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Ladies and gentlemen,  

It is with great pleasure that I address this distinguished audience in Amsterdam 
today. Let me also thank Mr. Joaquim Almunia (Member of the European 
Commission) for his invitation to this very promising conference.  

On 1st June this year the European Central Bank celebrated its sixth anniversary. 
It was a pleasure, a fascinating experience and at the same time an honour for 
me to act as its President for most of this time. In my speech today I will – of 
course with the benefit of hindsight – discuss some lessons on monetary policy in 
the euro area since its start on 1st January 1999. 

When the Maastricht Treaty was ratified in 1993, many people doubted whether 
Economic and Monetary Union would ever be achieved.  The solemn words of 
the Treaty were widely expected to become a laudable objective only to be 
reached at some stage in the indefinite future. However, to the surprise of the 
many sceptics, the policy-makers, governments, central bankers and people of 
Europe demonstrated great resolve and determination to ensure that the single 
currency would become a reality. And indeed, today, we can look back on a 
period of almost six years in which the European Central Bank has successfully 
pursued a stability-oriented single monetary policy serving more than 300 million 
citizens. 

These first years were not easy. Challenges were manifold and scepticism about 
our ability to overcome them was the rule rather than the exception. A single 
monetary policy for a currency area comprising initially 11 – and later 12 – 
countries each with a sovereign national government – was an entirely new 
framework. Would it work and if so, how? Would national differences in the 
transmission process hamper the effectiveness of monetary policy? Would 



autonomous national fiscal policies be compatible with a supranational 
monetary policy? And finally: in light of the decentralised nature of the 
Eurosystem, would national interests dominate and distort the conduct of 
monetary policy? These are just some of the questions we faced and I think it is 
fair to say that many critical observers took the view that a single, stability-
oriented monetary policy was doomed to failure. 

Looking back, I am inclined to say that the evidence of the last years has 
proven these sceptics wrong. Contrary to what they predicted the euro has 
been a success from the start. The ECB managed to keep its word and delivered 
a firmly established stable currency. In light of my personal experience I see 
several reasons for this.  

First, let me recall the ECB’s mandate, namely to deliver and maintain price 
stability. This mandate is enshrined in the Maastricht Treaty, which was signed by 
all governments of the European Union and ratified by all national parliaments. 
The Treaty has established a clear hierarchy of objectives for the ECB, with price 
stability assigned overriding priority. This is the case for good reasons. Today, 
there is a widespread consensus that price stability is the appropriate goal of 
monetary policy. Focusing on the goal of maintaining a low and stable rate of 
inflation is the best contribution that monetary policy can make to economic 
welfare, sustainable growth and job creation. At the same time, price stability 
makes an important contribution to attaining social cohesion. The Treaty very 
appropriately reflects this broad consensus. Consequently, the mandate to 
maintain price stability is also included at a prominent place, under the “Union’s 
objectives”, in the draft Constitution just approved by the European Council last 
June.  

Second, it is important to emphasise the institutional framework for the single 
monetary policy. The Treaty has made the ECB one of the most independent 
central banks, if not the most independent central bank in the world. Institutional 
independence of central banks is a crucial pre-condition for successfully 
pursuing a monetary policy oriented at maintaining price stability. By protecting 
the central bank against short-term political concerns and influences, it puts the 
central bank in the position to take all necessary decisions to pursue its goal. The 
temptation of politicians to resort to inappropriate monetary expansions, which 
bring temporary reprieves at the expense of harming longer-term growth 
prospects in the face of economic difficulties at the national level, is always 
there. Institutional independence is therefore a necessary condition that needs 
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to be in place in order to allow the central bank to conduct its monetary policy 
in a consistent manner, fulfil its mandate and thereby to gain and maintain a 
high level of credibility and public confidence in its policy.  

Third, the success of the ECB also rested on its competent decision-making 
bodies and the support provided by an efficient organisational structure to carry 
out the tasks the ECB had been assigned. In this respect, the two main policy-
making bodies of the ECB, the Governing Council and the Executive Board 
have, in my opinion and experience, functioned extremely well. They have 
done so often against the background of difficult circumstances. It has to be 
admitted that the first years of the ECB were a “baptism of fire”. Some observers 
had raised concerns about possible inefficiencies due to a supposedly “too 
large” size of the Governing Council or even of possible distortions that could be 
introduced in its deliberations by national considerations. These concerns have 
proven to be misplaced. The new voting modalities that were unanimously 
approved by the Governing Council of the ECB on 3 February 2003 and 
adopted by the European Council on 21 March 2003 will prepare the Governing 
Council for the future expansion of the euro area. All Governors, whatever their 
voting rights, will continue to attend meetings of the Governing Council and to 
participate fully in its discussions. Furthermore, in case voting would prove to be 
necessary, the "one member, one vote" principle will remain valid and apply to 
all members exercising a voting right. Therefore, the new voting system is 
sufficiently robust and able to accommodate up to 27-euro area Member 
States. 

Allow me to inflict on you a personal remark in this connection. When the 
Governing Council met for the first time, we decided to go for a seating 
arrangement in which the members of the Governing Council are sitting in 
alphabetical order according to their names. This was done in recognition of the 
fact that the members of the Governing Council do not represent their country, 
but focus on the interests of the euro area as a whole. And in fact, we were 
able to create not only an efficient, and co-operative team, but also a truly 
European-minded body which has a clear conscience of its mandate: 
maintaining price stability in the euro area as a whole. I would also like to add 
that the ECB and more broadly the Eurosystem provide an extraordinary 
efficient structure and the expertise that grant the needed support to both the 
preparation and the implementation of the monetary policy decisions.  
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This leads me to my fourth point: the issue of transparency. Economic thinking in 
recent decades has emphasised that maintaining a high level of transparency 
of monetary policy is in the central bank’s best interest. By reducing uncertainty 
and bolstering credibility, it facilitates the conduct of monetary policy. To my 
best knowledge, the ECB was one of the first large central banks, and – so far - 
remains one of the few ones, that holds press conferences in which the public is 
provided with a detailed account of the Governing Council’s monetary policy 
assessment immediately after the monthly monetary policy meetings, that is “in 
real time”. In addition, the ECB’s Monthly Bulletin provides the public with the full 
set of assessments and data underlying policy decisions only a few days after 
they are taken. 

In sum, it is certainly not exaggerated to draw the conclusion that the ECB is one 
of most transparent central banks in the world and has clearly helped to define 
“the state of the art” of central banking in this domain.  

The last key factor, I want to elaborate on, is the importance of a clear and 
publicly announced strategy. The key features of the monetary policy strategy 
of the ECB were adopted by the Governing Council of the ECB in October 1998. 
The day after tomorrow will be exactly six years that we made this 
announcement. The strategy has been clarified further in May 2003. It centers on 
three key principles.  

First, the publication of quantitative definition of price stability can anchor 
expectations and thus contribute to stabilising the economy, even in the face of 
major economic disturbances. As a consequence, the ECB has pursued its 
mandate of maintaining price stability with vigour and determination. The public 
has understood this. Inflation expectations, as measured by survey data or by 
financial market indicators, have always remained consistent with our definition 
of price stability. This is all the more remarkable as the ECB had no track record 
at the beginning while it was faced with the euro area economy being hit by 
repeated upward price shocks. I will come back to these challenges in a 
minute.  

Second, the ECB’s monetary policy has a medium-term orientation. This 
orientation towards the medium term not only recognises the well-established 
fact that a central bank can affect prices only with long lags, at the same time 
it insures against attempts to steer economic developments at very short 
horizons which – given our inevitably limited knowledge of the economy’s 
structure – is over-ambitious and ultimately self-defeating. This eliminates an 
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important source of noise, namely that related to an erratic conduct of policy, 
where over-reactions to shocks alternate with sudden and possibly disorderly 
reversals. Experience in recent years has also taught us that the gradual 
behaviour associated with the medium-term orientation is very important.  

Third, a diversified and robust approach to the processing of information, which 
can accommodate different views about the channels of monetary 
transmission, has been adopted. This can be seen as an insurance against major 
policy mistakes. The ECB’s monetary policy strategy builds on a variety of 
indicators and includes a cross-check of the indications from the economic 
analysis, which is relevant from the short to medium-term perspective for 
inflation, with that from the monetary analysis, which focuses on the medium to 
long-term outlook. I must admit that over the last few years we have seen that 
monetary analysis is not only an important, but also a complex business. Given 
the fundamental principle that inflation is a monetary phenomenon over the 
long term, I have no doubt, however, that we have been right in attributing a 
key role to monitoring monetary developments in our monetary policy strategy. 
While our monetary policy framework was partly controversial in the beginning, 
recent years have proved its usefulness, and academics, other central banks 
and financial market practitioners have increasingly recognized its strengths.  

In sum, largely thanks to the long and careful preparations undertaken along 
many years under the framework of the EMI, in January 1999 the ECB was overall 
very well equipped to respond to the new situation at the time when the NCBs 
“passed the buck” to the ECB for conducting monetary policy.  

I will not recall you here of all the hurdles we had to face and overcome. 
Rather, I will reflect on the first few years, which posed rather different 
challenges for the ECB’s monetary policy.  

After having had the “luck” to start form a very low inflation rate in the euro 
area, the euro area has faced a series of “one-off” shocks to prices. Initially the 
strongest impact came from a sharp increase in oil prices and later also from the 
substantial weakening of the exchange rate of the euro which led to a strong 
rise in import prices. By the end of 2000, oil prices had risen to levels unseen since 
the beginning of the 1990s. These shocks were naturally beyond the ECB’s 
control. In this context, and also on account of the robust economic growth 
witnessed in 1999 and 2000, the still booming stock markets and the continued 
accumulation of excess liquidity, the Governing Council progressively increased 
the interest rates on the main refinancing operations by 225 basis points 
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between November 1999 and October 2000. The tightening policy moves 
aimed at preventing upward risks to price stability from materialising and also to 
prevent that the shocks in question could become entrenched in medium to 
long-term euro area inflation expectations. 

A perhaps more complex situation for monetary policy emerged in 2001, when a 
combination of adverse supply and demand shocks compounded to create a 
situation with sluggish growth and strong price developments. Notably, in 2001 
the food price component of the HICP rose considerably on account of a surge 
in food costs driven by an unprecedented health crisis which had disrupted 
important segments of the primary sector. This largely accounted for seeing 
year-on-year inflation rising to above 3% in May 2001. Despite the prolonged 
impact of sharply rising food prices, it emerged in 2001 that, on account of 
weakening demand and the gradual reversal of monetary trends, lower interest 
rates were required in order to maintain price stability over the medium term. 
Accordingly, the Governing Council, stressing in its communication the specific 
nature of price shocks hitting the economy, decided to lower interest rates from 
the spring of 2001 onwards. In so doing, the Governing Council reacted in a 
timely fashion to a number of negative shocks, which were very much 
originating from the weak economic conditions outside the euro area.  

You will all recall, that this was followed by a protracted stock market slowdown, 
the terrorist attacks on the US in September 2001, and the wars in Afghanistan 
and Iraq, all events which hindered the global economy from gaining 
confidence and momentum. I should perhaps also note that we had even seen 
a period of excessive pessimism just one year ago. In the summer of 2003, public 
discussions and also market sentiment in the euro area was being influenced by 
the protracted deflationary episode in Japan and the expectation of a possibly 
severe disinflationary process in the US. Indeed, some observers had been at the 
time proactive in pointing to risks of sustained deflation also in the euro area. 
Our assessment, however, was different. Inflation in the euro area was close to 
2% then. We expected that inflation rates would decline but just to levels close 
to 2%, in the context of the movements in the exchange rate of the euro in 
previous months and given the sluggish growth performance of the euro area. In 
particular, given the strong growth of M3 at that time and the accumulated 
stock of liquidity, our monetary analysis suggested that the risk of protracted 
deflation were negligible. Indeed we were rather confident on the fact that the 
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outlook for price stability over the medium term had become rather favourable, 
with no significant signs of deflationary pressures looming on the horizon.  

In sum, we did not overreact. We continued to guide monetary policy by our 
assessment of the risks to price stability over the medium term. Soon this 
medium-term orientation paid off. Fears of deflation in the area in the public 
vanished rapidly thereafter and an incipient recovery got started later in 2003. 

With the benefit of hindsight, there are several lessons that can be learned from 
those episodes. First, we remained in all cases clearly focused on the mandate 
of price stability. Second, we kept a steady hand, guided by our medium-term 
orientation, while eschewing oversimplified diagnostics and mechanistic 
reactions to a few indicators. Third, we aimed at guiding markets and inspiring 
confidence to the public for maintaining price stability, helping to keep inflation 
expectations well anchored at levels compatible with our definition of price 
stability and helping to stabilise the economy. Overall, I have no doubt that the 
conceptual tool-box, or let me call it, the monetary policy wisdom entrained in 
its strategy allowed the ECB to weather those episodes of significant disruption 
and high uncertainty rather well.   

Let me conclude: The brief history of the monetary policy of the ECB is already a 
success story. (Is there anyone here who had expected me to say something 
else?). Most of the initial uncertainties and concerns – and, to a large extent, 
also the scepticism – have been gradually dispelled. The still relatively young 
institution and the euro have quickly gained the confidence of the European 
people.  

Nevertheless, we should remain aware that making monetary policy in a broad 
and new monetary union always remains a challenging task. However, I have 
always been and I still am convinced that the ECB has the credibility, the 
appropriate strategy, the technical expertise, determined policy-makers and 
highly qualified staff to confront its tasks and to successfully fulfil its mandate. In 
short, I have full confidence that Jean-Claude and his team will successfully 
master all future challenges. From my side, there are no doubts about this. 

Thank your very much for your attention. 

 


