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Editor’s Intraduction
With the beginning of Stage III of Economic and Monetary Union in Europe (EMU),
the new European Central Bank (ECB) has become responsible for the conduct of
monetary policy in the Euro area. This is more than a mere technical responsibility.
Monetary policy decisions affect output, employment, and price stability in the euro
area and are, therefore, of great relevance for the lives of the people living in this
area. This means that monetary policy has important political dimensions. On the
one hand, monetary policy can be abused by short-sighted politicians to pursue
political goals. To prevent this and the dire consequences for price stability, the
member states of the European Monetary Union have vested their central banks
with a large degree of independence from governments in the euro area. On the
other hand, the importance of monetary policy raises the question of democratic
control of the central bank. This is the issue of accountability, which has not
received much attention in the process leading to EMU. The European Parliament
is only beginning to develop its role as a counterpart of the ECB assuring its
democratic accountability.
This policy paper presents two contributions to the European debate on these
issues. Christa Randzio-Plath, chair of the Committee on Monetary and Economic
Affairs explains her views on the democratic accountability of the ECB. Tommaso
Padoa-Schioppa, Governor of the ECB, gives a perspective on the institutional
framework of the Eurosystem from the point of view of the new central bank.
The two papers were presented at a public meeting on 8 March 2000 at Dresdner
Bank, Frankfurt. We are grateful to the Bank for its organizational support of this
meeting, and to Mrs. Randzio-Plath and Governor Padoa-Schioppa for their
willigness to present their views at a meeting convened by the Center for European
Integration Studies.
Bonn, September 2000
Jürgen von Hagen
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II.

The role of the European Central Bank in the Treaty on European Union
and its relation to the European Parliament

As from 1 January 1999, when European Monetary Union was launched, the
European Central Bank (ECB) has conducted a single monetary policy on behalf of
all the countries participating in Monetary Union. The ECB is the first European
federal authority and was established with unprecedented powers. Articles 105 et
seq of the Treaty on European Union2 state its institutional, functional, objective
and staffing independence. Articles 23 and 74 of the Statute of the European
System of Central Banks and of the European Central Bank stress the importance
of this independence further. Article 1085 states very clearly that in the exercise of
their powers and carrying out of their tasks and duties, neither the ECB nor a
national central bank, nor any member of their decision-making bodies should
seek or take instructions from Community institutions or bodies, any national
government or any other body. Unlike any other central bank, the ECB is assigned
the priority objective of price stability, which was left to the ECB to define. The
independence of the ECB is very far reaching as it is established by the Treaty on
2

Treaty on European Union, revised by the Treaty of Amsterdam, Chapter 2: Monetary
Policy
3
Protocol on the Statute of the ESCB and the ECB, Article 2, Objectives: «In accordance
with Article 105 (1) of this Treaty, the primary objective of the ESCB shall be to maintain
price stability. Without prejudice to the objective of price stability, it shall support the
general economic policies in the Community with a view to contributing to the achievement
of the objectives of the Community as laid down in Article 2 of this Treaty. (…) »
4
Protocol on the Statute of the ESCB and the ECB, Article 7, Independence : « In
accordance with Article 108 of this Treaty, when exercising the powers and carrying out the
tasks and duties conferred upon them by this Treaty and this Statute, neither the ECB, nor a
national central bank, nor any member of their decision-making bodies shall seek or take
instructions from Community institutions or bodies, from any government of a Member
State or from any other body. The Community institutions and bodies and the governments
of the Member States undertake to respect this principle and not to seek to influence the
members of decision-making bodies of the ECB or of the national central banks in the
performance of their tasks. »
5
Treaty on European Union, revised version, Article 108 : « When exercising the powers
and carrying out the tasks and duties conferred upon them by this Treaty and the Statute of
the ESCB, neither the ECB, nor a national central bank, nor any member of their decisionmaking bodies shall seek or take instructions from Community institutions or bodies, from
any government of a Member State or from any other body. The Community institutions
and bodies and the governments of the Member States undertake to respect this principle
and not to seek to influence the members of decision-making bodies of the ECB or of the
national central banks in performance of their tasks. »

3

European Union, an international treaty which can only be altered by means of a
unanimous decision of the member states and ratification by national parliaments.
The unprecedentedly high degree of the ECB’s independence calls for a
correspondingly high level of democratic accountability, as real independence
requires legitimacy and transparency in order to be credible and lastingly
accepted. The purpose of central bank independence is to favour the long term
over the short term in its monetary policy decisions. In order to carry out its task of
maintaining price stability, the ECB has at its disposal a number of monetary
instruments, in particular the power to determine short-term interest rates. These
influence real economic aggregates such as economic growth, investment and
employment. In addition, Article 105 (1) lays down that the primary objective of
the ESCB is to maintain price stability. Without prejudice to the objective of price
stability, however, „the ESCB shall support the general economic policies in the
Community with a view to contributing to the achievement of the objectives of the
Community as laid down in Article 26.“ In this framework, there is the risk that, in
order to demonstrate independence, a central bank seeks to enhance its own
reputation by breaking records for price stability, hence steering towards deflation.
Thus, the ECB is very rightly accountable to the European public, and, as the sole
democratically-legitimised institution, it is the European Parliament which has to
hold the ECB to account. Accordingly, this necessity has been laid down as a
Treaty obligation.
In sum, reconciling Central Bank independence with the requirements of
democracy means that we need transparency in and justification of monetary
decision making. The European Union needs it because democracy and
transparency belong together. Competence was shifted to the EU level as national
6

Treaty on European Union, revised version, Article 2 : « The Community shall have as its
task, by establishing a common market and an economic and monetary union and by
implementing common policies or activities referred to in Articles 3 and 4, to promote
throughout the Community a harmonious, balanced and sustainable development of
economic activities, a high level of employment and of social protection, equality between
men and women, sustainable and non-inflationary growth, a high degree of
competitiveness and convergence of economic performance, a high level of protection and
improvement of the quality of the environment, the raising of the standard of living and
quality of life, and economic and social cohesion and solidarity among Member States. »

4

Central Banks transferred their decision-making powers to the ECB. The ECB
needs transparency in order to get credibility in monetary decisions, and the
confidence which is needed for EMU.

It is for this reason that the European

Parliament has been paying special attention to the explanations for monetary
decisions and actions as well as their background.
Article 113 (3) of the Treaty and Articles 15.1 and 15.3 of the ESCB Statute lay
down the principle of transparency and the relation of the ECB to the European
Parliament. Article 113 (3) and Article 15.37 of the Statute require that the
President of the ECB presents an annual report on the activities of the ESCB and
on monetary policy to the European Parliament. In addition, the President and the
other members of the Executive Board can be asked by the European Parliament
to give evidence to the Committee on Economic and Monetary Affairs.8 Article
15.19 of the Statute adds the requirement to publish reports at least on a quarterly
basis.
Until the 1999-2004 legislature, the monetary dialogue between the European
Parliament and the ECB took place within the Parliament’s Subcommittee on
Monetary Affairs. It is now the Committee on Economic and Monetary Affairs
which is the relevant committee for this dialogue. The Subcommittee on Monetary
Affairs was set up on 9 April 1992. Its activities reflected the European Parliament's
new role in monetary affairs and they were geared towards building up a tradition

7

Protocol on the Statute of the ESCB and the ECB, Article 15.3 : « In Accordance with
Article 113 (3) of this Treaty, the ECB shall address an annual report on the activities of the
ESCB and on the monetary policy of both the previous and the current year to the
European Parliament, the Council and the Commission, and also to the European
Council. »
8
Treaty on European Union, revised version, Article 113 (3) : « The ECB shall address an
annual report on the activities of the ESCB and on the monetary policy of both the previous
and current year to the European Parliament, the Council and the Commission, and also
to the European Council. The President of the ECB shall present this report to the Council
and to the European Parliament, which may hold a general debate on that basis.
The President of the ECB and the other members of the Executive and other members of
the Executive Board may, at the request of the European Parliament or on their own
initiative, be heard by the competent Committees of the European Parliament. »
9
Protocol on the Statute of the ESCB and the ECB, Article 15.1, Reporting commitments :
« The ECB shall draw up and publish reports on the activities of the ESCB at least
quarterly. »

5

by which the European Parliament, consisting as it does of representatives of the
people of the European Union, becomes widely accepted as the appropriate
institution in charge of the democratic accountability of the ECB. With the prospect
of economic and monetary union, the European Parliament needed a forum in
which all financial and monetary issues could be discussed with the necessary
expertise. The aim was to organise a monetary dialogue with all actors already in
the early phases of EMU, especially with the national central banks and the
European Monetary Institute but also with other institutions and actors affected by
monetary union, so that the views of financial and economic agents, consumers
and citizens could be duly taken into account.
Particular attention was paid to regular meetings with the President of the
Committee of Governors of the Central Banks and the national central banks who
were responsible for monetary decisions until January 1999. In this dialogue,
monetary policy questions, the convergence process and the contribution of
monetary policies to solving the problem of unemployment were regularly
discussed. Although employment has not been a formal criterion for the
introduction of the single currency, the European Parliament strongly believed that
it must be taken into account for the overall assessment of economic trends in the
member countries. It still regards it as the greatest challenge facing Europe.
The European Parliament has also attached great importance to hearing the
relevant central bank governors from outside the European Union: before the
accession of Austria, Sweden and Finland with the EFTA countries, and now with
the central bank governors of the Central and Eastern European Countries.
Throughout the years preceding the creation of EMU particular consideration was
given to the annual examination of the nominal convergence processes of the
member states. The Parliament was fully integrated in the preparations for the
historical decision about the start of Monetary Union. In a solemn plenary session
on May 2, 1998, the European Parliament voted in favour of the start of EMU with
11 member states which had fulfilled the five convergence criteria. The European
Parliament found that considerable progress had been made by the member
states of the European Union in terms of convergence with a view to the start of

6

the third stage of Economic and Monetary Union, which led to low inflation rates,
low long-term interest rates, limited exchange rate fluctuations and sufficient
consolidation of government budgets both in terms of deficit and debt levels. It
judged that the introduction of the single currency was feasible by the 11 member
states and that the degree of independence of the national central banks was in
line with the Treaty.
A crucial topic for the monetary discussions at the European Parliament were the
effects of monetary policy on investment, growth and employment. This took place
in the framework of dialogues with national central banks and ministries of
finance. The Subcommittee also began monitoring trends in monetary policies in
the member states. The need for transparency was stressed. The European
Parliament has repeatedly observed that the central banks had come to terms very
thoroughly with the economic, employment, social and financial policy situations
and decisions of the individual member states and that regular dialogue existed
between the national central banks and national governments. Interestingly
enough, neither the Danish nor the Dutch central bank governors could be heard
at the European Parliament. Their independence was such that they did not even
appear before their own national parliaments.
From the beginning of Stage Two, the principle of accountability that now applies
to the ECB was applied to the European Monetary Institute. Under the Treaty, the
EMI had a duty of co-operation with the European Parliament, which it fulfilled in
plenary sessions and in the dialogue with the Subcommittee on Monetary Affairs in
order to prepare for the establishment of the ECB and the beginning of EMU. The
EMI reports on its activities and on economic and monetary convergence formed
the basis of hearings in the Subcommittee, which also considered other topical
issues and the secondary legislation on the preparations for EMU. Once a year,
the President of the EMI presented his institution’s annual report at the plenary
session of the European Parliament as the ECB President does now.

7

II. Monetary Policy of the ECB as seen by the European Parliament
The primary objective of the ECB is to maintain price stability. By leaving it to the
ECB to define price stability, the Treaty also gives it influence over economic policy.
It is the ECB which decides whether to make central bank funds available and at
what interest rates, and this in turn has implications for economic growth,
investment and employment. As the Treaty does not give a precise definition of
price stability, or establish by whom this concept is to be defined or by whom this
definition is to be set, it is therefore clear that these tasks fell to the ECB according
to Article 1210 of its Statute. It can be discussed whether the definition of price
stability should have been determined by a political process, but given that it is the
ECB’s prerogative, the degree of its independence is shown very clearly. This fact,
on the other hand, increases also the need for democratic accountability. As
central banks have become increasingly independent, the trend toward
legitimisation by means of the transparency of monetary decisions through
monetary dialogue with parliaments has developed everywhere.
The ECB’s monetary strategy consist of three main elements: a quantitative
definition of price stability and a two-pillar strategy used to achieve this objective:
a broadly based assessment of the outlook for price developments and a
quantitative reference value for the annual growth rate of M3. The ECB defined
price stability as a rate of year-on-year change in the consumer price level of
below 2%11. The monetary reference value is defined as a 4.5% growth in the
10

Protocol on the Statute of the ESCB and the ECB, Article 12.1, Responsibility of decisionmaking bodies : « The Governing Council shall adopt the guidelines and make the
decisions necessary to ensure the performance of the tasks entrusted to the ESCB under
this Treaty and this Statute. The Governing Council shall formulate the monetary policy of
the Community including, as appropriate, decisions relating to intermediate monetary
objectives, key interest rates and the supply of reserves in the ESCB, and shall establish the
necessary guidelines for their implementation. The Executive Board shall implement
monetary policy in accordance with the guidelines and decisions laid down by the
Governing Council. In doing so the Executive Board shall give the necessary instructions to
national banks. In addition the Executive Board may have certain powers delegated to it
where the Governing Council so decides. (…) »
11
Press Release of the meeting of the Governing Council on October 13, 1998 : « Price
stability shall be defined as a year-on-year increase in the Harmonised Index of Consumer
Prices (HICP) for the euro area of below 2% . Price stability is to be maintained over the
medium term. (…) The precise definition of the reference aggregate and the specific value
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money supply.12 The mix of inflationary and monetary reference values, however,
leads more to confusion than to clarification. Consequently, the precise definition
of price stability, how it is to be monitored as well as the precise role of the M3
reference value in determining monetary policy have given rise to much discussion
well beyond the Parliament.
The ECB assigns a prominent role to money supply, but at the same time, they
claim that the euro area monetary aggregate does not need to be controllable in
the short run. Obviously, there are reasons for this lack of controllability. First, the
demand for money is not stable in the short run. This problem increases with low
inflation rates as they reduce the opportunity cost of holding money. What is more,
doubts have been raised about whether M3 can even be an indication of
inflationary development in the longer run, as the new euro zone is expected to
give rise to erratic movements in this aggregate at least over a seven-year
transition period. Secondly, the demand for M3 depends on interest rate variables
that cannot be directly controlled by the ECB. But if the operating targets of the
ECB lack a systematic influence on the growth rates of M3, then the whole
approach becomes questionable. The ECB is aware of this control problem. In
reality, by focussing on inflation rates rather than M3, the ECB appears rather to
be pursuing a one-pillar strategy. Thus it avoids using the term „intermediate
target“ and speaks of a „reference value“ instead. The question is, however, what
the function of such a reference value is, compared with the role of an
intermediate target. The German example of the Bundesbank pursuing a
monetary target shows that the control problem exists not only in the short run but
also in the medium and long run. Even over long periods, the Bundesbank was
often unable, or unwilling, to meet the target. This, in turn, questions the
for monetary growth will be announced by the Governing Council of the ECB in December
1998.»
12
Press Release of the meeting of the Governing Council on December 1, 1998 : « The
reference value will refer to the broad monetary aggregate M3. M3 will consist of currency
in circulation plus certain liabilities of Monetary Financial Institutions (MFIs) resident in the
euro area and, in the case of deposits, the liabilities of some institutions that are part of
central government (such as Post Offices and Treasuries). (…) the Governing Council
decided to set the first reference value at 4 ½%. In December 1999, the Governing
Council of the ECB will review the reference value for monetary growth.»
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predictability of monetary decisions. Market actors have to be able to rely on the
ECB, and they have to be able to anticipate their decisions to some extent. The
current overshooting of M3 over the reference value makes the ECB’s future
behaviour uncertain. And uncertainty about the basis of future judgement gives
rise to market speculation. Concentrating on specific inflation targets, together
with inflation forecasts, evaluations of inflation trends, and intermediate moneysupply targets, as well as the underlying forecasts for GDP growth, would be
better. This would lead to more transparency in the ECB’s monetary strategy and
would make it easier to hold it to account.
Another area of concern is the definition of price stability by the ECB as such. In
the Parliament’s view, the ECB did not choose this definition carefully enough, in
particular its narrowness. Not only inflationary risks have to be taken into account:
deflation is detrimental to the economy as well. In addition, if the band is too
narrow, problems with statistical data come to the fore. A hearing in the Monetary
Subcommittee on statistical data on February 17, 1999 revealed that in terms of
form, quality and timeliness the statistical data for the euro zone leave much to be
desired. Euro-11-data rely on national data produced by the national central
banks. Their quality, however, is the key for monetary strategies and reliability.
Another complicating factor has been that research by Fed economists have
shown that inflation rates might misinterpret the true rate of price increases.
Official data for inflation are assumed to be overstated by around 1% on an
annual basis. As mentioned above, the problem of inaccurate statistical
measurement of price changes might be even more pronounced in the EU. Thus,
the risk of undershooting the lower bound of the target zone without noticing
immediately is real. Therefore, the European Parliament underlines that it is crucial
for the ECB to have more room for manoeuvre by re-defining the range.

III. The role of the ECB in Economic and Monetary Union
In addition to maintaining price stability, the ECB has other duties to perform.
Article 105 of the Treaty recognises the capacity of monetary policy to contribute to
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the achievement of the objectives of the Community of Articles 2 and 3 concerning
economic growth and a high level of employment. Without prejudice to the
objective of price stability, the ECB has to take into account the need to support the
economic policies of the European Union, which are to lead to economic and
social cohesion. With a single monetary policy, Europe must gain a more
appropriate and better balanced policy mix, which is badly needed to stimulate
investment, growth and employment. Thus, the European Parliament welcomed
the first rate move of the ECB when it cut its key refinancing rate by 50 basis points
on April 8, 1999, as this showed that the ECB was concerned about the
deteriorating economic prospects of the euro area. Already the coordinated
interest rate cut of the European central banks in December 1998 indicated the
right direction.
The ECB has always claimed that the only contribution it could make to foster
economic growth and job creation would be to maintain price stability. It is
certainly true that price stability is of crucial importance to economic growth and
thus job creation. Unfortunately, however, when explaining the background of its
monetary policy to the European Parliament, the ECB refrains from giving an
overall picture of the economic impact of their monetary decisions. It was only
when reducing interest rates in April 1999, that the ECB recognised that at that
time, there were much greater risks for an economic downturn than for price
stability. However, there has to be transparency about the ECB’s definition of the
achievement of the objectives of the Community as laid down in Article 2: for
instance, how would the ECB define a „harmonious, balanced and sustainable
development of economic activities“, or a „high level of employment and of social
protection“? As a first step, it would be very helpful if the ECB published an
independent analysis of the economic development of the Euro-11-zone.
Clearly, monetary policy must be supported in its task of ensuring price stability by
commensurate budget measures, wage developments and efficient product and
capital markets. In addition to this, however, an intensive European dialogue
between economic actors and social partners in the framework of the Community
institutions and Community consultation procedures is essential in order better to
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define and achieve the Community's economic, social and environmental
objectives. The European Parliament stresses the importance of an appropriate
and balanced policy mix that fosters stability and sustainable growth. This implies,
on the one hand, sound macroeconomic policies conducive to sustained noninflationary growth and employment, and, on the other hand, greater coordination of economic and structural policies to maximise the growth and
employment potential of the EU. At its meeting in Cologne on June 3 and 4,
1999, the European Council decided on a European Employment Pact aimed at a
sustainable reduction of unemployment, based on three main pillars, one of which
is the so-called Cologne process: a macro-economic dialogue aimed at improving
interaction between wage developments and monetary, budgetary and fiscal
policy.13 The ECB has to contribute to the macro-economic dialogue.
The procedures by which these general policies come into existence are still in the
process of development although, enshrined already in the Treaty on European
Union, they should have been put into practice since Stage Two of EMU. Key
elements are the Annual Economic Report and the broad economic guidelines by
the Commission, on which Parliament holds an annual debate and produces
political proposals and recommendations for the Council of Ministers and the
Commission. The European Parliament insists on participating officially on these
procedures beyond what is already provided in Articles 12814 and 13015 and in
current practice. To act against the democratic deficit in these procedures, the
European Parliament calls for an inter-institutional agreement between the

13

The second pillar is a further development and better implementation of the coordinated employment strategy (Luxembourg process), the third pillar consists in a
comprehensive structural reform and modernisation to improve the innovative capacity
and efficiency of goods, services and capital markets (Cardiff process).
14
Treaty on European Union, revised version, Article 128: « (1) The European Council shall
each year consider the employment situation in the Community and adopt conclusions
thereon, on the basis of a joint annual report by the Council and the Commission. (2) On
the basis of the conclusions of the European Council, the Council, (…) after consulting the
European Parliament, (…) shall each year draw up guidelines which the Member States
shall take into account in their employment policies. (…) »
15
Treaty on European Union, revised version, Article 130 : « The Council, after consulting
the European Parliament, shall establish an Employment Committee with advisory status to
promote co-ordination between Member States on employment and labour market
policies. (…)»
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European Parliament, the Commission and the Council, including the procedure
of the broad economic guidelines and the excessive deficit procedure. In the
meantime, the European Parliament calls for the ECB’s own Annual Reports to
contain judgements of the extent to which monetary policy has in fact supported
the general economic policies. Once a year, an ECB position on the economic
situation in the euro-11 zone is asked for on the occasion of the presentation of
the Annual Economic Report.

IV. Monetary dialogue – first experiences
1. The nomination procedure and the European Parliament
The European Parliament had to be consulted on the appointment of the six
members of the Executive Board by the governments of the member states (Article
112(2)b16). This was also the case for the nominations of the Presidents of the EMI
in Stage Two. These hearings - held in public along the lines of those in the US
Senate - allowed for a judgement to be formed of the candidates' personal
integrity, professional competence and views on monetary and economic policy.
Unlike in the United States, however, the nomination process does not comprise a
confirmation procedure. The European Parliament has no power to enforce its
decision or legally to prevent a nomination. This means that the European
Parliament has only a political power to assess nominees, and, through its hearing
procedure, helps to guide public opinion. In view of the importance of their
position and their impact on economic, financial, employment and social policy,
the requirements applicable to members of the Executive Board must be very
stringent. A candidate who fails to convince the European Parliament should not
be acceptable. Therefore, the current procedure for appointing members of the
16

Treaty on European Union, revised version, Article 112(2)b : « The President, the VicePresident and the other members of the Executive Board shall be appointed from among
persons of recognised standing and professional experience in monetary or banking
matters by common accord of the governments of the Member States at the level of Heads
of State or Government, on a recommendation from the Council, after it has consulted the
European Parliament and the Governing Council of the ECB. Their term of office shall be
eight years and shall not be renewable. Only nationals of Member States may be members
of the Executive Board. »
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ECB’s Executive Board is important but can only be a first step. The ECB gains in
credibility and legitimacy if members of the Executive Board give a convincing
performance in public.

2. Reporting and publishing: the ECB’s annual report and monthly bulletins
The principle of transparency is described in the Treaty and the Statute of the ESCB
and the ECB. Article 113(3) of the Treaty on European Union and Articles 517 and
15 of the Statute require ECB reports to be published. The reports in question are
annual reports, which facilitate the dialogue with the European Parliament on the
monetary policy pursued in the past and current years and the ECB’s plans for the
future, as well as reports on the activities of the ESCB which should be drawn up
and published at least quarterly. This publication requirement makes the ECB
democratically accountable. A reading of Article 15 in conjunction with Article 12
shows that reporting is expected to cover monetary policy definitions, approaches,
objectives and instruments. The ECB has to explain its past monetary policy
decisions in the light of recent inflation trends and how they comply with price
stability. In addition, the ECB has to explain its inflation forecasts, its comments on
other institutions’ forecasts and comparisons of these with the price stability target
set, as well as the forecasts for real GDP growth upon which its broad assessment
is based.
The European Parliament also calls on the ECB to include a description of how the
ECB intends to support the general economic policies in the Community with their
monetary policy, as well as their appraisal of the extent to which monetary policy
has in fact supported these general economic policies. In the interest of
transparency and credibility the ECB should make it clear how monetary policy is
intended, over and above the objective of price stability, to contribute to a

17

Protocol on the Statute of the ESCB and ECB, Article 5.1, Collection of statistical
information: « In order to undertake the tasks of the ESCB, the ECB, assisted by the
national central banks, shall collect the necessary statistical information either from the
competent national authorities or directly from economic agents. (…) »
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balanced and appropriate policy mix in order to promote growth and
employment.
All in all, the first monthly reports provide the key data and broad reasoning
behind monetary policy decisions. They have proven, however, not to be
sufficiently detailed, as they concentrate almost exclusively on past developments.
It is surprising that the ECB does not publish its own projections or predictions for
price developments and some key variables, just as projections on the basis of the
current policy stance would be particularly helpful. The ECB claims that the
forecasts might have an adverse effect on financial markets and wage and price
setting, and that the credibility of the ESCB could be damaged in the medium-term
if the conditional nature of the forecasts is not well understood. In addition, the
ECB argues that their estimates and models are still in a preliminary phase and
that they have not tested them enough to be sure of their quality. These
justifications are not convincing. Producing an inflation forecast is certainly
difficult, especially at the start of EMU, in view of the wide uncertainties concerning
the reliability of past relationships between money and prices. But whatever these
difficulties, the ECB has to make its own forecasts on the basis of which it takes the
relevant policy decisions. Therefore, the European Parliament calls on the ECB to
publish forecasts on a six-monthly basis which set out the prospects and the risks
attached to those prospects, for domestic demand and its principal components;
net exports, nominal and gross domestic product, consumer price inflation,
unemployment and the current account balance, together with relevant data and
research on which such forecasts are based, in order to permit a reliable
assessment of monetary decisions, avoid market misinformation, ensure market
transparency and hence counter speculation. In this context, the ECB should
explain the weight and importance of indicators other than its two pillars of
monetary reference values and inflation forecasts. Not revealing to the public the
background analysis for its policy decisions could give rise to the suspicion that the
ECB wants to hide information from the public. This appears unjustified from any
relevant point of view. Therefore, the European Parliament welcomes the
announcement of the ECB President made on October 26, 1999 during the
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plenary session that the ECB decided to go farther in terms of transparency and
publish inflation forecasts18 and its econometric models.

3. Publication of the minutes
The Statute of the ESCB and the ECB states in Article 10.4 that the proceedings of
the meetings of the Governing Council „shall be confidential. The Governing
Council may decide to make the outcome of its deliberations public“. The
European Parliament calls for a summary of the minutes of the ECB Council
meetings to be published. These should include the decisions taken, the reasoning
behind them and, most importantly, the arguments for and against these
decisions. In addition, the summaries should explain how the decisions are linked
to and affect other policies to prepare a sound basis for financial market
decisions. The minutes should be published at the latest by the day after the ECB’s
next meeting. The Federal Reserve believes that the volatility of financial markets
can be restrained by a transparent decision-making process. Studies are being
undertaken in order to find out how the Federal Reserve can improve its
transparency. The ECB has refused to publish the minutes arguing that publishing
minutes would create financial market disturbances. It can be argued, however,
that publishing minutes might be useful to prevent central bank presidents from
putting national interests over EMU interests. The Bank of England goes farther in
terms of transparency and accountability than the ECB by publishing their minutes
and including details of voting behaviour. The US Federal Reserve has adopted a
practice which reconciles the need for the bank to be independent with the need
for openness of decision-making. The fact that minutes recording decisions are
published has never once caused any turbulence on the markets or concern
among investors. Nor has the independence of the Federal Reserve been called
into question by the markets because of the minutes being published.
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Verbatim report of proceedings, October 26, 1999 : « Duisenberg, President of the
European Central Bank : (…) There will come a time when we will publish forecasts, either
bi-annually or tri-annually. »
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4. Publication of the voting records
The question of whether or not the ECB should publish their voting records is still a
matter of discussion in the European Parliament. The European Parliament
decided not to require this during this first phase of the ECB’s existence. It is true
that the publication of votes could ensure that each Council member becomes
particularly attentive to the need to be able to justify his or her own position in
terms of their mandate to scrutinise developments in the euro area as a whole
rather than developments in their own member state. Given that they will want to
maximise respect for their own professional judgement and integrity, publication
could even be the best means to ensure both high quality independent judgements
and independence for the ECB as a whole. This is also the view which has now
been taken by other leading central banks, including the US Federal Reserve
Board and most recently by the Bank of Japan. Consequently, the pressure on the
ECB to publish voting records after ECB Council meetings is growing.
The European Parliament, however, has so far taken the view that the ECB is a
new institution and has to increase the European dimension of the decisionmaking process while the other economic actors are on the national level of the
member states. To formulate and implement a uniform monetary policy for the
entire Euro-zone, the Europeanization process should not be disturbed by
speculation about voting. In particular, it is feared that the publication of the
names of council members in votes would encourage pressure on individual
members by political leaders and national public opinion. At the beginning, a new
institution needs some time for preparation. But the argument put forward by
members of the Federal Reserve is also valid that publication of voting records
makes them feel more independent. After all, what is essential in the Parliament’s
view is that the Council does not agree tacitly, but that individual views are made
known.
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5. Reporting to the European Parliament – the monetary dialogue
In addition to the presentation of the ECB’s Annual Report, quarterly meetings on
recent monetary and economic developments with the President and/or other
members of the Executive Board take place. In this way, greater certainty
concerning monetary policy can be attained than would be possible purely by
publishing reports, as the substance of the reports would be determined solely by
the ECB. The monetary dialogue between the European Parliament and the ECB
has been established on a regular basis in order to increase the transparency and
credibility of the ECB as well as to avoid any misunderstandings which might have
an adverse effect on the markets, and invite speculation. There are four issues to
be discussed: firstly, monetary policy concepts and strategies; secondly, the ECB’s
contribution to growth and employment; thirdly, the international dimension of the
euro and fourthly, transparency and other issues. In addition, more practical
questions with an impact for citizens and economic actors are dealt with, such as
the changeover scenario, the introduction of banknotes, European payment
systems and banking fees for the exchange of currencies. Reporting takes place at
regular meetings lasting 2 – 3 hours which start with a short introductory statement
by the President and continue with comments and questions from the Members of
Parliament and answers by the President.
Past experience of the dialogues between the European Parliament, the Presidents
of the EMI and national central banks and the Subcommittee on Monetary Affairs
has shown that democratic accountability is perfectly feasible in the form of
reporting and dialogue. In addition, the European Parliament invites the ECB
President to take part in the general debate on monetary and economic
developments over the previous and the current year, on the basis of the Annual
Report of the ECB and the European Commission’s Annual Economic Report as
well as the broad economic guidelines which are proposed by the Commission
and later on decided by the Council of Ministers. The dialogue between the
European Parliament and the ECB concentrates on price stability, and the
monetary targets and instruments used in pursuing price stability and it may at any
time be initiated at the request of the President of the ECB or the European
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Parliament. An issue of special importance is the role of the ECB in contributing to
a balanced and appropriate policy mix, especially with a view to the secondary
objective of the ECB, always without impairing the objective of price stability.

6. First conclusions on the monetary dialogue
In the regular meetings of the quarterly monetary dialogue, increasingly wellprepared Members of the European Parliament question the President of the ECB
on the monetary decisions of the ECB and his view on the economic situation,
thereby holding him to account. The minutes of these meetings, as well as a
verbatim transcript, can be found on the web site of the European Parliament19.
Experience has shown that talking to the media, as the ECB does immediately after
council meetings, is insufficient as the media are more interested in the news as
such than in the consistency of decisions with a more medium-term orientation of
monetary policy. In contrast to that, the Members of the European Parliament, who
represent the citizens of the European Union, can insist on specific issues by means
of detailed questions. Examples of topics of concern that were raised in the
monetary dialogue on January 19 and April 19, 1999 with Mr Duisenberg and on
September 27, 1999 with Mr Noyer were the two-pillar-strategy of the ECB,
inflation forecasts and monetary definitions. Earlier this year, the European
Parliament raised the question of the existence of deflationary pressures rather
than inflationary risks. Members also attached particular importance to the
external value of the euro and the upper bounder of the inflation rate. The ECB
conceded that it was „entirely possible“ to exceed the lower or the upper limit of
2% of inflation on a short-term basis, claiming that this would not be a matter of
concern for the ECB. The role of the ECB in a broader macro-economic
environment and its interpretation of Article 105 of the Treaty was another crucial
issue. The ECB pointed out that at the time of the reduction in interest rates, there
were much greater risks for a decrease in inflation and at the same time for a
19

http://www.europarl.eu.int
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downturn. As the President of the ECB emphasised during the monetary dialogue
on April 19, 1999: „But the major risk is that we see the down-turn in expectations
regarding real economic developments. (…) the weighing of all these risks with
regard to both pillars of our monetary strategy means that it is possible for us to
pay due attention to the secondary objective of monetary policy of the ECB,
namely to support without risk to price stability, the general economic policies in
the

Community.“20 On September 27, 1999, the Vice-President of the ECB

Christian Noyer pointed out that: „Certainly the ECB does want to give an
economic upturn a chance in the coming period. (…) We have fully taken on
board the need to provide the best possible economic environment.“21 It was very
surprising to hear, on October 26, 1999 during the presentation of the ECB’s
annual report, that „By maintaining price stability, it is our firm belief monetary
policy makes the best contribution it can to achieving a high level of output and
employment in the medium-term. (…)“. In addition, he made allusion to a
possible rise in interest rates.22
Judging from the first meetings of the monetary dialogue, the ECB has made use
of the opportunity to explain its conduct of monetary policy and, by making the
background to its monetary policy decision transparent, has increased public
confidence in and the credibility of European monetary policy through its monetary
dialogue with the European Parliament.

VI.

Perspectives

The first year of the euro was very successful indeed. Monetary policy, now that it
has become the responsibility of the European Central Bank, has gained in profile.
With the start of EMU, transparency has increased. The ECB has proved to be
more than a copy of the Bundesbank as a new European type of central banking
20

Minutes of the monetary dialogue on April 19, 1999
Minutes of the monetary dialogue on September 27, 1999
22
Verbatim report of proceedings, October 26, 1999 : « Raising interest rates in a certain
situation might be more akin or related to lifting your foot from the peddle as opposed to
braking the momentum of the economy and in that way going slower. We all want to go
forward.“
21
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has evolved. Important international and European meetings in which the ECB
participates, have demonstrated this new role of European monetary policy very
clearly. But a new type has also developed as far as the communication of
monetary decisions is concerned. The European Parliament, as the representative
of the European citizens, is seen to be the appropriate interlocutor of the ECB.
However, much remains to be done to implement real accountability. Simply
providing the European Parliament with information is not sufficient – the
information given has to be clear and complete.
Interest rate movements have to be explained thoroughly and underlying data and
forecasts have to be provided, but unfortunately, this did not happen either for the
cut in interest rates in April 1999 or for the rise in November 1999. The
explanations given were far from convincing, especially that for the rise in interest
rates. Only clear information avoids misleading the markets and giving rise to
speculation. Especially with a view to Article 105, the ESCB has to make clearer
how monetary policy is intended to contribute to a balanced and appropriate
policy mix in order to promote sustainable growth and employment, without
prejudice to the objective of price stability. The explanation given for the reduction
of interest rates by 50 basis points was understood as a clear commitment of the
ECB to recognise its obligation to support general economic policies. Its second
monetary decision, however, where interest rates were increased by 50 basis
points, apparently failed to take into account this secondary target. It remains
absolutely unclear why, given the different economic developments in the euro-11
zone, a decision which constitutes asymmetric monetary policy was taken in
November 1999. It would have been quite possible to decide for a symmetric
monetary policy in spring 2000. Transparency means that all relevant information
underlying the decision-making process has to be disclosed. Obviously, the ECB is
still a young institution which lacks staff and experience. Forecasts and models still
have to be developed, examined and proved before being made public. But the
ECB has to increase transparency in order to gain credibility.
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The transparency of the ECB will help the economic actors better to understand
monetary policies. Openness will make European monetary union more
successful. Democratic accountability, however, is not only an ex post exercise, as
the work of the ECB is future-oriented. Discussions and explanations at an early
point in time, f.ex. on international monetary stability, future member states of
EMU, or the ECB’s role in contributing to economic growth are important in order
to understand the ECB’s decision-making process. It is crucial to note, therefore,
that the concept of the meetings of the European Central Bank and the European
Parliament is not to hold hearings but to conduct a regular monetary dialogue
where the representatives of the European citizens debate with the president of the
ECB.
The European Union needs an appropriate and balanced policy mix where all
components – the single monetary policy, 15 national fiscal policies and
decentralised wage policies – contribute to economic growth and employment.
Thus, the ECB is an important partner in the macro-economic dialogue which was
launched at the Cologne summit on June 3 and 4, 1999 and organised for the
first time on November 8, 1999 in Brussels. The macro-economic dialogue creates
a platform from which the three different policy actors enter into a direct exchange
of views. Its impact, however, is still very limited because binding commitments are
not foreseen. But the macro-economic dialogue might help the independent
European Central Bank to make a contribution to policy co-ordination and thus to
growth and employment. Transparency is the first step for understanding the field
and type of action of this particular participant.
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I. INTRODUCTION23
Since 1 January 1999, the euro has been a reality. The management of
this new currency has been entrusted to the Eurosystem – comprising the European
Central Bank (ECB) and the eleven National Central Banks of the participating
Member States. This new institution 24 has assumed the tasks and competencies
attributed to it under the Treaty establishing the European Community (the
“Treaty”), most notably the conduct of a single monetary policy for the whole euro
area, or, as it is often called, Euroland. This historic step has fundamentally
changed the economic constitution under which both European and national
economic policies are conducted. It is against this distinctive political and
economic background that the institutional profile of the Eurosystem should be
discerned.
In the debate about the institutional profile of the Eurosystem, a number
of important notions regularly recur such as independence, accountability,
transparency or predictability. In particular the dialogue between the European
Central Bank and the European Parliament has provided a privileged setting for
their use. Although these terms interrelate and even overlap, they cannot and
should not be used interchangeably. Due care should be taken to identify their
conceptual distinctiveness, to avoid blurring the indispensable debate about the
central bank with confusion and misperceptions.
The objective of this article is to contribute to the debate about the
institutional profile of the Eurosystem by clarifying some of these notions. The
article is structured in the style of a glossary. It starts with a brief outline of the
Eurosystem’s mission (Section II), and a short treatment of its independence
prerogative (Section III). It then attempts to define and discuss each of the
following terms: accountability (Section IV); transparency (Section V); predictability
(Section VI). Communication, which is to be seen as a means to an end, is
discussed in Section VII. As could be expected in a glossary, each section will start
with a dictionary-based definition, after which the meaning of the concept will be
explored with reference to the Eurosystem’s institutional profile. A short conclusion
closes the article (Section VIII).

II. MISSION
The New Oxford Dictionary of English defines a mission as a “strongly felt
aim, ambition or calling”, or as “important assignment” 25. The Eurosystem’s
mission is more than a “important assignment”, it is a legal mandate stipulated in
the Treaty. At its heart is the primary objective to “maintain price stability” 26 in the
23

The author is grateful to G. Glöckler for his helpful assistance in the preparation of this article.
Even though the Eurosystem is not an institution in a strict legal sense, it is one from an
economic and functional point of view.
25
The New Oxford Dictionary of English
26
Article 105 of the Treaty establishing the European Community: “The primary objective of the
ESCB shall be to maintain price stability. Without prejudice to the objective of price stability, the
ESCB shall support the general economic policies in the Community with a view to contributing to
the achievement of the objectives of the Community as laid down in Article 2. The ESCB shall act
24
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euro area. In my view, the Treaty language is only one way of expressing the
concept of a public good that is very broad and comprehensive in its meaning.
The traditions of the national central banks supply a wide range of formulations
for such a broad concept, be it “die Währung zu sichern” 27 as in Germany, or “la
difesa del risparmio” 28 as in Italy.
The fact that the maintenance of stable prices has been made the
centrepiece of the Eurosystem’s mission derives from the history and experience of
Europe’s economies. Throughout the 20th century, but especially during the 1970s
and 1980s, many European economies suffered from high inflation and its
accompanying consequences, i.e. the distortion of price signals in the economy,
the erosion of savings and the arbitrary redistribution of wealth. While these
experiences have fostered the emergence of a political consensus on the
desirability of stable prices and responsible macroeconomic policies, advances in
economic research have provided the analytical framework for stability-oriented
monetary policies. The recognition that – in the long run – money is neutral,
meaning that monetary policy cannot permanently influence growth, investment
and employment, provides a cogent argument to steer monetary policy towards
the goal of maintaining stable prices.
In order to make the pursuit of the mission possible, the Treaty assigns to
the Eurosystem a number of tasks and competencies, with the formulation and
implementation of monetary policy at the core. Beyond that, the Eurosystem is
mandated to conduct foreign exchange operations, to hold and manage official
reserves, to promote the smooth operation of payment systems, to contribute to
the conduct of national policies in the fields of prudential supervision and financial
stability, and to authorise the issuing of euro banknotes. Furthermore, it is called
upon to give advice on a number of policies related to its competencies.
When preparing the Treaty, the Member States sought to provide an
optimal framework to allow the Eurosystem to fulfil its mission. In so doing, two
requirements had to be satisfied: democratic control and policy effectiveness. In a
society based on democratic and market principles, both these requirements are
crucial. However, as they are partially conflicting, clear definitions and an
appropriate balance in their implementation need to be found. Let me explain.
The policy decisions of the Governing Council of the ECB affect the lives
and welfare of the almost 300 million people living in Euroland 29. This is why the
transfer of such substantial power into the hands of independent, non-elected
central bankers can only be legitimate if effective democratic control and
accountability are in place. Meanwhile, the Eurosystem has to be in a position to
effectively carry out its mission, i.e. to actually “safeguard the currency” and
deliver price stability. This may set conditions, and even a limit, to the way in which
democratic control is exercised. The forward-looking character of monetary policy,
the long time lags with which monetary policy works, the sensitivity of relevant
in accordance with the principle of an open market economy with free competition, favouring an
efficient allocation of resources, and in compliance with the principles set out in Article 4.”
27
Gesetz über die Deutsche Bundesbank, § 3, in the version of 22 October 1992 (valid until 31
December 1998) published in Bundesgesetzblatt I S. 1782
28
Art. 47 of the Constitution of the Italian Republic
29
The latest figure (Eurostat, 1999) puts the population of the euro area at 291,4 million.
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information and the powerful market reactions to policy announcements all have
to be taken into account in designing the methods of democratic control that are
appropriate for the central bank.
It should be borne in mind that monetary policy and central banking are
by no means the only fields in which the institutional framework for the exercise of
a public policy function has to combine effectiveness and democratic control.
While the classic example is the military field, other areas can also be cited such
as scientific research or internal security.
In recognition of the specific requirements of a successful policy, the
Treaty removes monetary policy-making from the realm of executive actions
directly conducted by governments, and hence from the pressures of the day-today political debate, and endows the Eurosystem with substantial independence. It
is precisely the need to ensure an effective and successful pursuit of its mission that
requires, and at the same time justifies, the independence prerogative in the
Eurosystem’s institutional profile.

III. INDEPENDENCE
A dictionary definition of independence refers, inter alia, to the “freedom
from outside control”, the “absence of influence by others” and the “capability of
thinking and acting for oneself” 30. In the institutional profile of the Eurosystem, the
concept of independence is translated into the prohibition for the ECB and
National Central Banks to take or seek instructions from any external body. The
Community’s public authorities, for their part, commit themselves not to seek to
exert influence on the Eurosystem. 31 Through its inclusion into the Treaty, the
Eurosystem’s independence prerogative has been given a solid constitutional
basis.
Independence manifests itself also in a number of concrete institutional
features of the Eurosystem. First, collegiality. The Eurosystem’s main decisionmaking bodies (the Executive Board and the Governing Council) are both
collegiate, as it is the case with most modern central banks today. Collegiality
reinforces independent decision-making for the simple reason that a group can
defend itself better than a single person from various kinds of pressures and
influences, be they economic, psychological, political or intellectual. Second, the
majority principle. Only superficial thinking would suggest that unanimity ensures
a better recognition of all views. On the contrary, unanimity is conducive to nondecisions or to biased decisions, two evils that an independent central bank must
avoid. This is why the Statute of the European System of Central Banks and the
30

The New Oxford Dictionary of English
Art. 108 of the Treaty establishing the European Community: “When exercising the powers and
carrying out the tasks and duties conferred upon them by this Treaty and the Statute of the ESCB,
neither the ECB, nor a national central bank, nor any member of their decision-making bodies
shall seek or take instructions from Community institutions or bodies, from any government of a
Member State or from any other body. The Community institutions and bodies and the
governments of the Member States undertake to respect this principle and not to seek to influence
the members of the decision-making bodies of the ECB or of the national central banks in the
performance of their tasks.”
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European Central Bank lay down that decisions be made by adopting the majority
principle. 32 Due to this stipulation the Governing Council cannot be held hostage
by a single member who might have misguided motivations. Third, the one person
– one vote rule. 33 This fundamental institutional feature relates to the Eurosystem’s
independence insofar as it is essential to gear the decisions of the Governing
Council towards the fulfilment of the Treaty mandate. The members of the
Governing Council of the ECB are represented in a personal capacity, i.e.
precisely not as representatives of their home countries and central banks. Since
they explicitly do not represent a particular country it would be illogical to assign
weights to their votes. By attending in a personal capacity, the members of the
Governing Council do not stand for a particular national interest, but rather for
their expertise and experience. Therefore, the Governing Council should not be
perceived as a body that balances competing interests. On the contrary, solely on
the basis of its “accumulated expertise” is the Governing Council in a position to
act in full independence with the aim to fulfil its mission.
Independence is not an absolute notion, rather it should be understood
as goal-related. It is relative to the fulfilment of the task for which it has been
granted. The Eurosystem is independent to fulfil its mission to safeguard the
currency. Consequently, any abuse of the independence prerogative, e.g. for
activities which go beyond the boundaries of the clearly defined mission are
inappropriate and even counterproductive, because they are likely to lead sooner
or later – and understandably so – to calls to restrict independence. In order to
protect their independence central banks have to “know how to behave”.
In more detail, the relationship between the independence of the ECB
and National Central Banks and the successful pursuit of their mission should be
framed in terms of a functional requirement. The complete severance of any link
between paper currencies and gold has brought about a situation in which the
total quantity of money is entirely at the discretion of human decisions. Therefore,
independence ultimately means to remove the decision to create money from
those who have an interest in spending it, be they the business community, the
banks or the State. Efforts to gain this independence pervade the history of central
banking.
Originally, central banks sought gain independence from other banks
and from the business community, as a means to bolster their role and credibility
as the issuers of fiduciary money. One way of achieving such independence was to
transfer ownership of the central bank into the hands of the state. 34 However, in
the second half of the 20th century, expanding welfare states took on a more
substantive role in the national economies, using the public purse to actively direct
and intervene in line with the government’s political objectives. The hitherto
balanced budgets disappeared, and substantial and prolonged deficit spending
32

Art. 10.2 second paragraph of the ESCB/ECB Statute: “[…] the Governing Council shall act by
simple majority.”
33
Art. 10.2 second paragraph of the ESCB/ECB Statute: “[…] each member of the Governing
Council shall have one vote.”
34
It should be noted, though, that even today there are central banks – such as the South African
Reserve Bank – which are owned by private shareholders. However, in such cases, the rights and
obligations of the shareholdings are tightly circumscribed.
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exposed central banks to new pressures. Central banks were obliged to grant
governments privileged access to credit and came under pressure to ”inflate away”
the governments’ debt burdens. The well-know results, high inflation and low
credibility, led to increased calls to remove central banks also from the direct
influence of the State. On the “long march” towards independence from economic
and political interests, the creation of the Eurosystem represents a further step,
taking central banking and money creation throughout Euroland out of the sphere
of the State.
Historical experiences have thus borne out the validity of the vital link
between independence and the successful pursuit of the mission to safeguard the
currency. This is furthermore underpinned by extensive theoretical analysis and
empirical evidence which reveals a strong correlation between central bank
independence and a successful record of maintaining price stability.
At the same time, the clear-cut description and delimitation of the
Eurosystem’s tasks and competencies in the Treaty also provides a justification for
the independence prerogative. This is because all individual decision pertaining to
the actual policy implementation can be considered as merely instrumental to the
effective attainment of the assigned objective, an objective that has been
previously agreed upon in a constitutional process such as the stipulation and
ratification of the Treaty. Interpreting the Eurosystem’s role as a primarily technical
one, the role of accomplishing a commonly agreed objective is based on the
fundamental proposition that – in the medium and long run – there is no trade-off
between inflation and output. It follows from this proposition that the central bank
ultimately has no fundamental influence over the level of output and employment
in the economy.
A recognition of this insight is particularly relevant with respect to
repeated demands – voiced, inter alia, in the dialogue between the European
Central Bank and the European Parliament – for monetary policy “to do more” to
support growth and employment. However, the independent Eurosystem with its
clearly assigned price stability mandate is not in a position “to do more”. If it were
to follow the misguided demands to actively promote short-term growth, e.g.
through an expansionary monetary policy, the Eurosystem would be compelled to
take an essentially political decision. Any such erroneous politicisation of the
decisions of the central bank would in fact weaken the very basis of its
independence. If a stability-oriented monetary policy really were to imply political
choices – which I believe it does not – it should be subject to the normal political
process of democratic societies, and not be put into the hands of independent
central bankers. It is in this sense that the fundamental long-term orientation and
objective of stable prices justifies the central bank’s independence.
Independence as both a required and justified precondition of a
successful pursuit of the given mission thus shields the Eurosystem from the shortterm political considerations of various interests in society. However, this is by no
means the same as the absence of democratic control. Independence and
accountability are two sides of the same coin.

IV. ACCOUNTABILITY
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In its dictionary definition “to be accountable” means not only to be held
responsible for one’s actions, but also to be required to “justify and explain actions
and decisions”. 35 Accountability is an essential and constituent element of a
democratic political order. In such an order, institutions and bodies with the power
to affect the lives and welfare of the community must be subject to the scrutiny of
the citizens or of their elected representatives. This is particularly relevant for those
policy fields – such as central banking 36 – where decisions are consciously
removed from the day-to-day influences of the political arena. Thus, accountability
pertains to a civic and moral obligation inherent in the political order, and is not
directly related to what could be termed the “economic order”.
As explained in Section III, independence implies the absence of direct
influence of external actors on the policy-making process, i.e. the impossibility to
interfere in the policy-making in a way that would make it deviate from the
statutory mission. It is precisely because the Eurosystem has a statutory mission
and has been granted independence to fulfil it, that it has to be held accountable,
and that it is obliged to ex post explain and justify its decisions. Accountability is
the counterweight of independence, but the latter sets a limit to the role of the
institutions to which the central bank is accountable. If, say, the European
Parliament were to be in a position to exercise a direct influence on the
Eurosystem’s decisions, this would necessarily imply a shared responsibility and
the Eurosystem’s obligation to explain and justify its decisions to the European
Parliament would appear absurd and devoid of any meaning.
Having established the ex post character of accountability 37, two further
questions need to be addressed in order to render this concept operational for our
purposes: accountable for what? accountable to whom?
First: accountable for what? The simple answer is that the Eurosystem
should be held accountable for the fulfilment of its mandate. In this context, the
maintenance of price stability, and hence the formulation and implementation of
the single monetary policy, is at the centre of attention. The Treaty itself provides a
yardstick, the maintenance of price stability, against which the Eurosystem’s
actions should be measured. However, in order to further clarify this mandate,
and also to facilitate the external evaluation of the Eurosystem’s performance, the
ECB has adopted a quantitative definition of price stability: a year-on-year
increase of the Harmonised Index of Consumer Prices of below 2%, to be achieved
over the medium term. Beyond being accountable with reference to its success in
fulfilling its primary objective, the Eurosystem is held accountable also in relation
to its other tasks. Not least in the dialogue with the European Parliament, the ECB
was called upon to explain its actions and decision, inter alia, relating to payment
systems, euro banknote design and production, etc.
Second: accountable to whom? As the currency is one of the most
35
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pervasive components of the social system, and given that price stability is a public
good par excellence, it should be clear that the Eurosystem is, in the broadest
sense, accountable to the European citizens at large. The fact that the European
citizens place their trust in the Eurosystem to “safeguard the currency” and to
“defend their savings” makes them the ultimate addressee of the Eurosystem’s
accountability.
In the political order of the European Union, the only institution that
directly derives its role and legitimacy from the citizens is the European Parliament.
Irrespective of the county and constituency where he or she was voted, each
member of the European Parliament has been elected to pursue the European
public interest, just as parliamentarians of Member States are entrusted with the
national interest. The European Parliament is the institution of Europe’s
democratically elected representatives, which represents the interests of the
peoples of Europe. This is why accountability quite appropriately relates, first and
foremost, to the European Parliament and the dialogue between the ECB and the
European Parliament represents the principal means to exercise accountability.
Beyond that, the ECB is engaged in a dialogue with all the bodies that play a role
in the European political process: the Council of Ministers and the European
Commission in the first place, but also the Economic and Social Committee. The
ECB participates in meetings of the Euro-11 Group, the ECOFIN Council and the
Council President and a member of the European Commission are invited to
attend the meetings of the ECB Governing Council. The Eurosystem also reaches
out to other relevant groups in society, such as the social partners, by joining, for
example, the discussions of the Macroeconomic Dialogue. These contacts allow
the ECB to explain its decisions, to share its analysis and to receive political
feedback and thus be connected to the European political process. At the national
level, the National Central Banks relate to their national parliaments and entertain
links of communication with their national governments.
The Eurosystem thus fulfils its accountability obligation, inter alia, by way
of a comprehensive dialogue with political bodies 38. Since Eurosystem officials
take to explaining and justifying decisions in persona, the Eurosystem follows a
path which differs from other central banks that have chosen to publish the
minutes (and in some cases also the voting record) of the meetings of their
decision-making bodies. There are a number of good reasons for the Eurosystem’s
choice. As I shall explain below (in Section V.), we consider the extended
statements and press conferences given by the ECB President in the immediate
aftermath of Governing Council meetings a more appropriate means to explain
and justify the policy decisions. This is because the Eurosystem conveys its message
in real-time and is thus in a position to send a timely signal to the markets and the
media as well as to the public at large. The ex post justification and explanation of
decisions as contained in published minutes usually become available after a
number of weeks, i.e. at a time when the relevant “action” in the markets is
already matter of the past. As for the publication of the voting record, the
Eurosystem is opposed to this proposition, not least in order to shield the members
38
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of the Governing Council from undue influence from the Member States. In my
view, a publication of votes harbours the danger of encouraging an interpretation
of the Governing Council as a collection of “national factions”. It is encouraging to
observe a growing recognition and appreciation for the Eurosystem’s distinct
method of accountability, which derives not only from the specificity of the
Eurosystem’s institutional profile but also from the environment in which it is
embedded.
It should be clear from the above that the Eurosystem neither operates in
an institutional vacuum, nor does it wish to do so. Being held accountable is not a
burden for the Eurosystem, on the very contrary it is a safeguard. It is through
discharging its accountability tasks, through exchanges of views and opinions
within the European public sphere, including open criticism and controversy, that
the Eurosystem can earn its independence every day, and grow in stature. By
explaining and justifying its decisions the Eurosystem will be called to face up to
challenges and master difficulties. I am confident that in this way, Europe’s new
and still young central bank will further build the credibility it needs to carry out its
complex tasks with success.

V. TRANSPARENCY
The next notion in the glossary is transparency, which to many observers
and critics is the foremost aspect of the institutional profile of a central bank today.
A meaningful discussion of transparency should start by clearly distinguishing this
notion from that of accountability. Obviously, if the two notions coincided no
separate discussion of transparency would be called for. Admittedly, accountability
and transparency to a large extent share the same “object”, i.e. the Eurosystem’s
tasks and actions. However, related as they may be, they should by no means be
used interchangeably, as it is often done in public discourse. In particular, certain
quite legitimate criticisms of the ECB’s transparency record should not be mixed up
with claims of insufficient accountability.
For our purposes, I shall adopt a conceptual classification, which, albeit
subjective, appears to me rather helpful in clarifying the distinction between
transparency and accountability. As set out above, accountability refers to a
political duty, based on the need for democratic control over the exercise of
power. It also refers to an ex post explanation and justification of decisions taken
independently. Transparency, on the other hand, could be conceived as an
economic requirement. It should be seen as a means to a successful
implementation of the Eurosystem’s mission, as an essential ingredient of policymaking in a complex environment.
The view of the Eurosystem can be summarised as follows. The price
formation mechanism, and hence price stability, is influenced by many economic
actors, such as businesses, trade unions, governments, financial institutions and
households. The price decisions of millions of economic agents in the economy
can support or hinder the Eurosystem’s efforts to effectively “safeguard the
currency”. Such decisions are based, inter alia, on the perceived and expected
attitude of the central bank. By being transparent, i.e. by communicating its policy
decisions in real-time, or even by making its intentions known beforehand, the
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central bank can promote a better understanding of its policy decisions, which, in
turn, enhances the effectiveness of its policy. Therefore, I regard transparency as a
notion that belongs to the economic order rather to the realm of the political
order, i.e. as aimed at increasing the effectiveness of policy rather than fulfilling a
democratic obligation.
Relating transparency to the effectiveness of policy is consistent with the
dictionary, which defines it, in its figurative sense, as “ease of assessment of
information” 39. In line with this reading of the term, transparency clearly cannot
consist of a constant stream of information releases and policy announcements.
Since financial markets react highly sensitively to messages sent out by the
Eurosystem and its officials, overburdening them with information would in fact
lead to less transparency, since the key policy messages would become difficult to
discern among the flood of releases. Even worse, it could lead to confusion and
disorder in the markets with severe consequences for stability itself.
In practical terms, the Eurosystem’s transparency record could be
considered outstanding, not least by international standards. In its attempts to be
as transparent as possible, the Eurosystem has established – and continues to
develop – a novel framework to provide information to markets and observers (see
also section VII.). The ECB holds extended press conferences once a month after a
Governing Council meeting, at which the ECB President delivers a comprehensive
introductory statement which explains the monetary policy decisions taken, and
outlines in detail the reasoning and the main arguments which have led to the
decision. A question and answer session allows the media and the public to gain
further insights into the deliberations of the Governing Council. Both are made
available on the ECB web-site before the end of the day. In so doing, the
Eurosystem provides real-time information; the markets, the media and the public
are not left guessing as to what have been the main reasons for any particular
decision. By way of this immediate and substantive communication, the
Eurosystem provides a high degree of transparency, and fosters the effectiveness
of its policy.
By contrast, other central banks follow a different practice, whereby a
brief statement regarding the monetary policy decisions taken is immediately
released to the public. 40 The underlying reasoning and the arguments that have
led to the decision can be found in the minutes, which are made public six to nine
weeks after the actual decision. Thus, the actual decision is transmitted to the
markets in real-time, while any substantive explanation of reasons behind the
decision – and precisely this is the information which the markets call for in order
to find out how the central bank ‘ticks’ – will become available some weeks later.
Conceptualising transparency (i.e. providing real-time information) and
accountability (explaining and justifying decisions ex post) as two ends of a
continuum, the Eurosystem’s has positioned itself more towards the ends of
transparency, not least for reasons of policy effectiveness. The Eurosystem has
39
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chosen to reveal to the markets and the public at large a comprehensive
explanation of its policy decisions immediately after they have been taken, but
does not publish minutes of the meeting. In other countries the decision was to
provide less information in real-time (i.e. to be less transparent), but to explain and
justify decisions by making public deliberations in their entirety within several
weeks.
Another criticism with which the Eurosystem has been confronted relates
to its monetary policy strategy. Most recently, for example, a widely quoted
report 41 observed that the “Eurosystem’s monetary policy framework, with its
emphasis on two pillars, seems better designed to conceal strategy than to help
the public understand it.” Aware as it is that being independent does not mean to
be infallible, the ECB certainly takes such criticism seriously. At the same time, I do
not agree with the criticism and – for the sake of transparency itself – I would like
to explain why. My disagreement is rooted in the way the very concept of a
monetary policy strategy should be understood. The contention of opaqueness, or
lack of transparency, is based on an understanding of the notion of a strategy with
which I do not concur.
It should be borne in mind that a strategy is, in the first place, an
instrument to prepare and take policy decisions. We regard it as a useful
instrument, although we have to recognise that highly successful and reputed
central banks have not felt the need to adopt a frame of reference as explicitly
formulated as ours. To our mind, such frame of reference helps to structure
discussions and to guide and orient policy decisions.
A monetary policy strategy should not be seen as a machine that
automatically delivers decisions. It is not a substitute for judgement nor for the act
of will that constitutes the essence of any decision, and that makes decision
fundamentally different from analysis. Any policy-making process can be seen as
a process in which the degrees of freedom are gradually “used up” until they are
reduced to zero at the moment of the “final” decision. In the case of the
Eurosystem’s this process starts in the Treaty (with the assignment of price stability
as the primary policy objective) and ends in each of the periodic meetings of the
Governing Council where interest rates are set. Of the numerous stages that lie
between these two extremes, one is the definition of price stability. Another one
has been the adoption of a strategy, which the dictionary defines a “plan of […]
policy designed to achieve an overall aim” 42. A strategy aims at providing an
orderly framework for the deliberations of the Governing Council. It is no rigid
screenplay in which any room for discretion has been suppressed. Members of the
Executive Board or the Governing Council of the ECB may, as they do, fully agree
on the strategy and yet disagree on what should be done today or next week.
Within the strategy there must be, and there is, scope for a diversity of views, for
deliberation and judgement. Why would collegiate decision-making bodies
otherwise be needed?
As such, a strategy does not need to be disclosed. By making public and
explicit its monetary policy strategy, the Eurosystem set itself apart from a number
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of central banks around the world. As a matter of fact, the central banks of the
other major world currencies do not have a publicly disclosed strategy. Even within
Europe, the Bundesbank’s openly communicated policy framework of monetary
targeting was more an exception than the rule. The Eurosystem has decided to
make public and explain its strategy because it believes, as explained above, that
that the effectiveness of monetary policy is enhanced if it is understood by the
markets, the media and the public at large. In this respect, the Eurosystem’s
transparent mode of monetary policy-making indeed represents a “new European
type of central banking.” 43
Why does our disclosed strategy draw criticism and at times even appears
to be the very cause of an alleged lack of transparency? My answer to this
intriguing question is twofold. Firstly, our strategy is not a single variable (we
would say single pillar) strategy. Unlike all those strategies previously promulgated
by other central banks, our strategy does not select just the money stock, or the
inflation rate, or the exchange rate (these are the three options that dominate the
camp today) as its exclusive reference. Somewhat surprisingly, even some
sophisticated observers find it difficult to grasp this difference. Secondly, although
it represents a contribution to the transparency, and hence the effectiveness, of
monetary policy, a disclosed strategy is not a substitute for a “track record” of
successful policy-making.
For the sake of greater transparency, the ECB has also been called upon,
inter alia, by the European Parliament, to publish its internal forecasts and
projections. While the ECB certainly takes an open-minded approach to this issue,
it should be recognised that the explanatory or even predictory power of such
forecasts is limited. Forecasts are a synthetic and necessarily simplified
representation of a complex economic reality. They also contain a static element,
in that they assume that the current policy stance remains unchanged. However,
as new information becomes available everyday, the appropriateness of the
current policy stance will have to be continuously reappraised. In view of these
limitations of forecasts and projections, which have an impact on their usefulness
for the actual formulation of monetary policy and its outside evaluation, the
Eurosystem has so far taken a rather cautious approach.
When dealing with a new phenomenon such as the single currency and
single monetary policy in Euroland, not only the Eurosystem, its monetary policy
strategy and forecasting exercises, but also the financial markets and the public at
large are necessarily moving along a learning curve.

VI. PREDICTABILITY
The criticism related to the Eurosystem’s transparency record could also
be fuelled from a further misperception of the concept of transparency. Even a
very transparent central bank that, like the Eurosystem, communicates its policy
decisions in real-time and explains in detail why certain decisions have been
made, cannot be entirely predictable.
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Predictability implies that it can be “estimate[d] that (a specified thing) will
happen in the future or will be a consequence of something“ 44. In the case of
monetary policy, any such precise estimation of future decisions is not only
impossible, it is also undesirable, for the following reasons.
First, demands to pursue an exclusively rules-based – and thus entirely
predictable – approach to policy, voiced in the name of transparency or
predictability, reflect a misperception of what I would discern as the “art” of
monetary policy-making. It is an overly simplistic view to conceive monetary policy
as a mechanistic process whereby certain pressures on one side, say, aggregate
demand, always generate quasi-automatic and fully predictable responses on the
other side, say, in the form of interest rate moves. The “art” of monetary policy will
continue to entail a large degree of judgement and as such necessarily contains
an element of surprise.
Secondly, I believe that full predictability would imply a “waste of
information”. If the Governing Council of the ECB announced today what
monetary policy decision it intends to take in two weeks’ time (at, say, the next
Governing Council meeting), this would imply wasting the information that might
become available in the meantime (the inter-meeting period). If the members of
the Governing Council were absolutely sure what they would have to decide in two
weeks’ time, then they should not postpone the respective decision and wait for the
next Governing Council meeting.
Thirdly, since the Governing Council is a collective body, it is impossible
to know in advance what information the members of the Governing Council
bring to the table, and how the discussion will proceed. Any prediction as to the
outcome would imply a pre-empting of the eventual decision, which is, in itself, the
result of the discussion.
It follows that monetary policy, although as transparent as possible,
cannot – and I my view, should not – be fully predictable. The “art” of monetary
policy-making continues to include a degree of judgement which cannot be
foreseen, and at times might generate surprises – though it should be restated at
this point that it is not a policy of the Eurosystem to surprise the markets with its
interest rate decisions.
Greater predictability – even if it were possible – does not generate
credibility. The Eurosystem’s credibility should not be conceived as a simple
function of its predictability. In fact, if the Eurosystem’s monetary policy decision
were entirely predictable to the markets, the media and the citizens, there would
be no need for credibility. Establishing and fostering credibility is a continuous task
which relates to the Eurosystem’s capacity to deal with the uncertainty which
monetary policy faces in a complex economic environment. In this process,
communication plays a vital role.

VII. COMMUNICATION
The dictionary defines communication as the “imparting or exchanging of
information by speaking, writing or by using some other medium”, with the clear
44
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aim of a “successful conveying of ideas”. 45 Thus, communication should be
conceived as a vehicle, a means to an end. As such communication is extremely
important because it aids the Eurosystem to be transparent and to satisfy the need
to effectively explain policy decisions.
Communication is the third and last phase in the policy process; it follows
after decision and implementation. For the Eurosystem, it is also the most difficult
of these phases. This can be explained with reference to the specific set-up and
history of the Eurosystem.
When defining its mode of decision-making and implementation, the
Eurosystem was able draw on the experience and examples of existing central
banks, even though the chosen model of a consequent decentralisation of
implementation tasks could be considered rather novel.
However, in terms of communication, none of the existing models could
simply be adopted. Due to its set-up and functioning, the Eurosystem is faced with
a number of challenges that can help to understand some of the difficulties we
have experienced and to explain the criticisms voiced in this important part of the
policy process. First, the Eurosystem operates with a plurality of languages 46,
which clearly differs from the context of the communication experience of all other
existing central banks. Secondly, the Eurosystem is faced with a plurality of
communication conventions. One and the same message, even if perfectly
translated, carries different meanings and is differently perceived in the various
national contexts, stemming from the differing traditions and conventions. Thirdly,
the Eurosystem addresses the market and the public with a plurality of
communicators. Against the background of the inherited traditions of the National
Central Banks within the Eurosystem, and not least due to the Eurosystem’s
institutional set-up, the tasks of communicating to markets and the public cannot –
and should not – be confined to, say, the ECB President alone. A diversity of
communicators need not necessarily be perceived as a disadvantage. The
examples of the Federal Open Market Committee or the Bank of England’s
Monetary Policy Committee reveal that a free expression of multiple – and
sometimes even diverging – views regarding the monetary policy stance and the
decisions taken is being perceived by the markets and the media as a “healthy”
reflection of the wide spectre of relevant opinions. In these cases, such breadth of
views is seen as a guarantee for thorough and comprehensive deliberations of the
decision-making bodies. With respect to the Eurosystem’s task to conduct a single
monetary policy for a currency area which is still rather heterogeneous, a similar
richness of views of the members of the Governing Council certainly represents an
essential advantage. It is somewhat surprising to see this point being wellrecognised by critics for other central banks, and sometimes overlooked in the
case of the Eurosystem. I am confident that this valuable “asset” will over time find
the recognition of the markets, the media and the public at large.
Moreover, in all communication there is a sending and a receiving end.
The Eurosystem is a novel monetary policy arrangement, a true change of regime.
This novelty also requires some understanding and some adaptations by those to
45
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whom the Eurosystem’s communicates: the markets, the media, the public at
large. It would be underestimating the significance of this change in the monetary
environment, if previously held standards and conventions were simply transferred
and applied to the conditions of this rather unique set-up. A process of adaptation
is currently underway. However, the Eurosystem is likely to face some criticisms of
its communication policy also in the future, not least because the new institutional
and policy framework will sometimes be seen entirely from a national perspective.

VIII.

CONCLUSION

The advent of the euro and the Eurosystem has opened an entirely new
chapter for Europe’s economic policy constitution as well as for the evolution of
central banking. It would be a fallacy to believe this regime shift – fundamental as
it was – represents a “one off” event. On the contrary, the current process of
adaptation to this new set-up implies a dynamic, though certainly not
uncontroversial, evolution. While the institutional profile of the Eurosystem, its
mission and independence, should be considered as a given in this process,
Europe’s new central bank is also “embedded” in the wider process of European
integration.
The Eurosystem has achieved an advanced stage of integration, not only in
terms of policy action, but also in terms of attitude, outlook and identification of its
constituent units. However, the achievement of a similar capacity for coherent
action and a unified collective vision is still underway on the part of economic
policy-makers. Since the strength of a currency – and the public’s confidence in it –
is closely related to the political structure that supports it, the current imbalance
and the Eurosystem’s “institutional loneliness” will need to be addressed. As the
European Union proceeds towards its objective of an “ever closer union” 47, the
Eurosystem’s interrelations with economic actors, political institutions, the media
and the public at large will evolve, too.
This discussion of the Eurosystem’s institutional profile, its accountability
and transparency intended to provide a assessment of the status quo. However, as
could be expected from a central banker, a forward-looking perspective
necessarily implies making use of information that will become available in this
process. As the European Union, its institutions and its common currency evolve,
certain aspects of the terms defined and discussed in this glossary might well
become subject to a justified re-interpretation.
_______________________________________
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