 
intensive with the three Level 3 Committees, 
the predecessors of the ESAs. Such close 
cooperation aims to ensure a smooth and 
effective t\vo-way information flow between 
the ESAs and the ESRB, which is also efficient 
in tenns of the reporting burden, data content 
and IT infrastructure. One of the key factors for 
success is allowing an exchange of appropriate 
and reliable infonnatioa for the perfonnancc 
of the respective tasks in accordance with 
European legislation and strictly respecting the 
data protection rules that safeguard confidential 
information. 

7 Anicle 5 of1bc Statutt-oflhc ESCB pro\•ides the ECB. assisted 
by the n.11tioul central bwib, with 1hc l<aal p()W<'l",t tQ tollec1 
statistical information for~ pcrformai,ce of1be ESCB's t:l.il:s. 
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CHAPTER 7 

INTERNATIONAL 
ISSUES 



KEY DEVELOPMENTS IN THE INTERNATIONAL 
MONETARY SYSTEM 

SURVEILLANCE OF MACROECONOMIC POLICIES 
IN THE GLOBAL ECONOMY 
Given the high degree of economic and 
financial integration, developments in the global 
economic environment arc cri1ically important 
for the conduct of economic policy in the 
euro area. As a result, the Eurosystem closely 
monitors and analyses macroeconomic policies 
and underlying developments in countries 
outside the curo area. The ECB also plays an 
important role in the process of international 

multilateral surveillance of macroeconomic 
policies, which takes place mainly at the 
meetings of international organisations such as 

the BIS - where the President of the ECB is a 
member of the Board of Directors and chairs 
scvcra1 important meetings, and ECB Executive 
Board members and staff are involved in many 
working groups. The ECB also participates in 
the relevant meetings of the IMF and the OECD, 
as well as fora such as the 020 and G 7 finance 
ministers and central bank governors. 

The international economic environment 
in 20 IO was characterised by an economic 
recovery that differed substantially across 
regions, with emerging Asia and Latin America 
in the lead. The reduction of external imbalances 
in surplus and deficit economies observed 
since 1he start of the financial crisis and over 

the course of 2009 slowed down in 2010 and 
in some cases these imbalances began to grow 
again, sparking concerns about prospective 

protectionist tensions. The US current account 
deficit increased from 2.7% of GDP in 2009 
to 3.2% of GDP in 2010, while oil exporters' 
current account surplus increased from 5.2% 
of GDP in 2009 to 6.6% of GDP in 2010. 
China's current account surplus continued to 

decrease relative to GDP, falling from around 
6% in 2009 to about 4.7% in 2010. However, 
in absolute terms, the 20 IO surplus was close 
to the levels prevailing before the collapse of 
Lehman Brothers in September 2008. As in 
recent years. the euro area's current account 
was close to balance in 2010. Finally, Japan's 
surplus was equal to 3.1% of GDP in 2010, 
slightly higher than in 2009, when it was 2.8% 
of GDP. 
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The reduction of global imbalances since the start 
of the financial crisis has largely reflected cyclical 
and temporary factors linked to the crisis - such 
as global deleveraging, a fall in private demand, 
lower oil prices and corrections in financial asset 
prices - rather than structural factors. In terms of 
structural factors that would help in substantially 
reducing global imbalances, deficit countries 
should reduce fiscal deficits and complete the 
structural reform agenda. Similarly, surplus 
economies could also contribute substantially by 
increasing domestic consumption, by developing 
more extensive social safety nets, by undertaking 
financial market reforms and by increasing 

exchange rate flexibility. 

On various occasions in 20 IO the Eurosystcm 
stressed the risks and distortions that would 
ensue if global imbalances were to increase 

again, and expressed support for a rebalancing 
of global demand patterns. In particular, the 
Eurosystcm repeatedly called for policies 
aimed at increasing private and public savings 
in countries with current account deficits, the 
implementation of further structural refonns in 
mature economies with relatively low potential 
growth, and measures to increase domestic 
demand in emerging market economies, 
including improved capital allocation and a 
better appreciation of risks. In the context 

of the ongoing reflections on improving the 
international financial architecture (sec the 
following section), the Eurosystem underlined 
that such an improvement should not only foster 
financial market discipline, but also enhance 
macroeconomic pol icy discipline. A strengthened 
multilateral economic surveillance framework 
should be able to ensure that economic policies, 
especially in systemically important countries, 
are stability-oriented and sustainable. Support for 
a re-balancing of the global economy also came 
from the 020 framework for strong, sustainable 
and balanced growth. 

Finally, the euro area itself is subject to 
international policy surveillance exercises. 

In 20 l O the IMF conducted its regular review 
of the monetary, financial and economic 
policies of the curo area, as a complement to its 



reviews of the individual euro area countries. 
The IMF's Article IV consultations provided an 
opportunity for useful discussions between the 
IMF and the ECB, the President of the Eurogroup 
and the European Commission. Following 
these discussions, the IMF produced a rep0rt 
assessing the euro area p01icies.' Similarly, the 
OECD conducted its regular economic survey 
of the euro area, with a view to identifying 
the main economic developments in the area and 
analysing policy options to address them.' 

In 20 I 0, for the first time, two euro area countries 
received assistance from the IMF. Major central 
banks continued to provide liquidity assistance 
to central banks of other countries, with liquidity 
and credit support aimed at avoiding market 
instability (see Chapter 2). 

REFORMS IN THE INTERNATIONAL INSTITUTIONAL 
SET-UP 
Since the outbreak of the global financial crisis, 
the set-up and functioning of the international 
monetary system have been an issue for the 
international community. The G20 forum of 
systemically imp0rtant advanced and emerging 
economies - where the ECB is part of the EU 
membership - continued to foster international 
cooperation, with the aim of strengthening and 
safeguarding the global economic recovery 
and promoting stronger, more sustainable and 
balanced growth. At their fourth summit in 
Toronto in June 2010, 020 leaders followed 
up on the commitments made at their previous 
meeting in Pittsburgh, where they had launched 
the framework for strong, sustainable and 
balanced growth. The aim of this framework 
is to help manage the transition from crisis 
resp0nse to a strong, sustainable and balanced 
pattern of global growth, as well as to address 
the global imbalances that contributed to the 
financial crisis. The framework foresees a 
process of mutual assessment of how national 
and regional p0licies and p0licy frameworks of 
020 members fit together and whether they are 
consistent with the framework's objective. At 
their Toronto summit, the leaders completed the 
first stage of this process and agreed on a number 
of concrete commitments, e.g. by advanced 

deficit countries to take actions to boost national 
savings and by surplus economies to undertake 
reforms to reduce their reliance on external 
demand and focus more on domestic sources of 
growth. Emerging surplus economics committed 
to undertake rcfonns to strengthen social safety 
nets to help reduce precautionary savings and 
stimula1c private spending and to enhance 
exchange rate flexibility to reflect underlying 
economic fundamentals. Furthcnnorc, all G20 
members pledged to embark on structural 
reforms to stimulate economic growth. In the 
area of financial regulation, G20 members 
identified a number of priority areas for further 
work (see Chapter 4). 

At their fifth summit in Seoul in November 20 I 0, 
G20 leaders agreed on the Seoul Action Plan with 
concrete p<>licy commitments 10 make progress 
towards meeting the objectives of the framework. 
Moreover, they endorsed the outcomes of 
a number of imp0rtant work streams that had 
been reached in preparation for this summit, 
notably a refonn of IMF quotas and governance, 
as well as key building blocks for transfonning 
the financial system by addressing the root 
causes of the crisis (one of the building blocks 
is the work of the Basel Committee on Banking 
Supervision). Furthem,ore, G20 leaders showed 
awareness that the 020 also has to address issues 
concerning the large, non-represented group 
of developing and low-income countries. 

Following up on the commitment made by G20 
leaders at their London summ.it in April 2009 to 
increase resources available to international 
financial institutions, the IMF's Executive Board 
approved on 12 April 2010 a reform and 
expansion of the New Arr.mgements 10 Borrow 
(NAB).' This reform will make the NAB more 
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flexible, broaden the participation from 26 to 
39 countries, and inc.rease the overall amount of 
these credit lines to the Fund from SOR 34 billion 
to SOR 367.5 billion. In the course of 2009 
and 2010, a number of advanced and emerging 
market economies pledged to enter into bilateral 
borrowing and note purchase agreements with 
the Fund amounting to SOR 196 billion. 
Most bilateral agreements will be gradually 
incorporated into the new NAB after it comes 
into effect. 

Agreement was also reached to considerably 
increase the Fund's quota resources. The 
doubling of quotas, which will be accompanied 
by a rollback of the NAB, is meant to ensure that 
the Fund remains a quota-based institution. The 
quota increase will also help to achieve a further 
shift in quota shares from advanced countries 
to dynamic emerging and developing counu-ies, 
in line with the objective to align quota shares 
with members· relative weight and role in the 
global economy. A consensus was also reached 
on the first clements of a broader governance 
reform. In that context, the IMF's Articles of 
Agreement will be amended to provide for 
an all-elected Executive Board. In addition, 
European advanced countries committed to 
give up two seats on the JM:F's Executive Board 
to foster the represcnlation of emerging and 
developing countries. 

As part of the measures to support countries 
during the financial crisis, the IMF undertook a 
number of significant changes to its lending 
toolkit In this context, programme access and 
the duration of the Fund's Flexible Credit Line 
(FCL) - a precautionary lending facility 
introduced in 2009 (or top-per(orming countries 
with strong policy !rack records, which entails 
only ex ante conditionality - were modified in 
August 20 Io.• The August 20 IO lending reform 
also saw the creation of a new Prcc.autionary 
Credit Line (PCL). The PCL is designed for 
Fund members with sound policies wh.icb 
nonetheless do not meet the FCL's high 
qualification requirements, thus being available 
to a wider Fund membership.5 
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As part of the review of its mandate, the rMF 
deliberated further on modernising surveillance 
and su-engthcning its multilateral and financial 
dimensions. In a pi.lot project, five economies 
arc to be examined for the external impact of 
their p0licies, in "spillover reportS". The curo 
area is one of these five economics (along with 
China, Japan, the United Kingdom and the 
United States). Further progress was made in 
strengthening financial sector surveillance with 
the decision to make the stability assessments 
under the Financial Sector Assessment Programs 
a mandatory part of annual IMF counu-y 
surveillance rcportS (Article IV reports) for 
countries with systemically important financial 
sectors. 25 such countries have been identified, 
including nine in the euro area (Belgium. 
Germany, Ireland, Spain, France, Italy, 
Luxembourg, the Netherlands and Austria). 
Also on the financial side, the Early Warning 
Exercise - an exercise in risk identification, 
born of the crisis and involving collaboration 
between the IMF and the Financial Stability 
Board - has become a regular feature of the 
spring and annual IMF meetings. 

4 As • resull of the ~hinges:. FCL arrugcmm.15 ~ oow be 
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The international financial community also 
continued to promote mechanisms for crisis 
prevention and orderly crisis resolution. In this 
context, further progress was made by sovereign 
debtors and their private creditors and investors 
in implementing the "Principles for stable 
capital flows and fair debt restructuring", which 
had been endorsed by G20 finance ministers 
and central bank governors in 2004. The aim 
of these principles, which are market-based and 
voluntary, is to provide guidelines regarding 
information-sharing, dialogue and close 
cooperation. In an effort to i.ncreasc further the 
usefulness of these principles, agreement was 
reached by the relevant parties in autumn 2010 
on the benefits of broadening their applicability 
beyond emerging market sovereign debtors and 
their creditors. 
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2 COOPERATION WITH COUNTRIES OUTSIDE 
THE EU 

As in previous years, the Eurosystem organised 
seminars and workshops with non-EU central 
banks in order to foster policy dialogue. 
In this respect, the ECB also actively participated 
alongside the European Commission in the EU's 
macroeconomic dialogue with key emcrgi_ng 
market economies (e.g. Brazil, Egypt, India 
and Russia) and EU neighbouring countries. 
In addition, the technical assistance provided 
by the Eurosystem remained an important tool 
for strengthening the administrative capacity of 
central banks outside the EU, especially in the 
EU's neighbouring regions, and for enhancing 
compliance with European and international 
standards. 

POLICY DIALOGUE AND SURVEILLANCE 
OF MACROECONOMIC POLICIES 
IN THE GLOBAL ECONOMY 
The Eurosystem and the Bank of Russia held their 
sixth high-level seminar on 3-5 February 201 I in 
Frankfurt, hosted by the ECB. The purpose of the 
seminar was to further strengthen the dialogue 
and enhance relations between the Eurosystem 
and the Bank of Russia. Seminar discussions 
focused on the Russian economy, on the role 
of money and credit in the conduct of monetary 
policy and on the new supervisory architecture 
in the EU and Russia. Moreover, the President of 
the ECB participated in the conference marking 
the I 50th anniversary of the Bank of Russia 
in June 2010. 

The sixth high-level Eurosystem seminar 
with Mediterranean countries' central banks -
co-organised by the ECB and the Central Bank of 
Cyprus - took place on 27 and 28 October 2010 
in Pafos. Governors reviewed challenges for 
monetary policy in Mediterranean countries on 
the way to economic recovery and discussed the 
experience of Mediterranean countries under 
fixed exchange rate regimes, as well as the 
impact of the global financial rurrnoil on banking 
sectors and financial stability. 

The Eurosystem held a second high-level 
seminar with central banks and monetary 
agencies of the member states of the Gulf 
Cooperation Council (GCC),' which was 
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co-organised by the ECB and the Banca d'ltalia 
and held on 29 and 30 June 20 IO in Rome. 
The scm.inar topics were economic and financial 
developments in the GCC countries and the euro 
area, lessons from the financial crisis for financial 
stability and banking supervision, and challenges 
in monetary and exchange rate policy in 
thcGCC. 

The fifth high-level Eurosystem seminar with 
Latin American central banks took place 
on IO December 2010 in Madrid and was 
co-organised by the ECB and the Banco de 
Espana. The seminar participants discussed the 
following topics: global rebalancing, financial 
flows and global macro-prudential risks, and 
global policy cooperation. 

The ECB continued to deepen its cooperation 
with the Chinese authorities. The President 
of the ECB, the President of the Eurogroup 
and the Commissioner for Economic and 
Monetary Affairs (the "euro area troika") met 
the Chinese authorities for the third time on 
5 October 20 IO in Brussels. The discussion 
focused mainly on exchange rate policies and 
other issues of global importance. The relationship 
with the People's Bank of China (PBC) was 
further strengthened. In 20 IO the ECB-PBC 
Working Group discussed a wide range of topics, 
such as the rebalancing of global growth, asset 
price bubbles and associated risks, financial sector 
reform and other international monetary issues. 
The ECB also established contacts with China's 
main planning agency, the National Development 
and Reform Commission, and with the Chinese 
Academy of Social Sciences, which is one of the 
most influential think-tanks in the country. 

Finally, the fifth high-level seminar of central 
banks in the East Asia-Pacific region and the 
euro area, organised by the ECB and the Reserve 
Bank of Australia, was held in Sydney on 
9 and 10 February 2010. The purpose of the 
seminar was to review economic policies in 
the aftermath of the financial crisis, including 

6 l)~rrl, Kuwait. Oman, Q:uar, Saudi Ar.tbl;1 ~ the United 
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exit strategies, the shape and structure of global 
growth, the challenges posed by cross-border 
banking and the prospect of strengthening 
macro-prudential supervision. 

TECHNICAL ASSISTANCE 
With regard to technical assistance, the ECB 
continued to deepen itS relations with the western 
Balkans and Turkey. On 19 January 2010 the 
European Commission and the ECB, also on 
behalf of 14 curo area NCBs,' signed an 
agreement to implement a two-year technical 
assistance programme for EU candidates and 
potential candidates. The aim of the programme 
is to strengthen macro and micro-prudential 
supervision in the western Balkans and in 
Turkey. The programme is being implemented 
by the ECB together with the partner NCBs and 
in cooperation with international and European 
institutions such as the Basel Comminee 
on Banking Supervision, the Committee of 
European Banking Supervisors, the Financial 
Stability Institute, the International Monetary 
Fund and the World Bank. During the first phase 
of the programme, the Eurosystem organised 
an intensive regional training programme on 
macro and micro-prudential supervision for 
some 150 core supervisors from the beneficiary 
institutions.• The programme will also support 
the implementation of specific national 
measu.res, which were defined in agreement with 
the IMF and the World Bank, partner NCBs 
and beneficiaries. Furthermore. region-wide 
technical simulations on home-host cooperation 
are foreseen. 

On I April 2010 the ECB and seven euro area 
NCBs' began an 18-month programme of 
technical assistance with the Central Bank or 
Bosnia and Herzegovina. The programme, 
funded by the EU, supports the Central Bank of 
Bosnia and Herzegovina in implementing EU 
central banking standards and EU requirements in 
preparation for the potential accession of Bosnia 
and Herzegovina to the EU. The areas covered 
arc statistics, economic analysis and research, 
financial stability, legal requirements arising 
from the acquis communautaire, information 
technology and coordination of EU integration. 

The ECB and 21 NCBs 1• also started supporting 
the National Bank of Serbia on I February 2011 
with an EU-funded programme. During its 
two-year duration, the programme aims at 
bringing central banking procedures and 
practices closer to EU standards in the areas of 
financial sector supervision, legal hannonisation, 
liberalisation of capital movements, foreign 
exchange reserve management, monetary and 
exchange ralc operations. consumer protection 

for financial services, EU accession support, 
economic analysis and research, statistics, 
payment systems and financial stability. 

The technical cooperation programme with the 
Bank of Russia, funded by the EU, continued. 
The ECB, in partnership with eight euro area 
NCBs" and in cooperat.ion with the Financial 
Supervisory Authority of Finland, provides 
technical assistance in the areas or banking 
supc.rvision and internal audit. The aim is 
to support the gradual implementation of 
Basel II in Russia and to support the Bank or 
Russia •s internal audit services with training 
aod information on Eurosystem internal audit 
practices. The programme is running as planned 
and will end on 31 March 2011. 

Cooperation with the Central Bank of Egypt 
continued throughout 20 IO on an EU-funded 
programme aiming at strengthening banking 
supervision in Egypt to achieve compliance with 
the basic components of the Basel U framework. 
The programme involves experts from the ECB 
and seven NCBs of the ESCB." 
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CHAPTER 8 

ACCOUNTABILITY 



ACCOUNTABILITY VIS-A-VIS THE GENERAL 
PUBLIC AND THE EUROPEAN PARLIAMENT 

Central bank independence has established iiself 
over the past few decades as an indispensable 
element of the monetary policy regimes of 
both mature and emerging economies. The 
decision 10 grant central banks independence 
is firmly grounded in economic theory and 
empirical evidence, both of which show that 
such a set•up is conducive to maintaining price 
stability. At the same time, it is a founding 
principle of democratic societies that any 
independent institution bestowed with a public 
function must be accountable to citizens and 
their elected representatives. Accountability is 
therefore an important counterpart of central 
bank independence. 

The Treaty lays down precise reporting 
requiremenlS for the ECB, which include the 
publication of a quarterly report, a weekly 
financial statement and an annual report. 
The ECB goes beyond these statutory 
obligations in its regular reporting. For instance, 
it publishes a Monthly Bulletin, rather than the 
required quarterly report, and holds monthly 
press conferences following the first Governing 
Council meeting of each month. The laner 
continue to be a prime opportunity for the 
ECB to explain in depth its assessment of the 
economic situation and the rationale behind its 
interest rate decisions. The ECB 's commitment 
to accountability and transparency is also 
illustrated by the many publications it released 
in 20 IO and the numerous speeches delivered 
by the members of the Governing Council, 
which dealt with a broad variety of topics of 
relevance to the ECB's tasks, ranging from the 
extraordinary measures taken by the ECB in 
May 20 IO to the need for fiscal consolidation 
and (or the re(orm of economic governance. 

The European Parliament, as the institution 
which derives its legitimacy directly from the 
citizens of the EU, plays the most important 
institutional role in holding the ECB to account. 
Since its establishment, the ECB has maintained 
a close and fruitful dialogue with the European 
Parliament. The President of the ECB eonrinued 
to report on the ECB' s monetary policy and 
its other tasks during his quarterly hearings 
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before the European Parliament's Committee 
on Economic and Monetary Affairs (ECON). 
In line with the provisions of the Treaty, he also 
appeared before the plenary session of the 
Parliament in November 2010 to present the 
ECB's An.nual Report 2009. 

Other members of the ECB's Executive Board 
also appeared before the European Parliament 
on a number of occasions. The Vice~Prcsident 
presented the ECB 's Annual Report 2009 to 
ECON before it was presented in the plenary 
session. Jurgen Stark held an exchange of 
views with the members of ECON and 
representatives of national parljaments on the 
subject of economic recovery and exit strategics. 
Lorenzo Bini Smaghi participated in a public 
bearing organised by ECON on economic 
governance. Gertrude Tumpel-Gugerell also 
appeared before ECON to infom1 its members 
about payment issues. In line with past practice, 
a delegation from ECON visited the ECB 
on 13 December 2010, in order to exchange 
views with the members of the Executive 
Board. In addition, the ECB hosted a visit 
by the Special Comminee on the Financial, 
Economic and Social Crisis and by the 
Committee on Employment and Social Affairs. 
Members of these two comminees thus had 
the opportunity to discuss with Executive 
Board members a wide range of issues, such as 
recent economic and fiscal developments, 
global imbalances and labour market reforms. 

Finally, ECB staff presented the ECB's 2010 
Structural Issues Report on energy markets and 
the euro area macroeconomy to European and 
national parliamentarians. 



2 SELECTED TOPICS RAISED AT MEETINGS 
WITH THE EUROPEAN PARLIAMENT 

During the various exchanges of views between 
the members of the European Parliament and 
ECB representatives, a wide range of issues 
were addressed. Beyond macroeconomic 
developments and the ECB's monetary policy, 
the main issues discussed concerned EU and 
euro area economic governance and legislation 
on financial regulation and supervision. 

REFORM OF EU AND EURO AREA 
ECONOMIC GOVERNANCE 
The refonn of the economic governance 
framework in the EU (sec Chapter 5) featured 
prominently in the discu.~sions between the 
ECB and the European Parliament. In the 
own-initiative reports prepared by ECON 
and the Special Committee on the Financial, 
Economic and Social Crisis, the European 
Parliament put forward recommendations 
for measures and initiatives to be taken to 
enhance the existing rules and procedures. 
Among other things, it urged that the provisions 
of the Stability and Growth Pact be strengthened, 
and proposed the establishment of an effective 
incentive and penalty mechanism. The European 
Parliament debated the package of six legislative 
proposals put forward by the Commission 
on 29 September 20 IO and, together with the 
Council, entered into the relevant legislative 
procedures in order 10 adopt them. 

During his appearances before the European 
Parliament, the President of the ECB called for 
a quantum leap forward in the strengthening 
of the economic governance of the EU, and in 
particular of the euro area. He expressed his 
full confidence in the European Parliament's 
ability and willingness to pursue a resolutely 
European approach 10 this matter. In addition, 
ECB representatives provided expen advice to 
the European Parliament on specific aspects of 
the economic governance package. 

EU FINANCIAL SECTOR REFORM 
The European Parliament and the ECB 
continued their intensive dialogue on matters 
concerning financial supervision and regulation. 
The European Parliament and the Council 
formally adopted the four legislative acts 

establishing the European Systemic Risk Board 
and the European Supervisory Authorities 
( sec Chapter 4 ). 1 

During his appearances before the European 
Parliament, the President of the ECB welcomed 
the instrumental role played by the European 
Parliament in the pursuit of an ambitious 
financial supervisory refonn with a true 
European perspective. He also stressed the 
importance of maintaining political momentum 
in order to funher implement the financial 
regulatory agenda. 

As regards other financial sector legislation. 
the European Parliament's activity - and its 
discussions with ECB representatives - focused 
on the Alternative Investment Fund Managers 
Directive and the third revision of the Capital 
Requirements Directive, as well as on legislat'ion 
on financial conglomerates, deposit guarantee 
schemes1 credit rating agencies, short selling, 
and over-the-counter derivatives and market 
infrastructures. On all these issues, the Prcsiden1 
of the ECB stressed the imp0rtancc of 
achieving a level playing field and of avoiding 
regulatory arbitrage. The ECB's legal advice 
on EU legislative proposals within its field 
of competence in the form of ECB opinions 
(see Section 6.2 of Chapter 2) also served as a 
souree of technical advice to members of the 
European Parliament. 

I In .Jdl1Mlllo the EU Council ~ed 3. Rti;it1~1:iQf'I 
(No 1096/2010) ~oaf erring sp«:if1e taskli upon the- Etlrofl(".an 
Ccntnll &nk COc"1Cnn!11a tl,c, funC1M.ffiins: of tlle Euro,,an 
Syslffllie Riik Board. 
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CHAPTER 9 

EXTERNAL 
COMMUNICATION 



COMMUNICATION POLICY 
External communication at the ECB aims to staff macroeconomic projections, policy 
cohancc the public's understanding of the positions and infonnation of relevance to the 
ECB's policies and decisions and, as such, is an general public. The preparation, publication 
integral part of the ECB's monetary policy and and distribution of the national language 
its other tasks. Two key elements - openness and versions of the ECB's key publications 
transparency- guide the ECB's communication are undertaken in close collaboration wilh 
activities. Both contribute to the effectiveness, the NCBs. 
efficiency and credibility of the ECB's monetary 
policy and its other statutory tasks. They also 
support the EGB 's efforts to give a full account 
of its actions, as explained in more detail in 
Chapter 8. 

The ECB's concept of real-time, regular and 
comprehensive explanations of its monetary 
policy assessment and decisions. which was 
introduced in 1999, represents a uniquely 
open and transparent approach to central 
bank communication. Monetary p0licy 
decisions are explained at a press conference 
immediately after the Governing Council has 
taken them. The President delivers a detailed 
introductory statement at the press conference, 
explaining the Governing Council's decisions. 
The President and Vice-President are then 
at the media's disposal to answer questions. 
Since December 2004 decisions taken by the 
Governing Council other than those selling 
interest rates have also been published every 
month on the websites of the Eurosystcm 
central banks. 

ECB legal acts are made available in all the 
official languages of the EU, as are the 
Governing Council's monetary policy decisions. 
the decisions taken by the Governing Council in 
addition to decisions setting interest rates, and 
the consolidated financial statements of the 
Eurosystem. t The ECB's Annual Report is also 
made available in full in au official EU 
languages. 2 The Convergence Report and the 
quarterly issues of the ECB's Monthly Bulletin 
arc made available either in full or in summary 
fonn in all official EU languages. 3 For the 
pu!J)oses of public accountability and 
transparency, the ECB publishes other 
documentation in addition to the statutory 
publications in some or all official languages, 
in particular press releases announcing 
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I With !he CX"P'ion of lrbh. (Of wbi(:h l derog111ion is !n eff«I 
atWEUlc-\'el. 

2 With the c,;ee,pi:ioa of lri.sh (by EU detQS3.lion) tllld Malrese 
(by agm:men1 v,;tb I.he Central Bank of Malla., following tht 
Ufti~ of 1he tempon.ry EU derosation in May 2007). 

3 Sot. fQOOWlllc 2. 



2 COMMUNICATION ACTIVITIES 
The ECB addresses a variety of 
audiences - financial experts. the media, 
governments, parliaments and the general 
public - with varying levels of knowledge 
regarding finance and economics. Its mandate 
and decisions arc therefore explained through 
a range of communication tools and activities 
which are constantly being refined in order to 
make them as effective as possible, taking into 
account the different audiences and the relevant 
communication environments and needs. 

In 2010 the ECB's communication activities 
focused, in particular, on explaining the events 
and consequences of the global financial and 
economic crisis and the measures taken by the 
ECB and the Eurosystem. The vast majority 
of all public speeches delivered by members 
of the Executive Board were related to this 
issue. This topic also dominated the questions 
and requests for infonnation received from 
the press, the public and visitors to the ECB. 
The plans for setting up the European Systemic 
Risk Board and defining its objectives and tasks, 
including the ECB's specific role in ensuring the 
performance of the secretariat function for the 
new body, also featured regularly in the ECB's 
communication activit'ies. 

The ECB publishes a number of regular and 
periodic studies and reports. These include: 
the Annual Report, which presents a review of 
the ECB ·s activi1ies in the previous year and 
thus contributes lo the ECB's accountability; 
the Monthly Bulletin, which provides regular 
updates on the ECB 's assessment of economic 
and monetary developments and detailed 
information underlying its decisions; and the 
Financial Stability Review, which assesses the 
stability of the euro area financial system with 
regard to its ability to absorb adverse shocks. 
The ECB also provides a wide range of statistical 
data, primarily by means of the Statistical Data 
Warehouse and interactive charts on the ECB's 
website, but also in hard copy in the monthly 
editions of the Statistics Pocket Book. 

All members of the ECB's Governing 
Council contribute directly 10 enhancing 

public knowledge and understanding of the 
Eurosystem's tasks and policies by giving 
testimonies before the European Parliament and 
national parliaments, delivering public speeches 
and granting interviews to the media. ln 20 I 0 
the President of the ECB and other members 
of the Executive Board appeared before the 
European Parliament a total of eight times 
(for more details, see Chapter 8). Over the course 
of the year Board members delivered around 
200 speeches 10 a variety of audiences and granted 
260 interviews to the media. They also had 
many articles published in journals, magazines 
and newspapers. 

The curo area NCBs play an important 
role in ensuring the dissemination, at the 
national level, of Eurosystem information and 
messages to the general public and interested 
parties. They address a variety of national and 
regional audiences in their own languages 
and environments. 

In 20 IO the ECB organised 15 seminars for 
journalists aimed at enhancing the knowledge 
and understandi.ng of the national and 
international media as regards the ECB's 
mandate, tasks and activities. It organi$Cd 
seminars on its own and in cooperation with the 
NCBs, the European Commission, the European 
Journalism Centre and other public authorities 
and foundations. 

The ECB welcomed approximately 13,000 visitors 
to its premises in Frankfurt in 2010. Visitors 
received first~hand information in the fonn 
of presentations given by ECB experts and 
managers. 

All documents published by the ECB and other 
information about its various activities arc 
available on the ECB's website. In 2010 the 
website received 29 million visits (16% more 
than in the previous year), 231 million pages 
were viewed and 68 million documents were 
downloaded. In December 20 IO the ECB 
launched, in cooperation with the NCBs, 
two educational tools on central banking and 
coonomics: "€CONOMIA - The Monetary Policy 
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Ga,ne" and "Inflation Island''. In "€CONOMIA", 
players have 10 keep inflation ll!lder control 
by steering the key interest rate while taking 
account of other economic parameters, such as 
production growth, unemployment and monetary 
growth. In ... Inflation Island", a fictitious 
economy, players can compare the benefits 
of price stability with the harmful impact of 
deflation, high inflation and hyperinflation. 
The games arc aimed al 18 to 25-year-olds with 
little or no knowledge of economics and can be 
downloaded from lhe ECB's website and the 
websites of mos1 of lhe NCBs in all official EU 
languages. 

In 20 IO the ECB replied to aroll!ld 
I 00,000 enquiries from lhe public requesting 
information on a number of issues related to the 
ECB's activities, p0licies and decisions. 

A number of high-level inlcmational 
conferences were organised in 20 I 0, including 
"The great financial crisis: lessons for financial 
stability and monetary policy - a colloquium in 
honour of Lucas Papademos" and the Sixlh ECB 
Central Banking Conference, which addressed 
the topic "Approaches to monelary policy 
revisited- lessons from the crisis". 

To prepare for Estonia joining the curo 
area on I January 2011, a euro information 
campaign was organised in 20 IO by lhe ECB 
and Eesti Pank 10 familiarise the people of 
Estonia with the visual appearance and security 
features of the euro banknotes and coins. The 
communication tools used in the campaign 
took into account lhe experience gained from 
past changeovers and included public opinion 
surveys, as many as 20 different types of 
printed publication (1.6 million copies in 
total) and dedicated internet pages. For lhe 
first time since the Euro 2002 Information 
Campaign, TV advertising was used (four adverts 
were aired between November 20 IO and 
mid-January 2011). Several press and public 
relations events were bcld, including an ECB 
media seminar in Frankfurt, as wc11 as an 
exhibition on the euro banknotes and coins 
and a Euro Conference in Tallinn. To mark lhe 
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launch of the euro infonnation campaign in 
Esconia, on 19 Scpcember 20 IO a symbolic star 
concaining euro banknotes was handed over by 
President Trichel to Governor Lipstok in Tallinn. 
ln addition, as pan of the communication 
activities on banknotes, an cx_hibition featuring 
a range of interactive clements and games was 
organjscd in Berlin, Frankfurt, Luxembourg, 
Warsaw and Tallinn, in cooperation with the 
NCBs and other institutions, such as museums. 

In 2010 the Cultural Days of the ECB were 
dedicated to lhe Netherlands and organised 
in cooperation with De Nederlandsche Bank. 
22 events reflecting the cultural diversity of the 
Netherlands cook place al well-known cultural 
locations in Frankfurt from 20 October to 
IS November. The Cultural Days initiative was 
launched in 2003 with the aim of raising cultural 
awareness and giving residents of the Frankfurt 
area and visitors a flavour of lhc culture of a 
different EU Member State each year. 





Oo 19 Ma)' 2010 1be ECO nwi.«l lhe oflkial start of coostr\lC1ion works for iis !)(:,A' prtmisc:s by laying 1bc found:i1ion stOfle 
at 1he site of1hc rormerGrossmarl::thalle in Frankfun am Main. Together with Jean-Claude Trichtt, Prcsideot or1hc-£CB, the 

~mbc:rt of ih.c £:icl!CUli\·e Board, the Qo,,eming Council and the General Council of th<: ECO, as well :l$ Petra RQth. Lord 
Mayor or the City of franl:run am Main. and Wolf 0. Prix of COOP HIMMEUl(l.)AU. filled the foundation stooc with a 
set of'the building plans, newspapers (rom al.I 27 EU Member States, sets o(euro coins (rom the then 16 coontrics oftheruro 
area. a set of curo banknoles and a coin from the City o(Franld\ln. The (ounda.1ioo stone was then scaled and trMwcd into tile 
c,ccava1ion pi1 where the double office tower is 10 be builL 
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INSTITUTIONAL 
FRAMEWORK, 

ORGANISATION AND 
ANNUAL ACCOUNTS 



DECISION-MAKING BODIES AND CORPORATE 
GOVERNANCE OF THE ECB 

I.I THE EUROSYSTEM AND THE EUROPEAN SYSTEM OF CENTRAL BANKS 

The Eurosystem is the central banking system 
of the euro area, It comprises the ECB and 
the NCBs of the EU Member States whose 
currency is the euro ( 17 since I January 2011 ). 
The term "Eurosystem", now enshrined in the 
Lisbon Treaty, had earlier been adopted by 
the Governing Council in order to racilitate 
unde-rstandjng of the structure of central 
banking in the curo area. This term underlines 
the shared identity, teamwork and cooperation 
of all its members. 

The ESCB is composed of the ECB and the 
NCBs of all 27 EU Member States, i.e. it also 
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includes the NCBs of the Member States which 
have not yet adopted the euro. 

The ECB is the core of the Eurosystem and the 
ESCB and ensures that the operations which 
form pan of the tasks of the ESCB are carried 
out either through its own activities or via the 
NCBs, to which the ECB shall have recourse 
to the extent deemed possible and appropriate. 
The Executive Board implemcntS monetary 
policy in accordance with the guidelines and 
decisions laid down by the Governing Council. 
It gives the necessary instructions to the NCBs. 
The ECB has legal personality under public 



intemalional law. The Lisbon Treaty established 
lhe ECB as an EU ins1i1u1ion. However, 
the ins1i1utional features of the ECB remain 
unchanged. 

Each NCB has legal personality according 
to the law of its respective country. The curo 
area NCBs, which form an integral part of the 
Eurosystem, carry out the tasks conferred upon 
the- Eurosystcm in accordance with the rules 
established by the ECB's decision-making 
bodies. The NCBs also contribute to the work 
of lhc Eurosystcm and lhc ESCB through 
their participation in the Eurosystem/ESCB 
committees (sec Section 1.5 of this chapter). 
They may perform non-Eurosystem functions 
on their own responsibility, unless the 
Governing Council finds that such functions 
interfere with the objectives and tasks of the 
Eurosystern. 

The Eurosystcm and the ESCB are governed by 
the decision-making bodies of the ECB: the 
Governing Council and the Executive Board. 
The General Council is constituted as a third 
decision-making body of the ECB, for as long 
as there arc EU Member Slates which have not 
yet adopted the euro. The functioning of the 
decision-making bodies is governed by the 
Treaty, the Statute of the ESCB and the relevant 
Rules of Procedure.' Decision-making within 
lhe Eurosystem and the ESCB is centralised. 
However, the ECB and the euro area NCBs 
jointly contribute, strategically and operationally, 
to attaining the common goals of the Eurosystem, 
with due respect to the principle of 
decentralisation in accordance with the Statute 
of the ESCB. 

1.2 THE GOVERNING COUNCIL 

The Governing Council comprises the 
members of the Executive Board of the ECB 
and the governors of the NCBs of the Member 
States which have adopted lhe euro. Its main 
responsibilities, as laid down in the Treaty, are: 

- to adopt the guidelines and take the decisions 
necessary to ensure the performance of lhe 
taSks entrusted 10 lhe Eurosystem; 

to formulate the monetary policy of lhe 
curo area, including, as appropriate, 
decisions relating to intennediate monetary 
objectives, key interest rates and the supply 
of reserves in the Eurosystem, and to 
establish the necessary guidelines for their 
implementation. 

The Governing Council meets, as a rule, twice 
a month at the ECB's premises in Frankfurt 
am Main, Germany. It conducts, inter alfa, an 
in~dcpth assessment of monetary and economic 
developments and takes related decisions 
specifically at its first meeting of the month, 
while the second meeting usually focuses on 
issues related to other taSks and responsibilities 
of the ECB and the Eurosystem. In 20 I 0 
one meeting was held outside Frankfurt, hosted 
by the Banco de Portugal in Lisbon. ln addition 
10 these meetings, the Governing Council may 
also hold meetings by means of teleconference 
or take decisions by written procedure. 

When taking decisions on monetary policy and 
on other tasks of the ECB and the Eurosystem, 
the members of the Governing Council do not 
act as national representatives, but in a fully 
independent personal capacity. This is rcftectcd 
by the principle of "one member, one vote" 
applied within the Governing Council. In 2008 
the Governing Council decided to continue its 
cxisti.ng voting regime - as provided for by 
Article I 0.2 of the Statute of the ESCB - and to 
introduce a rotation system only when the 

I For the ECB"s Rules of Procedure-, secs ~isioo. ECB/2004/2 
ot 19 feb~ty 2004 11d,op1irqi 1hc R11tes or Pn:,c~~ or the 
Europcall Central Bri. OJ L 80, 18.3.2004, p, 33. as amcodcd 
by l:>ttb:iOI'!. ECM00915 or19 March 2009, OJ L 100, ISA.2009, 
p, 10; Dc..:iffl>n ECB/2004/12 o( 17 J11111c 2004 adoplia,g 
1~ Rule:$ of PA)«durc ot d,c <'.,ene,r:al Coundl of the €:CR, 
OJ L 230, 30.6.2004, p, 61; Uld Decision ECB/1999n of 
12 (k~ 199'9 cooecrnlna: the Rule$ ot ~ure t,t the 
Executive Boan! of the ECB. OJ L 314. 8.12.1999, p. 34. These 
rules an: abo a,-all~bli:on tbe EC8's w~bsitr. 
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number of governors in lhe Governing Council 
exceeds 18. In March 2009 the Governing 
Council adopted a legal act which covers all 
aspects of the implementation of the rotation 
system.' The legal act will enter into force when 
the rotation system is implemented. 
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2 Dccisiori ECB/2009JS of 19 March 2009 amending Occi.s.ion 
EC0/2004/2 of 19 F~I')' 2004 adoplins the Rules or 
ProccdLUt> of the EUf09CM Cc1ur.l Bank. OJ L 100, 18.4.2009, 
p, 10. for adt-1all~~riptiono(dte impleroetitaLi()fl mc,daU1k11 
of tht r01ation scheme, StJCh as the order. pmod and nu(' of 
r(Jtatlon, $te ~ artide cntillr:d ~Rouitlon or ,·otina ri,alii, in 
tile (io,1t:mii,g Coone-ii of !he ECB". M0n1ltl)• 8ull~ti1t, E:CB, 
July 2009, 



THE GOVERNING COUNCIL 

Jean-Claude Trichel 
President of the ECB 
Vilor Conslilncio 
Vice-President of the ECB 
(from I June 20 I 0) 
Governor of the Banco de Portugal 
(until 31 May 20 I 0) 
Lucas D. Papademos 
Vice-President of the ECB 
(until 31 May2010) 
Lorenzo Bini Smaghi 
Member of the Executive Board of the ECB 
Michael C. Bonello 
Governor of the Central Bank of Malta 
Carlos Costa 
Governor of the Banco de Portugal 
(from 7 June 2010) 
Mario Draghi 
Governor of the Banca d'Italia 
Miguel Fernandez Ord6iiez 
Governor or the Banco de Espana 
Jose Manuel Goozalez-.P6ramo 
Member of the Executive Board of the ECB 
Patrick Honohan 
Governor of the Central Bank of Ireland 
Marko Kranjec 
Governor of Baoka Slovenije 
Erkkl Liikanen 
Governor of Suomcn Pankki -
Finlands Bank 

Andres Lipstok 
Governor of Eesti Pank 
(from I January 2011) 
Jozef Makuch 
Governor of Narodna banka Slovenska 
(from 12 January 20 I 0) 
Yves Mersch 
Governor of the Banque centrale 
du Luxembourg 
Ewald Nowotny 
Governor of the Oesterreichische National bank 
Christian Noyer 
Governor of the Banque de France 
Alhanasios Orpbanides 
Governor of the Central Bank of Cyprus 
George A. Provopoulos 
Governor of the Bank of Greece 
Guy Quaden 
Governor of the Nationale Bank van Belgie/ 
Banque Nationale de Belgique 
Ivan Srarnko 
Governor of Narodna banka Slovenska 
(until 11 January 2010) 
Jiirgen Stark 
Member of the Executive Board of the ECB 
Gertrude Tumpel-Gugerell 
Member of the Executive Board of the ECB 
Axel A. Weber 
President of the Deutsche Bundesbank 
Noul Wellink 
President of De Nederlandsche Bank 

Front row (from left to right): 

Erk)ci Liikanert, Marko K.ranjec:, 
Ad1anasi~ Orphani<k$, 
Vitor ConslinctO. Jean-Claude Triehct. 
Gcnrude Tumpel-Gugc:rctl, 
Michael C. Bolltllo. Ewald Nowotny 

Middlt: row (from ltft 10 righl): 
Nool Wcllinl:. Miguel Fem!fldc:z 
Ord6t11cz, Lorcn7,o Bini Smaghi, 
Yves MCT"Scb 

Back row (from ldl to ri,:ht): 
Christim Noyer, Carlos Costa, 
Guy QLl3den. Patrick llonohan. 
Georgios Pro,·opoulos, Jose Manuel 
Gow,;ilci-Pinuno, Axel A, Weber, 

JOrgen Siark 

NOlc: Mario Draghi, Andres Lipstok 
and Jozef Makuch were ool avail.able al 
!he 1ime lhe pbo1ogni,pb wo.s 1a:kcn. 
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Bac.k row Oeft to right): 
Lorenzo 8ini Smaghi, 

Jose Manuel Conzilcz-P!ramo, 
Jurgen Slark 

front row O<"R to right): 
Gertrude Tumpcl-Ougcrcll, 

Jean.Cl.aUOC Trichet,. 
VI tor Constilncio 

1.3 THE EXECUTIVE BOARO 

The Executive Board comprises the President 
and the Vice-President of the ECB and four other 
members appointed by the European Council, 
acting by qualified majority, after consultation 
of the European Parliament and of the ECB. 
The main responsibilities of the Executive Board. 
which as a rule meets once a week, are: 

to prepare the meetings of the Governing 
Council~ 

- to implement the monetary policy of the 
euro area in accordance with the guidelines 
and decisions laid down by the Governing 

Jean-Claude Trichel 
President of the ECB 
Vitor Constincio 
Vice-President of the ECB 
(from I June 2010) 
Lucas D. Papademos 
Vice-President of the ECB 
(until 31 May 20 I 0) 

lffl
((I 

A.uual ltpon 
lllf 

Council and, in doing so, to give the 
necessary ins1ructions to the curo area 
NCBs; 

- to manage the current business of the ECB; 
to exercise certain powers delegated to it by 
the Governing Council, including some of a 
regulatory narure. 

The Executive Board is assisted by a 
Management Committee in matters relating to 
the ECB 's managemen~ business planning and 
annual budget process. The Management 
Committee is composed of one Executive Board 
member, who acts as Chairperson. and a number 
of senior managers. 

Lorenzo Bini Smaghi 
Member of the Executive Board of the ECB 
Jose Manuel Conzalez-Nramo 
Member of the Executive Board of the ECB 
Jurgen Stark 
Member of the Executive Board of the ECB 
Gertrude TumpeJ-GugereU 
Member of the Executive Board of the ECB 



THE ORGANISATION CHART OF THE ECB 
(as at 31 Decernber2010) 

Div1\iont. • Mmi,;:c, lnlq;nition 
•0.-cn:i&ti• 
• TAR61'T IWd C.li.ia.l 

I R\.-p:1rt$dln:dly IOI'-: ~«utwc: &.ud.. 
2 lncludtsthc do.la protC'COOfl fl.fl\CllOft. 
3 S,mctary co the E:urotiw Boud. the Go\,cmi:ng Council 

IIOd tbc GmmJ Council 

Otvlsinos. • Euro Arta ACCOllllt& aal P...ooMlllic Ob.b 
•Bxtm'WSWD~ 
• MCIOCIM)'and Finaaci.11 !)&atiMJCs 
• St.t1.~1a1l ln(ormatic,p Scmccs 
" St1.Wllcs Dc•,dopmt."Ol,CoordiMtJon 

l.>IV'611.'W'Jt;· •AAx"\'M11UtJand --• \dmlm11ram~~ 
• F- ~ 

""'"~"' • Jln:m1'" 
•SC'\utllY 

DIVli-100: 

Olndora1 
H~Jouci 
Otvts~ 

Olndorat 
Phlltppc Iv 

"""""" 

OiYi!.tMS.: • fmanci.al SM 1co P<>l1C) 

Executive Board 

Dl\l:>IOtlS' •AnalytacalDMllm 
Appl-

• En"'!'ri1<Sy,,cm., 
• E,;l.'.Cut,oml Oama.tn 

U11,;tlK'lll; • R~ t:oo:rrufl,na: 

""'"'-""' • Jflt. l'ohcte,andStalf'R~lidxim 
• Rccruitmentand(~IN! 
•Rak,.,..._ 

/\pl>!"'"""' 
• lnfn.1tn1ct1R md (')pmdwm 
,s«,u,,y .... Aretu=-e 

Back row (left 10 ngbl): LorfflZO Biru Smagh1, Jost Ma:o!Xl Gon7.alez-Piromo. JOrgen Stark 
Front row (left to right): Gcruudc ·rwnpd-Gugcrell, Jean-Claude Trichel (President). Vilor Constancio (Vic.c-Prcsidcnt) 

• FtnllJK'UIISuil;1drtyA~ 
• H1IMCW Subthty Sur\<'11.tial 



Fl"ODI ro~-(IC'ft to rl&ht): 
Ewald Nowotny, £n:ki Liikanen, 

Matto Krartjec, Patrid: lfonohan, 
vrtor ConstSncio, Jean-CL,udc Tri<:het. 

Miguel .-¢Jn:iodet Ord~. 
Y11es: MtrliCh. Stefan lng\'C$ 

Middle row (IC'ft to ri,:_hl): 
Nout Wcllink, llrn!rs Ri~vils. 

Carlos C0&ta, J~•an lsk.ro\l. 
A thanasios: Orphanidcs, 

M.irosla11 Singer. Marek Bclb, 
Mkhacl C. Bonello 

Bac.k row (le-rt to ri&bt): 
Andris Simor, Guy Quackn, 

Axel A. Weber. Christian Noyn, 
Nils Dtmstei11. Georgios Pro,·opoujos, 

ReinCtldij~ Minas. 
Aadiu lip$lOk. 

Mugur Constantin l.s!tt$cu 

Nott": Mario Draghi. Mcr.-yn King 
and Jozd MakUCh wtte not ava.ilabk 
al the time lhc pholog.raph was 1:llcen. 

1.4 THE GENERAL COUNCIL 

The General Council is composed of the 
President and the Vice-President of the ECB 
and the governors of the NCBs of all 27 EU 
Member States. II mainly carries out those taSks 

Jean-Claude Trichel 
President of the ECB 
V[tor Constancio 
Vice-President of the ECB 
(from I June 20 I 0) 
Governor of the Banco de Portugal 
(until 31 May 20 I 0) 
Lucas D_ Papademos 
Vice-President of the ECB 
(until 31 May 20 I 0) 
Marek Belka 
President ofNarodowy Bank Polski 
(from 11 June 20 I 0) 
Nils Bernstein 
Governor of Danmarks National bank 
Michael C. Bonello 
Oovernor or the Central Bank or Malta 
Carlos Costa 
Governor of the Banco de Portugal 
(from 7 June 20 I 0) 
Mario Draghi 
Governor oftbe Banca d'ltalia 
Miguel Fernandez Ord6ilez 
Governor of the Banco de Espana 
Patrick Honohan 
Governor of the Central Bank of Ireland 
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taken over from the EMJ which still have to be 
perfonncd by the ECB on account of the fact 
that not all the Member States have adopted the 
euro. In 20 IO the General Council had its four 
quarterly meetings, as well as one meeting for 
the adoption of the ECB's Convergence Report. 

Stefan lngves 
Governor of Sveriges Riksbank 
Mugur Constantin lsirescu 
Governor of Banca Na\ionala a Romaniei 
Ivan lskrov 
Governor of 6nnrapcKa 11apo11ua 6amra 
(Bulgarian National Bank) 
Mervyn King 
Governor of the Bank of England 
Marko Kranjee 
Governor of Banka Slovenije 
Erkki Liikanen 
Governor of Suomen Pankki - Finlands Bank 
Andres Lipstok 
Governor of Eesti Pank 
Jozef Makuch 
Governor o(Nltrodnlt banka Slovenska 
(from 12 January 2010) 
Yves Mersch 
Governor of the Banque ecntrale du Luxembourg 
Ewald Nowotny 
Governor of the Oesterreichischc Nationalbank 
Christian Noyer 
Governor of the Banque de France 
Athanasios Orphanides 
Governor of the Central Bank of Cyprus 



George A. Provopoulos 
Governor of the Bank of Greece 
Guy Quaden 
Governor of the Nationale Bank van Belgie/ 
Banque Nationale de Belgique 
Umars Rimlevifs 
Governor of Latvijas Banka 
Rcinoldijus Sarkinas 
Chairman of the Board of Lietuvos bankas 
Andras Simor 
Governor of the Magyar Ncrnzeti Bank 
Miroslav Singer 
Governor of Ccska narodni banka 
(from 1 July 2010) 

Slawomir Sknypck t 
President of Narodowy Bank Polski 
(until 10 April 2010) 
Ivan Sramko 
Governor of Narodna banka Slovenska 
(until II January 2010) 
Zdeo~kT6ma 
Governor of Ceska narodni banka 
(until 30 June 20 I 0) 
Axel A. Weber 
President of the Deutsche Bundesbank 
Nout WeUink 
President of De Nederlandsche Bank 
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The Eurosystem/ESCB committees have 
continued to play an important role in assisting 
the ECB's decision-making bodies in the 
performance of their tasks, At the request of 
both the Governing Council and the Executive 
Board, the committees have provided expertise in 
their fields of competence and have facilitated the 
decision-making process. Membership of the 
committees is usually restricted to staff of the 
Eurosystcm central banks. However, the NCBs 
of the Member States which have not yet adopted 
the euro take part in the meetings of a committee 
whenever it deals with matters that fall within 
the field of competence of the General Council. 
Where appropriate, other competent bodies, 
such as national supervisory authorities in the 
case of the Banking Supervision Committee, 
may also be invited, On 16 September 20 IO the 
Risk Management Committee was established 
to assist the Governing Council in ensuring 
an appropriate level of protection for the 
Eurosystem by managing and controlling the 
risks originating from its market operations. On 
16 December 2010 the Banking Supervision 
Committee was dissolved following the 
establishment of the European Systemic Risk 
Board (sec Chapter 6). As at 31 December 20 I 0, 
13 Eurosystem/ESCB committees had been 
established under Article 9.1 of the Rules of 
Procedure of the ECB. On 13 January 2011 the 
Financial Stability Committee was established, 
under the same article, to assist the Governing 
Council in the fulfilment of the ECB's tasks 
relating to financial stability. 

The Budget Committee, which was established 
under Article 15 of the Rules of Procedure, 
assists the Governing Council in matters related 
10 the £CB's budget. 

with a mandate to steer continuous improvement 
in the use of IT within the Eurosystem, 

1.6 CORPORATE GOVERNANCE 

In addition to the decision-making bodies, the 
corporate governance of the ECB encompasses 
a number of external and internal control layers, 
two codes of conduct, an Ethics Framework 
and rules concerning public access to ECB 
documents. 

EXTERNAL CONTROL LAYERS 
The Statute of the ESCB provides for two 
control layers, namely the external auditor, 
which is appointed to audit the annual accounts 
of the ECB (Article 27.1 of the Statute of the 
ESCB), and the European Court of Auditors, 
which examines the operational efficiency of the 
management of the ECB (Article 27.2). 
The annual report of the European Court of 
Auditors, together with the ECB's reply, is 
published on the ECB 's website and in the 
Official Journal of the European Union. In order 
to reinforce public assurance as to the 
independence of the ECB's external auditor, the 
principle of audit firm rotation is applied.' Good 
practices for the selection and manda1e of 
external auditors, published on the ECB 's 
website, provide high-level gu.idance for each 
Eurosystcm central bank when selecting external 
auditors and delermioing their mandate. 
The good practices also enable the Governing 
Council to formulate. its recommendations to the 
Council on the basis of harmonised, consistent 
and transparent selection criteria. 

INTERNAL CONTROL LAYERS 
The internal control structure of the ECB is based 

The Human Resources Conference was on an approach in which each organisational 
established in 2005 under Article 9a of the unit (section, division, directorate or directorate 
Rules of Procedure as a forum for the exchange general) is responsible for managing its own risks 
of experience, expertise and information among and controls. as well as the effectiveness and 
Eurosystem/ESCB central banks in the field of 
human resources managemcnL 

The Eurosystem IT Steering Committee was 
established in 2007 by the Governing Council, 
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Akticnge:scllfcb&ft Winschlftspriifung:sgcscllxhaft was appointed 
as lbe ECB's t:-:1tmal audi!ot for the finatl6al yt,ars 2008-12. 



efficiency of i1s operations. Each organisational 
unit implements opcra1ional control procedures 
within its area of responsibility in accordance 
with the risk tolerance set ex ante by the 
Executive Board. For example, a set of rules and 
procedures - known as a "Chinese wall" - is in 

place 10 prevent inside information originating 
in the areas responsible for monetary policy 
from reaching the areas responsible for the 
management of the ECB's foreign reserves and 
own funds portfolio. 

In 20 IO the ECB further refined iis approach 
to operational risk management and continued, 

together with the NCBs, to irnplemenl the 
operational risk management framework for 
Eurosystem taSks and processes. The business 
areas of the ECB also updated their operational 
risk assessments. The ECB regularly tests and 
reviews the business continuity arrangements 
for its critical operations. Funhermorc, in 
2010 the ECB reviewed ils crisis management 
framework and conducted a training programme 
for the crisis management team. Following the 
Governing Council's approval of the roll-out of 
the Eurosystem business continuity framework 
in 2009, the procedures for a business 
impact analysis at the Eurosystem level were 
developed. 

Moreover, in December 2010 the newly 
established Risk Management Committee 
(R.MC} met for 1he first time. One of its main 
tasks is to provide for an integrated assessment 
of all financial risks that the Eurosystcm faces 
in its market operations, which include the 
Eurosystem's monetary policy and intraday 
credit operations, foreign exchange operations, 
as well as operations related to the management 
of the ECB's foreign reserves. 

Independently from the internal control structure 
and risk monitoring of the ECB, audit missions 
are performed by the Directorate lniernal Audit 
under the direct responsibility of the Executive 
Board. In accordance with the mandate defined 
in the ECB Audit Charter,' the ECB's internal 
auditors provide independent and objective 
assurance and consulting services, bringing a 

systematic approach to evaluating and improving 
the effectiveness of risk managcmen1, control 
and governance processes. The ECB's internal 
audit activities confonn with the International 
Standards for the Professional Practice of 
Internal Audi1ing of the Institute of Internal 
Auditors. 

A Eurosystem/ESCB committee, the Internal 
Auditors Commincc, whkh is composed of 
the heads of internal audit at the ECB and the 
NCBs, is responsible for coord.inating the 
auditing of Eurosys1cm/ESCB joint projects and 
operational systems. 

An ECB Audit Committee further enhances 
the corporate governance of the ECB and 
the Eurosystem as a whole. It is composed of 
three Governing Council members, with Erkki 
Liikanen (Governor of Suomen Pankki -
Finlands Bank) as Chairman. 

CODES OF CONDUCT 
Two codes of conduct arc applicable to the 
members of the ECB's decision-making bodies. 
The first code of conduct gives guidance to, and 
scis ethical standards for, the members of the 
Governing Council and their alternates when 
exercising their functions as members of the 
Governing Council. It reflects their responsibility 
to safeguard the integrity and reputation of the 
Eurosystem and to maintain the effectiveness 
of its operations.' An Ethics Adviser has been 
appointed by the Governing Council to provide 
guidance to its members on aspects of 
professiona I conduct. The second code is 
the Supplementary Code of Ethics Criteria 
for the members of the Executive Board.' 
It complements the other code of conduct by 
further detailing the ethical regime applicable 
to members of the Executive Board. 

4 This ~b&iwr is published OD the ECB's website CO foster the 
ttaMpal'fflC')' of aoo.i1 arrarig_tmttiu: in place u the ECB. 

S Sec the Code: or Coad1JCI foe the mcmbm or the Go,·cmin,g 
Cou!k:il. OJ C 123. 24.S.2002. p. 9, it$ amcndmro1. OJ C 10. 
16.1.2007, p. 6, UJd the tts·, website, 

6 &c the Supplementary Code of Eth~ Crilttia fo, the n~mbtn 
ofthc: Eicffllliw: Board orthc ECB. OJ C 104, 23.4.2010. p. 8. 
aM d~ ECB's 11,•cbsitc.. 
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On 1 April 2010 a comprehensive Ethics 
Framework for members of staff of the ECB 
entered into force.' It consolidated and enhanced 
the ethical rules applying to staff of the ECB as 
laid down in the Conditions of Employment, the 
Staff Rules and the former Code of Conduct of 
the ECB.' The Framework provides guidance 
and set:S ethics conventions, standards and 
benchmarks. All staff are expected to maintain 
high standards of professional ethical behaviour 
in the performance of their duties, as well as in 
their relations with NCBs, public authorities, 
market panicipants, media representatives and 
the public in general. An Ethics Officer 
appointed by the Executive Board ensures a 
consistent interpretation of the rules applicable 
to Executive Board members and staff. 

ANTI-FRAUD MEASURES 
lo 1999 the European Parliament and the 
Council adopted a Regulation• to step up the 
fight against fraud, corruption and any other 
illegal activity detrimental to the Communities• 
financial interests. The Regulation provides, 
inter alia, for the iotemal investigation of 
suspected fraud by the European Anti-Fraud 
Office (OLAF) within the EU institutions, 
bodies, offices and agencies. The OLAF 
Regulation foresees that each of the latter adopt 
decisions in order for OLAF to be able to carry 
out its investigations within each of them. In 
June 2004 the Governing Council adopted a 
Decision 10 concerning the tenns and conditions 
for investigations by OLAF of the ECB, which 
entered into force on I July 2004. 

INTERNAL ECB ANTI-HONEY LAUNDERING/ 
COUNTER-TERRORIST FINANCING PROGRAMME 
In 2007 the ECB established its internal 
anti-money laundering (AML) and counter
terrorist financing (CTF) scheme. The design 
of the AMUCTF provisions is in line with 
the 40 recommendations and nine special 
recommendations of the Financial Action Task 
Force (FA TF), to the extent that they are applicable 
to the ECB's operations. A compliance function 
within the ECB identifies, analyses and addresses 
the risks associated with money laundering and 
teITorisl financing for all relevant activities of 
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the ECB. lo panicular, ensuring compliance 
with applicable AMI../CTF legislation is part 
of the process of assessing and monitoring the 
eligibility of the ECB's counterparties. In this 
context, particular attention is paid to restrictive 
measures adopted by the EU and vublic 
statements issued by the FA TF. An internal 
rep0rting system complemenrs the ECB's 
AMUCTF framework to ensure that all relevant 
information is systematically collected and duly 
communicated to the Executive Board. 

PUBLIC ACCESS TO ECB DOCUMENTS 
The ECB's decision on public access to ECB 
documents. 11 adopted in March 2004, is in line 
with the objectives and standards applied by 
other EU institutions and bodies with regard to 
public access to their documents. It enhances 
transparency, while at the same time taking into 
account the independence of the ECB and of the 
NCBs and ensuring the confidentiality of certain 
matters specific to the performance of the ECB 's 
tasks.12 

In 20 IO the number of public access requests 
remained limited. 

7 Scic Part O of lbc ECO S1:11'1' Rules contairung the Ethtcs 
Framework, OJ C 104, 23.4.2010, p. J. and the ECB's ~bs.itc. 

8 S« the (ORIK'I' CO!k of Cooduct of the Europnn Cmtrl] Bmk 
in accordance with Aniek 11.3 of 111c Rules of Procro~1t of the 
EuropeanCcntru.J Bllllk.OJC 76,3.J.2001, p. 12. 

9 Rcgula1ion (EC) No 10?311999 of 1M European Parliamtt11 
1100 of lhc Colmcil or 2S May 1999 coDCtming invcaiiprioru 
coDductcd by 1tw: European Anti-Fraud Office, {OLAF). 
OJ L 1315, JJ.S.1999, p. I. 

10 Deci5iillfl ECB/2004/1 I concerning the terms aod ooodilions 
for Europc-.11n Allti-Frai.td Office inVC'Stig,tioos of the Europ¢lln 
Cen.'1':111 Bani.:. in 1t1atlon 10 lllc P,C\'fflti011 of fraOO, oorruption 
11od any other 1llcg;al 11ctM1ics dctrimcriu.l 10 1be Europc-~n 
CommWlitie,' fuwxial i.nlCKSts IU1d ammding lhc Conditions 
ofEmploymail for Slaffoflhc Elwpcan Cmtq] Bank. OJ L 230, 
30.6.2004, p. 56. Thi.~ Dccisioo. 11,•as adopted in rcspcmse 
to the judgi:mctlt of the ~ Coon of Jusllcc oo 10 J.il)' 
200.3 in Case C-11/00 Co,,,imWl<>n .., £~,YjfW"-" c~ntl'tJJ Bunk. 
ECR 1-7147. 

11 Dttisioo EC8/l004/.3 oa public aoo:ss to Europe-an Ceritnl 
Bri docwncnl5, OJ L 80, 18.J.2004, p. 42. 

12 In lioe wi1h thcECB's oommiune11t 1oop:-ru,css a.od tnrisparmcy, 
the "Ardti,•cs" scctioo of the ECB"s website providlC"S KCC:SS 10 
historical documcriia1ior1.. 



2 ORGANISATIONAL DEVELOPMENTS 
2.1 HUMAN RESOURCES MANAGEMENT 

In 20 IO the ECB continued 10 develop and 
implement human resources management 
policies in four areas: corporate culture, 
recruitment~ professional development and 
employment conditions. 

CORPORATE CULTURE 
In 20 IO developments related to the corporate 
culture of the ECB focused on diversity and 
professional ethics. A number of activities were 
initiated in order to raise awareness of the ECB1s 
gender diversity objectives and embed them 
more deeply in the regular human resources 
operations. To mark the ECB's commitment in 
this respect, a public statement on diversity was 
published on the ECB's website. With regard to 
professional ethics, an Ethics Framework for the 
members of staff of the ECB entered into force 
in 20 I 0, as discussed in greater detail in the 
previous section. 

RECRUITMENT 
On 31 December 2010 the actual full-time 
equivalent number of staff holding employment 
contracts with the ECB was 1,607 (1,563 on 
31 December 2009)." A total of 53 new fixed
term contracts (limited in nature or convertible 
to permanent contracts) were offered in 2010. 
By contrast, 28 members of staff employed on a 
fixed-term or permanent basis left the ECB 
in 20 IO (27 in 2009), following resignation or 
retirement. Funhennore, to cover for absences 
of less than one year, 128 short-tcnn contracts 
were issued during 20 IO (in addition 10 some 
contract extensions), while 140 short-term 
contracts expired in the course of the year. 

The ECB continued to offer sbon-tenn 
contracts to staff from NCBs and international 
organisations, thus fostering an ESCB-wide 
team spirit and cooperation with international 
organisations. On 31 December 20 I 0, 
158 employees from NCBs and international 
organisations were working at the ECB on 
various assignments, 12% more than in 2009. 

In September 20 IO the ECB welcomed the fifth 
intake of participants in iis Graduate Programme. 
The participants, who arc recent graduates from 
leading universities, have a broad educational 
background and arc each assigned to two 
business areas on a rotational basis for a total 
period of two years. 

As in previous years, traineeship opponunities 
were offered throughout the year to studenlS 
and graduates with backgrounds in economics, 
statistics, business administration, law and 
translation. The ECB published the rules 
governing its traineeship programme on its 
website in April 20 l 0 in order to provide more 
clarity on the eligibility criteria, assignment 
duration, leave and medical coverage. 
On 31 December 20 I 0, 92 trainees were being 
hosted by the ECB (12.8% more than in 2009). 
The ECB also offered four fellowships as pan 
of the \Vim Duisenberg Research Fellowship 
Programme, which is open to leading 
ecooomislS, and five fellowsb.ips to young 
researchers in the context of ilS Lamfalussy 
Fellowship Programme. 

PROFESSIONAL DEVELOPMENT 
Mobility and staff development measures 
continued to be the main tools for professional 
development at the ECB. 

The ECB's internal mobility policy enables the 
ECB to broaden staff awareness and 10 increase 
synergies across business areas. The ECB's 
internal recruitment policy also aims to facilitate 
internal mobility by placing emphasis on broad 
competencies. In the course of 2010, 204 staff 
members, including 37 managers and advisers, 
moved internally to other positions, on either a 
temporary or a long-tenn basis, 

I J ln 8<1d11ioo co conlnlcb based oo full-time cqu.ivalcm posilion.s. 
thb 11$:ure lneludeJ,, inta Alia., $.bort-term «intr:acu •""·arckd tO 
~atY KCOO<kd from NCOs and DltCT01tiOIW organisations md 
COOlnK:IS awarded 10 Gradwte Prov,lmme partkiJtMU. 
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The ECB, like all ESCB central banks, 
actively participates in the external work 
experience scheme promoted by the Human 
Resources Con.fe.rence, wh.ich enables the 
ECB to second staff to the 27 NCBs in the 
EU or to relevant intcma1ional organisations 
(e.g. the LMF and the BIS) for periods of two 
to twelve months. A total of eight members 
of staff were seconded under this scheme 
in 2010 (new cases). lo addition, the ECB 
granted unpaid leave, for up to three years, 
to 36 members of staff (new cases). The total 
number of staff members on unpaid leave at the 
end of December 2010 was 45 (compared with 
55 in 2009). 

The ECB continued to promote the acquisition 
and development of skiUs and the enhancement 
of the compclcncies of management and staff. 
In addition to numerous in-house training 
opportunities, slaff and management continued 
to take up external training opportunities to 
address individual training needs of a more 
"technical" nature. They also benefited from 
opportunities organised as part of ESCB training 
programmes or training offered by the NCBs. 

EMPLOYMENT CONOITIONS 
The ECB's employment conditions are 
designed to be attractive and to balance the 
needs of staff with those of the organisation. 
The ECB is reviewing some of its working 
time and leave provisions, with the aim of 
further facilitating the processing of part-time 
requests. Al the end of 2010, 158 staff members 
were working pan-time, 10% less than in 2009. 
The number of staff on unpaid parental leave as 
at 31 December 2010 was 24 (compared with 28 
in 2009). The teleworking pilot project launched 
in 2008 continued during 20 I 0. On average, 
around 235 staff members teleworkcd each 
month. In 2010 as a whole, 662 staffteleworked 
at least once. 

The ECB continued to support staff in the areas 
of childcare and the reconciliation of work and 
family commitments. Policies for parents with 
children affected by serious illness or imperative 
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educational nee<ls were enhanced to include 
extended support for the parents of children 
with learning disabilities or neuro-behavioural 
development disorders. 

2.2 STAFF RELATIONS ANO SOCIAL DIALOGUE 

The ECB fully recognises the importance of a 
constructive dialogue with its staff. In 2010 
the ECB consulted the staff representatives on 
remuneration, employmen~ working conditions, 
health and safety conditions, and pensions. 
It continued to have a regular dialogue with 
staff representatives on employment and 
social matters. 

A discussion with the recognised trade union 
on the memorandum of understanding between 
the ECB and the trade union is ongoing, with a 
view to further enhancing the social dialogue at 
the ECB. 

2.l NEW ECB PREMISES 

The official start of the main construction works 
for the ECB's new headquarters in Frankfurt's 
Ostend was marked by a ceremony on 
19 May 2010 in which the foundation stone was 
laid. In June the steel work for the foundations 
for the double office tower and the underground 
staff car park began, followed by the concreting 
works in July. By the beginning of 2011 the 
two storeys of the underground staff car park 
and the basement of the double office tower had 
been finalised, and the structural works on the 
ground floor had started, 

ln parallel, the construction works began on the 
former Grossmarkthalle building. In preparation 
for the construction of the entrance building, 
the facade and the three roof segments in the 
western pan of the former wholesale market 
ball were removed, The basement of the market 
hall was also removed, to be replaced by a 
waterproof basement which will be able to 
carry the weight of the new structural elements 



housing the ECB's more public functions, 
i.e. a visitors' centre. conference area, cafeteria 
and staff restaurant 

ln close coordination with the his1oric 
preservation authorities, the restorat"ion works 
for the former Grossmarkthalle also began in 
~-pring 20 IO with the careful restoration of the 
brick facade and the ribbed concrete floor of 
the-eastern wing building. Thorough restoration 
works on the substance of the building arc 
ongoing in order to preserve the structure of the 
GrossmarkthaHe. 

In February 2011 the ECB awarded the 
contract for the structural works for the double 
office tower to a new construction company. 
The initial company Baresel GmbH completed 
the structural works up to the ground floor, 
with Ed. Ziibli.n AG being engaged to carry 
out the remainder. All construction works arc 
proceeding as planned. The date for completion 
of the new premises remains unchanged and is 
scheduled for the end of 20 I 3, with the ECB 
moving in thereafter, i.e. in 2014. 

2.4 THE EUROSTSTEM PROCUREMENT 
COORDINATION OFFICE 

In 20 IO the Eurosystem Procurement 
Coordination Office (EPCO) finalised rwo joint 
procedures initiated in 2009: air transport for 
ESCB meetings and global hotel agreements. 
In addition, EPCO coordinated a number of 
analyses initiated in 2009 which should either 
be finalised or lead to joint procurements in 
the coming months. The areas covered by such 
analyses included market data providers and 
rating agencies, office supplies and standard IT 
software tools. EPCO also continued to promote 
the exchange of best practices in the field of 
procurement among central banks. 

At its meeting on 15 December 20 IO the 
Governing Council took note of the document 
"EPCO - Review of experience at the 
half-way stage of the mandate (2008-2012)", 

which provided an opportunity to analyse the 
experience gained in the first half of EPCO's 
five.year mandate and to reorient its activities 
for the remainder of the mandate. 

2.S ENVIRONMENTAL ISSUES 

The ECB is an environmentally aware institution, 
It makes prudent use of natural resources in 
order to preserve the quality of the environment 
and to protect human health. 

In 20 IO the Environmental Management 
System of the ECB was successfully certified. 
It complies with the international standard 
EN ISO 14001 and the EU'S Eco-Management 
and Audit Scheme. The ECB aims to 
continuously improve the system and the ECB's 
environmental performance. A comparison 
of the data for 2008 and 2009 revealed a 22% 
reduction in carbon emissions over this period. 
With the objective of further reducing the 
ECB's ecological footprint, a new environmental 
progr•mme has been launched for 20 I 0-11. 

The ECB has published an environmental 
statement on its website providing detailed 
information on the environmental performance 
of the ECB. 

Furthermore, the voluntary objectives of 
the European Commission's GreenBuilding 
Programme are being applied in the construction 
of the ECB's new premises. This programme, 
which was launched in 20041 aims to improve 
energy efficiency and extend the use of 
renewable energies in non-residential buildings 
in Europe. 

2.6 INFORMATION TECHNOLOGY SERVICE 
MANAGEMENT 

The Directorate General lnfonnatioo Systems 
completed the implementation of its new 
organisational structure in 20 I 0. Particular 
attention was paid to strategy implementationt 
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the work programme for 20 IO and the 
continuous improvement of processes following 
the ISO certifications ob1ained in 2009. 

Throughout the year, work focused on the 
preparation of the IT services needed 10 supp0rt 
the establishment of the European Systemic 
Risk Board and the smooth entry of Estonia into 
the euro area. As a consequence of the financial 
crisis, several applications underwent urgent 
changes and had to be operated over extended 
working hours and weekends. 

Various projcctS were initiated to SlTengthen 
the compliance of IT applications with 
ESCB security p0licies. Steps were also 
taken to modernise systems supp0rting the 
implementation of monetary p0licy decisions and 
to complete projects supp0rting administrative 
processes. 
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3 THE HUMAN RESOURCES CONFERENCE 

The activities of the Human Resources 
Conference and its Task Force on Training and 
Development covered several aspects of human 
resources management in 2010, including ESCB 
mobility. 

The provision of ESCB training was funhcr 
extended by the roll-out of: i) the ESCB 
Projecl Management Training Programme1 

which consists of several modules on project 
management methodology and soft skills 
needed in a project environment, and ii) a 
training course on audit repon writing and 
communication. For 2011 the training calendar 
foresees a total of 57 sessions of ESCB training 
activities, hosted by 22 central banks. 
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4 ESCB SOCIAL DIALOGUE 
The ESCB Social Dialogue is a consultative 
forum involving !he ECB and employee 
representatives from the central banks of !he 
ESCB and from European trade union 
federations." Its purpose is to provide 
information and foster exchanges of views on 
issues that may have a major impact on 
employment conditions at the central banks of 
the ESCB. This information is provided in a 
biannual ncws!cttcr and at meetings held in 
Frankfurt twice a year. 

In 2010 !he ESCB Social Dialogue meetings 
focused on financial superv1s1on, the 

establishment of the European Systemic Risk 
Board and !he actions taken by the ECB in times 
of crisis. Issues relating to banknote production 
and circulation, market operations and payment 
systems were also discussed. 

The ad hoc working group on banknote 
production and circula1ion continued to 
address technical issues complementing those 
discussed in the plenary meeting of the ESCB 
Social Dialogue. The working group on the 
ESCB Social Dialogue reconvened in May and 
September and, among other lhings, identified 
possible items to be included in !he agenda of 
the ESCB Social Dialogue meetings. 
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MANAGEMENT REPORT FOR THE YEAR 
ENDING 31 DECEMBER 20 I 0 

NATURE OF THE BUSINESS 

The ECB's activities in 2010 arc described in 
detail in the relevant chapter.. of the Annual 
Report. 

OBJECTIVES ANO TASKS 

The ECB 's objectives and tasks arc described 
in the Statute of the ESCB (Articles 2 and 3). 
An overview of perfom,ance against these 
objectives is included in the President's 
foreword to the Annual RepQrt. 

KEY RESOURCES, RISKS ANO PROCESSES 

GOVERNANCE OF THE ECB 

The Executive Board, the Governing Council 
and the General Council are the decision-making 
bodies of the ECB. 

The ECB's governance framework includes 
a variety of controls and audit measures. 
For example, the European Court of Auditor.. 
reviews the operational efficiency of the 
management of the ECB, while an external 
auditor is appointed to audit the ECB 's Annual 
Accounts. To reinforce the independence of the 
external auditor, the ECB appoints a different 
external audit firm every five years. I.n order 

to further strengthen the ECB 's corporate 
governance, the Governing Council established 
the ECB Audit Committee in 2007. 

The ECB has, over time, established a set of 
internal rules regarding the business practices 
and standards of professional conduct to 
be followed by all ECB staff. For example, 
the Business Practice Handbook, which entered 
into force in 2007 and is regularly updated, 
provides infonnation on business objectives 
and practices in an accessible and user-friendly 
manner, helping employees to meet their 
professional obligations. 

Within the internal control structure of the 
ECB, each organisational unit is responsible 
for managing its own risks and implementing 
its own controls, as well as for the effectiveness 
and efficiency of its operations. In addition, 
independent audit missions arc performed by 
the Directorate Internal Audit under the direct 
responsibility of the Executive Board. 

Further information relating to the governance 
of the ECB is provided in Chapter IO of the 
Annual Report. 

MEMBERS OF THE EXECUTIVE BOARD 

The members of the Executive Board arc 
appointed from among persons of recognised 
standing and professional experience in 
monetary or banking matters by the European 
Council, upon a recommendation from the 
EU Council aficr it has consulted the European 
Parliament and the Governing Council. 

The tcnns and conditions of members' 
employment are determined by the Governing 
Council, based on a proposal from a committee 
comprising three members appointed by 
the Governing Council and three members 
appointed by the EU Council. 

The emoluments of the member,; of the 
Exeeucivc Board a.re ser out in note 32, 
"Staff costs", of the Annual AccountS. 

EMPLOYEES 

The ECB is fully cognisant of the importance of 
developing sound human resources management 
policies and or having a constructive dialogue 
with its staff. In 20 IO developments related 
to the corporate culture of the ECB focused 
on diversity and professional ethics. A new 
comprehensive ethics framework for the staff 
of the ECB entered into force on I April 2010. 
The framework provides guidance and sets 
ethics conventions, standards and benchmarks. 
All staff are expected to maintain high standards 
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of professional ethical behaviour in the 
perfonnance of their duties, as well as in their 
relations with NCBs, public authorities, market 
participants, media representatives and the 
general public. 

Mobility and staff development measures 
continued 10 be the main tools for professional 
development in 20 I 0. Moreover, the ECB 
continued to support staff in the areas of 
childcare and the reconciliation of work and 
family eomminnents. 

The average number of staff (full-time 
equivalents) holding contracts with the ECB' 
rose from 1,530 in 2009 to 1,565 in 2010. 
At the end of 20 IO 1,607 staff were employed. 
For further infonnation, see note 32, "Staff 
costs", of the Annual Accounts and Section 2 of 
Chapter IO of the Annual Repon which also 
describes developments in the area of human 
resources management in more detail. 

INVESTMENT ACTIVITIES AND RISK MANAGEMENT 

The ECB's foreign reserves ponfolio consislS 
of foreign reserve assets transferred to it by the 
euro area NCBs in accordance with the provisions 
of Anicle 30 of the Statute of the ESCB. The 
main purpose of the ECB's foreign reserves is 
to ensure that, whenever needed, the Eurosystem 
has a sufficient amount of liquid resources for its 
foreign exchange policy operations. 

The ECB's own funds portfolio reflcclS the 
investment of (a) its paid-up capital; (b) the 
eounterpan of the provision for foreign exchange 
rate, interest rate, credit and gold price risks; 
( c) the general reserve Fund; and ( d) income 
accumulated on the portfolio in previous years. 
Its purpose is primarily to provide the ECB with 
income to contribute to covering its operating 
expenses. 

The ECB is exposed to financial risks arising 
in respect of both of the above-mentioned 
ponfolios. They include credit, market and 
liquidity risks. The ECB closely monitors and 
measures such risks and, where appropriate, 
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mitigates them through the implementation of 
a risk management framework that includes, 
in panicular, a system of exposure limits. 

The ECB 's investment activities and its 
management of the associated risks are 
described in greater detail in Chapter 2 of the 
Annual Repon. 

BUDGET PROCESS 

Spending against agreed budgets is monitored 
regularly by the Executive Board, tal<ing 
into account the advic-e of the ECB's internal 
controlling function, and by the Governing 
Council with the assistance of the Budget 
Committee (BUCOM). BUCOM, composed 
of ECB and euro a.rea NCB experts, is a key 
contributor to the ECB 's financia I governance 
process. In accordance with Anicle 15 of the 
ECB's Rules of Procedure, BUCOM suppons 
the Governing Council by providing a detailed 
evaluation of the ECB's annual budget proposals 
and requests for supplementary budget funding 
by the Executive Board, prior to their submission 
to the Governing Council for approval. 

FINANCIAL RESOURCES 

CAPITAL 

Pursuant to the Statute of the ESCB, as well 
as Council Regulation (EC) No I 009/2000 of 
8 May 2000, the ECB decided in December 2010 
to increase ilS subscribed capital by €5 billion, 
from €5.8 billion to €10.8 billion. 

This decision resulted irom an assessment of 
the adequacy of its statutory capital, which 
was launched in 2009. The capital increase 
was deemed appropriate i.n view of increased 
volatility in foreign exchange rates, interest 
rates and gold prices, as well as in view of the 
ECB 's exposure to credit risk. 

I Staff oa 11apaid k:;,·c are c,,xc,h1dcd. Thu rnn:nb« includes .staff 
wid:1 pmrwicnt. fixed or shon-1crm coruract.s and the panielparus 
ii, the ECO's GmlU1tc Prognimmc, Staff' on maternity or 
toog-mm skk lts,•e arc also i-nduckd. 



In order to smooth the transfer of capital to the 
ECB, the Governing Council decided that the 
euro area NCBs should pay their additional 
capital contributions of €3,489,575,000 in three 
equal annual instalments. On 29 December 20 I 0 
the NCBs of the euro area (in itS composition as 
at that date) paid €1,163,191,667 as their first 
instalment. The remaining two instalments will 
be paid at the end of 2011 and 2012. Moreover, 
the minimal percentage of the subscribed capital, 
which the non-euro area NCBs are required 
to pay as a contribution to the operational 
costs of the ECB was reduced from 7.00% to 
3.75%. Consequently, the capital paid up by 
the ooo-euro area NCBs was slightly adjusted 
and paymcntS totalling €84,220 were made on 
29 December 20 I 0. 

As a result of these paymentS, the ECB's 
paid-up capital amounted to €5,306 million on 
3 I December 20 I 0, compared with €4, 142 million 
on 31 December 2009. Detailed information 
on these changes is provided in note 17, 
"Capital and reserves", of the Annual Accounts. 

PROVISION FOR FOREIGN EXCHANGE RATE, 
INTEREST RATE, CREDIT AND GOLD PRICE RISKS 

Since most of the ECB's assets and liabilities 
are periodically revalued at current market 
exchange rates and security prices, the ECB' s 
profitability is strongly affected by exchange rate 
exp0sures and, to a lesser extent~ interest rate 
exposures. These exposures stem mainly from 
its holdings of gold and foreign reserve assets 
denominated in US dollars and Japanese yen, 
which are predominantly invested in interest
bearing instruments. 

lo 2005, taking into account the ECB's large 
exposure to these risks and the size of its 
revaluation accounts, the Governing Council 
decided to establish a provision for foreign 
exchange rate, interest rate and gold price risks. 
lo 2009, following the establishment of the 
programme for the purchase of covered bonds 
(sec note 5, ''Securities of euro area residents 

denominated in euro", of the Annual Accounts), 
the Governing Council decided to extend 
the scope of the risk provision to also cover 
credit risk. 

As at 31 December 2009 this provision amounted 
to €4,020,445, 722. In line with the Statute of 
the ESCB, the risk provision together with any 
amounts held in the ECB 's general reserve 
fund may no< exceed the value of the capital 
paid up by the curo area NCBs. After taking 
the results of its risk assessment into account, 
the Governing Council decided to increase the 
si,.e of the risk provision to €5,183,637,388, 
which, following the capital increase, represents 
the currcnl maximum allowed ceiling. 

The size of and continuing requirement for this 
provision is reviewed annually, taking a range of 
factors into account, including in particular the 
level of holdings of risk-bearing assets, the extent 
of materialised risk exposures in the current 
financial year, projected resul!S for the coming 
year. and a risk assessment involving calculations 
of Values at Risk (VaR) on risk-bearing assets, 
which is applied consistently over time. 

FINANCIAL RESULTS 

FINANCIAL ACCOUNTS 

Under Article 26.2 of the Statute of the ESCB, 
the Annual Accounts of the ECB are drawn up 
by the Executive Board, in accordance with 
the principles established by the Governing 
Council. The accounts are then approved by the 
Governing Council and subsequently published. 

FINANCIAL RESULT FOR 20 I 0 

In 2010 the net income of the ECB prior 
to the transfer to the risk provision was 
€1 ,334 million, compared with €2,218 million in 
2009. The net profit, amounting to €171 million 
after this transfer, was distributed to the euro 
area NCBs in March 2011. 
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In 20 IO net interest income amounted to Total administrative expenses of the ECB, 
€1 ,422 million, compared with €1,547 million including depreciation, amounted to €41 S million 
in 2009. The decrease in net interest income was in 2010, compared with €401 million in 2009. 
mainly due to (a) the realisation of a net interest 
expense from T ARGET2 balances in 20 IO; 
(b) lower net interest income on foreign reserve 
assets that was due mainly to lower average 
interest rates on US dollar-denominated assets 
in 2010; and (c) a decrease in inlerest income on 
the ECB's share of euro banknotes in circulation, 
which reflected the fact that the average rate for 
the Eurosystem 's main refinancing operations 
declined. These factors were partially offset 
by the following: (a) additional income 
generated on the securities purchased under the 
Securities Markets Programme and the covered 
bond purchase programme; (b) lower interest 
expenses as a result of decreased balances with 
the Swiss National Bank; and (c) a decrease in 
the interest expense arising from the euro area 
NCBs' claims in respect of the foreign reserve 
assets transferred by them to the ECB. 

Net realised gains arising from financial 
operations decreased from €1,103 million in 
2009 to €474 million in 2010, owing mainly to 
(a) the fact that no gold sales were conducted 
by the ECB in 2010, and (b) lower net realised 
gains from security sales in 20 I 0. 

Write-downs amounted to €195 million in 2010, 
compared with €38 million in 2009, mainly 
owing to unrealised price losses on security 
holdings which are shown on the Balance Sheet 
at their market value as at end-2010. 

As at end-2009 unrealised foreign exchange 
gains, mainly arising on the US dollar portfolio 
and the Japanese yen portfolio. amounted 
to €2,070 million, and unrealised gold price 
gains amounted to €8,418 million. In 20 IO the 
depreciation of the curo vis•i•vis the Japanese 
yen and the US dollar resulted in an increase in 
unrealised foreign exchange gains, which rose 
to €6,271 million, while the rise in the price of 
gold during 20 IO led to unrealised gold price 
gains amounting to €13,079 million. In line with 
the Eurosystem's accounting policies, these 
gains were recorded in revaluation accounts. 
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BALANCE SHEET AS AT 31 DECEMBER 20 I 0 
ASSETS 

Gold and gold receivables 

Claims on non-euro area resident$ 
denominated in foreign currency 

Receivables from the IMF 
Balances with banks and security 
investments, external loans and other 
external assets 

Claims on euro area residents 
denominated in foreign currency 

Claims on non-euro area residents 
denominated in euro 

Balances with banks, security 
investments and loans 

Other cla1ms on euro area credit 
institutions denominated in eu.ro 

Securities of euro area residents 
denominated in curo 

Securities held for monetary 
policy purposes 

NOTE 
NUMBER 

2 
2.1 

2.2 

2.2 

3 

3.1 

4 

5 

5.1 

lntra-Eurosystem claims 6 
Claims related to the allocation of curo 
banknotes within the Eurosystem 
Other claims within the Eurosystcm (net) 

Other assets 
Tangible and intangible fixed assets 
Other financial assets 
Off-balance-sheet instruments revaluation 
differences 
Accruals and prepaid expenses 
Sundry 

Total assets 
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6.1 
13.2 

7 
7.1 
7.2 

7.3 
7.4 
7.5 

2010 
€ 

17,015,600,109 

414,722,811 

39,298,995,950 
39,713,718,761 

4,326,557,549 

1,800,000,000 

33,368,000 

17,925,976,508 

67,176,191,390 
0 

67,176,191,390 

281,925,625 
13,249,960,731 

147,260,366 
1,319,491,653 

532,963,278 
I S,531,601,653 

2009 
€ 

12,355,158,122 

346,455,675 

35,109,527,121 
35,455,982,796 

3,293,593,476 

0 

5,000 

2,181,842,083 

64,5 I 3,307,300 
6,359,967,425 

70,873,274,725 

221,886,920 
11,816,45 I ,684 

20,951,426 
775,782,372 

1,003,035,232 
13,838, I 07,634 

163,523,013,970 137,997,963,836 



LIABILITlES 

Banknotes in circulation 

Other liabilities to euro area credit 
institutions denominated in euro 

Liabilities lo other euro area residents 
denomjnated in euro 

Other liabilities 

Liabilities to non.-.euro area residents 
denominated io euro 

Liabilities to non-euro area residents 
denominated in foreign currency 

Deposits, balances and other liabilities 

lntra-Eurosystem liabilities 
Liabilities equivalent to the transfer of 
foreign reserves 
Other liabilities within the Eurosystem 
(net) 

Other liabilities 
Off-balance-sheet instruments revaluation 
differences 
Accruals and income collected in advance 

Sundry 

Provisions 

Revaluation ac:counts 

Capital and reserves 
Capital 

Profit for the year 

Total liabilities 

NOTE 
NUMBER 

8 

9 

10 
10.J 

11 

12 
12.1 

13 

13.1 

13.2 

14 

14.1 
14.2 
14.3 

15 

16 

17 
17.1 

2010 2009 
E E 

67,176,191,390 64,5 I 3,307,300 

33,363,000 0 

1,072,000,000 1,056,000,000 

1,201,602,021 9,515,160,271 

478,028,926 18,752,058 

40,204,457,215 40,204,457,215 

21,225,255,926 0 
61,429,713,141 40,204,457,215 

568,235,002 196,041,410 
749,630,881 731,468,960 
494,466,366 409,204,389 

1,812,332,249 1,336,714,759 

5,216,716,613 4,042,873,982 

19,626,699,159 10,915,251,958 

5,305,536,076 4,142,260,189 

170,831,395 2,253,186, I 04 

163,523,013,970 I 3 7,997,963,836 
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PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDING 
31 DECEMBER 2010 

NOTE 2010 
NUMBER E 

Interest income on foreign reserve assets 26.1 366,179,478 
Interest income arising from the allocation 
of euro banknotes within the Eurosystem 26.2 653,509,659 
Other interest income 26.4 4,796,498,245 
Interest income 5,816; 187,382 
Remuneration ofNCBs' claims in respect 
of foreign reserves transferred 26.3 (346,484,251) 
Other interest expense 26.4 (4,047,227,079) 
Interest expense (4,393,711,330) 

Net interest inC"ome 26 1,422,476,052 

Realised gains/losses arising from 
financial operations 27 474,313,327 
Write-downs on financial assets and 
positions 28 (195,213,437) 
Transfer to/from provisions for foreign 
exchange rate, interest rate, credit 
and gold price risks (1,163,191,667) 

Net result of fi.na.ncial operations, 
write-downs and risk provisions (884,091,777) 

Net expense from fees and commissions 29 (1,409,017) 

Income from equity shares and 
participating interests 30 2,612,858 

Other income 31 46,537,026 

Total net Income S86, 12S, 142 

Staff costs 32 (196,470,934) 
Administrative expenses 33 (l 96,636,534) 
Depreciation of tangible and intangible 

(13,601,111) 
fixed assets 
Banknote production services 34 (8,585,168) 

Profit for the year 170,831,39S 

Frankfurt am Main, 22 February 20/ I 

EUROPEAN CENTRAL BANK 

Jean-Claude Trichel 
Preside111 
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2009 
E 

700,216,277 

787,157,441 
5,608,442,130 
7,095.815,848 

(443,045,045) 
(5,105,724,953) 
(5,548,769,998) 

1,547,045,850 

1,102,597,118 

(37,939,649) 

34,806,031 

1,099,463,500 

(16,010) 

934,492 

6,783,936 

2,654,211,768 

(187,314,707) 
(186,447,503) 

(21,042,602) 

(6,220,852) 

2,253,186,104 



ACCOUNTING POLICIES' 
FORM AND PRESENTATION OF THE FINANCIAL 
STATEMENTS 

The financial statements of the ECB have been 
designed to present fairly the financial position 
of the ECB and the results of ilS operations. 
They have been drawn up in aecordanec with 
the following accounting policies/ which the 
Governing Council of the ECB considers to 
be appropriate to the nature of central bank 
activity. 

ACCOUNTING PRINCIPLES 

The following accounting principles have 
been applied: economic realiiy and transparency, 
prudence, recognition of post-balance-sheet 
events, materiality, going concern, the accruals 
principle, consistency and comparability. 

RECOGNITION OF ASSETS AND LIABILITIES 

An asset or liabilily is only recognised in 
the Balance Sheet when it is probable that 
any associated future economic benefit will 
flow to or from the ECB, substantially all of 
the associated risks and rewards have been 
transferred to the ECB, and the cost or value of 
the asset or the amount of the obligation can be 
measured reliably. 

BASIS OF ACCOUNTING 

The accounts have been prepared on a historical 
cost basis, modified to include the market 
valuation of marketable securities {other than 
those classified as held-to-matu.rily), gold and 
all other on-balance-sheet and off-balance-sheet 
asselS and liabilities denominated in foreii,'" 
currency. Transactions in financial assets and 
liabilities arc reflected in the accounts on the 
basis of the date on which they were settled. 

With the exception of securities. transactions 
in financial instruments denominated in foreign 
currency arc recorded in off-balance-sheet 
aecounlS on the trade date. At the settlement 
date the off-balance-sheet entries are reversed 
and transactions are booked on-balance-sheet. 

Purchases and sales of foreign currency affecl 
the net foreign currency position on the trade 
date, and realised results arising fi-om sales are 
also calculated on that dale. Accrued interest, 
premiums and discounts related to financial 
instruments dcnomi_natcd in foreign currency are 
calculated and recorded daily, and the foreign 
currency position is also affected daily by these 
accruals. 

GOLD AND FOREIGN CURRENCY ASSETS AND 
LIABILITIES 

Assets and liabilities denominated in foreign 
currency are convened into euro at the 
exchange rate prevailing on the balance sheet 
date. (ncomc and expenses arc converted at the 
exchange rate prevailing on the recording date. 
The revaluation of foreign exchange assets 
and liabilities, including on-balance-sheet and 
off-balance-sheet instruments, is pcrfonncd on a 
currency-by-currency basis. 

Revaluation lo the market price for assets and 
liabilities denominated in foreign currency 
is treated separately from the exchange rale 
revaluation. 

Gold is valued at lhe market price prevailing at 
the year-end. No distinction is made between 
the price and currency revaluation differences 
for gold. Instead, a single gold valuation is 
accounted for on the basis of the price in euro 
per fine ounce of gold, which. for the year 
ending 31 December 20 I 0, was derived from the 
exchange rate of the euro against the US dollar 
on31 Dccember2010. 

The special drawing right (SOR) is defined 
in l'enns of a basket of currencies. To revalue 
the ECB's holdings of SDRs, the value of the 

I Oeci:d,Qn F,.CM01)6111 of 10 No\·cmber 2006, OJ L 348. 
I 1.12.2006, p. JS, as amcooed, coauining 1hc ddailcd accounting 
polkkf ~r 11»t EC$, W'a$ repealed 111l!J repbced by OecWt>n 
ECB/2010/21 of ll Nov~btt 2010, OJ L 35, 9.2_2011. p. 1, 
<Nilhdfectfrom31 Dttl1nbct2010. 

2 ThcK policies att consisltnl wllh the provisiOll!l of Article 26.4 
ortbt $i:Uutc of1he ~en. \l.1llcti tt-q11itt o. ham)Qtli~ ~h 
to the rul~ go\'cm.ing lht a«oun1ing and finaocial ~ing of 
~tern opemloll$. 
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SDR was calculated as a weighted sum of the 
exchange rates of four major currencies (the 
US dollar, euro, Japanese yen and pound sterling) 
against the euro as at 31 December 20 l 0. 

SECURITIES 

Marketable securities (other than those classified 
as held-to-maturity) and similar assets are valued 
either at the mid-market prices or on the basis of 
the relevant yield curve prevailing on the balance 
sheet date, on a security-by-security basis. For 
the year ending 31 December 2010, mid-market 
prices on 30 December 2010 were used. 

Marketable securities classified as held-to
maturity and illiquid equity shares arc all valued 
at cost subject to impaim1ent. 

INCOME RECOGNITION 

Income and expenses arc recognised in the 
period in which they are earned or incurred. 
Realised gains and losses arising from the sale of 
foreign exchange, gold and securities arc taken 
to the Profit and Loss Account. Such realised 
gains and losses arc calculated by reference to 
the average cost of the respective asset. 

Unrealised gains are not recognised as income 
but are transferred directly to a revaluation 
account. 

Unrealised losses are taken to the Profit and 
Loss Account if, at the year-end, they exceed 
previous revaluation gains registered in the 
corresponding revaluation account. Unrealised 
losses on any one security or currency or on 
gold arc not netted against unrealised gains on 
other securities or currencies or gold, In the 
event of an unrealised loss on any item taken to 
the Profit and Loss Account, the average cost of 
that item is reduced to the year-end exchange 
rate or market price. 

lmpainnent losses are taken to the Profit and 
Loss Account and are not reversed in subsequent 
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years unless the impainncnt decreases and the 
decrease can be related to an observable event 
that occurred after the impairment was first 
recorded. 

Prcm.iums or discounts arising on purchased 
securities, including those classified as 
held-to-maturity, are calculated and presented 
as pan of interest income and are amortised over 
the remaining life of the securities. 

REVERSE TRANSACTIONS 

Reverse transactions arc operations whereby 
the ECB buys or sells assets under a repurchase 
agreement or conducts credit operations against 
collateral. 

Under a repurchase agreement, securities are 
sold for cash with a simultaneous agreement 
to repurchase them from the counterpany at an 
agreed price on a set future date. Repurchase 
agreements are recorded as collateralised inward 
deposits on the liability side of the Balance 
Sheet and lead to an interest expense in the 
Profit and Loss Account. Securities sold under 
such an agreement remain on the Balance Sheet 
of the ECB. 

Under a reverse repurchase agreement, securities 
are bought for cash with a simultaneous 
agreement to sell them back to the oounterpany 
at an agreed price on a set future date. 
Reverse repurchase agreements are recorded 
as collateralised loans on the asset side of the 
Balance Sheet but are not included in the ECB 's 
security holdings. They give rise to interest 
income in the Profit and Loss Account. 

Reverse transactions (including security lending 
transactions) conducted under an automated 
security lending programme are recorded on the 
Balance Sheet only where collateral is provided 
in the forrn of cash placed on an account of 
the ECB. In 20 IO the ECB did not receive any 
collateral in the form of cash in connection with 
such transactions. 



OFF-BALANCE-SHEET INSTRUMENTS 

Currency instruments, namely foreign exchange 
forward transactions, forward legs of foreign 
exchange swaps and other currency instruments 
involving an exchange of one currency for 
another at a future date, are included in the net 
foreign currency p0si1ion for the purpose of 
calculating foreign exchange gains and losses. 

Interest rate instruments are revalued on an item
by-itcm basis. Daily changes in the variation 
margin of open interest rate fururcs contracts 
are re-corded in the Profit and Loss Account. 
The valuation of forward transactions in securities 
and of interest rate swaps is based on generally 
accepted valuation methods using observable 
market prices and rates, as well as diSCOWJt factors 
from the settlement dates to the valuation date. 

POST-BALANCE-SHEET EVENTS 

The values of asselS and liabilities are adjusted 
for events that occur between the annual balance 
sheet date and the date on which the Governing 
Council approves the financial statements, 
if such events materially affect the condition of 
asseis and liabilities at the balance sheet date. 

lmp0rtant post-balance-sheet events that do not 
affect the condition of assets and liabilities at the 
balance sheet date arc disclosed in the notes. 

INTRA-ESCB BALANCES/INTRA-EUROSYSTEM 
BALANCES 

lntra-ESCB transactions are cross-border 
transactions that occur between rwo EU central 
banks. lntra-ESCB transactions in curo are 
primarily processed via T ARGET2 - the 
Trans-European Automated Real-time Gross 
settlement Express Transfer system (see 
Chapter 2 of the Annual Report) - and give rise 
to bilateral balances in accounts held between 
those EU central banks connected to T ARGET2. 
These bilateral balances arc then assigned to the 
ECB on a daily basis, leaving each NCB with a 
single net bilateral position vis-a-vis the ECB 
only. This position in the books of the ECB 

represenlS tbc net claim or liability of each NCB 
against the rest of the ESCB. lntra-Eurosystem 
balances of euro area NCBs vis-a-vis the ECB 
arising from T ARGET2, as well as other 
intra~Eurosystem balances denominated in euro 
(e.g. interim profit distributions to NCBs), 
arc presented on the Balance Sheet of the ECB 
as a single net asset or liability position and 
disclosed under "Other claims within the 
Eurosystcm (nctY' or "Other liabilities within 
the Eurosystcm (net}". lntra-ESCB balances of 
non-euro area NCBs vis-a-vis the ECB, arising 
from their participation in T ARGET2,' arc 
disclosed under "Liabilities to non-euro area 
residents denominated in euro''. 

lntra•Eurosystem balances arising from 
the allocation of euro banknotes within the 
Eurosystem are included as a single ncl 
asset under "Claims related to the allocation 
of curo banknotes within the Eurosystcm" 
(see "Banknotes in circulation" in the notes on 
accounting policies). 

lntra-Eurosystem balances arising from the 
transfer of foreign reserve asselS to the ECB by 
NCBs joining the Eurosystem are denominated 
in euro and reported under "Liabilities equivalent 
to the transfer of foreign reserves". 

TREATMENT OF FIXED ASSETS 

Fixed assets, with the exception ofland and works 
of art, are valued at cost less depreciation. Land 
and works of art arc valued at cost. Depreciation 
is calculated on a straight-line basis, beginning 
in the quarter after acquisition and continuing 
over the period for which the asset is expected to 
be available ior use, as iollows: 

Computcn., n:Ulccd hatdw&rc 
ud soRwan, and motor \~hfclc, 

Equipmctn, fta"nilll~ aod plant 

tn b11lldiffa 
Fixed &SKU costing kss 1ban €10.000 

IOy~ 

Wrinmofffflthe 
)'C'-11 of acquisition 

Asat 31 ~cmbcY 20101h~non,curo~~ NCOs pltlkipalinj;in 
TARGET2 were 6wrrapca 1tapo,111a 6u!xa (Bulgarian National 
Bmik), ();mmJad'.s Nt.1ionalb,ank, 1;$i hnk, l,.ah•lja., lb:nka., 

Liduvos banJr::u and Narodowy Bani: Polski. 
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The length of 1be depreciation period for 
capi1alised building and refurbishment 
expenditure relating to the ECB's existing 
rented premises has been adjusted to ensure 
that these assets are fully depreciated before the 
ECB moves to ilS new premises. 

Costs incurred in relation to the ECB's new 
premises are recorded under the heading 
0 Asscts under construction" if they comply with 
the capitalisation criteria. These costs will be 
transferred to the relevant fixed asset headings 
once the assets are available for use. For the 
depreciation of the ECB's new premises, costs 
will be assigned to the appropriate components 
and depreciated in accordance with the estimated 
useful lives of the assets. 

THE ECB'S RETIREMENT PLAN AND OTHER 
POST-EMPLOYMENT BENEFITS 

The ECB operates a defined benefit plan for 
its staff. This is funded by assets held in a 
long-term employee benefit fund. 

On I June 2009 a new Pension Scheme for both 
existing staff and new entrants was introduced 
with a view to ensuring the plan's long.term 
financial sustainability. Under this new scheme, 
the compulsory con1ribu1ions of the ECB and 
the staff were increased from 16.5% to 18% and 
from 4.5% to 6% of basic salary respectively. 
As was the case in the past, staff can continue to 
make additional contributions under the new 
scheme on a voluntary basis in a defined 
contribution pillar that can be used to provide 
additional benefits. 'The previous Retirement 
Plan was frozen on 31 May 2009, and the related 
rights acquired by existing staff were preserved. 

BALANCE SHEET 

The liability recognised in the Balance Sheet in 
respect of the defined benefit plan is the present 
value of the defined benefit obligation at the 
balance sheet date, less the fair value of plan 
assets used to fund the obligation, adjusted for 
unrecognised actuarial gains or losses. 
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The defined benefit obligation is calculated 
annually by independent actuaries using the 
projected unit credit method. The present value 
of the defined benefit obligation is calculated 
by discounting the estimated future cash flows 
using a rate which is detcnnincd by reference 10 
market yields at the balance sheet date on high 
quality euro-denominated corporate bonds that 
have similar terms of maturity to the tenn oftbe 
pension obligation. 

Actuarial gains and losses can arise from 
experience adjustments (where actual outcomes 
are different from the actuarial assumptions 
previously made) and changes in actuarial 
assumplions. 

PROFIT AND LOSS ACCOUNT 

The net amount charged to the Profit and Loss 
Account comprises: 

(a) the current service cost of the defined 
benefits accruing for the year; 

(b) interest at the discount rate on the defined 
benefit obligation; 

(c) the expected return on plan assets held 
against the defined benefit obligation; 

(d) any actuarial gains and losses arising from 
post-employment benefits, using a "I 0% 
corridor" approach; and 

(e) any actuarial gains and losses arising from 
other long-term benefits, in their entirety. 

"10% CORRIDOR" APPROACH 

Net cumula1ivc unrecognised actuarial gains 
and losses on post-employment benefits 
which exceed the greater of (a) I 0% of the 

4 1be funds :1e<wnu1atcd by a ualT mcmbtt through volWltary 
contri~ti005 cui be used It rcciremeot to purclwe an oddr1iOD1l 
pcMion. This pcMtOft is included in th~ ddiined benefit obligation 
from that point OCL 



present value of the defined benefit obligation 
and (b) 10% of the fair value of plan assets 
held against the defined benefit obligation, arc 
amortised over the expected average remaining 
working lives of the participating employees. 

PENSIONS OF EXECUTIVE BOARD MEMBERS AND 
OTHER POST-EMPLOYMENT OBLIGATIONS 

Unfunded arrangements arc in place for the 
post-employment and other long-tcnn benefits 
of members of the Executive Board of the ECB 
and for the disability benefit provisions for staff. 
The expected costs of these benefits arc accrued 
over the Executive Board/staff members' terms 
of office/employment using an accounting 
approach similar to that of defined benefit 
pension plans. Actuarial gains and losses are 
recognised in the manner outlined under ''Profit 
and Loss Account" above. 

These obligations are valued annually by 
independent actuaries to establish the appropriate 
liability in the financial statements. 

BANKNOTES IN CIRCULATION 

The ECB and the euro area NCBs, which 
toge.ther comprise the Eurosystem, issue euro 
banknotes.' The total value of euro banknotes 
in circulation is allocated to the Eurosystem 
central banks on the last working day of each 
month in accordance with the banknote 
allocatioa key. 6 

The ECB has been allocated a share of 8% of 
the total value of euro banknotes in circulation, 
which is disclosed under the Balance Sheet 
liability item 11Banknotes in circulation". 
The ECB's share of the total euro banknote 
issue is backed by claims on the NCBs. These 
claims, which bear interest, 1 are disclosed under 
the sub-item .. lntra-Eurosystem claims: claims 
related 10 the allocation of euro banknotes 
within the Eurosystem" (see "Intra-ESCB 
balanccs/incra-Eurosystcm balances" in the 
notes on accounting policies). Interest income 
on these claims is included in the item "Ne.t 
interest income". 

INTERIM PROFIT DISTRIBUTION 

The ECB 's income on curo banknotes in 
circulation and income arising from securities 
purchased under the Securities Markets 
Programme is due to the euro area NCBs 
in the financial year in which it accrues. 
The ECB distributes this income in January 
of the following year by means of an interim 
profit distribution.' It is distributed in full 
unless the ECB's net profit for the year is less 
than its income earned on euro banknotes in 
circulation and securities purchased under the 
Sceurilies Markets Programme, and subject to 
any decisions by the Governing Council to make 
transfers to the provision for foreign exchange 
rate, intcres1 rate, credit and gold price risks. 
The Governing Council may also decide to charge 
costs incurred by the ECB in connection with the 
issue and handling of euro banknotes against 
income earned on euro banknotes in circulation. 

OTHER ISSUES 

Taking account of the ECB's role as a central 
bank, the Executive Board considers that the 
publication of a cash flow statement would not 
provide the readers of the financial statements 
wlth any additional relevant information. 

In accordance with Article 27 of the 
Statute of the ESCB, and on the basis of a 
recommendation of the Governing Council, 
the EU Council has approved the appointment 
of PricewatcrhouseCoopcrs Akticngcscllschaft 
Wirtschaftsprufungsgesellschaft as the external 
auditors of the ECB for a five-year period up to 
the end of the financial year 20 I 2. 

l)e,cl.st(Jn ECM0U:W29 or 13 Oret:embcr 2010 on rh,e WUC of 
curo banlrnotcs (ttetil). OJ L 1S. 9.2.2011. p. 26. 

6 ··Bank.noce 11lloc:uion l:ty" rneAl'lS lhC' pcn.--entsge.s tbt 1$.1.ll rrom 
raking into account the ECB's sbllft in 1hc too.I naro banknote 
issue 211nd :\flPlyin; 1he $Ulmribcd capital key to the NC!Js' shMe 
inth3tlotal. 

7 Otdsion F.Cl)J2010t2.3 ofl.5 NO\·tmber lOIO on the alloca,tJ(ln or 
monewy itloomc of lhc Mtiooal ettiU'lll banlr:.s of Mcmb(-r S1111« 
'A'hoseCU!Ten(:)'bthc:C\J.tO(~).OJ L.35, 9.2.2011, p. 17. 

8 Dccisioo ECB/201004 of 25 November 2010 on tht: inccrim 
distribu110n or1he iDCOnw, ofdit Eu~ CtntNIII lbnk on ewo 
banlc.nottS ill ci.milacioo and arising from s«uritiies ptirch&Kd 
uncJtt 1he Sccu,i1U:1 Mitrktl$ Pr0aramm(' (t'l!C.tSt), OJ I. 6,, 

11.1.2011, p. 35. 
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NOTES ON THE BALANCE SHEET 
GOLD ANO GOLD RECEIVABLES 

As at 31 December 20 IO the ECB held 
16,122,143 ounces• of fine gold (2009: 
I 6,122,146 ounces). This slight reduction was due 
tO weight differences arising under a substitution 
programme that the ECB initiated in 20 I 0. 
The euro equivalent value of this holding increased 
due to a significant rise in the price of gold during 
2010 (sec "Gold and foreign currency assets and 
liabilities" in the notes on accounring policies). 

CLAIMS ON NON-EURO AREA ANO EURO 
AREA RESIDENTS DENOMINATED IN FOREIGN 
CURRENCY 

2.1 RECEIVABLES FROM THE IMF 

This asset represents the ECB 's holdings of special 
drawing rights (SDRs) as at 31 December 2010. 
It arises as the result of a two-way SOR buying 
and selling arrangement with the International 
Monetary Fund {IMF), whereby the IMF is 
authorised to arrange sales or purchases of 
SDRs against euro, on behalf of the ECB, 
within minimum and maximum holding levels. 
For accounting purposes, SDRs are treated 
as a foreign currency (see "Gold and foreign 
currency assets and liabilities" in the notes on 
accounting policies). 

2.1 BALANCES WITH BANKS ANO SECURITY 
INVESTMENTS, EXTERNAL LOANS AND OTHER 
EXTERNAL ASSETS; AND CLAIMS ON EURO 
AREA RESIDENTS DENOMINATED IN FOREIGN 
CURRENCY 

These two items consist or balances with banks 
and loans denominated in foreign currency, 
and investments in securities denominated in 
US dollars and Japanese yen. 

Claims OIi 2010 2009 etw,gc 
l'SOll.ftl70QNO € , • ,,,IJ,,,,; 

Cumru 
account:i: l,41$,134,23,S 845,903.915 '69.225)60 
Mont)' .,,...., 
dtp06ia 881.467,443 6l6,9n.90S 244,4&9.SJS 

Jffl
((I 
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Ckii,ns0n 2010 2009 Ch>na• 
l!On·ew'OONO £ € 
mid~nU 

Rovcnc --·- 54,632.540 S4,6l:2,540 

St.'Curity 
in,•estrncnts 36,947,761,732 33.626.640.241 J.321.121.491 

Tou.1 )9,29$,99$.950 )$,109,$27,121 4,ISC>,468,,.829 

Claim..,q,, 2010 200'> °"""' • , e 
midurts 

Cumnt ·- 3.522,840 677,$46 2,844,994 
Mooey 

"""'" dcposiu 4,2S4, 182,741 3,?92,91S,630 961,267,111 

Re""<n!C -1gr«:mc:nls 68.&Sl.968 68.851.968 

TOl>I 4.326,557,549 3.293,S93,476 1,012,964.07] 

The increase in the curo value of these positions 
in 20 IO was mainly due to the appreciation of 
the US dollar and the Japanese yen against the 
euro. Income received in 2010, primarily on 
the US dollar ponfolio, also contributed to the 
increase in the total value of these items. 

The ECB 's net foreign currency holdings of 
US dollars and Japanese yen, 1• as at 
31 December 20 I 0, were as follows: 

USdollan 
Japan$ )'t!J 

9 1111$ Qt)J'Tt$p0od$ 10 SOI.$ lortne$. 

Curttncy in milliotJS 

0,9.52 

1.101,816 

10 ~ holdings c::omprise UU:U minttt Liabilili~ dcoornilUlltd 
m the ah-en r-0,rdin C\ITTfflCY lht are: subject 10 rordgn 
C'WTCl'IC)' m-ahw.ion. 1bcy ar(' included ur,da the h~ngs 
MCl;iinu on non-eut0 ~tt3 restdcni:s dcoomlnued in ron'lgn 
<"urn-ncy", "'Claims on niro am re1idtnts dmomirviccd in 
rortig:~ (:Ul'Ttllt)'°", "'A«:r1$111$ and prepak! CX'ptnitt'', "'l-oblli~ 
to non-Nm ate1 rffldcnts dtnomlNltcd in fottign cum:ncy"'. 
.. Off4 ba.bnc~t instnantnl$ rcv:ilualion diffen:nces"' 
(liability side) and "A~ls and income collected in advan«:'", 
•!Jin takin,a in.to :ie«nm1 fotd$J1 e.xd,1n.a:e ro ...... uc1 ~ ~11p 
trans:ac1ions under off-balance-sooct items. Pnc(" gains on 
finand:i.l ln.-ttrumen11 dcnomina1al [n f0tti$,i curttnc)' arh;in$ as 
a mult of reva.luatiofts att no,: included. 



CLAIMS ON NON-EURO AREA RESIDENTS 
DENOMINATED IN EURO 

3.1 BALANCES WITH BANKS, SECURITY 
INVESTMENTS AND LOANS 

As at 3 I December 20 IO this item consisted 
of a claim on a non-curo area central bank in 
connection with an agreement on repurchase 
transactions established with the ECB. Under 
this agreement the non-curo area central bank 
can borrow euro against eligible collateral in 
order to suppon its domestic liquidity-providing 
operations. 

4 OTHER CLAIMS ON EURO AREA CREDIT 
INSTITUTIONS DENOMINATED IN EURO 

As at 31 December 2010 this item consisted 
mainly of an outstanding reverse repurchase 
transaction, conducted in the context of 
covered bond lending operations (see note 9, 
"Other liabilities to curo area credit institutions 
denominated in euro"). 

SECURITIES OF EURO AREA RESIDENTS 
DENOMINATED IN EURO 

S. I SECURITIES HELD FOR MONETARY POLICY 
PURPOSES 

As at 31 December 2009 this item consisted 
of securities acquired by the ECB within the 
scope of the covered bond purchase programme. 
Under this programme, the ECB and the NCBs 
purchased euro-denominated covered bonds 
issued in the euro area. The purchases under this 
programme were fully implemented by the end 
of June 20 I 0. 

In May 2010 the Governing Council established 
the Securities Markets Programme. Under this 
programme, the ECB and the NCBs may purchase 
euro area public and private debt securities in order 
to address the malfunctioning of cenain segments 
of the euro area debt securities markets and 10 

restore the proper functioning of the monetary 
policy transmission mechanism. 

The ECB's holdings of securities purchased 
under both programmes at the end of2010 were 
as follows: 

2010 
£ 

2009 
€ 

a..,,.. 
€ 

prOtrw'nme 4,823,41.),.246 2,181,842,0S) 2,641.$71,16) 

S«uritit-s 
M ... <U 

Programme 13, l 02,563.262 0 13,102,563,262 

Total 17,92S,976,508 2,181.842.081 IS.744,134,425 

The Governing Council decided to classify the 
securities purchased under both programmes as 
held-to-maturity securities (see ''Securities" in the 
notes on accounting policies). As a result of the 
impainncnt tests conducted as at 31 D<cember 20 I 0, 
no impainnents were recorded for these securities. 

INTRA-EUROSYSTEM CLAIMS 

6.1 CLAIMS RELATED TO THE ALLOCATION OF 
EURO BANKNOTES WITHIN THE EUROSYSTEM 

This item consists of the claims of the ECB 
vis-a-vis the euro area NCBs relating to 
the allocation or curo banknotes within the 
Eurosystem (see 11Banknotes in circulation" in 
the notes on accounting policies). 
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OTHER ASSETS 

7.1 TANGIBLE AND INTANGIBLE FIXED ASSETS 

These assets comprised the following items on 
31 December 2010: 

2010 200I Cbarigc 
€ e 

Co,1 

la«tandbui"ldina, 168,71.-,2).4 168,811,800 (91.$66) 
Computubardv,vc ... ,.,.. ... l~.781.597 182,723,860 6,057,731 
P.quipmcm.. 
furnitw-c--.pbntio 
buikl.irlgandmoc,or 
,·chicks 30.325,141 29,786.SIS SJS-.61'1 
A!SCII uodu 
oomtr\Ktion 174,}86.237 107,411.277 66.974,960 

OlhcrfixcdU$ffl l,S2$,0$4 1,415,991 109.0!>J 

Total cost 56J,7J1,294 ◄'9,149,4.U 7:.1.581.351 

A«umul1ted 
ckprrclatloo 

Und and b1.11ldi11.p (74,%5,l99) (,0,731,976) (4JJ3.623) 

Coo,puu,--= 
Ind software (177,760~l6) (169,73l,407) (8,025.$49) 
Equipmml, 
furniture, pllll'll U\ 
buil:di1:1g and mocor 
vdlkle-s (28,818)52) (27,S9l.J78) {1J84.97<) 
Cllbtt fixed ti«ts (201,762) (201,762) 
1'0t1l11tt11Muliittd 

deprrd.1110• {Ull,306f669) (l68.,lli2.523) (1.3,544,14'} 

Net book "alu~ 2$1,,u.,zs 211,.8$6,920 60,038.105 

The increase in the category "Assets under 
constructionu is due mainly lo activities related 
to the ECB 's new premises. 

In 2009 assets with a cost of €2.3 million were 
included in the category "Other fixed assets". 
In 2010 they were reclassified under the beading 
"Assets under construction» to reflect their 
current status. The comparative balance ror 
2009 has been adjusted accordingly. 

7 .2 OTHER FINANCIAL ASSETS 

This item consisl:S of the investment of the 
ECB' s own funds II held as a direct couoterpan 
to the capital and reserves of the ECB, as well as 
other financial assets which include 3,211 shares 
in the Bank for International Settlements (BIS) 
at the acquisition cost of €41.8 million. 
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The main components of this item are 
as follows: 

2010 2009 0,:1nit1 
€ € 

C\lnentac~tS: 
in curo 4..3'7.0$6 8,748.,115 (4.371.029) 

Scaui1ics 
dcmominaled ...... 11,534,194,166 l l,29SJJ9S.956 239,098..210 
R.c,•crse ........... 
•~nentS 
in curo 1.669.436,200 470,622.0SI 1,198.814.149 

Olheffin.1.nCbl ...... 41,951,279 41,98S,S62 (32.UJ) 

T...i 13)49.960.731 ll,816.,4Sl,634 1,433~.041 

The ncl increa.~c in this item was due mainly 
to the investment in the own funds ponfolio of 
amounts received from the NCBs as a result of 
the increase in the ECB's capital (see note 17, 
"Capital and reserves") and income received 
in 2010. 

7.3 Off-BALANCE-SHEET INSTRUMENTS 
REVALUATION DIFFERENCES 

This item is composed mainly of valuation 
changes in swap and forward transac1ions in 
foreign currency that were outstanding on 
31 December 2010 (sec note 23, "Foreign 
exchange swap and forward transactions"). 
These valuation changes arc the result of the 
conversion of such transactions into their euro 
equivalents at the exchange rates prevailing on 
the balance sheet date, compared with the euro 
values resulting from the conversion of the 
transactions at the average cost of the respective 
foreign currency on that date (see "Off-balance
sheet instruments" and "Cold and roreign 
currency assets and liabi.lities" in the notes on 
accounting policies). 

Valuation gains on outstanding interest rate 
swap transactions arc also included in this item 
(see note 21, "Interest rate swaps'} 

11 Rtp1tt~ agrmncnts conducted in the context or the 
~ment or 1hc °"'-n rund$ por1(1,)llo arc rq,oned tmde-r 
"'Sundry'" on tbt: liabiliti~ side(~ no1t 14..3, ""S1H,dr')'"). 



7.4 ACCRUALS AND PREPAID EXPENSES 

In 20 IO this position included accrued interest 
receivable on the T ARGET2 balances due 
from euro area NCBs for the final month 
of 2010, amounting to €364.7 million 
(2009: €261.6 million), and accrued interest 
receivable on the ECB's claims related to 
the allocation of euro banknotes within 
the Eurosystcm for the final quarter of the 
year (sec .. Banknotes in circulation" in the 
notes on accounting policies), amounting to 
€166.7 million (2009: €157.8 million). 

Also included in thjs item is accrued coupon 
interest on securities (sec note 2.2. "Balances 
with ban.ks and security investments, external 
loans and other external assets; and Claims 
on euro area residents denominated in foreign 
currency'', note 5, usecuritics of euro area 
residents denominated in curo"1 and note- 7.2, 
"Other financial assets") as well as accrued 
interest on other financial assets. 

7.5 SUNDRY 

This item is composed mainly of positive 
balances related to swap and forward transactions 

8 BANKNOTES IN CIRCULATION 

This item consists of the ECB's share (8%) 
of the total euro banknotes in circulation 
(see "Bank.notes in circulation" in the notes on 
accounting policies). 

OTHER LIABILITIES TO EURO AREA CREDIT 
INSTITUTIONS DENOMINATED IN EURO 

In 2010 the Governing Council decided that 
the euro area central banks would make 
available for lending bonds bought under the 
covered bond purchase programme. The ECB 
implemented these lending operations through 
matched repurchase transactions, whereby 
amounts received under repurchase agreements 
arc fully and simultaneously reinvested with the 
same counterparty under a reverse repurchase 
agreement (sec note 4, uothcr claims on curo 
area credit institutions denominated in euro"). 
As at 31 December 20 IO a repurchase agreement 
conducted in the context of the covered bond 
lending operations with a value of €33.4 million 
remained outstanding. 

in foreign currency that were outstanding on 10 LIABILITIES TO OTHER EURO AREA 
31 December 2010 (see note 23, "Foreign RESIDENTS DENOMINATED IN EURO 
exchange swap and forward transactions"). 
These balances arise from the conversion of I 0.1 OTHER LIABILITIES 
such transactions into their euro equivalents at 
the respective currency's average cost on the 
balaoce sheet date, compared with the euro 
values at which the transactions were initially 
recorded (see "Off-balance-sheet instruments" 
in the notes on acoounting policies). 

A claim against the German Federal MjnislJ)' of 
Finance in respect of recoverable value added 
tax and other indirect taxes paid is also included 
under this heading. Such taxes are refundable 
under the terms of Article 3 of the Protocol on 
the privileges and immunities of the European 
Union, which applies to the ECB by vinue of 
Article 39 of the Statute of the ESCB. 

This item comprises deposits by members of 
the Euro Banking Association (EBA) which arc 
used in order to provide the ECB with collateral 
in respect of the EBA's payments settled through 
the T ARGET2 system. 

11 LIABILITIES TO NON-EURO AREA RESIDENTS 
DENOMINATED IN EURO 

As at 31 December 20 IO these liabilities 
consisted mainly of balances held with the 
ECB by non-curo area NCBs arising from 
transactions processed via the TARGET2 system 
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(see "lntra-ESCB balances/inu-a-Eurosystcm 
balances'' in the notes on accounting policies). 

As at 31 December 2009 this item was composed 
mainly of a liability amounting to €4.5 billion 
arising from thclemporafy"Tcciprocal currency 
arrangement with the Federal R crve. 1./iidcr 
diis arrangem'c!'!, US aollars were provided 
by the Federal'Reserve to the ECB by means of 
a temporary swap line, ith the aim of offering 
shon-tcnn US dollar funding to Eurosystem 
couiiterpanies. The cCB simultaneously entereil 
"into back-to-back swap transactions with euro 
area NCBs whicli use<! tlic resulting funds to 
conauct US aollar hquidity-providmg operanons 
with Eurosystem countcrpanies in the form of 
reverse and swap transactions. The back-to-back 
swap transactions resulted in intra-Eurosystem 
balances between the ECB and the NCBs. 
Given the improvemcots seen io the functiooing 
of financial markets, the ECB confirmed in 
early 20 IO the expiration of its temporary 
liquidity swap lines with the Federal Reserve 
on I February 2010. However, in response 
to the re-emergence of strain$ in US dollar 
sbon-term funding markets in Europe, the ECB 
and other central banks decided to re-establish 
the temporary US dollar liquidity swap facilities 
with the Federal Reserve on IO May 20 IO. 
As a result of the reactivation of the US dollar 
Jiquidity-provid.ing operations, a liability to the 
Federal Reserve, amounting to €57 million, 
was outstanding as at 31 December 20 IO. 

As at 31 December 2009 this item also 
included a liability to the Swiss National Bank 
amounnng to €1.8 6illion. Swiss francs were 
11rovided by the Swiss National Bank bx cans 
or a swap arrangement with the aim or offering 
shon-tenn Swiss franc funding to Eurosystem 
counterpanies. The ECB simultaneously entered 
into swa transactions with curo area NCBs 
whic~ uscil l c resulting funds to conduct 
Swiss franc liguidity-Qroviding operations 
with Eurosystcm counterpanies against euro 
cash in the fonn of swap transactions. The 
swap u-ansactions between the ECB and the 
NCBs resulted in intra-Eurosystem balances. 
Against the background of declining demand 
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and improved conditions in the funding 
markets, the ECB decided, in agreement with 
the Swiss National Bank, to stop conducting 
Swiss franc tiquidity-providing operations after 
31 January 2010. Consequently, no related liability 
remained outstanding as at 31 December 20 I 0. 

ll LIABILITIES TO NON-EURO AREA RESIOENTS 
DENOMINATED IN FOREIGN CURRENCY 

ll.l DEPOSITS, BALANCES ANO OTHER LIABILITIES 

This item consists of repurchase agreements 
conducted with non-euro area residents in 
connection with the management of the foreign 
currency reserves of the ECB. 

13 INTRA-EUROSYSTEH LIABILITIES 

13.1 LIABILITIES EQUIVALENT TO THE TRANSFER 
OF FOREIGN RESERVES 

These represent the liabilities to the euro area 

NCBs that arose from the transfer of foreign 
reserve assets to the ECB when they joined the 
Eurosy,1em. No changes occurred in 2010. 

These balances are remunerated at the latest 
available marginal rate for the Eurosystem's 
main refinancing operations, adjusted to 
reflect a zero return on the gold component 
(see-note 26.3, "Remuneration ofNCBs' claims 
in respect of foreign reserves transferred"). 

Nadon.1le Oank vari ElclsWOmc:iu~ 
Na1ionale de fklgiquc 
Dc:utschc Bundcsbank 
Cen1nl !nnk()(lrellllld 
Ow orGn:,coc 
&a«,d~~ 

Banque de ftaJWX 

Baoca d' Italia 
Cen1r11t llank orC)'J)M 
BaRque centnlie: du Lm:embourg 
CtnlrtJ l)anlt or Millta 

De Ncdcrlaa.ischc Bank 

Sinc-e 
I J:ani,wy 2009 

• 
1.397,303,8.:17 

10,909,120,274 
639.83S,662 

l,IJl.910,591 
4,783,64S,7SS 
8,192,)38,99S 

7,198,856,881 
78.863)31 

100,6)8.597 

36,407,323 
2,297,463,)91 



Ocstcmichisc~ N.ationalblrlk 
811oeo~hrlug.li1 
BanlcaSlo\-enijc 

Nirodni banl::a Slo~'Cosb 

S\IOl'nCl:I Parikk.l • Flnl~ 8;lJJ.I: 

Total 

s;,,,, 
I JU1ua,y 2009 

€ 
1,118.S45,877 
l,OOS.),44,$97 

189.◄I0.,2.Sl 

399,40.638 
722,328.205 

-40.204.457,.21 S 

13.2 OTHER CLAIMS/LIABILITIES WITHIN 
THE EUROSYSTEM (NET) 

In 20 IO this item consisted mainly of the 
TARGET2 balances of the curo area NCBs 
vis-a-vis the ECB (see "!ntra-ESCB balances/ 
intra-Eurosystcm balanccstt in the notes on 
accounting policies). The ECB had a net claim 
vis-a-vis the euro area NCBs at the end of2009 
but a net liability at the end of 2010. This liability 
was due mainly to purchases of securities under 
the covered bond purchase programme and 
the Securities MarketS Programme in 2010 
(see note 5, "Securities of euro area residents 
denominated in euro"), which were settled via 
T ARGET2 accounts. 

The reduction in the outStanding amount 
related to the back-to-back swap transactions 
conducted with NCBs in connection with US 
dollar liquidity-providing operations, as well 
as the discontinuation of Swiss franc liquidity
providing operations (see note 11, "Liabilities to 
non•euro area residents denominated in euro"), 
also contributed to the decrease in the net claim 
and the creation of the net liability in 2010. 

In 2009 this item also included the amount due 
to euro area NCBs in respect of the interim 
distribution of the ECB's income derived from 
banknotes in circulation. With respect to 20 I 0, 
the Governing Council decided to retain the full 
amounl of this income, as well as income earned 
on securities purchased under the Securities 
MarkctS Programme, and no related amountS 
were due at the end of2010 (see "!nterim profit 
distribution" in the notes on accounting policies). 

Duclromcwoarca 
NCB,5 in rcsp«l 
orTARGET2 
Dutto~oatta 
NCBsinrcspcct 
ofTARGET2 

DuctocurollffaNCBs 
inttSJ)C.'C'to(lheintcrlm 
dooibuliooo(lhc&:B':s 
fneon,c deri,·ed tr0m 

banknol-=s in c:imll&tioo 

()thtt (cbil'l)$)'1i21)ililiC$ 
within lhc EW'05ystcm 
(ncl) 

21)10 

• 
(4JS,850,61 l,.S81) 

4.S7.075.867.S07 

21,.225,255,926 

14 OTHER LIABILITIES 

2000 

(J17,0SS,13!,90J) 

309,9'38.0ll.037 

787,157,441 

(6,359.967,425) 

14.l OFF-BALANCE-SHEET INSTRUMENTS 
REVALUATION DIFFERENCES 

This item is composed mainly of valuation 
changes in swap and forward transactions in 
foreign currency 1ha1 were outstanding on 
31 December 20 IO (see note 23, "Foreign 
exchange swap and forward transactions"). 
These valuat.ion changes are the result of the 
conversion of such transactions into their euro 
equivalents at the exchange rates prevailing on 
the balance sheet date, compared with the euro 
values resulting from the conversion of the 
transactions at the average cost of the rcs-pcc1ivc 
foreign currency on that date (see "Off-balance
sheet instruments" and ''Gold and foreign 
currency assets and liabilities" i.n the notes on 
accounting policies). 

Valuation losses on outstanding intcrcs1 
rate swaps are also included in this item 
(sec note 21, "Interest rate swaps"). 

14.2 ACCRUALS AND INCOME COLLECTED IN ADVANCE 

As at 31 December 20 l O the two main items 
under this heading were accruals on balances 
due to NCBs in respect ofTARGET2, amounting 
to €381.8 million (2009: €259.7 million), 
and interest payable to the NCBs io respect of 
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their claims relating to foreign reserves 
transferred to the ECB (see note 13, 
"lntra-Eurosystem liabilities"), amounting to 
€346.5 million (2009: €443.0 million). Accruals 
on financial instruments and other accruals are 
also reported in this i1em. 

Also included under this heading is a contribution 
to the ECB from the City of Frankfun of 
€15.3 million for the preservation of the listed 
Grossmarkthalle building in connection with the 
construction of the ECB's new premises. This 
amount will be netted against the cost of the 
building once it comes intO use (see note 7. I. 
"Tangible and intangible fixed assets"). 

14.3 SUNDRY 

This item includes negative balances related to 
swap and forward transactions in foreign currency 
that were outstanding on 31 December 20 I 0 
(see note 23, "Foreign exchange swap and 
forward transactions"). These balances arise 
from the conversion of such transactions 
into their curo equivalent$ at the respective 
currency's average cost on the balance sheet 
date, compared with the euro values at which 
the transactions were initially recorded 
(see "Off-balance-sheet instruments'' in the 
notes on accoun1ing policies). 

This item also includes outstanding 
repurchase transactions of €235.4 million 
(2009: €146.6 million) conducted in connection 
with the management of the ECB's own funds 
(sec note 7.2, "Other financial assets") and the 
net liability in respect of the ECB's pension 
obligations as described below. 

THE ECB'S RETIREMENT PLAN AND OTHER 
POST-EMPLOYMENT BENEFITS 

The amounts recognised in the Balance Sheet 
in respect of the ECB's pension obligations 
(see "The ECB's retirement plan and other 
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post-employment benefits" in the notes on 
accounting policies) are as follows: 

Praem \'•li.te or obtlgiu.ons 
Falrnllleofp!anustts 

Unrccopiscd 11etuarial 
a:ainsft1ossa) 

LW>ility rcoogniscd it1 the 
~tan«Shttt 

2010 
EmillioM 

SSS.$ 

(391.6) 

(71.1) 

92.i 

2009 
€millioos 

443.9 

(333.2) 

(24.0) 

86.7 

The present value of the obligations includes 
unfunded obligations of €52.2 million 
(2009: €44.9 million) relating to the 
post-employment and other long-term benefits of 
Executive Board members and to the disabiLity 
benefit provisions for staff. 

The amounts recognised in the Profit and Loss 
Account in 20 IO in respect of "Current service 
costu, "Interest on obligation", "Expected return 
on plan assets" and "Net actuarial (gains)/losses 
recognised in the year'' are as follows: 

2010 2009 
€mil.lions €miltioru, 

C.'wmlt SCfVKe rosl 26.6 24,7 

ln1t~ on obhgali(Jl'I 21.9 14.2 
~R"t\Elooplm (18.4) (9.9) -~ 
Net actuarial (gaiM~ 
~Jed !ti lhe year (1.3) (0.)) 

Total included in 
.. S.ta(fC(l,$1j .. 28.8 28.7 

Under the "I 0% corridor" approach 
(sec "The ECB 's retirement plan and other 
post-employment benefits" in the notes 
on accounting policies), net cumulative 
unrecognised actuarial gains and losses arising 
from post-employment benefits exceeding the 
greater of (a) 10% of the present value of the 
defined benefit obligation and (b) 10% of the 
fair value of plan assets, arc amonised over the 
expected average remaining working lives of 
the panicipating employees. 



Up to 2009 actuarial gains and losses oo 
other long-lerm benefilS (i.e. disabilily and 
dea1h benefiis) were recorded in 1hc Profi1 and 
Loss Accounl in line with the "I 0% corridor" 
approach. In 2010, owing to a change in 
methodology, these amounis were recognised 
in the Profit and Loss Account in their entirety. 
OutStanding amounts in 2009 were not material 
and no restatement was considered necessary. 

Changes in the present value of the obligation 
are as follows: 

2010 2009 
€miltioris €millt0h$ 

Opcriil\8 obliption 44).9 )17.0 

Sc:rvi«cost 26.6 24.7 

hm:reiicost 2L9 14,2 

Coa1n'b11tions paid by plan 
p:u1ki~u 1t 17.S 22.l 

Otbc-r net chuigts in liabilities 
~lu'I& pllln part1(1pln1$' 

contn'butioM 4.S (26.9) 

lkoditspl.id (S.2) (4,2) 

Act~o.l (gai11$V'JOUtl 46.) 91.0 

Closing obligation sss.s 40.9 

l)Thisincltldcs tnll\S(mioatld fromolhtrpcnsionschcmcs. 

Changes in the fair value of plan asselS, including 
those arising from voluntary contributions paid 
by plan participanlS, arc as follows: 

2010 2009 
€millioos €millions 

()pb,ing fair ,.,l!J11C: or pbn ~ m., 226.7 
Expecicdmum 18.4 ... 
Actuari2l pinir/(losses) 0.6 6S.7 
Cc,11ributioos pajd by cmplo)-cr 22.4 39.7 

Contributions p;ud by plan 
patticlpsriu 17.) 21.? 
Bc:nditspaid (4.8) (,.si 
Othtt net dlanacs m IW(;lS 

rcpr~nli:ng plan panicipaD1$' 
tootnbirtff)rt$ 4.S 06,9) 

Closing fair Yahlt of plan a.sscts 391.6 333.2 

5.50% that resulted in an increase in the liability 
value; (b) greater than expected growth in the 
value of the guaranteed benefits; and (c) the 
explicit inclusion of the obligation arising in 
connection with dependents• benefits. Prior 
to 2009 the (net) liability for dependent$' 
benefits was assumed to be immaterial and was 
thus not explicitly included. However, as this 
liability has grown, it was decided to formally 
include ii in the calculation of the defined benefil 
obligation. Similarly, the explicit inclusion 
of the corresponding assets in the actuarial 
valuation resulted in actuarial gains on plan 
assets amounling to €42.1 million, out of the 
total actuarial gains of€65.7 million for 2009. 

The actuarial losses of €46.3 million arising 
on the defined benefit obligation in 2010 were 
primarily due to the decrease in the discount 
rate from 5.50% to 5.00% and an increase io the 
value of the guaranleed benefits. These factors 
were only partially offse1 by 1he reduction of the 
assumed future increase in pensions from 2.00% 
to 1.65%. 

As a result of the application of the annual 
Capital Guarantee on 3 I December 2008, and 
given the loss of capital in the plan participants' 
Core Benefit Accounts, the Governing Council1 

acting on actuarial advice and in line with 
the rules of the ECB's Re1irement Plan, decided 
in 2009 to make a supplementary contribution 
of approximately €19.9 million out of the 
general assets of the ECB. This contribution 
resulted in an increase in the contributions 

paid by the ECB in 2009, compared with the 
respective figure for 20 I 0. 

In 2009 amounlS paid out or, as well as transrcrs 
into and oul of, funds arising from the voluntary 
contributions of plan participants were 
included under ~~other net changes in assets 
representing plan participants' contributions". 
In 20 IO these items were included for 

The actuarial losses for 2009 on the defined presentational reasons under "BenefilS paid" 
benefit obligation amounted to €97 .0 million. and "Contributions paid by plan participants" 
This amount includes 1hc effects of (a) the respectively and the comparative figures for 
decrease in the discounl rate from 5.75% to 2009 were adjusted accordingly. 
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In preparing tbe valuations referred to in this 
note, the actuaries have used assumptions 
which the Executive Board has accepted for 
the purposes of accounting and disclosure. 
The principal assumptions used for the purposes 
of calculating the staff benefits scheme liability 
are as follows: 

2010 2009 

" v. 
Olscounl tall: S.00 S.5-0 
Exp«tcd rctum on plan U$Cti 6.00 6.50 

Gmc:raJf'uturc-5ala,yi:nanKS'l 2.00 2.00 

fU'IUrt pct'IS,otl incr,eau,s 1.65 2.00 

I) lll addition, allo~ is made for ~\'eindividual saluy 
iDrn".ascs orup to 1.8% pct umwn. dcpmdin.g on the qe oflbe 
plan~lclp:at11$, 

15 PROVISIONS 

This item consists of a provision for foreign 
exchange rate, interest rate, credit and gold 
price risks and other miscellaneous provisions. 
The latter include an appropriate provision for 
the contractual obligation of the ECB to restore 
its current premises to their original condition 
when they are vacated and the ECB moves to 
its new site. 

The Governing Council, taking into account the 
ECB's large exposure to foreign exchange rate, 
interest rate and gold price risks, and the size of 
its revaluation accounts, deemed it appropriate 
to establish a provision as at 31 December 2005 
for these risks. In 2009, following the 
establishment of the covered bond purchase 
programme (sec note 5 . .. Securities of euro area 
residents denominated in euro"), the Governing 
Council decided to extend the scope of the risk 
provision to also cover credit risk. This provision 
will be used to the extent deemed necessary by 
the Governing Council to offset future realised 
and unrealised losses, in panicular valuation 
losses not covered by Lhe revaluation accounts. 
The sii:e of and continuing requiremenl for 
th.is provision is reviewed annually, based on 
the ECB's assessment of its exposure to the 
above risks. This assessment takes a range of 
factors into accountJ including in particular 
the level of holdings of risk-bearing assets, 
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the extent of materialised risk exposures in the 
current financial year, projected results for the 
corning year, and a risk assessment involving 
calculations of Values at Risk (VaR) on 
risk-bearing assets, which is applied consistently 
over timc.12 The provision, together with any 
amount held in the general reserve fund, may 
not exceed the value of the ECB's capital paid 
up by the euro area NCBs. 

As at 3 I December 2009 the provision for the 
above risks amounted to €4,020,445, 722. Taking 
the results of i1s assessment into account, 
the Governing Council decided 10 trmsfer, as at 
31 December2010,anamountof€1,163,l 91,667 
to the provision our of income arising from 
securities purchased under the Securities 
Markets Progran1me (see note 26.4, "Other 
interest income; and Other intcrcs1 expense .. ), 
income on euro banknotes in circuJation 
(sec note 26.2, "Interest income arising from the 
allocation of euro banknotes within the 
Eurosystem'') and other net income earned in 
2010. This transfer reduced the ECB's net profit 
for 20 IO to€ 170,831,395 and increased the size 
of the provision to €5,183,637,388, which, 
following the increase in the ECB's capital 
(see note 17, "Capital and reserve.~"), equates to 
the value of the ECB"s capital paid up by tbe 
euro area NCBs as at 31 December 20 I 0. 13 

16 REVALUATION ACCOUNTS 

These accounts represent revaluation balances 
arising from unrealised gains on assets and 
liabilities. 

Gokl 

fortl&J'I Cllf'TttlCY 

Sccuritiesud 
othcriru.tn:tmenct 

Total 

2010 
€ 

2009 
E 

13.078,746.071 8,418,3-03.639 

6,271.078.092 2,070.2?9.l34 

276,f!,14.996 426,648,.985-

19,626,699,159 I0,915.2Sl.9S8 

ll See also Chlpterlo(~Ann~ Rq,<Kt. 

a...,. 
€ 

4.660.442.432 
,,oo,nuss 

(149.77l,911?) 

8,711,447,201 

13 The size of the, ri!ik pro,•ision a.1 at 31 Dcttmber 2009 and 
31 ~C!mbcr 2010. as well a;s Che cnrufcr co the risk pro\•i5.10c 
in 2010. att p,cs.cntcd roondoo 10 lht- MattlSI ~uro. 



The foreign exchange rates used for the 
year-end revaluation were as follows: 

~~r.\1C$ 

USdoU:arspcr,curo 

J~yCJ\petC\IJ'O 

Euro per SOR 

Swiss r.11UlCS per ewo 

F.uro per 6-,c Olll'Jt.'t or gold 

17 CAPITAL AND RESERVES 

17. I CAPITAL 

2010 

1.1362 

IOS.6$ 
I.IS72 

No<""" 
l,()SS.418 

2009 

1.4406 

133.16 

1.0836 

1.48'36 

16001 

Pursuant to Article 28. l of the Statute of the 
ESCB, as well as Council Regulation (EC) 
No I 009/2000 of 8 May 2000, the Governing 
Council decided to increase the subscribed 
capital of the ECB by €5 billion, from 
€5,760,652,403 to €10,760,652,403, with effect 
from 29 Dcccmber2010." 

Pursuant to Article 28.3 of the Statute of the 
ESCB, the Governing Council decided that 
the euro area NCBs would pay their additional 
capital contributions of €3,489,575,000 in 
three equal annual instalments." Consequently, 
on 29 December 20 IO the NCBs of the euro area 
(in its composition as at that date) paid 
an amount of €1,163,191,667 as their first 
instalment. The remaining two instalments 

shall be paid at the end of 2011 and 2012 
respectively. 

In addition, the Governing Council decided to 
reduce the pe.recntage of the subscribed capital, 
which the non-euro area NCBs arc required to 
pay as a contribution to the operational costs of 
the ECB, from 7.00% to 3.75%.16 Consequently, 
on 29 December 20 l O the non-euro area NCBs 
paid up an amount of €84,220, which represents 
the difference between their contribution of 
3.75% on the increased capital and the amount 
paid up before the capital increase. 

There was no change in the ECB's capital key 
as a result of the capital increase. 

The combined effect of the above decisions was 
an increase in the paid-up capital of the ECB 
amounting to €1,163,275,887, as shown in the 
table below:" 

14 Dttision ECBl2010i26 of 13 Dettml,(1 2010 on the irK:t~ of 
the EuropcanCcntn11\ BW'scapital. OJ L 11. 15.1.2011, p. 53. 

IS Dcdsion ECB/2010127 of 13 Ckcrmbtt 2010 on lhepaying•up 
of lhe iJKfflsc of die European Ccntn.1 Bmk's api1al b)' I.be 
Mtional «nlf'lll b3nks of Member Smes whose cumncy is the 
curo. OJ L JI, IS,1.2011. p. S4. 

16 Docisioft ECM0Ul1'28 of 1.3 Doctmbtt 2010 on W: paying-up 
of the Europc-.an Central Bink's capi1&1 by the oon-airo area 
n,ationa1 «ntnil banks. OJ L 11. IS.1.2011, p. 56. 

17 lndividu.tl UDOUOlli an: ~ rounded to the ncam:t c:\lro. 
Coa~uently, lotah and subtou.ls in the tables of lhis strtion 
ma)' ool ~ up due to roundiDg, 

Capiu!U')'~ Subscribcdcapialsiocc PaM'.1-upcap,iailmlCe Substtibtdeapit1lon Paid-upcapitaloa 
I J;111~200') 291)c('embtr2010 190«.-ernbel-2010 31 o«embe'200!> 31 ~?009 

% € € € 

Na1ion.1lc Bank van DctgiV 
Banque Naiion3le de EkJgiqtlc 2.4256 261,010,JSS 180,IS1,0SI l'.39,730,l!S 139,130.385 

~Kbc~ 18,9J7l l,037,777,027 1,406,SJJ.694 1,090,912,027 1.090.912,027 

Central Bank <1f lre.W\d 1.1107 I 19,Sl3,$66 il.<9l,lJl 6),ill.~ 6),9S)J66 
Battlcof(irtttt 1.9649 211,4J6,0S9 14S.9J9,J92 I 13,191,0S9 113,191,059 

~ntod,eEspai\a 8.3040 1193.S64,S76 616.764,S76 478,.364,$76 473,364,576 

8ar,qucdefnnc:e 14.2212 1,SJ.0,293,899 \,0:56.25),899 819,113.899 819,233,899 

8aocad'llaJUI 12,4966 I.J,44,7lS.688 928,161,lSS 719,88.S.688 719,885,688 

Ccntnil Dank of'Cypru~ 0.1369 14,731,)33 10,168.000 7,8116.333 1.~86.m 
Banqw:: cm1nle 

dul.~ 0.1747 13.798.3'0 12,97S,S26 10,063.860 10,063,860 
Cmlnll BanlrofMalta 0.0632 6,S00,73'2 4.694,066 J.640,732 3,640.732 

De Nl:dcrl.i.rxbchc: Bink J.9882 429,156,339 296.216,339 229.746."9 229,746,339 

(kstemidii,die NationalbMk 1.9417 208.9)9,S88 144.216,2$4 I I l ,8S4.S8$ I I I ,8S4,:S88 

Baoco de Ponupl 1.7504 188.3$4,460 130.007,793 100,834.460 100,834.460 
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CapilalkeySmCe Subscnb«t capilul-.-e P11id-up CllpiW ~ S~bed caipita:.I on hid-up capital oa 
I JJ11uaty 2009 29Dcttrnbcr2010 29 lkumba2010 J I lkoonber 2009 J I l>o.'Cfflber 2009 

% € € € € 

Bankl Slovmijc 0.3288 J5-.J.8l.02S 24,42l,02S 18..941,0lS 18.941,0ZS 
NiroiJni buih Sk>,-cnska 0.69)4 74.614.)64 Sl,SCH,03,0 )9,944,)64 )9,9'4J64 
SuommPutkki• 
Finland.$ O..n.k 1.2S)9 1)4,921,820 93.131,IS4 72,231.820 12,232.820 

S11fm1t•I /H "~'° •~ NCBs '9.19/J 1,$10,910,121 5,IU.6J7,J&& ,.ow,4,5,111 ,.019,44$,111 

6Mrapcn 1111po:.Ha. &ult! 
(Bul.gariaa National Bank) 0.8686 93,467,027 J.SOS,014 S0.037,027 3.502.592 

Ccski nirodnl banka 1.4472 ISS.728,162 S,839,806 SJ.368,16'2 S.BJS,771 
(htul:larlcJ NscU}tl11lb4k U8)S 1$9.6)4,218 S,986.28S 8S,4S9,218 S,982,149 
EaliP.mk 0.1790 19.261,S68 722.309 10.31 I.S68 721,810 

Utv-ija$8ankl 0.2837 30.S27,971 1,144,799 l6,>4'2,971 1,144,008 

Lletu\'OS banlcls 0.-12S6 45,197,337 1,717,400 24.517,337 1,716,214 

Mag)'U Ncrnzdi 8111k l.38S6 149,099,600 S,S9l.23S 79,819,600 S.S87.J72 

N~Ranl:Polskl 4.89$4 S26,776,978 19,7$,4,1)7 282,006,978 19,740,488 

Banca N8'ionaU a Rominici 2.4645 26S.196.278 9,944.860 141,971,278 9,937,989 

S~a,t,R.iksb.t.ttk 2.2S82 242,997,0S) 9,112,)89 130,0117,0S) 9,106,094 
Bank ofEnglaftd l4.Sl72 1,562,145.431 S8,S80,454 836,28S,43 I SS,539,980 

$111;,u,tt,I /4H' no11-r11ro """' 

NCBs JfHOU J.lJ0,6JJ,6&J 111,69&,W l,UD,296,611 111,11,.,u 

1'oal 100.0000 I0.760,6S2,40l s.J0S.SJ&,076 S.760,652,40..) 4,142,.260,189 

The non-euro area NCBs are not entitled to 
receive any share of the distributable profits 
of the ECB, including income arising from 
the allocation of euro banknotes within the 
Eurosystem, nor are they liable to fund any loss 
of the ECB. 

18 POST-BALANCE-SHEET EVENTS 

18.1 ENTRY OF ESTONIA INTO THE EURO AREA 

Pursuant to Council Decision 2010/416/EU of 
13 July 2010, taken in accordance with 
Article 140(2) of the Treaty on the Functioning 
of the European Union, Estonia adopted the 
single currency on I January 2011. In accordance 
with Article 48.1 of the Statute of the ESCB and 
the legal acts adopted by the Governing Council 
on 13 and 31 December 20 I 0," Eesti Pank paid 
up an amount of €12,572,592 as at I January 
201 I in respect of its capital subscription to the 
ECB. This amount ~1kes account of the increase 
in the ECB's capital with clTect from 
29 December 20 I 0, with due consideration of 
the extent to which the additional capital is 
paid-up (see note 17, "Capital and reserves"). 
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In accordance with Anicle 48.1, in conjunction 
with Article 30.1, of the Statute of the ESCB, 
Eesti Pank transferred foreign reserve assets 
with a total value equivalent to €145,853,597 to 
the ECB with clTect from I January 2011. 
These foreign reserve assets comprised amounts 
of Japanese yen in the fonn of cash, and gold, 
in proportions of 85 to 15 respectively. 

Eesti Pank was credited with claims in respect 
of the paid-up capital and foreign reserve assets 
equivalent to the amounts transferred. The latter 
is to be treated in an identical manner to the 
existing claims of the other curo area NCBs 
(see note I 3.1, "Liabilities equivalent to the 
transfer of foreign reserves"). 

13 DcC'ision ECB/2010/26 of 13 Dc«mbcr 2010 on ~ lDC',nw: 
or lht Ewopcsn Ctnlf'lll Rrmk's capi,~I. OJ L 11, IS.l.201 I, 
p. S3; D«-isioo F.CBl20l0/34 or JI D«embtt 2010 on I.be 
paytni•~p or capital, tr;trt$rtr or forcig.n l'C$ttVt :l$$e1$ and 
(:ODtriOOtions by Eesti Panic IO the European Cffltral Bal'lk's 
~&ndpro\•is.ionl.OJ LI I, IS.l.2011,p. S3; Aa,,eemcn1or 
31 D«mibcl'2010betweca Enti Pank and the Europcal'I Ccatn1l 
ll:lrtl: n:gllldina 1hc claim \!t'Nlitcd lO F..ffli Panic b)' 1hc Eul'QpCl!n 
Central Bank under Aniclc 30.3 of the Statim of lhe European 
$)"$tffll or Cent.ml Jbnb and <,f the 1:~ Centnl Ad, 
OJ C 12, IH.201 l.p.6. 



18.2 ADMINISTRATION OF THE EUROPEAN 
FINANCIAL STABILISATION MECHANISM 
AND THE EUROPEAN FINANCIAL STABILITY 
FACILITY 

The ECB has an opera1ional role in lhe 
administration of two European financial 
s1abili1y-related funding schemes established 
in 20 IO by the EU Council and the EU 
Member States. 

In accordance with Articles 122(2) and 132(1) 
of the Treaty on the Functioning of the European 
Un.ion and Anicles 17 and 21 of the Statute of 
the ESCB, as well as Anicle 8 of Council 
Regulation (EU) No 407/2010, the ECB 
is responsible for the administration of lhe 
borrowing and lending operations of the 
EU under the European Fina.ncial Stabilisation 
Mechanism. Under this scheme, loans to Ireland 
for a total amount of€5 billion were outstanding 
as at 22 February 20 I I. 

In accordance with Articles 17 and 21 of the 
Statute of lhe ESCB (in conjunction wilh 
Article 3(5) of the Framework Agreement 
between the European Financial Stability 
Facility (EFSF) and the Member States whose 
currency is the euro), the ECB is responsible 
for the administration of EFSF loans to 
Member States whose currency is the euro. 
Under this scheme, loans to Ireland for a total 
amount of €4.2 billion were outstanding as at 
22 February 2011. 

OFF-BALANCE-SHEET INSTRUMENTS 

19 AUTOMATED SECURITY LENDING 
PROGRAMMES 

As part of the management of the ECB's own 
funds, the ECB has an automated security 
lending programme agreement in place, whereby 
an appointed agent enters into security lending 
transactions on behalf of the ECB with a number 
of counterpartics, designated by the ECB as 
eligible counterparties. Under this agreement, 
reverse transactions with a value of €1.5 billion 

(2009: €2.1 billion) were outstanding as at 
31 December2010. 

In 20 I 0, as part of the management of the 
ECB's foreign reserves, an appointed agent 
entered into US dollar-denominated security 
lending transactions with eligible counterparties 
on behalf of the ECB. No transactions remained 
outstanding as at 31 December 20 I 0. 

20 INTEREST RATE FUTURES 

interest rate futures are used as part of the 
management of the ECB's foreign reserves 
and own funds. As at 31 December 20 IO the 
following transactions were outstanding: 

Fo.-eign 2010 2009 Chana< 
CUrttl)(:)' O>nltkt \'!lue Contrec1 villue 
intcRSt n.lC: € € 

'"''"" 
.......... 4.58.539,141 S41.S23.368 (82.1'04.227) 

Sal .. 1,251,682,$)6 2,706.,&47,70) (l.4SS.16$,167) 

Euroinlcn:s& 20!0 2009 °"""' role futuff,11, COtltract,•alLJC ContDCI wt~ 
e € 

.......... 2$,000,000 (2$,000,000) 
Sale, 379.000.000 (),..000.000) 

21 INTEREST RATE SWAPS 

Interest rate swap transactions with a contract 
value of€742.4 million (2009: €724.4 million) 
were outstanding as at 31 December 20 I 0. 
These transactions were conducted in the 
context of the management of the ECB 's 
roreign reserves. 

22 FORWARD TRANSACTIONS IN SECURITIES 

A forward purchase of a security in the 
amount of €92 million remained outstanding 
as at 31 December 2010. This transaction was 
conducted in the context of the management of 
the ECB's foreign reserves. 
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23 FOREIGN EXCHANGE SWAP AND FORWARD 
TRANSACTIONS 

MANAGEMENT OF THE FOREIGN RESERVES 

The following foreign exchange swap and 
forward lnlJlSactions remained outstanding, 
in the context of the management of the ECB's 
foreign reserves, as at 31 December 2010: 

Fo.-eigntll¢k.i~ 
'W!fl and forwa,d -Claims 

Liabilities 

2010 2009 

1.697.4S3,J30 1.017.926.290 679.557,2.40 

1,740.-464,0JS l.008.S6l,OJ2 7Jl,902.CICl6 

LIQUIDITY-PROVIDING OPERATIONS 

Forward claims on NCBs and liabilities 10 the 
Federal Reserve, which arose in connection with 
the provision of US dollar liquidity to Eurosystem 
countcrparties (see note 11, "Liabilities to 
non-euro area residents denominated in euro''), 
were outstanding on 31 December 20 I 0. 

24 ADMINISTRATION OF BORROWING 
AND LENDING OPERATIONS 

In accordance with Article 141(2) of the Treaty 
on the Functioning of the European Union 
and Articles 17, 21.2, 43.1 and 46.1 of the 
Statute of the ESCB, together with Article 9 
of Council Regulation (EC) No 332/2002 of 
18 February 2002, as last amended by Council 
Regulation (EC) No 431/2009 of 18 May 2009, 
the ECB continues to be responsible for the 
administration of the borrowing and lending 
operations or the EU under the medium-term 
financial assistance mechanism. Under this 
scheme, loans from the EU to Latvia, Hungary 
and Romania for a total amount of€12.I billion 
were outstanding as at 31 December 20 I 0. 

In the context of the loan facility agreement 
between the Member States whose currency is 

ml
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the euro" and Kreditanstalt fiir Wiederaufbau,"' 
as lenders, the Hellenic Republic, as the 
borrower, and the Bank of Greece, as the 
agent of the borrower, and pursuant to 
Articles 17 and 21.2 of the Statute of the ESCB, 
as well as Article 2 of Decision ECB/2010/4,21 

the ECB is responsible for processing all related 
payments on behalf of the lenders and the 
borrower. Under this scheme, pooled bilateral 
loans for the benefit of the Hellenic Republic 
amounting to €21 billion were outStanding as at 
31 December 20 I 0. 

25 PENDIHG LAWSUITS 

An action for damages was brought against the 
ECB before the Court of First lnstance of the 
European Communities (CFI) 22 by Document 
Security Systems lnc. (DSSI), alleging that the 
ECB had infringed a DSSI patent" in the 
production of euro banknotes. The CFI 
dismissed DSSI's action for damages against 
the ECB." The ECB is currently pursuing 
actions to revoke the patent in certain national 
jurisdictions and bas already succeeded in 
revoking it in a number of jurisdictions. 
Furthermore, the ECB firmly maintains that it 
has in no way infringed the patent, and will 
consequentJy also enter a defence against any 
infringement action brought by DSSI before any 
competent national court. 

19 Olht-r tbn lhc llclltt1ic Republic II.lid I.he Federal RP!J)Ubll,c; or 
Gcnn&r1)'. 

20 Actm& i.n1~publK: interest. subjffl lo 1he instrucliollSof and with 
the beDCfll of lhe giwarit«a of the f'ecktul Republic of Germany. 

21 D«.1sioo EC0/2010/◄ of 10 May 2010 conocming I.he 
m~t of pooltcl bilateral loans for the. bMclit of the 
l!eUmic RqMiblicand ammdUlg Decision ECBl2007n,OJ l. 119. 
ll.S.2010, p. 24. 

2:2 Follwing lbe enlJy imo forte or the Trc--1ty or Lisbon on 
I Deoembet 2009, lhe MITI(: of1he Coon of First lnstaoce was 
changed 10 the Gcocnl Coon. 

21 DSSl's Europc:lft Pa1~1 No 04S5 7SO Bl. 
24 Ord« of the Coor1 of Finl lnstiinc:e of S Scplcmbc:r 2007, 

Case T-295/05. Anilabk at ...,'WW,Ma.curopa.cu. 



As a result of the CFl's dismissal of DSSJ's 
action for damages against the ECB, as well as 
the ECB's successful actions to date in a number 
of nation.al jurisdictions to revoke national 
portions of DSSl's patent, the ECB remains 
confident that the possibility of payments to 
DSSJ is remote. The ECB is actively monitoring 
all developmenlS in the continuing litigation. 
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NOTES ON THE PROFIT AND LOSS ACCOUNT 
26 NET INTEREST INCOME 

26.1 INTEREST INCOME ON FOREIGN 
RESERVE ASSETS 

26.3 REMUNERATION OF NCBS' CLAIMS 
IN RESPECT OF FOREIGN RESERVES 
TRANSFERRED 

Remuneration paid to euro area NCBs on their 
This item includes interest income, net of claims on the ECB in respect of the foreign reserve 
interest expense, in respect of the ECB's net assets transferred under Article 30.1 of the Statute 
foreign reserve assets, as follows: of the ESCB is disclosed under this heading. 

lntcrcMinco~ 

2010 
€ 

°""~ 26.4 OTHER INTEREST INCOME; AND OTHER 
INTEREST EXPENSE 

oncurrcMacoout11J 1.J28.7S3 
InlCfCST.inc:omcon 
fl'IOneY~ct~1$ IS.86S.666 
lntere$t iDCOl.'IICOfl 

1.333,314 (S,121) 

17,632,737 (1,817.121) 

m·mercpurdl.lSc 

•s~s 
fntett:SliN:omc 
ons«uriliitt 

2.712,798 1,S24,0SS 1,188.70 

33',790.909 66.3.381,906 (328,0,0.997) 
Nd in~l'CSl lnoomc 
(ll'IT(ltcftttDICS~ 4,611,662 7,)74,0$7 (2,762,395) 
Net intcrQI: income 
on swap and forward 
ln.mal:lioos in 
foreign cumocy 

To1al ID.IU"Hl 

i.ncomr, 011 fordg■ 

rts..rnasseu 
tfttettSle.KPffl.U:Olll 

c11rren1 accounts 
Nt'tin1ett$bJlm5'C 

""""""""'° -· lnl~rtitJn('Offlf-

011 forel&n rewn-. 
~$ti$(nd) 

6.523.343 9Jl9,68.l (2,996,342) 

366.SJl,l:31 101)16.]6< (334.~.2'3) 

(8.195) (219.800) 211,00S 

(880)81) 23S,•29 

366.179,478 100)16.2"7 (334,036.199) 

The overall decrease in nel inlerest income 
in 20 IO was due mainJy lO lower net interest 
income generated on the US dollar portfolio. 

26.2 INTEREST INCOME ARISING FROM THE 
ALLOCATION OF EURO BANKNOTES 
WITHIN THE EUROSYSTEM 

This item consists of the interest income relating 
to the ECB's share of the total euro banknote 
issue (see '"Banknotes in circulation .. in the notes 
on accounting policies). Interest on the claims 
of the ECB in respect of i1s share of banknotes 
is earned at the latest available marginal rate for 
the Eurosystcm's main refinancing operations. 
The decrease in income in 20 IO mainly reflected 
the fact that the average main refinancing rate 
was lower than in 2009. 

Jm((I 
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These items include interest income of 
€3.8 billion (2009: €4.0 billion) and expenses 
of €3.9 billion (2009: €3.7 billion) on balances 
arising from TARGET2 (see note 13.2 "Other 
claims/liabilities within the Eurosys1em (ne1r, 
and note 11 "Liabilities to non-euro area 
resjdcnts denominated in euro"). 

These items also include net income of 
€140.4 million and€438.0 million on the securities 
purchased by the ECB under the covered bond 
purchase programme and the Securities Markets 
Programme respectively. Interest income and 
expenses in respect of other assets and liabilities 
denominated in euro, as well as interest income 
and interes1 expense arising from the US dollar 
and Swiss franc liquidily-providing operations, 
arc also shown under these headings. 

27 REALISEO GAINS/LOSSES ARISING FROM 
FINANCIAL OPERATIONS 

Net realised gains arising from financial 
operations in 2010 were as follows: 

Nct:n=alisell 
price gains.on 
.s«uri1ics,inltttSt 
ra&cfulw-cs and 
it11c«s1rateswac,s 
Netruhsed 
txdian8,t nt.lt IUld 

gokl~pins 

Nctrt.allsied 
pimorisaia 
&<mf.-bl .,,...,.,.. 

lOIO 
€ 

2009 
€ 

460,S88,71 I S63,594,643 (I0J,OOS,932) 

U,724,616 519,002,475 (S2S,2n.8S9) 

474,113,127 1,102,597,118 (628.283,791) 



In 2010 this item included net realised price 30 INCOME FROM EQUITY SHARES ANO 
gains on sales of securities and net exchange PARTICIPATING INTERESTS 
rate gains on foreign currency outflows. 

Dividends received on shares which the ECB 
In 2009 net realised exchange rate and gold holds in the BIS (see note 7.2, "Other financial 
price gains arose, mainly owing to the sale of assets") are shown u.nder this heading. 
1,141,248 ounces of fine gold in accordance 
with the Central Bank Gold Agreement. In 2010 
no such sales took place. 

28 WRITE-DOWNS ON FINANCIAL ASSETS ANO 
POSITIONS 

Unrcali~price 

2010 

• 
2009 Clw,ge 

e 

losscsonsccwitics (184.247,603) (34,Hil.743) (IS0,083,860) 

Um\'lllikd price 
losscso11iD1crcs1 
JlteJWOf)S 

Unrealised c-xc~ 

''"'°"" 

(10,%),8~1) (3,774,314) (7,189~•7) 

(1,973) (1,592) (381) 

Toe.al writNioWl!S (195,213,4)7) ()7.939,649} (IS?,273,788) 

In 20 IO this expense was due mainly to the 
write-<lown of the acquisition cost of a number 
of securities shown on the Balance Sheet to their 
market value as at 30 December 20 I 0. 

29 NET EXPENSE FROM FEES ANO COMMISSIONS 

Jnoome from fttS and 
corrimisskJris 
Expens« ttla1ing 10 

recs and commimons 

Net expense from fm 
aoo,olMlissiom 

2010 
€ 

110,661 

(1.519,678) 

(1,1(1'1.017) 

2009 
€ 

679,416 

(695.426) 

(16.010) 

Clw,ge 

€ 

(~.,ss) 

(824.252) 

()~93,007) 

lo 2010 income under this heading consisted 
of penalties imposed on credit institutions for 
non-compliance with the minimum reserve 
requircmcnis. Expenses relate to fees payable 
on current accounts and in connection with 
interest rate futures transactions (sec note 20, 

"Interest rate futures"). 

31 OTHER INCOME 

Other miscellaneous income during the year 
arose mainly from the accrued contributions 
of the euro area NCBs to the costs incurred by 
the ECB in connection with a major marker 

infrastructure project. 

32 STAFF COSTS 

Salaries, allowances, staff insurance and 
other miscellaneous costs of €167.7 million 
(2009: €158.6 million) are included under 
this heading. Also included in this item is an 
amount of €28.8 million (2009: €28.7 million) 
recognised in connection with the ECB's 

retirement plan and other post-employment 
benefits (see note 14.3, "Sundry"). Staff cosis 
of€1.3 million (2009: €1.2 million) incurred in 
connection with the construction of the ECB 's 
new premises have been capitalised and are 

excluded from this item. 

Salaries and allowances, including the 
emoluments of holders of senior management 
positions, arc modelled in essence on, and arc 

comparable with, the remuneration scheme of 
the European Union. 

Members or the Executive Board receive a basic 
salary and additional allowances for residence 
and representation. In the case of the President, 
an official residence owned by the ECB is 
provided in lieu of a residence allowance. 
Subject to the Conditions of Employment for 
Staff of the European Central Bank. members of 
the Executive Board arc entitled to household, 
child and education allowances, depending on 
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their individual circumstances. Basic salaries 
arc subject to a tax for the benefit of the 
European Union as well as to deductions in 
re.spect of contributions to the pension, medical 
and accident insurance schemes. Allowances are 
non-taxable and non-pensionable. 

Basic salaries paid to members of the Executive 
Board in 20 IO were as follows: 

2010 2009 , • 
Je.an.(:t1udc Trk~ (Prcudtnt) .367.&6) ]60.612 

~ D, Piqi,adcmos (Vi«,.Pfe3idcn[ 
until May 2010) JJIJ70 309.096 
Vltor Con$1.&nclo (Vlec-Pn:,i4tnl 
smc:c Juric 2010) 183,918 

Gcrtrudc:Tumpcl-Ou.gerc,11 
("°""M<mbtt) 262.WI 2:S1.S68 
IOSC Manuc:I Gonz.kz-Pinmo 
(Board Memba) 262.728 2.s,.S68 
lorcm:o Bini Sm■ghi (Board Member) 262,728 251.508 
Jurgen Stade (~d Member) 262,128 257,$68 

Toc,I 1.734.06.3 1.699,9.80 

The total allowances paid to the members of the 
Executive Board and the ECB's contributions 
to the medical and accident insurance schemes 
on their behalf amounted to €660,731 
(2009: €614,879), resulting in total emoluments 
of€2,394,794 (2009: €2,314,859). 

Transitional payments arc made to former 
members of the Executive Board for a limited 
period after the end of their terms of office. 
In 2010 these payments and the ECB's 
contributions to the medical and accident 
insurance schemes of former members 
amounted to €34,868, while no such payments 
or contributions were made in 2009. Pension 
payments, including related allowances, to 
former members of the Executive Board or their 
dependents and contributions to the medical 
and accident insurance schemes amounted to 
€354,349 (2009: €348,4 I 0). 

At the end of20 IO the actual full-lime equivalent 
number of staff holding contracts with the ECB 
was 1,607," including 156 with managerial 
positions. The change in the number of staff 
during 2010 was as follows: 
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Total ~fftilU I JanLUry 

Ncwcomcn.'changc of"eotrtraclUII 

Rcs:igm1KJl1S/ffld of" cootnl.1 

~Cl incre&W(dccttut) due 10 
char1gcs-in pan-time working ~ttcm, 
T t;,Ui) $~fr as 111 31 O«ent,e,r 

Av~nwnberofs:taffffllPlo)'«I 

33 ADMINISTRATIVE EXPENSES 

2010 

1,.563 

328 
(30Z) 

18 

l,«11 
1,.565 

2009 

1,.536 

320 
(283) 

(10) 

1.$6) 

1,.530 

These cover all other current expenses relating 
lo the rcn1ing and mainrcnance of premises, 
goods 3nd equipment of a non-capital nature, 
professional fees and other services and supplies, 
together with staff-related expenses including 
recruitment, relocation, installation, training and 
resettlement expenses. 

34 BANKNOTE PRODUCTION SERVICES 

This expense is mainly due to the cross-border 
transportation of euro banknotes between banknote 
printing works and NCBs, for the delivery of 
new banknotes, and between NCBs, for the 
compensation of shonages with surplus stocks. 
These costs arc borne centrally by the ECB. 

n Staff OD IIDp■id k:;,·c IR c,,xc,h1dcd. Thu rnn:nbcr includes .staff 
wid:1 pcmw1cn1. fixed or shon-1crm coruract.s and the panielpanu 
ii, the ECB's Gmlu■tc Prognimmc. Staff' on maternity or 
toog-lCfm skk lts,•c arc also i-nc1udcd. 
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NOTE ON PROFIT DISTRIBUTION/ 
ALLOCATION OF LOSSES 
This 110/e is not part of the Ji11ancia/ statements 
oft/ie £CB for the year 2010. 

INCOME RELATED TO THE ECB'S SHARE OF TOTAL 
BANKNOTES IN CIRCULATION AND ITS HOLDINGS 
OF SECURITIES PURCHASED UNDER THE 
EUROSYSTEM'S SECURITIES MARKETS PROGRAMME 

In respect of 2009 the full income earned 
on the ECB's share of total euro banknotes 
in circulation, amounting to f:187 million, 
was distributed to the euro area NCBs on 
5 January 20 I 0, in prop0rtion to their paid-up 
shares in the subscribed capital of the ECB. 
In respect of 20 I 0, following a decision by the 
Governing Council, the full income earned on 
the ECB 's share of euro banknotes in circulation 
and securities purchased under the Securities 
Markets Programme, amounting to €654 million 
and €438 million respectively, was transferred to 
the provision for foreign exchange rate, interest 
rate, credit and gold price risks and therefore no 
interim profit distribution took place. 

PROFIT DISTRIBUTION/COVERAGE OF LOSSES 

Pursuant to Article 33 of the-Statute of the ESCB, 
the net profit of the ECB shall be transferred in 
the following order: 

(a) an amount to be determined by the Governing 
Council, which may not exceed 20% of the 
net profit, shall be transferred to the general 
reserve fund subject to a limit equal to I 00% 
of the capital; and 

(b) the remaining net profit shall be distributed 
10 the shareholders or the ECB in prop0rtion 
to their paid-up shares. 

In the event of a loss incurred by the ECB, the 
shortfall may be offset against the general 
reserve fund of the ECB and, if necessary, 
following a decision by the Governing Council, 
against the monetary income of the relevant 
financial year in proportion and up to the 
amounts allocated to the NCBs in accordance 
with Article 32.5 of the Statute of the ESCB.' 

The Governing Council decided on 
3 March 2011 to make no transfer to the general 
reserve fund and to distribute the profit for 20 I 0, 
amounting to €171 million, to the euro area 
NCBs, in prop0rtion to their paid-up shares. 

Non-euro area NCBs arc not entitled to receive 
any share of the ECB 's profit, nor arc they liable 
to fund any loss of the ECB. 

2010 
e 

2009 
e 

Profitforthc~lll 170,8Jl,J95 2,253,186,104 

lnltTim dislribution ofita.'-omc 
ontt.cECe·~wrcoftbc 
Aitv b:,anlcnoce, ltl cln;:ubtiori 
and oa s«uritics pu,tlwcd 
unck-r the Securities Market$ 
Programmcll (0) (JrJ.JSJ,441) 

Profit for the: )'CU ~tter 
di,;tribution oflnc'()ffieoo 
iJ.e:ECO's:shartorthcew-o 
battlcnolt$ in drailatKlfl and oa 
$Ct:1,1ritle$ pi,JtChasc,d uoder tbe 
Securities M.ukt:ts Programme 170,SJ I ,395 1,466,028,663 

Disuibutioa of pro61 10 NC& (170.831,395) (1.466.028,663) 

Tot.al 

I) The SecuritiQ Mad:cti Programme w.s cstablishcd in 
Ma)' 2010. 

I Undier Article 32.S of the Staru,e-of die ESCO. the swn of I.he 
NC!b' ll'lill'IC1~ inc:':Qn'IC' $hall be :1.!loca1ed to the NCBs in 
proportion io their paid-up shares io lhccapital of the E:CD. 
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6 CONSOLIDATED BALANCE SHEET OF THE 
EUROSYSTEM AS AT 31 DECEMBER 20 I 0 

(EUR HIWONS) 

ASSETS 

Gold and gold receivables 

2 Claims on non--euro area residents 
denominated in foreign currency 
2.1 Receivables from the IMF 
2.2 Balances with banks and security investments, 

external loans and other external assets 

3 Claims on euro area residents denominated 
in foreign currency 

4 Claims on non-euro area residents denominated i.n euro 
4.1 Balances with banks, security investments and loans 
4.2 Claims arising from the credit facility under ERM U 

s Lending to eu.ro area credit institutions related 
to monetary policy operations denominated in euro 
5.1 Main refinancing operations 
5.2 Longer-lt'mn refinancing operations 
5.3 Fine~runing reverse operations 
5.4 Structural reverse operations 

5.5 Marginal lending facility 
5.6 Credits related to margin calls 

6 Other claims on euro area credit institutions 
denominated in euro 

7 Secu.ritics of euro area residents denominated i.o euro 
7.1 Securities held for monetary policy purposes 
7.2 Other securities 

8 General government debt dcnomin.ated in curo 

9 Other assets 

Total assets 

TouJsl:wblolaJs may 004 add up d1JC &o rounding. 

mn((I A.uni lepori 
llll 

31 DECEMBER 
2010 

367,402 

224,001 
71,319 

152,681 

26,940 

22,603 
22,603 

0 

S46,747 
227,865 
298,217 

20,623 
0 

25 
17 

4S,65S 

4S7,41S 
134,829 
322,586 

34,954 

276,493 

2,002,210 

31 DECEMBER 
2009 

266,919 

195,479 
62,799 

132,680 

32,151 

IS,193 
15,193 

0 

749,890 
79,277 

669,297 
0 
0 

1,289 
27 

26,282 

328,6S2 
28,782 

299,870 

36,171 

2S2,288 

1,903,024 



UABlUTIES 31 DECEMBER 31 DECEMBER 
1010 1009 

Banknotes in circulation 839,702 806,522 

2 Liabilities to euro area credit institutions related 
to monetary policy operations denominated in euro 378,008 395,614 
2.1 Current accounts (covering lhe minimwn reserve system) 212,739 233,490 
2.2 Deposit facility 104,458 162,117 
2.3 Fixed-tenn deposilS 60,784 0 
2.4 Fine-tuning reverse operations 0 0 
2.5 DeposilS related to margin calls 27 6 

3 Other liabilities to euro area credit institutions 
denominated in euro 2,808 340 

4 Debt certificates issued 0 0 

5 Liabilities to other euro area residents denominated 
in euro 79,792 129,730 
5.1 General government 71,685 120,495 
5.2 Other liabilities 8,107 9,235 

6 LiJlblHties to non-<>uro area residents denominated in euro 47,703 46,769 

7 Liabilitie, to eu_ro area residents denomJnated 
in foreign currency 1,995 4,032 

8 Liabilities to non--euro area residents denominated 
in foreign currency 14,346 9,616 
8.1 DeposilS, balances and other liabilities 14,346 9,616 
8.2 Liabilities arising from the credit facility under ERM ii 0 0 

9 Counterpart of special drawing rights allocated by the IMF 54,480 51,249 

10 Other liabilities 172,388 164,082 

11 Revaluation accounts 331,510 220,101 

12 Capital and reserves 79,479 74,969 

Total liabilities 2,002,210 1,903,024 
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ANNEXES 



LEGAL INSTRUMENTS ADOPTED BY THE ECB 
The following table lists the legal instruments 
that were adopted by the ECB in 20 IO and 
published in the Official Journal of the 
European Union. Copies of the Official Journal 
can be obtained from the Publications Office 

of the European Union. For a list of all the 
legal instruments adopted by the ECB since 
its establishment and published in the Official 
Journal, see the 0 Legal framework" section of 
the ECB • s website. 

Number 

ECB/2010/1 

ECB/201012 

ECB/2010/3 

ECB/2010/4 

ECB/2010/5 

ECB/20I0/6 

ECB/2010n 

ECB/20I0/8 

Title 

Guideline of the European Central Bank of 4 March 2010 
amending Guideline ECB/2000n on monetary policy 
instruments and procedures of the Eurosystcm 

Guideline of the European Central Bank of21 April 2010 on 
TARGET2-Securitics 

Decision of the European Central Bank of 6 May 2010 on 
temporary measures relating to the eligibility of marketable debt 
instruments issued or guaranteed by the Greek Government 

Decision of the European Central Bank of 10 May 20IO 
conceming the management of pooled bilateral loans for 
the benefit of the Hellenic Republic and amending Decision 
ECB/2007n 

Decision of the European Central Bank of 14 May 2010 
establishing a securities markets programme 

Recommendation of the European Central Bank of I July 2010 
to the Council of the European Union on the external auditors 
ofNarodna banka Slovenska 

Regulation of the European Central Bank of 23 July 2010 
amending Regulation ECB/2001/18 concerning statistics on 
interest rates applied by monetary financial institutions to 
deposils and loans vis-3-vis households and non-financial 
corporations 

OJ reference 

OJ L63, 
12.3.2010, p. 22 

OJ L 118, 
12.5.2010, p. 65 

OJL117, 
11.5.20 I 0, p. I 02 

OJ L 119, 
13.5.2010, p. 24 

OJ L 124, 
20.5.2010, p. 8 

OJ C 184, 
8.7.2010, p. I 

OJ L 196, 
28.7.2010, p. 23 

Decision of the European Central Bank of 27 July 20IO OJ L 238, 
amending Decision ECB/2007/S laying down the Rules on 9.9.2010. p. 14 
Procurement 

ECB/2010/9 Decision of the European Central Bank of 29 July 2010 on OJ L 211, 
access to and use of certain TARGET2 data 12.8.2010, p. 45 

ECB/2010/10 Decision of the European Central Bank of 19 August 2010 on OJ L 226, 
non-compliance with sta1istical reporting requirements 28.8.2010, p. 48 

ECB/20 l0/11 Recommendation of the European Central Bank of OJ C 233, 

Jm((I 
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23 August 2010 to the Council of the European Union on the 28.8.2010,p. I 
external auditors of the Banca d' Italia 



Number TiUe OJ reference 

ECB/2010/12 Guideline of the European Central Bank of 15 September 2010 OJ L 261, 
amending Guideline ECB/2007/2 on a Trans-European 5.10.2010, p. 6 
Automated Real•time Gross settlement Express Trans.fer 
system (T ARGET2) 

ECB/2010/13 Guideline of the European Central Bank of 16 September 2010 OJ L 267, 
amending Guideline ECB/2000n on Monetary Policy 9.10.2010, p. 21 
l_nstruments and Procedures of the Eurosystem 

ECB/2010/14 Decision of the European Central Bank of 16 September 2010 OJ L 267, 
oo the authenticity and fitness checking and recirculation of 9.10.2010, p. I 
curo banknotes 

ECB/2010/15 Decision of the European Central Bank of21 September 2010 OJ L 253, 
concerning the administration ofEFSF loans to Member States 28.9.2010, p. 58 
whose currency is the euro 

ECB/201 Oil 6 Recommendation of the European Central Bank of 
8 October 2010 to the Council of the European Union on the 
ex1crna1 auditor-s of Ecsti Pank 

OJ C282, 
19.10.2010, p. 1 

ECB/2010/17 Decision of the European Central Bank of 14 October 2010 OJ L 275, 
concerning the administration of the borrowing and lending 20.10.2010, p. 10 
operations concluded by the Union under the European 
financial stabilisation mechanism 

ECB/2010/18 Decision of the European Central Bank of 26 October 2010 on OJ L 285, 
transitional provisions for the application of minimum reserves 30.10.20 IO. p. 3 7 
by the European Central Bank following the introduction of 
the euro in Estonia 

ECB/2010119 Decision of the European Central Bank of 2 November 20!0 OJ L 290, 
amending Decision ECB/2007n concerning the terms and 6.11.2010, p. 53 
conditions ofTARGET2-ECB 

ECB/2010120 Guideline of the European Central Bank of II November 2010 OJ L 35, 
on the legal framework for accounting and financial reporting 9.2.2011, p. 31 
in the European System of Central Banks (recast) 

ECB/2010/21 Decision of the European Central Bank of 11 November 2010 OJ L 35, 

on the annual accounts of the European Central Bank (recast) 9.2.2011, p. I 

ECB/2010122 Decision of the European Central Bank of25 November 2010 OJ L 330, 
on the quality accreditation procedure for manufacturers of 15.12.2010, p. 14 
curo banknotes 

ECB/2010123 Decision of the European Central Bank of25 November 2010 OJ L 35, 
on the allocation of monetary income of the national central 9.2.2011, p. 17 
banks of Member States whose currency is the euro (recast) 
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Number Tille OJ reference 

ECB/2010124 Decision oflhe European Central Bank of25 November 2010 OJ L 6, 

ECB/2010/25 

ECB/20 I 0126 

ECB/2010/27 

ECB/2010/28 

on the interim distribution of the income of lhe European 11.1.2011,p.35 
Central Bank on euro banknotes in circulatfon and arising from 
securities purchased under the securities markets programme 
(recast) 

Decision of the European Central Bank of 29 November 2010 
on the approval of the volume of coin issuance in 20 I I 

Decision of the European Central Bank of 13 December 20 I 0 
on lhe increase of the European Central Bank's capital 

Decision of the European Central Bank of 13 December 2010 
on lhe paying-up oftbc increase oflhe European Central Bank's 
capital by the national central banks of Member States whose 
c-urrcncy is the euro 

Decision of the European Central Bank of 13 December 2010 
on lhe paying-up of the European Central Bank's capital by the 
non-euro area national central banks 

OJ L3l8, 
4.12.2010, p. 52 

OJ L II, 
15.1.201 I, p. 53 

OJ L II, 
15.1.2011, p. 54 

OJ L 11, 
15.1.201 I, p. 56 

ECB/2010/29 Decision of the European Central Bank of 13 December 2010 OJ L35, 
on the issue of euro banknotes (recast) 9.2.2011, p. 26 

ECB/2010/30 Gu.ideline of the European Central Bank of I 3 December 2010 OJ L 336, 
amending Guideline ECBf2000/7 on monetary policy 21.12.2010, p. 63 
instruments and procedures of the Eurosystem 

ECB/2010131 Decision oflhe European Central Bank of20 December 2010 OJ L 10, 
concerning the opening of accounts for the processing of 14.1.2011. p. 7 
payments in connection with EFSF loans to Member States 
whose currency is the curo 

ECB/2010132 Dc-cision oflhe European Central Bank of22 December 2010 OJ L 343, 
amending Decision ECB/2009125 on the approval of the 29.12.2010,p. 78 
volume of coin issuance in 20 I 0 

ECB/2010133 

ECB/2010134 

m,((I A.uual ltpon 
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Decision of the European Central Bank of27 December 2010 
on the transmission of confidential data under lhe common 
framework for business registers for statistical purposes 

Decision of the European Central Bank of31 December 2010 
on the paying•up of capital, transfer of foreign reserve assets 
and contributions by Eesti Pank to the European Central Bank's 
reserves and provisions 

OJ L6, 
I 1.1.2011, p. 37 

OJ L JI, 
15.1.2011, p. 58 



OPINIONS ADOPTED BY THE ECB 
The following table lists the opinions adopted For a list of all the opinions adopted by 
by the ECB in 2010 and early 201 I under the ECB since its establishment, sec the 
Articles 127(4) and 282(5) of the Treaty ''Legal fi'amcwork" section of the ECB's 
and Article 4 of the Statute of the ESCB. website. 

(a) ECB opinions following a consultation by a European Institution 

Number I Originator 

CON/2010/5 Council 

CON/2010/6 

CON/20 I 0119 

CON/20 I 0123 

CON/20 I 0128 

CON/20 I 0/52 

Council 

European 
Council 

Council 

Council 

Council 

Subject OJ reference 

Three proposals for regulations of lhe OJ C 13, 
European Parliament and of the Council 20.1.2010, p. I 
establishing a European Ban.king Authority, 
a European Insurance and Occupational 
Pensions Authority and a European Securities 
and Markets Authority 

A proposal for a directive of the European 
Parliamen1 and of the Council amending 
Directives 2003nI/EC and 2004/109/EC 

A Council recommendation on the appointment 
of the Vice-President of lhe European Central 
Bank 

A proposal for a dirccti vc of lhc European 
Parliament and of the Council amending 
Directives 1998126/EC, 2002187/EC, 2003/6/EC, 
2003/41/EC, 2003/7 IIEC, 2004/39/EC, 2004/1091 
EC, 2005/60/EC, 2006/48/EC, 2006149/EC, 
and 2009/65/EC in respect of the powers of the 
European Banking Authority, the European 
insurance and Occupational Pensions 
Authority and the European Securities and 
Markets Authority 

A proposal for a Council regulation amending 
Regulation (EC) No 47912009 as regards the 
quality of statistical data in the context of the 
excessive deficit procedure 

A proposal for a Council rcgu.lation amending 
Regulation (EC) No 974198 as regards the 
introduction of the curo in Estonia and a 
proposal for a Council regulation amending 

Regulation (EC) No 2866198 as regards lhe 
conversion rate to the curo for Estonia 

OJ C 19, 
26.1.2010, p. I 

OJ C58, 
10.3.2010, p. 3 

OJ C 87, 
1.4.2010, p. I 

OJ C 103, 
22.4.2010, p. 1 

OJ C 190, 
14.7.2010, p. 1 

I Consultatio111 are numbl-ttd in the order in which lht Governing C:OW.Cil ado9tcJ them.. 
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Number 1 Originator Subject OJ reference 

CON/2010/65 Own-initiative A proposal for a directive of the European OJ C 223, 
Parliament and of the Council amending 18.8.2010, p. I 
Directives 2006/48/EC and 2006/49/EC as 

CON/2010/67 European 
Commission 

CON/2010n2 European 
Parliament 
and the 
Council 

CONJ20 I 0182 Council 

CON/2011/1 Council 

CON1201116 Council 

CON/2011/8 Council 

CON/2011/12 Council 

CON/2011/13 Council 

~
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regards capital requirements for the trading 
book and for re-securitisations, and the 
supervisory review of remuneration policies 

A proposal for a Commission regulation laying OJ C 252, 
down detailed rules for the implementation 18.9.2010, p. I 
of Council Regulation (EC) No 2494/95 as 
regards minimum standards for the quality of 
l{ICP weightings and repealing Commission 
Regulation (EC) No 2454/97 

Two proposals for regulations on the OJ C 278, 
professional cross-border transportation of 15.10.2010, p. I 

euro cash by road between eur<>-a.rea Member 
States 

A proposal for a regulation of the European OJ C 337, 
Parliament and of the Council amending 14.12.2010,p.1 
Regulation (EC) No I 06012009 on credit 
rating agencies 

A proposal for a regulation of the European OJ C 57, 
Parliament and of the Council on OTC 23.2.2011, p. 
derivatives. central coun1erparties and trade 
repositories 

A proposal for a Directive of the European OJ C 62, 
Parliament and of the Council amending 26.2.2011, p. I 
Directives 98/78/EC, 2002187/EC and 2006/48 
EC as regards the supplementary supervision of 
financial entities io a financial conglomerate 

A recommendation for a Council decision OJ C 60, 
on arrangements for the renegotiation of the 25.2.201 I, p. l 
Monetary Agreement with the Principality of 
Monaco 

A proposal for a Directive of the European Not yet published 
Parliament and of the Council on deposit in the Official 
guarantee schemes (recast) and a proposal for Joumalofthe 
a Directive amending Directive 97/9/EC of European Union 

the European Parl.iament and of the Council 
on invcstor..compcnsation schemes 

Economic governance refonn in the European Not yet published 
Union in the Official 

Journal 0/1/,e 
European Union 



(b) ECB opinions following• consultation by a Member State' 

Number' 

CON/201011 

CON/201012 

CON/2010/3 

CON/201014 

CON/2010n 

CON/2010/8 

CON/2010/9 

CON/2010110 

CON/2010/11 

CON/2010/12 

CON/2010/13 

CON/20 I Oil 4 

CON/2010/15 

Originator 

Hungary 

Estonia 

France 

France 

Belgium 

Greece 

Finl.and 

Hungary 

Sweden 

Romania 

Hungary 

Poland 

Ireland 

Subject 

The reproduction of forint and curo banknotes and 
of forint and euro coins in Hungary 

A new legal framework for the production of national 
statistics 

Cenain measures concerning banking and financial 
regula1ion 

The merger of the banking and insurance licensing 
and supervisory authorities 

Recovery measures that apply 10 undcr1akings in the 
banking and financiaJ sector; the supervision of the 
financial sector and financial services; and the stalutcs 
of the Nationale Bank van Belgie/Banque Nationale 
de Belgique 

Restructuring of business and professional debts 
owed to credit inslitutions, and credit bureau data 
processing 

The consolidation of deposi1 banks 

The Magyar Ncmzcti Bank's tasks, the structure and 
legal status of the Hungarian Fi.nancial Supervisory 
Authority and the establishment of the Financial 
Stability Council 

The second prolongation of the State rccapitaJisation 
scheme 

The special admin.istration procedure initiated by 
Banca Na,ionall a Rominiei for credit institutions in 
distress 

The tasks of lht Magyar Nemzcti Bank relating to 
Hungary's membership of the International Monetary 
Fund 

Measures to suppon bank lending to businesses 

Ireland's bilateral borrowing agreement with the 
lntemational Monetary Fund 

:Z In ~nnbcf 2004 die Govcmlfli CouJKil dcddcd lha.1 ECO opioiom issued 11 the rcqucsi or natioral authorilks woukl. as • n,Jc, 
be publW'lod immcdiaitdy following tbcir adoplion and wb$(:,q1.ttnl tranSmissioo to the ~oosultin.g amhority. 

3 ~hatiom: are n~ in tlle order in which lhe Govcming Colmcil adoptnl them.. 
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Numberj 

CON/20 I 0/16 

CON/20 I 0/17 

CON/2010118 

CON/20 I 0/20 

CON/20 I0/21 

CON/20 I 0/22 

CON/20 I 0/24 

CON/20 I 0/25 

CON/20 I0/26 

CON/2010127 

CON/20 I 0/29 

CON/20 I 0130 

CON/20 I 0131 

CON/20 I 0/32 

CON/2010133 

CON/20 I 0/34 

CON/20 I0/35 

CON/20 I 0136 

Jffl
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Originator 

Estonia 

Greece 

Latvia 

Estonia 

Greece 

Austria 

Denmark 

Bulgaria 

Finland 

Slovenia 

Sweden 

Ireland 

Hungary 

Poland 

Greece 

Greece 

Estonia 

Greece 

Subject 

Preparations for the introduction of the euro 

The establishment of the Hellenic Statistical System 
and an indepcndenl statistical authority 

The introduction ofa seven-day deposit facility 

Amendments to the Law on and Statute of Eesti Pank 

Amendments to the legal framework on the 
enhancement of liquidity of the economy in response 
to the impact of the international financial crisis 

Austria •s contribution to the Poverty Reduction and 
Growth Trust of the IMF 

An amendment to the Law on Danmarks Nationalbank 
regarding authority to collect information for the 
compilation of statistics 

Independence. confidentiality and the prohibition 
of monetary financing 

State capital investment in deposit banks 

A new legal framework concerning integrity and 
prevention of corruption as regards its application to 
Banka Slovenije and its decision-malcing bodies 

Extending government guarantees to banks and other 
institutions 

The restructuring of the Central Bank and Financial 
Services Authority of Ireland 

The amendment to the Law on crcdi1 institutions and 
financial undenakings introducing further financial 
market stabilisation measures 

An amendment to the rules governing Narodowy 
Bank Polski's provision against foreign exchange rate 
risk 

Private insurance supervision, the establishment 
of a private life insurance guarantee fund and other 
provisions 

Debt arrangements for over-indebted individuals 

Additional financial stabilily measures in Estonia 

Restoring fairness in taxation and addressing tax 
evasion 



Number' 

CON/2010/37 

CON/20 I 0/38 

CON/2010/39 

CON/20 I 0/40 

CON/20 I 0/41 

CON/2010/42 

CON/2010/43 

CON/20 I 0/44 

CON/2010/45 

CON/20 I 0146 

CON/2010/47 

CON/20 I 0/48 

CON/2010149 

CON/20 I 0/50 

CON/2010/51 

CON/20 I 0153 

CON/20 I 0154 

CON/2010/55 

Originator 

Poland 

Sweden 

Cyprus 

Austria 

Gennany 

Lithuania 

Bulgaria 

France 

Denmark 

Slovenia 

Gcnnany 

bdand 

Sweden 

Sweden 

Romania 

Germany 

Greece 

Slovenia 

Subje<t 

An amendmcnl to the rults securing the continuation 
of office of the President ofNarodowy Bank Polski 

New coio and banknote denominations 

The transfer of rights and obligations in relation to the 
issuance, distribution and redemption of public dcbl 

A bilateral loan between the International Monetary 

Fund and the Oesterreiehisehc Nationalbank 

Compensation systems at institutions and insurance 
companies 

The legal status of Lie1uvos bankas's assctS, tcnns of 

office and remuneration of Board members. immunity 
offoreigo reserves of foreign central banks and annual 
financial statements of Lietuvos bankas 

Stalistics, cross.border cash movements and 
1il.JIT'3pcKa napom1a 6a11Ka (Bulgarian National Bank) 

competences 

Certain provisions relating to the Banque de France 

Amendments 10 tbe financial stabilily regime 

Amendments to several provisions of the Law on 

banking 

Amendments to the Law on covered bonds 
(Pfandbriefe) 

The reslnlcturing of the Central Bank and Financial 
Services Authority of Ireland 

Sveriges Ri.ksbank's right to collect information from 
Swedish issuers of sec.urities 

Extending government guarantees 10 banks and 
other inst:itutioos and the prolongation of the State 
recapitalisation scheme 

The remuneration of the staff of Banca NafionaUi 

a Rom5.niei 

Restrictions on short selling 

The establishment of the Financial Stability Fund 

The provision of information and other obligations 

of Banka Slovenije as payment service provider for 
budget uscrS 
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NumberJ 

CON/20 I 0/56 

CON/20 I 0/57 

CON/2010/58 

CON/2010/59 

CON/20 I 0/60 

CON/2010161 

CON/20 I 0/62 

CON/20 I 0/63 

CON/20 I 0164 

CON/20 I 0166 

CON/20 I 0/68 

CON/20 I 0/69 

cow2010no 

CON/2010m 

CONJ2010n3 

CON/2010n4 

CON/2010n5 

CON/2010n6 
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Originator 

Hungary 

Austria 

lialy 

Gennany 

Estonia 

Bulgaria 

Hungary 

Germany 

Poland 

Romania 

Hungary 

Romania 

Poland 

Ireland 

Cyprus 

Ireland 

Hungary 

Subje<I 

Amendments to the Law on the Magyar Ncmzeti 
Bank introducing salary reductions 

The transfer of prudential supervision tasks to the 
Austrian Financial Market Authority 

The containment of public expenditure, as regards the 
Banca d~ltalia 

The careers of Deutsche Bundcsbank civil servants 

The minimum reserves framework 

Cenain competences of the Governing Council of 
61,.nrapcKa 11apo;:u-1a 6a11Ka (Bulgarian National 
Bank) 

Opinion on amendments to various Jaws regarding the 
reduc.tion offinancial imbalances 

lmplemeoting rules regarding compensation systems 
at institu1ions and insurance companies 

Amendments to the legal framework for the deposit
guarantee scheme 

Amendments to the Jegislat-ion on official statistics 

Reserve requirements for credit institu1ions 

Further measures for the restoration of budgeiary 
balance 

Amendments to the legal framework for the operation 
of Bank Gospodarstwa Krajowego 

The extension of the Irish State guarantee of certain 

liabilities of credit institutions 

A legislative framework enabling credit institutions 
to issue covered bonds 

An increase of the New Arrangements 10 Borrow with 
the l.ntemational Monetary Fund 

The extension of the Irish State guarantee of certain 
liabilities of credit institutions 

Amendments to the Constitution. and the Law on 

legislation, regarding the legislative powers of lhc 
Magyar Ncmzeti Bank 



Number' 

CONl2010n7 

CON/2010n8 

CON/2010n9 

CON/20 I 0/80 

CON/20 I 0/81 

CON/20 I 0/83 

CON/20 I0/84 

CON/2010/85 

CON/20 I 0/86 

CON/20 I 0187 

CON/2010/88 

CON/2010/89 

CON/20 I 0/90 

CON/20 I 0191 

CON/2010/92 

CON/2010193 

CON/2010/94 

CON/2010/95 

Originator 

Latvia 

Luxembourg 

Bulgaria 

Portugal 

Poland 

Gennany 

Estonia 

Own-initiative 

Romania 

Greece 

France 

Slovakia 

Malta 

Hungary 

Ireland 

Sweden 

Hungary 

Poland 

Subje<t 

Amendments to the monetary policy operations 
framework with a view to further harmonising it with 
lhe EurosySlem 

Amendments to lhe legislation on financial collateral 
arrangements as regards credit claims 

Restrictions on cash payments 

The Banco de Portugal's staff remuneration and the 
budget 

Huilding societies 

The restructuring of banks 

The minimum reserves framework 

The ratification or implemeniation of a Posial Payment 
Services Agreement 

The temporary holding of shares by credit institutions 
in the course of financial reconstructions or rescue 
operations of undertakings 

Authenticity, fitness checking and recirculation of 
euro banknotes. and sanctions for the failure to protect 
euro banknotes and coins against counterfeiting 

The increas:e of Banque de France's capital and 
statutory reserve 

Certain new provisions on cash currency circuJation 

Authenticity, fitness checking aod recirculation 
of euro banknotes 

The appointment and dismissal of Mone,lary Council 
members and the remuneration of the membcrS of the 
Magyar Nemzeti Bank's Supervisory Board 

Emergency stabilisation of credit institutions 

Extending govemroeot guarantees to banks and 
other instirutions and the prolongation of the Smte 
recapitalisation scheme 

The Hungarian Financial Supervisory Aulhority and 
its President's legislative powers 

The extension of State Treasury suppon and 
recapitalisa1ion measures to financial institutions 
subject to a European Commission decision 
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NumberJ 

CON/2011/2 

CON/2011/3 

CON/2011/4 

CON/2011/S 

CON/2011/7 

CON/2011/9 

CONJ20I 1/10 

CON/2011/11 

Jm((I 

A.uual ltpon 
lllf 

Originator 

Cyprus 

Slovenia 

Poland 

Belgium 

Lithuania 

Poland 

llaly 

Poland 

Subje<I 

The sanctioning powers of the Cyprus Stoc::k 
Exchange 

Amendments to the Law on banking 

Closed~end investment funds issuing aon•public 
investment certificates 

The implementation of the principles for the 
development of financial supervisory structures in 
Belgium 

Amendments 10 the national monetary policy 
operations framework with a view to further 
ham1onising ii with the Eurosystcm 

Amendments to 1he Polish Constitution concerning 
adoption of the curo 

haly's panicipation in lntemalional Monetary Fund 
programmes in response to the financial crisis 

[ncluding credit unions in the State Treasury support 
to financial institutions 



CHRONOLOGY OF MONETARY POLICY 
MEASURES OF THE EUROSYSTEM1 
IS JANUARY 2009 

The Governing Council of the ECB decides 
to decrease the interest rate on the main 
refinancing operations by 50 ha.sis points 
to 2.00%, starting from the operations 10 

be seuled on 21 January 2009. In addition, 
it decides that the interest rates on the marginal 
lending and the deposit facility will be 3.00% 
and 1.00% respectively, with effect from 
21 January 2009, in line with the decision of 
18 December 2008. 

S FEBRUARY 2009 

The Governing Council of the ECB decides 
that the interest rate on the main refinancing 
operations and the interest rates on the marginal 
lending facility and the deposit facility will 
remain unchanged at 2.00%, 3.00% and 1.00% 
respectively. 

S MARCH 2009 

The Governing Council of the ECB decides 
to decrease the interest ra1e on the main 
refinancing operations by 50 basis points 
to 1.50%, starting from the operations to 
be settled on 11 March 2009. ln addition, it 
decides that the interest rates on the marginal 
lending and the deposit facility will be 2.50% 
and 0.50% respectively, with effect from 
I I March 2009. 

Moreover, the Governing Council decides 
to continue the fixed rate tender procedure 
with full allotment for all main refinancing 
operations. special-lenn refinancing operations 
and supplementary and regular longer-term 
refinancing operations for as long as needed, 
and in any case beyond the end of 2009. In 
addition, the Governing Council decides to 
continue with the current frequency and maturity 
profile of supplementary longer-term refinancing 
oper•tions and special-term refinancing operations 
for as long as needed, and in any case beyond 
the end of 2009. 

2 APRIL 2009 

The Governing Council of the ECB decides 
to decrease the interest rate on the main 
refinancing operations by 25 basis points to 
1.25%, starting from the operations to be settled 
on 8 April 2009. In addition, it decides that 
the interest rates on the marginal lending and 
the deposit facility will be 2.25% and 0.25% 
respectively, with effect from 8 April 2009. 

7 MAY 2009 

The Governing Council of the ECB decides to 
decrease the interest rate on the main refinancing 
operations by 25 basis points to 1.00%, starting 
from the operation to be settled on 13 May 2009. 
ln addition~ it decides to decrease the interest rate 
on the marginal lending facility by 50 basis points 
to 1.75% with effect from 13 May 2009, and 
to leave the interest rate on the deposit facility 
unchanged at 0.25%. In addition, the Governing 
Council of the ECB decides to proceed with its 
enhanced credit support approach. In particular, 
it decides that the Eurosystem will conduct 
liquidity-providing longer-term refinancing 
operations with a maturity of one year as fixed rate 
tender procedures with full allotment. In addition, 
it decides in principle that the Eurosystem will 
purchase euro--<lenominated covered bonds issued 
in the euro area. 

4 JUNE 2009 

The Governing Council of the ECB decides 
that the interest rate on the main refinancing 
operations and the interest rates on the marginal 
lending facility and the deposit facility will 
remain unchanged at 1.00%, 1.75% and 0.25% 
respectively. In addition, the Governing Council 
of the ECB decides upon the technical modalities 
related to the purchase of Curo-denominated 
covered bonds issued in the euro area decided 
on 7 May 2009. 

I The cbrooology of moncwy policy meawttS W:tn by I.he 
~em bd"Attn 1999 :tnd 200& ein bt found in the F.C8's 
AMual Rq,on fot the tt:SpMl,~ )'catS. 

mm, Aunl hpon 
me 



2 JULY, 6 AUGUST, l SEPTEMBER, 8 OCTOBER 
AND S NOVEMBER 2009 

The Governing Council of the ECB decides 
that the interest rate on the main refinancing 
operations and the interest rates on the marginal 
lend.ing facility and the deposit facility will 
remain unchanged al 1.00%, 1.75% and 0.25% 
respectively. 

l DECEMBER 2009 

The Governing Council of the ECB decides 
that the interest rate on the main refinancing 
operations and 1he interest rates on the marginaJ 
lending facility and the deposit facility will 
remain unchanged at 1.00%, 1.75% and 0.25% 
respectively. II also decides on the details as 
regards the tender procedures and modalities 
to be applied in its refinancing operations up to 
13 April 2010. 

14 JANUARY AND 4 FEBRUARY 2010 

The Governing Council of the ECB decides 
that the interest rate on the main refinancing 
operations and the interest rates on the marginal 
lending facility and the deposit facility will 
remain unchanged at 1.00%, 1.75% and 0.25% 
respectively. 

4 MARCH 2010 

The Governing Council of the ECB decides 
that the interest rate on the main refinancing 
operations and the interest rates on the marginal 
lending facility and the deposit facility will 
remain unchanged al 1.00%, 1.75% and 0.25% 
respectively. II also decides on the details as 
regards the tender procedures and modalities 
10 be applied in its refinancing operations 
up 10 12 October 20 I 0, including a return to 
variable rate tender procedures in the regular 
three.month longer•tenn refinancing operations, 
starting with the operation to be allotted 
on 28 April 2010. 
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8 APRIL AND 6 HAY 2010 

The Governing Council of the ECB decides 
that the interest rate on the main refinancing 
operations and the interest rates on the marginal 
lending facility and the dep0sit facility will 
remain unchanged at 1.00%, 1.75% and 0.25% 
respectively. 

10 HAY 2010 

The Governing Council of the ECB decides 
on several measures to address severe tensions 
in financial markets. ln panicular. it decides 
to conduct interventions in the curo area 
public and private debt securities markets 
(Secu.rities Markets Programme) and to adopt a 
fixed rate tender procedure with full alJot:ment in 
the regular three-month longer-term refinancing 
operations in May and June 20 I 0. 

10 JUNE 2010 

The Governing Council of the ECB decides that the 
interest rate on the main refinancing operations and 
the interest rates on the marginal lending facility 
and the deposit facility will remain unchanged at 
1.00%, 1.75% and 0.25% respectively. In addition, 
it decides to adopt a fixed rate tender procedure 
with full allotment in the regular three-month 
longer-term refinancing operations 10 be allotted 
during the third quarter of 2010. 

8 JULY ANDS AUGUST 2010 

The Coveroing Council o(thc ECB decides that the 
interest rate on the main refinancing operations and 
the interest rates on the marginal lending facility 
and the deposit facility will remain unchanged at 
1.00%, 1.75% and 0.25% respectively. 

2 SEPTEMBER 20 I 0 

The Governing Council of the ECB decides 
that the interest rate on lhe main refinancing 



operations and the interest rates on the marginal 3 MARCH 2011 
lending facility and the deposit facility will 
remain unchanged at 1.00%, 1.75% and 0.25% The Governing Council of the ECB decides 
respectively. It also decides on the details as that the interest rate on the main refinancing 
regards the tender procedures and modalities operations and the interest rates on tbe marginal 
to be applied in its refinancing operations up lending facility and the deposit facility will 
to 11 January 2011, notably the adoption of rcmai.n unchanged at 1.00%, 1.75% and 0.25% 
a fixed rate tender procedure with full allotment respectively. It also decides on the details as 
in the three-month longer-term refinancing regards the tender procedures and modalities 
operations. to be applied in its refinancing operations up to 

7 OCTOBER ANO 4 NOVEMBER 2010 

The Governing Council of the ECB decides 
that the interest rate on the main refinancing 
operations and the interest rates on the marginal 
lending facility and the deposit facility will 
remain unchanged at 1.00%, 1.75% and 0.25% 
respectively. 

2 DECEMBER 2010 

The Governing Council of the ECB decides 
that the interest rate on the main refinancing 
operations and the interest rates on the marginal 
lending facility and the deposit facility will 
remain unchanged at 1.00%, I. 75% and 0.25% 
respectively. It also decides on the details as 
regards the tender procedures and modalities 
to be applied in its refinancing operations up to 
12 April 20 I I, notably to continue itS fixed rate 
tender procedures with full allotment. 

13 JANUARY AND 3 FEBRUARY 201 I 

The Governing Council or the ECB decides 
that the interest rate on the main refinancing 
operations and the interest rates on the marginal 
lending facility and the deposit facility will 
remain unchanged at 1.00%, 1.75% and 0.25% 
respectively. 

12 July 201 I, notably to conrinue itS fixed rate 
tender procedures with full allotment. 
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OVERVIEW OF THE ECB'S COMMUNICATION 
RELATED TO THE PROVISION OF LIQUIDITY 1 

PROVISION OF LIQUIDITY IN EURO 
4 MARCH 2010 

ECB ANNOUNCES DETAILS OF REFINANCING 
OPERATIONS WITH SETTLEMENT 
UP TO 12 OCTOBER 2010 
In view of economic and fioancial market 
developments, the Governing Council of the 
ECB decided to continue the gradual phasing
out of its non-standard operational measures. 

Specifically, the Governing Council decided 
to continue conducting its main refinancing 
operations (MROs) as fixed rate tender 
procedures with full allotment for as long 
as necessary1 and at least until the end of 
this ycarts ninth maintenance period on 
12 October 20 I 0. This tender procedure 
will also remain in use for the Eurosystem's 
special-tenn refinancing operations with a 
maturity of one maintenance period, wh.ich 
will continue to be conducted for as long as 
needed and at least until the ninth main1cnance 
period of 20 I 0. The fixed rate in these 
special-term refinancing operations will be the 
same as the rate used in the respective MRO. 

The Governing Council also decided to return 
to variable rate tender procedures in the regular 
three-month longer-term refinancing operations 
(L TROs), starting with the operation to be 
allotted on 28 April 20 I 0. Allotment amounts 
in these operations will be set with the aim of 
ensuring smooth conditions in money markets 
and avoiding any significant spreads between bid 
rates and the prevailing MRO rate. An indicative 
allottnenl amounl will be pre-announced for 
each of the three-month LTROs at the stan of the 
maintenance period in which the operation is to 
be conducted. The MRO rate will be used as the 
minimum bid rate in the three-month LTROs. 
This is a technical and transitional measure to 
avoid aUottnent rates below the prevailing M RO 
rate in the presence of ample liquidity. 

In order to smooth out the liquidity effect of 
the I 2-month L TRO maturing on I July 20 I 0, 
the Governing Council decided to carry out an 
additional six-day fine-tuning operation with 
announcement. allot.ment and settlement on 
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I July and maturity on 7 July, the latter date 
coinciding with the settlement day of the next 
MRO. The fixed rate tender procedure with full 
allotment will be used also in this operation, 
the fixed rate being the same as the prevailing 
MROrate. 

Furthermore, the Governing Council also 
decided, in line with its decision on the 
12-month LTRO of 16 December 2009, to fut 
the rate in the six-month L TRO to be allotted on 
31 March 2010 at the average minimum bid rate 
of the MROs over the life of this operation. 

10 MAY 2010 

EC8 ANNOUNCES MEASURES TO ADDRESS SEVERE 
TENSIONS IN FINANCIAL MARKETS 
The Governing Council decided on several 
measures 10 address the severe tensions in 
certain market segments which arc hampering 
the monetary policy transmission mechanism 
and thereby the effective conduct of monetary 
p0licy oriented towards price stability in the 
medium tenn. The measures will not affect the 
stance of monetary policy. 

In view of the current exceptional circumstances 
prevailing in the market, the Governing Council 
decided: 

I. To conduct interventions in the euro 
area public and private debt securities 
markets (Securities Markets Programme) 
to ensure dcplh and liquidity in those 
market segments which are dysfunctional. 
The objective of this programme is to 
address the mal(unctioning or securities 
markets and reslore an appropriate monetary 
policy transmission mechanism. The scope 
of the interventions will be determined 
by the Governing Council. In making this 
decision, note was taken of the statement 

I Dae~, rt-fer 10 tht da1c or publk:11.0n or tht :umounccmcnt. For 
more details oo the liquidit)'-providing operations coodoctcd 
by 1lac f.w,)Jyj[i:i;n in 2:010. ~ the ·'Open mad:e1 0pe~dons•· 
s«tioooflht ECB'swebsitc. 



of lhe euro area govemmenls lhal lhey 
"will 1ake all measures needed to meet 
fiscal targets this year and the years ahead 
in line with excessive deficit procedures" 
and of lhe precise additional commitments 
taken by some curo area govcmmentS to 
accelerate fiscal consolidation and ensure 
the sustainability of their public finances. 
In order to sterilise the impact of the above 
interventions, specific operations will be 
conducted to reabsorb the liquidity injected 
through lhe Securilies Markets Programme. 
This will ensure lhat lhc monetary policy 
Stance will not be affected. 

2. To adopt a fixed rate tender procedure wilh 
full allotment in lhe regular lhrce-monlh 
LTROs to be alloned on 26 May and 
30 June 2010. 

3. To conduct a six-month LTRO wilh full 
allotment on 12 May 2010, at a rate which 
will be fixed at the average minimum 
bid rate of the MROs over lhc life of this 
operation. 

4. To reactivate, in coordination with other 
central banks, the temporary liquidity swap 
lines with the Federal Reserve, and resume 
US dollar liquidity-providing operations at 
terms of seven and 84 days. These operations 
will take lhe form of repurchase operations 
against ECB-eligible collateral and will be 
carried out as fixed rate tenders wilh full 
allotment. The first operation will be carried 
out on 11 May 2010. 

10 JUNE 2010 

ECB ANNOUNCES DETAILS OF LONGER-TERM 
REFINANCING OPERATIONS IN THE THIRD 
QUARTER OF 20 I 0 
The Governing Council decided to adopt a fixed 
rate tender procedure with full allotment in the 

regular lhree-monlh L TROs 10 be alloned on 
28 July, 25 August and 29 September 2010. 

2 SEPTEMBER 20 I 0 

ECB ANNOUNCES DETAILS OF REFINANCING 
OPERATIONS WITH SETTLEMENT FROM 
17 OCTOBER 2010 TO 18 JANUARY 2011 
The Governing Council decided to continue 
to conduct its MROs as fixed rate tender 
procedures with full allotment for as long as 
necessary, and at least until lhe end oflhis year's 
twelfth maintenance period on 18 January 2011. 
The fixed rate lender procedure with full 
allotment will also remain in use for the special
tenn refinancing operations with a maturity of 
one maintenance period, which will continue to 
be conducted for as long as needed and at least 
unlil the end of 2010. The fixed rate in these 
operations will be the same as the MRO rate 
prevailing at the time. 

Furthermore, the Governing Council decided 
to conduct lhe thrce-monlh L TROs to be 
senled on 28 October, 25 November and 
23 December 2010 as fixed rate tender 
procedures with full allotment. The rates in 
lhese lhree-month operations will be fixed al lhe 
average rate of the MROs over the life of lhe 
respective LTRO. 

The Governing Council also decided to carry out 
lhree additional fine-tuning operations when lhe 
remaining six-month and 12-month refinancing 
operations mature: one six-day operation with 
announcement, allotment and settlement on 
30 Sep1ember 20 IO; one six-day operation wilh 
announcement, allotment and settlement on 
11 November 20 IO; and one 13-day operation 
with announcement, allotment and settlement 
on 23 December 20 I 0. The fixed rate tender 
procedure wilh full allotment will also be used 
in these three operations, the rate being the same 
as the MRO rate prevailing at that time. 
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2 DECEMBER 2010 

ECB ANNOUNCES DETAILS OF REFINANCING 
OPERATIONS WITH SETTLEMENT FROM 
19 JANUARY TO 12 APRIL 2011 
The Governing Council decided to continue 
to conduct its MROs as fixed rate tender 
procedures with full allotment for as long as 
necessary, and at least until the end of lhe third 
maintenance period of 2011 on 12 April 2011. 
This tender procedure will also remain in use 
for the Eurosystem's special-tenn refinancing 
operations with a maturity of one main1cnancc 
period, which will continue to be conducted for 
as long as needed, and at least until the end of 
the first quarter of 2011. The fixed rate in these 
special-term refinancing operations will be the 
same as the MRO rate prevailing at the time. 

Funbermore, the Governing Council decided to 
conduct the three-month L TROs to be allotted on 
26 January, 23 February and 30 March 2011 as 
fixed rate tender procedures with full allotment. 
The rates in these three-month operations will 
be fixed at the average rate of the MROs over 
the life of the respective L TRO. 
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PROVISION OF LIQUIDITY IN OTHER CURRENCIES 
AND AGREEMENTS WITH OTHER CENTRAL BANKS 
18 JANUARY 2010 

ECB DISCONTINUES THE SWISS FRANC 
LIQUIDITY-PROVIDING OPERATIONS 
The Governing Council decided, in agreement 
with the Swiss National Bank, to stop conducting 
one-week Swiss franc liquidity-providing swap 
operations after 31 January 20 I 0. This decision 
was made against the background of declining 
demand and improved conditions in the funding 
markets. 

27 JANUARY 20 I 0 

ECB AND OTHER CENTRAL BANKS DECIDE 
TO DISCONTINUE THE TEMPORARY SWAP LINES 
WITH THE FEDERAL RESERVE 
In coordination with other ccotral banks, 
the ECB confinned the expiration of its 
temporary liquidity swap lines with the Federal 
Reserve on I February 20 I 0. These lines, which 
were established to counter pressures in global 
funding markets, are no longer needed given 
the improvemcntS seen in the functioning of 
financial markets over the past year. Central 
banks will continue to cooperate as needed. 

In this context, the Governing Council decided, 
in agreement with the Federal Reserve, 
the Bank of England, the Bank of Japan and 
the Swiss National Bank, 10 stop conducting 
US dollar liquidity-providing operations after 
31 January 20 I 0. 

10 MAY 2010 

REACTIVATION OF US DOLLAR 
LIQUIDITY-PROVIDING OPERATIONS 
In response to the re-emergence of strains in US 
dollar short-term funding markets in Europe, 
the Bank of Canada, the Bank of England, 
the European Central Ban.k, the Federal Reserve 
and the Swiss National Bank announced the 
re-establishment of temporary US dollar 

liquidity swap facilities. These facilities are 
designed to help improve liquidity conditions 
in US dollar funding markets and to prevent 
the spread of strains to other markets and other 
financial centres. The Bank of Japan will be 
considering similar measures soon. Cenlral 
banks will continue to work together closely 
as needed 10 address pressures in funding 
markets. 

The Governing Council decided to reactivate, 
in coordinat.ion wilh other central banks, 
the temporary liquidity swap lines with 
the Federal Reserve, and resume US dollar 
liquidity-providing operations at ten:ns of seven 
and 84 days. These operations will take the form 
of repurcha.~e operations against ECB-eligible 
collateral and will be carried out as fixed rate 
tenders with full allotment. The first operation 
will be carried out on 11 May 2010. 

ECB ANNOUNCES DETAILS REGARDING 
THE REACTIVATION OF THE US DOLLAR 
LIQUIDITY-PROVIDING OPERATIONS 
Following the decision of the Governing 
Council to reactivate the temporary swap line 
with the Federal Reserve, the ECB announced 
the operational details for its US dollar liquidity
providing operations. 

The operations will be carried out as fixed rate 
tenders with full allotment and will take the 
form of repurchase operations against ECB
eligible collateral. 

The ECB decided to conduct: 
- Seven-day operations on a weekly basis. The 

first operation will be held on 11 May 20 I 0, 
with settlement on 12 May 20 IO and maturity 
on 20 May 20 I 0. Subsequent operations 
will as a rule be conducted and allotted on 
Wednesdays, for settlement on the following 
business day. 

- An 84-day operation 10 be held on 
18 May 2010, with settlemeotoo20May2010 
and maturity on 12 August 2010. 
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17 DECEMBER 2010 

ECB SIGNS SWAP FACILITY AGREEMENT 
WITH THE BANK OF ENGUND 
Within the framework of central bank 
cooperation, the ECB and (he Bank of England 
announced a temQQrary liquidit:,, wap facility, 
under which the Bank of England could provide, 
if necessary, up to GBP IO billion to the ECB in 
exchange for curo. The agreement expires at the 
end ofScptember 2011. 

The agreement allows pounds sterling to be 
made available to the Central Bank of Ireland 
as a precautionary measure.., forthe purpose of 
meeting any temporary liqufdity needs of the 
banking system in that currency. 

21 DECEMBER 2010 

PROLONGATION Of US DOLLAR 
LIQUIDITY-PROVIDING OPERATIONS 
The Governing Council decided, in 
coordination with the Bank of Canada, the 
Bank of England, the Bank of Japan and the 
Swiss National Bank, to extend the liquidity 
swap arrangements with the Federal Reserve up 
to I August 2011, and to continue to conduct 
US dollar liquidity-providing operations with 
a maturity of seven days. These Eurosystem 
operations will continue to take the form 
of repurchase operations against eligible 
collateral and will be carried out as fixed rate 
tenders with full allotment. The next US dollar 
liquidity-providing operation will be carried 
out on 22 December 20 I 0, with settlement on 
23 December; by way of exception, however, 
it will be conducted as a 14-day operation to 
cover the year-end, 
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PUBLICATIONS PRODUCED BY THE 
EUROPEAN CENTRAL BANK 

The ECB produces a number of publications which provide information about its core activities: 
monetary policy, statistics, payment and securities settlement systems, financial stability and 
supervision, international and European cooperation, and legal mauers. These include the 
following: 

STATUTORY PUBLICATIONS 

- Annual Report 
- Convergence Repon 
- Monthly Bulletin 

RESEARCH PAPERS 

- Legal Working Paper Series 
- Occasional Paper Series 

Research Bulletin 
- Working Paper Series 

OTHER/TASK-RELATED PUBLICATIONS 

- Enhancing monetary analysis 
- Financial integration in Europe 
- Financial Stability Review 
- Statistics Pocket Book 
- The European Central Bank: history, role and functions 
- The international role of the euro 
- The implementation of monetary policy in the euro area ("General Documentation") 
- The monetary policy of the ECB 
- The payment system 

The ECB also publishes brochures and information materials on a variety of lopics, such as the euro 
banknotes and coins, as well as seminar and conference proceedings. 

For a complete list of documents (in PDF format) published by the ECB and the European 
Monetary Institute, the ECB's forerunner from 1994 to 1998, please visit the ECB's website at 
http://www.ecb.europa.eu/pub/. Language codes indicate the languages in which each publication 
is available, 

Unless otherwise indicated, hard copies can be obtained or subscribed 10 free of charge, stock 
permitting, by contacting info@ecb.europa.eu 
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GLOSSARY 
This glossary co/1/ains selected terms that are used in /he Annual Report. A more comprehensive and 
detailed glossary ca11 be found 011 the £CB s website. 

Balance of payments (b.o.p.}: a statistical statement that summarises, for a specific period of time, 
the economic transactions of an economy with the rest of the world. The transactions considered are: 
those involving goods, services and income; those involving financial claims on, and liabilities to, 
the rest of the world; and those (such as debt forgiveness) that are classified as transfers. 

Bond market: the market in whjch longer-term debt s«urities are issued and traded. 

Candidate countries: countries for which the EU has accepted an application for EU membership. 
Currently, these are Croatia, Iceland, the former Yugoslav Republic of Macedonia, Montenegro 
and Turkey. 

Central counterparty (CCP): an entity that interposes itself, in one or more markets, between the 
counterparties to the contracts traded, becoming the buyer to every seller and the seller to every 
buyer and thereby guaranteeing the performance of open contracts. 

Central government: the government as defined in the European System of Account, 1995, but 
excluding regional and local governments (see also general government). 

Central securities depository (CSD): an entity that: i) enables securities transactions to be 
processed and settled by book entry, ii) provides custodial services (e.g. the administration 
of corporate actions and redemptions), and iii) plays an active role in ensuring the integrity of 
securities issues. Securities can be held in a physical (but immobilised) form or in a dematerialiscd 
fom1 (whereby they exist only as electronic records). 

Collateral: assets pledged or otherwise transferred (e.g. by credit institutions to central banks) as 
a guarantee for the repayment of loans, as well as assets sold (e.g. by credit institutions to central 
banks) under repurchase agreements. 

Corporate go,•erna.nce: rules, procedures and processes according to which an organisation is 
directed and controlled. The corporate governance structure specifies the distribution of rights and 
responsibilities among the different panicipants in the-organisation - such as the board, managers, 
shareholders and other stakeholders - and lays down the rules and procedures for decision-making. 

Corporate profitability: a measure of the earnings performance of corporations, mainly in 
relation to their sales, assets or equity. There are a number of different corporate profitability 
ratios based on company financial staiements, such as the ratio or operating income (sales minus 
operating expenses) to sales, the ratio of net income (operating and non-ope-rating income, after 
tax, depreciation and extraordinary items) to sales, the return on assets (relating net income to total 
assets) and the return on equity (relating net income to shareholders' funds). At the macroeconomic 
level, the gross operating surplus, based on the national accounts, for instance in relation to 
gross domestic product or value added, is often used as a measure of profitability. 

Correspondent central banking model (CCBM): a mechanism established by the European 
System of Central Banks with the aim of enabling counterparties to use eligible collateral in a 
cross-border context. In the CCBM, NCBs act as custodians for one another. This means that each 
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NCB has a securities account in its securities administration for each of the other NCBs and the 
European Central Bank. 

Cost or the external financing of non-financial corporations (real): the cost incurred by 
non-financial corporations when taking up new external funds. For euro area non-financial 
corporations, it is calculated as a weighted average of the cost of ban.k lending, the cost of debt 
securities and the cost of equity, based on the amounts outstanding (corrected for va.luation effects) 
and deflated by inflation expectations. 

Council of the European Union (Council): the institution of the EU made up of representatives of 
the governments of the EU Member States, norrnally the ministers responsible for the matters under 
consideration, and the relevant European Commissioner (see also ECOFCN Council). 

Counterpart)': the opposite party in a financial transaction (e.g. any party transacting with a 
central bank). 

Covered Bond Purchase Programme (CBPP): an ECB programme, based on the decision of the 
Governing Council of the European Central Bank of7 May 2009 to purchase euro-denominated 
covered bonds issued in the turo area, in support of a specific financial market segment that 
is important for the funding of banks and was particularly affected by the financial crisis. 
The purchases under the programme were for a nominal value of €60 billion, and they were fully 
implemented by 30 June 20 I 0. 

Credit institution: i) an undertaking whose business is to receive deposits or other repayable funds 
from the public and to gran1 credit for its own account, or ii) an undertaking or any other legal 

person, other than those under i), which issues means of payment in the form of electronic money. 

Credit risk: the risk that a rounterparty will not settle the full value of an obligation - neither 
when it becomes due, nor at any time-thereafter. Credit risk includes replacement cost risk and 
principal risk. It also includes the risk of the settlement bank failing. 

Debt (general government): the total gross debt (currency, deposits, loans and debt securities) at 
nominal value outstanding at the end of the year and consolidated between and within the sectors of 
general government. 

Debt security: a promise on the part of the issuer (i.e. the borrower) to make one or more 
payment(s) to the holder (the lender) on a specified future date or dates. Such securities usually 
carry a specific rate of interest (the coupon) and/or are sold at a discount to the amount that will 
be repaid at maturity. Debt securities issued with an original maturity or more than one year are 
classified as long-term. 

Debt-to-GDP ratio (general government): the ratio of debt to gross domestic product at 
current market prices. It is the subject of one of the fiscal criteria laid down in Article 126(2) of the 
Treaty to define the existence of an excessive deficit. 

Deficit (general government): the general government's net borrowing, i.e. the difference 
between total government revenue and total government expenditure. 
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Deficit-debt adjustment (general government}: the difference between the general government 
budget balance (deficit or surplus) and the change in debt. 

Deficit ratio (general government}: the ratio of the deficit to gross domestic product at 
current market prices. II is the subject of one of the fiscal criteria laid down in Article 126(2) of 
the Treaty 10 define the existence of an excessive deficit (sec also excessive deficit procedure). 
It is also referred to as the budget deficit ratio or the fiscal deficit ratio. 

Deposit faciUty: a standing facility of the Eurosystem which counterparties may use to make 
overnight deposits at an NCB. Such deposits arc remunerated at a pre-specified interest rate 
(see also key ECB interest rates). 

Direct investment: cross-border investment for the purpose of obtaining a lasting interest in an 
enterprise resident in another economy {assumed~ in practice. for ownership of at least I 0% of the 
ordinary shares or voting power). Included are equity capital, reinvested earnings and other capital 
associated with inter-company operations. 

ECO FIN Council: the term often used to refer to the Council of the European Union meeting in 
the composition of the ministers of economics and finance. 

Economic analysis: one pillar of the European Central Bank's framework for conducting a 
comprehensive analysis of the risks to price stability, which forms the basis for the Governing 
Councirs monetary policy decisions. The economic analysis focuses mainly on the assessment of 
current economic and financial developments and the implied shoI1 to mcdium-tcnn risks to price 
stability from the perspective of the interplay between supply and demand in goods, services and 
factor markets at those horizons. Due attention is paid to the need to identify the nature of shocks 
affecting the economy, their effects on cost and pricing behaviour, and the shon to medium-tcnn 
prospects for their propagation in the economy (see also monetary analysis). 

Economic and Finandal Committee (EFq: a committee which contributes to the preparation 
of the work of the ECO FIN Council and the European Commission. Its tasks include reviewing 
the economic and financial situation of both the Member States and the EU, and contributing to 
budgetary surveillance. 

E.:onomic and Monetary Union (EMU): the process that led to the single currency, the euro, and 
the single monetary policy in the euro area, as well as to the coordination of the economic policies 
of the EU Member States. This process, as laid down in the Treaty, took plac~ in three stages. Stage 
Three, the final stage, staned on I January I 999 with the transfer of monetary competence to the 
European Central Bank and the introduction oFthe euro. The cash changeover on I January 2002 
completed the process of setting up EMU. 

Effective exchange rate (£ER) of the euro (nominal/real): a weighted average of the bilateral 
curo exchange rates against the currencies of the euro area's main trading partners. The European 
Central Bank publishes nominal EER indices for the euro against two !,"T0ups of trading partners: 
the EER-20 (comprising the 10 non-euro area EU Member States and 10 trading panners outside 
the EU) and the EER-40 (composed of the EER-20 and 20 additional countries). The weights 
used reflect the share of each partrer country in the euro area's trade in manufactured goods and 
account for competition in third markets. Real EERs are nominal EERs deflated by a weighted 
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average of foreign, relative to domestic, prices or costs. They are thus measures of price and 
cost competitiveness. 

EONIA (euro overnight index average): a measure of the effective interest rate prevailing in the euro 
interbank overnight market. h is calculated as a weighted average of the interest rates on unsecured 
overnight lending transactions denominated in euro, as rep0ncd by a panel of contributing banks. 

Equities: securities representing ownership of a stake in a corporation. They comprise shares traded 
on stock exchanges (quoted shares), unquoted shares and other fonns of equity. Equities usually 
produce income in the form of dividends. 

Equity market: the market in which equities are issued and traded. 

ER!\1 II (exchange rate mechanism II): the exchange rate mechanism which provides the 
framework for exchange rate policy cooperation between the euro area countries and the 
non-curo area EU Member States. ERM 11 is a multilateral arrangement with fixed, but adjustable, 
central rates and a standard fluctuation band of ± 15%. Decisions concerning central rates and, 
possibly, narrower flucruation bands are taken by mutual agreement between the EU Member State 
concerned, the euro area countries, the European Central Bank (ECBJ and the other EU Member 
States panicipating in the mechanism. All panicipants in ERM 11, including the ECB, have the right 
to initiate a confidential procedure aimed at changing the central rates (realignment). 

EURJBOR (euro interbank offered rate): the rate at which a prime bank is willing to lend funds 
in euro to another prime bank, as rcponed by a panel of contributing banks, computed daily for 
interbank dcp0sits with different maturities of up to 12 months. 

Euro area: the area formed by the EU Member States whose currency is the curo and in which 
a single monetary policy is conducted under the responsibility of the Governing Council of the 
Europe.an Central Bank. The euro area currently comprises Belgium, Germany, Estonia, Ireland, 
Greece, Spain, France, Italy, Cyprus, Luxembourg, Malta, the Netherlands, Austria, Ponugal, 
Slovenia, Slovakia and Finland. 

Eurogroup: an informal gathering of the ministers of economics and finance of the EU Member 
States whose currency is the euro, Its status is recognised under Article 13 7 of the Treaty and in 
Protocol No 14. The European Commission and the European Central Bank arc regularly invited 
to take pan in its meetings. 

Europe 2020 strategy: the EU's strategy for employment and sman, sustainable and inclusive 
growth. It was adopted by the European Council in June 2010. Building on the Lisbon strategy, it 
is intended to provide a coherent framework for EU Member States to implement structural reforms 
aimed at raising potential growth and for mobilising EU policies and instruments. 

European Central Bank (ECB): the ECB lies at the centre of the Eurosystem and the European 
System or Central Banks (ESCB) and has its own legal personality in accordance with the 
Treaty (Anicle 282(3)). It ensures that the tasks conferred upon the Eurosystem and the ESCB are 
implemented either through its own activities or through those of the NCBs, pursuant to the Statute 
of the ESCB. The ECB is governed by the Governing Council and the Executive Board, and, as a 
third decision-making body, by the General Council. 

E(IJm Aunl hpon 1 
me , 



European Council: the institution of the EU consiS1ing of the Heads of State or Government of 
the EU Member States and, as non-voting members, the President of the European Commission 
and the European Council's own President. It provides the EU with the necessary impetus for its 
development and defines the general political directions and priorities thereof. It does not have a 
legislative func1ion. 

European Financial Stabilisation Mechanism (EFSM): an EU facility, based on Article 122(2) of 
the Treaty, that allows the Commission to raise up to €60 billion on behalf of the EU for lending to EU 
Member States experiencing, or being threatened with, exceptional circumstances beyond their control. 
EFSM lending is subject to strong conditionality in the context of joint EU-IMF programmes. 

European Financial Stability Facility (EFSF): a limited liability company established by the euro area 
Member States, on an intergovernmental basis, for the purpose of providing loans to euro area 
countries in financial difficulties. Such financial assistance is subject to strong conditionality in 
the context of joint EU-IMF programmes. EFSF loans are financed through the issuance of debt 
securities, guaranteed up to a total of€440 billion by curo area countries on a pro rata basis. 

European Monetary Institute (EM[): a temporary institution established at the stan of Stage 
Two of Economic and Monetary Union on I January 1994. It went into liquidation following the 
establishment of the European Central Bank on I June 1998. 

European System of Accounts 1995 (ESA 95): a comprehensive and integrated system of 
macroeconomic accounts based on a set of internationally agreed statistical concepts, definjtions, 
classifications and accounting rules aimed at achieving a hannoniscd quantitative description of 
the economies of the EU Member States. The ESA 95 is the EU's version of the world System of 
National Accounts 1993 (SNA 93). 

European System of Central Banks (ESCB): composed of the European Central Bank 
(ECB) and the NCBs of all 27 EU Member States, i.e. it includes, in addition to the members of 
the Eurosystem, the NCBs of those Member States whose currency is not the curo. The ESCB 
is governed by the Governing Council and the Executive Board of the ECB, and, as a third 
decision-making body of the ECB, by the General Council. 

European System of Financial Supervision (ESFS): the group of institutions in charge of ensuring 
the supervision of the EU's financial system. It comprises the European Systemic Risk Board, 
the three European Supervisory Authorities, the Joint Committee of the European Supervisory 
Authorities, and the national supervisory authorities of the EU Member States. 

European Systemic Risk Board (ESRB): an independent EU body responsible for the 
macro-prudential oversight of the financial system within the EU. It contributes to the prevention or 
mitigation of systemic risks to financial stability that arise from developments within the financial 
system, taking into account macroeconomic developments, so as to avoid periods of widespread 
financial distress. 

Eurosystem: the central banking system of the euro area. It comprises the European Central 
Bank and the NCBs of the EU Member States whose currency is the curo. 

Excessh·e deficit procedure: the provision set out in Article 126 of the Treaty and specified in 
Protocol (No 12) on the excessive deficit procedure requires EU Member States to maintain budgetary 
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discipline, defines the criteria for a budgetary position to be considered an excessive deficit and 
regulates steps to be taken following the observation that the requirements for the budgetary balance 
or government debt have not been fulfilled. Article 126 is supplemented by Council Regulation 
(EC) No 1467/97 of7 July 1997 on speeding up and clarifying the implementation of the excessive 
deficit procedure (as amended by Council Regulation (EC) No I 056/2005 or27 June 2005), which 
is one clement of the Stability and Growth Paci. 

Executive Board: one of the decision-making bodies of the European Central Bank (ECB). It 
comprises the President and the Vice-President of the ECB and four other members appointed by 
the European Council, acting by a qualified majority, on a recommendation from the Cou.nciJ of 
lhe European Union, after it has consulted the European Parliament and the ECB. 

financial stability: the condition in which the financial system - comprising financial 
intennediarics, markclS and market infrastructures - is capable of withstanding shocks and the 
unravelling of financial imbalances, thereby mitigating the likelihood of disruptions in the financial 
intermediation process which arc severe enough to significantly impaU' the allocation of savings to 
profitable investment opportunities. 

Fine-tuning operation: an open market operation executed by the E:urosys:tem in order to deal 
with unexpecled liquidily fluctuations in the market. The frequency and maturily of fine-tuning 
operations arc not standardised. 

Foreign exchange swap: simultaneous spot and fonvard transactions exchanging one currency 
agains1 another. 

GOP dellator: gross domestic product (GDP) expressed in currenl prices (nominal GDP) divided 
by the volume of GDP (real GDP). It is also known as the implicit price deflator of GDP. 

General Council: one of the decision-making bodies of the European Central Bank (ECB). It 
comprises the President and the Vice-President of the ECB and the govemors of all the NCBs of the 
European System of Central Banks. 

General government: a sector defined in the European System of Accounts 1995 as comprising 
resident entities that are engaged primarily in lhe production of non-market goods and services 
intended for individual and collective consumption and/or in the redistribution of national income 
and wealth. Included arc central, regional and local government authorities, as wet! as social 
securily funds. Excluded are govemment-owned entities that conduct commercial operalions, such 
as public enterprises. 

Governing Council: the supreme decision-making body of the European Central Bank (ECB). It 
comprises all the members of the Executive Board of the ECB and the governors of u,c NCBs of 
the EU Member States whose currency is the euro. 

Gross domestic product (GDP): a measure of economic activily, namely the value of an economy's 
total output of goods and services, less intcrmediale consumption, plus net taxes on products 
and imports, in a specified period. GDP can be broken down by ou1pu1. expenditure or income 
components. The main expenditure aggregates that make up GDP arc household final consumplion, 
government final consumption, gross fixed capital fonnation, changes in inventories, and imports 
and exports of goods and services (including intra-euro area trade). 
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Gross operating surplus: the surplus (or deficit) on the value of output of production activities 
after the costs of intermediate consumption, compensation of employees and taxes less subsidies 
on production have been deducted, but before payments and receipts of income related to the 
borrowing/renting or owning of financial and non-produced assets have been taken into account. 

Harmonised Index of Consumer Prices (HICP): a measure of the development of consumer 
prices that is compiled by Eurostat and harmonised for all EU Member States. 

Implied volatility: the expected volatility (i.e. standard deviation) in the rates of change of the 
price ofan asset (e.g. a share or a bond). It can be derived from the asset's price, its rnaturily date 
and the exercise price of its option$, as well as from a riskless rate of return, using an option pricing 
model such as the Black-Scholes model. 

International investment position (i.i.p.): the value and composition ofan economy's outStanding 
net financial claims on (or financial liabililies to) the rest of the world. 

Key ECB interest rates: the interest rates, set by the Governing Council, which reflect the 
monetary policy stance of the European Central Bank. They are the rates on the main refinancing 
operations, the marginal lending facility and the deposit facility. 

Lisbon strategy: a comprehensive agenda of structural reforms aimed at transforming the EU into 
"the most dynamic and competitive knowledge-based economy in the world", launched in 2000 by 
the Lisbon European Council II has been replaced by the Europe 2020 strategy. 

Longer-term refinancing operation: a credit operation with a maturity of more than one week 
that is executed by the Eurosystem in the form of reverse transactions. The regular monthly 
operations have a maturity of three months. During the financial crisis, supplementary operations 
with maturities ranging from one maintenance period lo one year were conducted, the frequency 
of which varied. 

MI: a narrow monetary aggregate that comprises currency in circulation plus overnight deposits 
held with Mfls and central go,·ernment (e.g. at the post office or treasury}. 

M2: an intermediate monetary aggregate that comprises Ml plus deposits redeemable at a period 
of notice ofup 10 and including three months (i.e. short-term savings deposits) and deposits with an 
agreed maturity ofup to and including two years (i.e. short-term time deposits) held with MFis and 
central go,·crnmeot. 

M3: a broad monetary aggregate that comprises M2 plus marketable instruments, in particular 
repurchase agreements~ money market fund shares/units, and debt securities with a maturity of 
up to and including two years issued by Mfls. 

Main refinancing operation: a regular open market operation executed by the Eurosystem in 
the form of reverse transactions. Such operations are carried out through a weekly standard tender 
procedure and normally have a maturity of one week. 
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Maintenance period: the period over which credit institutions' compliance with reserve 
requirements is calculated. The maintenance period begins on the settlement day of the first main 
refinancing operation following the meeting of the Governing Council at which the monthly 
assessment of the monetary policy stance is pre-scheduled. The European Central Bank publishes 
a calendar of the reserve maintenance periods at least three months before the start of the year. 

Marginal lending facility: a standing facility of the Eurosystem which counterparties may 
use to receive overnight credit from an NCB at a pre-specified interest rate against eligible assetS 
(see also key ECB interest rates). 

Market risk: the risk oflosses (in both on and off-balance-sheet positions) arising from movements 
in market prices. 

MFI credit to euro area r-esidents: MFI loans !:,rnlnted to non-MFI euro area residents (including 
general government and the private sector) and MFJ holdings of securities (shares, other equity 
and debt securities) issued by non-MF! curo area residents. 

MF! interest rates: the interest rates that are applied by resident credit institutions and other 
MFh, excluding central banks and money market funds. to curo-deoominated dcpositS and loans 
vis-a-vis households and non-financial corporations resident in the curo area. 

MFI longer-term 6nancial liabilities: deposits with an agreed maturity of over two years, deposits 
redeemable at a period of notice ofover three months, debt securities issued by euro area MF!s with 
an original maturity of more than two years, and the capital and reserves of the curo area MFI sector. 

MF!s (monetary financial institutions): financial institutions which together fonn the 
money-issuing sector of the euro area. These include the Eurosystem, resident credit institutions 
(as defined in EU law) and all other resident financial institutions whose business is to receive 
de-posits and/or close substitutes for deposits from entities other than MFls and, for their own 
account {at least in economic terms), to grant credit and/or invest in securities. The latter group 
consists predominantly of money market funds, i.e. funds that invest in shon-term and low-risk 
instruments, usually with a maturity of one year or less. 

Minimum bid rate: the lower Limit to the interest rates at which counterparties may submit bids 
in the variable rate tenders. 

Monetary analysi.s: one pillar of the European Central Bank's framework for conducring a 
comprehensive analysis of the risks to price stability, which forms the basis for the Governing 
Council's monetary policy decisions. The monetary analysis helps to assess medium 10 
long-tenn trends in inflation, in view of the close relationship between money and prices over 
extended horizons. The monetary analysis takes into account developments in a wide range of 
monetary indicators, including Ml, its components and countcrpans, notably credit, aod various 
measures of excess liquidity (sec also economic analysis). 

Monetary income: income accruing to the NCBs in the perfonnance of the Eurosystem's 
monetary policy function, derived from assets eannarkcd in accordance with guidelines established 
by the Governing Council and held against banknotes in circulation and deposit liabilities to 
credit institutions. 
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Money market: the market in which short-term funds are raised, invested and traded, using 
instruments which generally have an original maturity of up to and including one year. 

Non-standard measures: measures taken by the ECB to support the effectiveness and transmission 
of interest rate decisions to the wider euro arc.a economy in the context of a dysfunctional situation 
in some financial market segments and the financial system more broadly. 

OFls (other finan<ial intermediaries): corporations or quasi-corporations (other than insur.lnCC 
corporations or pension funds) that are engaged mainly in financial intem1ediation by incurring 
liabilities in fonns other than currency, deposits and/or close substitutes for deposits from 
institutional entities other than MFis. OFls include in particular corporations engaged primarily in 
long-term financing (such as financial leasing), securitised asset holdings, other financial holdings, 
securities and derivatives dealing (on their own account), venture capital and development capital. 

Open market operation: an operation executed on the initiative of the central bank in the financial 
market. With regard to their aims. regularity and procedures, Eurosystem open market operations 
can be divided into four categories: main refinancing operations; longer-term refinancing 
operations; fine-tuning operations; and structural operations. As for the instruments used, reverse 
transactions arc the main open market instrument of the Eurosystcm and can be employed in all 
four categories of operation. In addition, the issuance of debt certificates and outright transactions 
are available for structural operations, while outright transactions, foreign exchange swaps and the 
collection of fixed-term deposits are available for the conduct offine-tuning operations. 

Options: financial instruments that give the owner the right, but not the obligation, to buy or sell 
specific assets (e.g. a bend or a stock) at a predetermined price (the stri_ke or exercise price) on or up 
to a certain future date (the exercise or maturity date). 

Portfolio im,•e-stment: curo area residents· net transactions and/or positions in securities issued 
by non-residents of the euro area ("assets'') and non-residents' net transactions and/or positions 
in securities issued by euro area residents ("liabilities''). Included are equities and debt securities 
(bends and notes, and money market instruments), excluding amounts recorded in direct 
investment or reserve assets. 

Price stability: the maintenance of price stability is the primary objective of the Eurosystcm. 
The Governing Council defines price stability as a year-on-year increase in the Harmonised Jndex 
of Consumer Prices for the euro area of below 2%. The Governing Council has also made it clear 
that, in the pursuit of price stability, it aims to maintain inflation rates below, but close to, 2% over 
the medium tcnn. 

Projections: the results of exercises conducted four times a year to project possible future 
macroeconomic developments in the euro area. Eurosystem staff projections are published in June 
and December, whereas European Central Bank (ECB) staff projections arc published in March 
and September. They form part of the economic analysis pillar of the monetary policy strategy of 
the ECB and are thus one of several inputs into the Governing Council's assessment of the risks to 
price stability. 

Real-time gross settlement (RTGS) system: a settlement system in which processing and 
senlement take place on a transaction-by-transaction basis in real time (see also TARGET). 
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Reference value for M3 growth: the annual growth rate of M3 over the medium tenn that is 
consistent with the maintenance of price stability. At present, the reference value for annual M3 
grcwth is 4½%. 

Repurchase agreement: the process of borrowing money by combining the sale of an asset (usually 
a fixed income security) with the subsequent repurchase of that same asset on a specified date for a 
slightly higher specified price (which reflects the borrowi.ng rate). 

Reserve base: the sum of the eligible balance sheet items (in particular liabilities) that constitute 
the basis for calculating the rescn·e requirement of a credit iostituUon. 

Reserve requirement: the minimum amount of reserves a credit institution is required to hold 
with the Eurosystem over a predefined maintenance period. Compliance with the requirement 
is determined on the basis of the average of the daily balances in the reserve accountS over the 
maintenance period. 

Retained securitisation: a situation in which securities issued in the context of a sccuritisation 
transaction are bought back by the institution that originated the transaction (see also 
securitisation). 

Reverse transaction: an operation whereby the central bank buys or sells assets under a repurchase 
agreement or conductS credit operations against collateral. 

Securities Markets Programme (SMP): an ECB programme for conducting interventions in the 
euro area public and private debt 5ecurities markets to ensure depth and tiquidity in dysfunctional 
market segments with a view to restoring an appropriate monetary policy transmission mechanism. 

Serurities settlement system (SSS): a system which allows the transfer of securities, either free of 
payment or against payment (delivery versus payment). 

Securitisation: the pooling of financial assets, such as residential mongage loans, and their 
subsequent sale to a special-purpose vehicle, which then issues fixed income securities for sale to 
investors. The principal and interest of these securities depend on the cash flows produced by the 
pool of underlying financial assets. 

Settlement risk: the risk that settlement in a transfer system will not take place as expected, usually 
owing to a party defaulting on one or more settlement obligations. This risk includes, in panicular, 
operational risks, credit risks and liquidity risks. 

Stability and Growth Pact: intended to serve as a means of safeguarding sound government 
finances in the EU Member States in order to strengthen the conditions for price stability and for 
strong, sustai.nable growth conducive to employment creation. To this end, the Pact prescribes that 
Member States specify medium-term budgetary objectives. It also contains concrete specifications 
on the excessivedefirit procedure. The Pact consiSts of the Resolution of the Amsterdam European 
Council of 17 June 1997 on the Stability and Growth Pact and two Council Regulations, namely 
i) Regulation (EC) No 1466/97 of7 July 1997 on the strengthening of the surveillance of budgetary 
positions and the surveillance and coordination of economic policies as amended by Regulation 
(EC) No 1055/2005 of 27 June 2005, and ii) Regulation (EC) No 1467/97 of 7 July 1997 on 
speeding up and clarifying the implementation of the excessive deficit procedure as amended by 
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Regulation (EC) No 1056/2005 of27 June 2005. The Stability and Growth Pact is complemented 
by the ECOFIN Council's repon entitled "Improving the implementation of the Stability and 
Growth Pact"', which was endorsed by the Brussels European Council of22 and 23 March 2005. It 
is also complemented by a Code of Conduct entitled "Specifications on the implementation of the 
Stability and Growth Pact and Guidelines on the fonmat and content of stability and convergence 
programmes"', which was endorsed by the ECOFIN Council on 11 October 2005. 

Standing farility: a central bank credit facility avai1able to counter-parties at their own initiative. 
The Eurosystem offers two overnight standing facilities: the marginal lending facility and the 
deposit facility. 

Straight-through processing (STP): the automated end-to-end processing of trades/payment 
transfers - including. where relevant, the automated completion of confinnation, matching and 
generation of orders, clearing and settlement. 

Systemic risk: the risk that the inability of one participant to meet its obligations in a system will 
cause other participants to be unable to meet their obligations when they become due, potentially 
with spillover effects (e.g. significant liquidity or credit problems) threatening the stability of or 
confidence in the financial system. That inability 10 meet obligations can be caused by operational 
or financial problems. 

TARGET (Trans-European Automated Real-time Gross settlement Expre<s Transfer system): 
the Eurosystem's real-time gross settlement system for the euro. The first-generation TAR GET 
system was replaced by TARGET2 in May 2008. 

T ARGET2: the second-generation TARGET system. It settles payments in euro in central bank 
money and functions on the basis of a single shared IT platform, to which all payment orders are 
submitted for processing. 

TARGET2-Sccurities (T2S): the Eurosystem's single technical platfonm enabling central 
securities depositories and NCBs to provide core, borderless and neutral securities settlement 
services in central bank money in Europe. 

Treaties: unless stated otherwise, all references in this report to the 0 Treaties" refer to both the 
Treaty on the Functioning of the European Union and the Treaty on European Union. 

Treaty: unless stated otherwise, all references in this report to the "Treaty" refer to the Treaty on 
the Functioning of the European Union, and the references 10 anicle numbers reflect the numbering 
in effect since I December 2009. 

Treaty of Lisbon (Lisbon Treaty): amends the EU's two core treaties: the Treaty on European 
Union and the Treaty establishing the European Community. The latter has been renamed the 
Treaty on the Functioning of the European Union. The Treaty of Lisbon was signed in Lisbon on 
13 December 2007 and entered into force on I December 2009. 
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