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Ladies and Gentlemen,

Let me first thank The Institute for Global Finaacintegrity for the invitation to speak
in front of this very distinguished audience.

No need to say that | felt extremely honoured wteseiving that invitation, and quite
horrified when preparing my speech. | must conféssmy confusion, that | chose a
theme that opens so many avenues for thoughtsa@gsebsrso many questions, that | faced
some difficulties to structure my views in an heff hour session.

Consistently rather than a grandiose painting *a#tcques-Louis David, | would like to
offer a more « impressionist » approach.

Needless to say that my artistic choice necessanipfies that | am not speaking in my
capacity of Banque Centrale du Luxembourg staff emnbut in my own personal
name.

1. Introduction

The debate about the independence of Central Bamit new, and has evolved together
with their roles and functions over centuries.

However let us keep in mind that more than 120 @é®anks came to earth only after
1950! It is therefore not a surprise if the debate iB ptesent while observing that
independent Central Banks are rather the normtti@exception nowadays

’ Any views expressed in this address are thoséefatithor and not those of the Banque Centrale du
Luxembourg, or the Eurosystem.



2. Why independence for Central Banks?
The very first question arising when consideringni€a Banks independence is: why?

The economic literature is quite prolix both on justification and the measurement of
Central Banks independence.

The debate started, or started at its earnest mayltee 80’s — early 90’s. Perhaps one
could identify two intrinsically linked development

On the economic side, the world was confronted Withcollapse of the Bretton Woods
system at the beginning of the 70s, then the adlckhn 1973, with its subsequent
stagflation, then a second one in 1979. Then fatbwhe chronic inflation of the 80s
together with a deterioration of public financesniany countries, particularly in some
European countries.

At the same time, a new school of thoughts of anative nature emerged. In short it
held the view that political parties tend to acttleir own interest, namely being re-
elected. Following that school, governments arengigiublic expenditures, possibly
financed by money creation, in a short-sighted Wway.

Later on, in the early 90s, appeared methods fasomeng the degree of independence of
Central Banksand some studies concluded that increased indepeadf Central Banks
contributes to explain the decline in inflation.

In short, everything happened as if politicians e one hand recognised the
predominant role of inflation and on the other harahted to protect themselves against
the temptation to adopt a short time horizon, unidepressure of the public opinion.

Taking also into account the length of the monefalcy transmission mechanism and
the somewhat technical nature of monetary poliogytdecided to make Central Banks
independent.

Of course these arguments are debatable, but npogeiis not to analyse whether they
are objectively right or not. | simply wanted ttudtrate the intellectual environment in
which the independence of Central Banks becamet @fsgenerally accepted paradigm.

It is not a surprise that the same approach has &gepted when designing the European
Central Bank and also applied to the National GémiBanks within the European Union.
Indeed the Treatiésxplicitly foresee the independence of the Europ€antral Bank
and of National Central Banks (art 130 of TFEU)

When exercising the powers and carrying out thksasd duties conferred upon
them by the Treaties and the Statute of the ES@®RI of the ECB, neither the
European Central Bank, nor a national central banky any member of their
decision-making bodies shall seek or take instamstifrom Union institutions,



bodies, offices or agencies, from any governmet dember State or from any
other body. The Union institutions, bodies, offices agencies and the
governments of the Member States undertake to ¢efue principle and not to
seek to influence the members of the decision-mabadies of the European
Central Bank or of the national Central Banks ie trerformance of their tasks.

3. What about democracy?

A first issue that comes immediately to one’s miviten considering the independence of
Central Banks is whether it is compatible with denagy.

This is for sure a question that would deserve mmokre than a few minutes, but let me
try and offer you a few elements for further thotsgh

On that theme as well an abundant literature islaya. Among the many papers and
speeches “Central Banking in a democracy” by Alamdgr is unavoidabfe He
delivered that speech in 1996, soon after his masign as Vice-Chairman of the Board
of Governors of the Federal Reserve System. Heso#feconcise, yet very rich analysis
of the issue that provide us with a convenient guid

In particular the way Blinder formulates his questis in my view extremely helpful:

“How can an independent Central Bank be rationaliagithin the context of
democratic government?”

He then puts forward six elements that should llpcking when independence is
compatible with democraty

1. The first element is that:
“[...] the public has a right to demand honesty fridmcentral bankers”.

2. Second, Central Banks decision should be reserby the political authorities,
but only under extreme circumstances.

3. The third element of his recipe is what can balified as the “constitutional
stage” of democracy: some choices are written @oastitution rather that left to
the daily decision making process of the legisktmrthe government.

4. Fourth, the basic goals to be pursued by thetr@leBanks are chosen by
elected politicians, not by the central bankersnbelves.



5. As a fifth ingredient, the Central Bank leadsi®uld be politically appointed
by the highest level, meaning in his context theskRient of the United States.

6. And finally, accountability is the corollary mfdependence.

4. Some per sonal thoughts about independence and democracy

Let me try and share my personal thoughts aboutamodnd Blinder’'s recipe, more
specifically in the case of the European CentraikBand the Eurosystem. It is not that
the reading grid proposed by Blinder would be tmdy cand ultimate set of criteria
helping us to pass a judgment, but simply becauss] as a thread it offers an occasion
to feed up the debate.

Two criteria in my own subjective opinion are qusteaightforward, namely the issue of
honesty of the central bankers and the one rel#bitige reversibility of the decisions.

Owing to time constraints | would propose to adslithe&m only very briefly.

Criterion 1: Honesty of central bankers
“The public has a right to demand honesty froncestral bankers”
Well: of course!

Who would pretend that honesty is not a must foitred bankers? Not only for them, by
the way.

However “Caesaris mulier non fit suspecta” Cassaife must be above suspicion.
Safeguards are necessary to ensure that this & soditiny and control as well.

Similarly to many Central banks in the world, théBEEhas in place an ethics framewbrk
that applies to the members of staff of the FECB addition Executive Board members
of the ECB are bound by Supplementary Code of Et@igteria’ that they have adopted.

Finally, the members of the ECB’s Governing Counicitluding the Governors of the
National Central Banks, adhere to a specific Cddeomduct®.

Not dwelling further, in any human activity, thasealways the risk that someone is not
faithful to its responsibilities and ethics. Itimportant from a democratic point of view
that the highest possible safeguards are in place.



Criterion 2: Reversibility of decisions
The second criterion on which we might be briethis reversibility of decisions.
Let me quote it again:

“Central Banks decision should be reversible bygbktical authorities, but only
under extreme circumstances”

At first reading reversibility of any Central Bamlecision by another authority seems
intrinsically inconsistent with its independence.

That is probably why the notion of “extreme circtiamees” is part of the criterion.
Again the Treaties offer the answer (Articles 26266 of the TFEU):.

They clearly state that the European Commissiothagyuardian of the Treaties, or a
Member States, the Council, the European Parliamauit indeed bring the ECB to the
European Court of Justice

“on grounds of lack of competence, infringementaaf essential procedural
requirement, infringement of the Treaties or of aule of law relating to their
application, or misuse of powers”.

By the way, recourse to the European Court of deiss also possible for legal and
natural persons, to the extent they are affecteld®§ decisions.

And it could happen that the European Court ofidestill declare such ECB decision as
void. Of course this doesn’t imply that anyone garto the Court just because he or she
would prefer, say a rate hike, when the ECB manstar even reduces its policy rates.

Such a judicial control on the Central Bank alsastsxin Japan, UK, and USA for
instance.

Without entering into legalistic debate for whichrh not really equipped, | would think
that indeed the ECB and other Central Banks aréahmighty” and that a certain degree
of reversibility of decisions exists at the requafspolitical authorities, while recognising
that the debate is by far not close.

Criteria 3, 4 and 5: Democratic process

Allow me to now turn to three criteria on which buld like to elaborate further that
relate to the democratprocessi.e. the involvement of political authorities:



the “constitutional stage”,
the setting of the goals at political level,
and the appointment of the central bankers.

In the European Union, which is not a country andsidnot have a Constitution stricto
sensu, the independence but also the other feabfit® ECB and the Eurosystem are
covered in a similar way by in the Treaties.

As you all know, the mandate of the ECB is cleafined in its statut& (Art. 2) that
determines price stability as its primary objectel clarifies other objectives.

Even the tasks, not only the general goals, areifsgmt in the ECB statuté (Art. 3)
which names the conduct of monetary policy, the doeh of foreign exchange
operations, the management of reserves and alsoint@vement in prudential
supervision or in the functioning of payment sysiem

As for the appointment of central bankers the TesafArt. 283 TFEU)® specifie that
all members of the Executive Board are appointethbyEuropean Council, acting by a
qualified majority, on a recommendation from theu@al, after it has consulted the
European Parliament and the Governing Council ef Buropean Central Bank. In
addition the term of office is quite strictly fixeeight years and not renewable

Equivalent procedures are followed at nationallleve
This appointment process gives their democratitihegcy to the central bankers.

I would be inclined to conclude that with regardthese three elements of the recipe,
“constitutional stage”, determination of goals, addsignation of members of the
decision making bodies, the independence of theogaan Central Bank is indeed
compatible with democracy.

Yet, allow me to move one-step further and shath ywou my thoughts on three specific
issues.

First, some argue that the independence of the wGHd not be compatible with
democracy because the members of the decision-mdkadies are not directly
elected, neither by the people nor by the parlidgmasit European or national. This
is of course a legitimate interrogation.

My view is that this counter-argument has to ddhwite form of democracy, or the
way it is implemented, rather than with the genwgnestion of democratic character
of the Central Bank.

The discussion could follow two directions.



The first has to do with the legitimacy of thoseowntecided and or have been
involved in the decision process on having provisian the Treaties on the

designation of central bankers. The European Coand the Council of ministers,

for instance, are institutions of the European Wnithey represent the citizens of
Europe, and have been themselves appointed thepdgmocratic process. Let us not
forget that the whole functioning of the Union &skd on representative democfacy
explicitly mentioned in Art. 10 TEU, which stipuést that:

“The functioning of the Union shall be founded epresentative democracy. [...]
and also that:

“Member States are represented in the European Cibby their Heads of State
or Government and in the Council by their governteenthemselves
democratically accountable either to their nationBhrliaments, or to their
citizens.”

The second stream of argumentation would be thatehected persons occupy many
other important positions. It is particularly thase for members of the Court of
Justice, of the Court of Auditors, of the Economnm Social Committee just to name
a few. It is the case at national level as wellisTis of course debatable and the
debate is not close that addresses the pros argl afolmaving judges and sheriffs
directly elected or appointed by political authiest

One has the right to prefer another form of demmcrnd to suggest injecting an
additional dose of direct democracy in the proadsadopting Treaties, designating
central bankers, fixing their goals and tasks. Likany citizens, | would support the
idea that the European Parliament should bear nesponsibilities in the conduct of
the Union, for instance.

However, it is not because the process is more Exnmore indirect, that it is not
democratic. The European construction looks likeigous cathedral mixing features
influenced by different styles, Gothic, Roman, Asrti Greek, Baroque, Modern Art,
more recently some High Tech and even some dossuméalism: still it is a
cathedral.

A second issue for thoughts has to do with the n@opeolicy ultimate target.

As mentioned earlier the Treaties define the geatsgned to the Eurosystem, price
stability being the prominent one. However, as ¥oow, the ECB itself sets the
quantitative definition of price stability:



“[...] below but close to 2 %".

This reflects the intention to offer a benchmarlaiagt which the citizens could

assess the performance of the Eurosystem. Yet aghibat choice remain with the
experts, the technicians, or with the politicalrauwities'? In the United Kingdom, for

instance, the quantitative specification of theceristability objective is the

responsibility of the Treasury, while for the ECiyt also for the Federal Reserve
System and the Bank of Japan, this responsiblydatysthe Central Bank itself.

One could argue that deciding on the quantitatiyectfication is as important as
setting the objective of price stability itself. &ang the decision with the
government, for instance, would offer a possibility the citizens to express a
preference in favor or against the target by votorgr against the ruling party.

On the other hand, leaving that responsibility wite Central Bank might be a way
to protect the government against itself, avoidimg temptation to set a quantitative
objective that would actually make the price stabdbjective irrelevant.

| cannot refrain from sharing a third issue forugbts.

Ironically, there are opinion leaders, some of th@aiming that the ECB does not
really fit with democracy, who would like the ECB take decision in a domain that
actually belongs to other institutions competeficdésdeed the article 219 of TFEU
provides that the decision to participate in anhaxge rate system or in the absence
of such a system, the formulation of general oaons, belong to the competences
of the Council. So far, the Council has decidedtaadopt any other regime than the
free floating of the Euro.

Curiously, there are voices inviting the ECB to factefully on the foreign exchange
markets in order to favor a depreciation of theoetis a vis other currencies, against
the will of the Council. Perhaps they do not realilzat they are asking the ECB not
to respect the Treaties in this matter...

Criterion 6: Accountability
Remains the sixth criterion mentioned in the tapkand not the least: accountability.
As for the ECB, accountability/is required by the Treaties (Art. 284 TFEU), impgs

some obligations of reporting, of testimonies ionfrof the European Parliament, and so
forth.



You will note by the way that the words “accounli#i and “accountable” do not
appear in the Treaties (with the exception of 8@ 3FEU referring to the Comity of the
Regions). This might explain why there is sometimssne confusion between
accountability and transparency. The ECB clariftsdown views in one of its Monthly
Bulletin releases.

Accountability is considered as an obligation vigisithe “political order™ namely the
citizens, when transparency is more an instrumemvirsy accountability but also
contributing to the efficiency of the monetary git.

| do not have the sentiment that anyone is putiinguestion the fact that indeed the
Eurosystem complies with its obligation of accobility. It was even praised by the
European Parliament in this respect.

Still I would like to address briefly one issue.

It is indeed a well know suggestion that the ECButh publish itsGoverning Council
Minutes,as a way to improve accountability through evememicansparency.

In this respect, reference is usually made to tiaigation of the Federal Open Market
Committee (FOMC) that since December 2004 reletsédinutesthree weeks after its
meetings.

There is an equivalent publication by the ECB: $lwecalledIntroductory Statement
presented by the President of the ECB a coupleoafshafter the Governing Council
meeting at the occasion of the monthly press cenfar:®

Both publications are by no means a complete trgtgm of the discussions in the
FMOC or the ECB Governing Council, but a summarythed analysis and arguments
supporting the monetary policy decision. The maiffedencé’ is that thecFOMC Minutes
relate the votes of the voting members.

In addition, both Central Banks publish a very dethand complete record of the
meetings proceedings. As for the FED, they areedd&lOMC Transcript$®, while the
ECB name thentECB Minutes which might create some confusion. However, tB®F
publishes itsTranscripts after five years, while the ECB imposes a thirgaly delay
(unless decided otherwise by the decision-makirdidsoof the Eurosystem).

In an attempt to bring some serenity in an ofteteonal debate, | would be inclined to
reduce the debate to two questions.

I. First, why does the ECB not indicate the votests Introductory Statements the
FED does in its owrMinute® Even if most of the time the Governing Council
members take their decisions by consensus, thdigaasmains valid for the few
occurrences when indeed there is a vote.



The non-disclosure of the votes might be a direabltary of the ECB independence.
Members of the Governing Council are deemed t@adtdecide in the interest of the
citizens of the European Union, or more precisefytlee Eurozone, not as

representatives of their country of origin. This trsie for the members of the

Executive Board and for the Governors of the Natid@entral Banks as well. This is
not always understood: their quality of Governorglifies them as Governing

Council members, not as “national representatiassthey are quite often perceived.
The disclosure of their individual position in t®verning Council meetings could

possibly put them under pressure, or they coultebgted to please their own public
opinion, or their national public authorities, teetprejudice of the European public
interest?’

| would propose another argument. If indeed theafles foresee that a collective
body is in charge of the monetary policy decisiamsl not one single person, it
necessarily implies that views can diverge or cogeebut also that they can change
during the course of the discussion. In an era wdmgnmunication is so prominent, |

would be inclined to see the risk of inhibiting ttebate, or reducing the degree of
openness of argumentation.

Finally on this precise subject: | would be inctin® think that if the option of not
publishing the votes is preferred, then the membetee Governing Council should
refrain from expressing their dissenting opiniomotlgh interviews, speeches, or
whatever other channel. It is a question of etlaicd fairness vis a vis those other
members who stick to the rule.

After all, in the decisions of the Court of Jusfidbe dissenting voices are not
disclosed.

As a second issue, remains the question of they déder which the ECB Governing
council publishes itdinutes For both the FMOC and the ECB, why do they not
publish theirTranscriptsfor the first one, theiMinutesfor the other, sooner after the
relevant meetings?

Of course, the arguments raised for justifying tlo@-disclosure of the votes in the
Introductory Statementf accepted, are even more valid for the detgiledlications
of the debates, discussions, exchanges of argum&ntsast a delay is warranted,
long enough to avoid that the disclosure of thdbrimation could hamper the
independence of the Governing Council members. Mattorty years are not
necessary for that matter.
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iii. 1 was about to conclude that everything is wellt thtads well, and that indeed the
arguments against the disclosure of the votes @nlribroductory Statemenare
convincing, even more against an early disclostitkeoECBMinutes.

Yet | was recently a little shaken in my convicsooy the fact that Board Members
of the ECB expressed publicly their preferencetfa publication of thelinutes
although it is not clear in which form exactly.

Perhaps | should change my mind: the publicatiothefvotes in théntroductory
Statementor even an early publication of ti&CB Minutes,can maybe allow the
citizens to eventually better control whether abv@rning Council members really
act in an independent way...

| think the guided tour through Alan Blinder’s gixteria is complete.

As already said, the ingredients of his recipe khowt be considered as the ultimate
benchmark, but on the one hand they have the rakilteing shared by many other
authors, and on the other hand they bear the sthiegmmon sense.

While leaving the door open for further discussiang raising myself some questions, |
would argue that the independence of the ECB aadtirosystem is indeed compatible
with democracy even if there is always room for iayement.

And let me observe that in non democratic counttles Central Banks are never
independent from the political power.

5. Last consideration: isthe independence of the ECB in danger ?

Before concluding | would like to very briefly addhs a last question.

The bulk of this presentation addresses the questsoto whether the independence of
Central Banks, more particularly of the ECB and Eheosystem, is compatible with
democracy and under which conditions.

Yet asking the question in that way implicitly asms that indeed independence is
warranted.
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My last interrogation would be whether the indepamze of the ECB and the Eurosystem
could possibly be in danger.

Allow me to just enumerate four elements of concern

The legislator might decide to give new respbitisies to the Central Banks, as it is
for instance the case in the field of financial ewsion. In the future, Central Banks
could be in charge of domains for which they do metessarily have the expertise
available when the decision is taken. However rdingr; new tasks imply additional

resources, human, technical and therefore finamesdurces. It would be odd if the
financial independence, especially of small CerBahks, would consequently be at
risk.

The new tasks could also potentially be sourceoaflicts with the authorities if new
responsibilities are not assorted with exclusive @i competence.

Another risk relates to the behaviour of pubdipinion leaders, who are using the
ECB and the Eurosystem as a scapegoat. This prablewt specific to the Central
Banks and affects more generally the European tutistns. By blaming quite
systematically the European Central Bank, even wthenblame is by no means
justified, they are affecting its credibility, wihidn turn could have a bearing on its
capability to exercise its role efficiently in amdependent way. It is not that Central
Banks cannot be criticized, quite the contrary:uargnts can be very useful and
central bankers are always happy to listen andronhtheir reasoning.

Partially connected to the latter point, thléependence of Central Banks is also at
risk when the European authorities themselves ateEwaropean enough in their
deeds. For instance it seems that in the eyesno¢ $turopean leaders their countries
of origin are more equal than others, granting tlaedefinite right to occupy a seat in
the Executive Board of the ECB. The episode duswigch heavy pressure was
exercised on an Executive Board member to forcetbinesign, only because of his
nationality, unfortunately offers a bad signal.

Finally 1 wonder if central bankers should ra# protected against themselves. Not
very long time ago the names of central bankersidgte known to the public at
large. They were familiar only to limited circles persons, even in their own
countries. Of course there were a few exceptions.

| feel compassionate with top level central bankdrey are permanently under the
spotlights, as only rock stars can possibly be. &ty has this increased the risk of
confusion when the communication is not perfectgrdinated, but it might weaken
their capability to exercise their independence.

My point is that central bankers’ language is tdter geared towards specialists,

commentators, commercial bankers, academics, ot \8haommonly called “the
market”. By speaking too much, too often in a hygtdchnical way, in the best case,
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or in a purely “jargonesque” fashion in the worsepcentral bankers run at least two
risks:

first they run the risk of being misunderstood cafting themselves from
those to whom they are accountable, namely theea$. It is not a
question of transparen€ybut rather of type of transparency;

secondly, they might also create distortions ane gn advantage to some
economic agents at the expense of others.

Eventually when taking into account the behavioumarket participants who seem
to react to any statement, any comment, any news ‘yuvenile enthusiasm”, | see
the risk that central bankers become prisonersef bwn communication.

6. Conclusion

Ladies and Gentlemen, it is now high time for reagla conclusion.

Actually, I am not sure that | could really propas®. Not only do | not pretend having
answered my own questions, even less having seitigdissue. | just wanted to raise
with you a few issues around the independence ofr@leBanks that in my eyes deserve
further debate.

Rather than elaborating a definite statement thatmjay forget as soon as we will leave
this room, allow me to me simply quote a prominggritral banker.

“The independence of a central bank, guaranteenametary stability for all on
the basis of a multipartisan consensus, is perhajs® closely related to
democratic progress. We have yet to identify the Montesquieu, who could
demonstrate that modern democracy now naturallysgoeand-in-hand with a
cross-party, independent monetary authority, emguria sound and stable
monetary foundation for this modern democracy twrish. This hypothesis
remains to be rigorously put to the test. Howevegcall that the institutions of
our political democracy very carefully examined tpgestion of central bank
independence and the ultimate goal of price stgilP*

Who else than President Trichet could have helpedonconclude?

Thank you for your patience.
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! See, among many other sources :
BIS Issues in the Governance of Central banks
Report from the central bank governance group, R0

2 In this presentation Central Banks independendk often be commented in relation with monetary
policy because monetary policy is often seen ais #utivity “by excellence” and the most scrutirdsend
debated one. Yet modern Central Banks carry outynesks in which the issue of independence is also
relevant.

% James M. Buchanan
The limits of liberty: between anarchy and Leviatha
The University of Chicago Press, 1975

William D. Norhaus
The political business cycle
Review of economic studies, n°3, 1975

For a survey of research in that domain, see:

Carlo Panico and Maria Olivella Rizza

Central Bank independence and Democracy: A HisdbRerspective (Ch. 26)
In: Richard Arena, Augusto Graziani, Neri Salvad¢ditors)
Money, Credit, and the Role of the State: Essay$anour of Augusto Graziani
Ashgate Publishing, 2004

* Sylvester Eijffinger and Eric Schaling
Central bank independence in twelve industrial taes
Banca Nazionale del Lavoro, Quarterly Review, 18393

® Alberto Alesina and Lawrence H. Summers
Central Bank independence and Macroeconomic pediocer some comparative evidence.
Journal of Money Credit and Banking, May 1993

® Actually several treaties, amended over time,dawn the rule of law on which the European Union is
based. Two treaties, having the same legal standiregrelevant in the context of this conferenbe: t
Treaty on European Union (TEU) and the Treaty @Rbnctioning of the European Union (TFEU).

" Art. 130 TFEU

When exercising the powers and carrying out thiestasnd duties conferred upon them by the Treatids a
the Statute of the ESCB and of the ECB, neitherBhmpean Central Bank, nor a national central pank
nor any member of their decision-making bodiesIstetk or take instructions from Union institutipns
bodies, offices or agencies, from any governmerd dfember State or from any other body. The Union
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institutions, bodies, offices or agencies and theghments of the Member States undertake to resifisc
principle and not to seek to influence the meminéthe decision-making bodies of the European Géntr
Bank or of the national central banks in the penfamce of their tasks.

® The distinction between the European Central b@®B), the European System of Central Banks
(ESBC) and Eurosystem is well known. Although $lyispeaking the Treaties mention ECB ad the ESCB,
in this presentation, for the sake of convenierthe, distinction will not be explicitty made at each

occurrence.

° Alan S. Blinder

Central Banking in a Democracy

Speech presented at the Federal Reserve BankmfhBid on 26 September 1996, printed in:
Federal Reserve Bank of Richmoiitonomic Quarterlyolume 82/4 Fall 1996

9 The arguments are presented here in a differeler ohan the original one.
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ECB
Part 0 of the ECB staff rules containing the Effiamework
Official Journal C40/13, 9 February 2011

2 For instance, staff members are expected to maihigh standards of professional ethical behavisur
far as their duties at the institution are concdrriRelations with national Central Banks, other ljgub
authorities, market participants of course, medithe public in general are also covered.
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ECB
Supplementary Code of Ethics for the members ottkexutive Board of the European Central Bank
Official Journal C 104/8, 23 April 2010

“ECB
Code of Conduct for the members of the GoverningrCo

15 Article 263 TFEU (ex Article 230 TEC)

The Court of Justice of the European Union shalleng the legality of legislative acts, of acts bkt
Council, of the Commission and of the European aémank, other than recommendations and opinions,
and of acts of the European Parliament and of threfiean Council intended to produce legal efferdsav

vis third parties. It shall also review the legaliff acts of bodies, offices or agencies of theddrintended

to produce legal effects vis-a-vis third parties.

It shall for this purpose have jurisdiction in acts brought by a Member State, the European Paatigm
the Council or the Commission on grounds of lack@hpetence, infringement of an essential procédura
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requirement, infringement of the Treaties or of anle of law relating to their application, or mésuof
powers.

The Court shall have jurisdiction under the samad@@ns in actions brought by the Court of Audgoby

the European Central Bank and by the Committeehef Regions for the purpose of protecting their
prerogatives.

Any natural or legal person may, under the condgidaid down in the first and second paragraphs,
institute proceedings against an act addressduhtgerson or which is of direct and individual cem to
them, and against a regulatory act which is ofalimncern to them and does not entail implementing
measures.

Acts setting up bodies, offices and agencies of theon may lay down specific conditions and
arrangements concerning actions brought by naturiglgal persons against acts of these bodiesesfir
agencies intended to produce legal effects iniogldd them.

The proceedings provided for in this Article sHadl instituted within two months of the publicatiohthe
measure, or of its notification to the plaintiff, n the absence thereof, of the day on whiclaihe to the
knowledge of the latter, as the case may be.

Article 264 TFEU (ex Article 231 TEC)

If the action is well founded, the Court of Justaf the European Union shall declare the act aoeckto
be void.

However, the Court shall, if it considers this resagy, state which of the effects of the act whidas
declared void shall be considered as definitive.

Article 265 TFEU(ex Article 232 TEC)

Should the European Parliament, the European Clputhei Council, the Commission or the European
Central Bank, in infringement of the Treaties, failact, the Member States and the other institstif the
Union may bring an action before the Court of destf the European Union to have the infringement
established. This Article shall apply, under theneaconditions, to bodies, offices and agencieshef t
Union which fail to act.

The action shall be admissible only if the instdat body, office or agency concerned has firsinbesdled
upon to act. If, within two months of being so edllupon, the institution, body, office or agencpaarned
has not defined its position, the action may beighd within a further period of two months.

Any natural or legal person may, under the condgitaid down in the preceding paragraphs, comgtain
the Court that an institution, body, office or aggwnf the Union has failed to address to that peesoy act
other than a recommendation or an opinion.

Article 266 TFEU (ex Article 233 TEC)

The institution whose act has been declared vointwse failure to act has been declared contratlig¢o
Treaties shall be required to take the necessagsuanes to comply with the judgment of the Court of
Justice of the European Union.

This obligation shall not affect any obligation whi may result from the application of the second
paragraph of Article 340.

'8 Art. 2 Protocol n°4 TFEU

In accordance with Article 127(1) and Article 28p¢¥ the Treaty on the Functioning of the European
Union, the primary objective of the ESCB shall bentaintain price stability. Without prejudice toeth
objective of price stability, it shall support tigeneral economic policies in the Union with a view
contributing to the achievement of the objectivéshe Union as laid down in Article 3 of the Treaty
European Union. The ESCB shall act in accordandk thie principle of an open market economy with
free competition, favouring an efficient allocatiohresources, and in compliance with the prin@et
out in Article 119 of the Treaty on the Functionioigthe European Union.
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" Art. 3 Protocol n°4 TFEU

3.1. In accordance with Article 127(2) of the Tyeah the Functioning of the European Union, theidas
tasks to be carried out through the ESCB shall be:

— to define and implement the monetary policy &f thion;

— to conduct foreign-exchange operations consistéhtthe provisions of Article 219 of that Treaty;

—to hold and manage the official foreign resexfethe Member States;

—to promote the smooth operation of payment system

3.2. In accordance with Article 127(3) of the Trseah the Functioning of the European Union, thedthi
indent of Article 3.1 shall be without prejudice ttee holding and management by the governments of
Member States of foreign-exchange working balances.

3.3. In accordance with Article 127(5) of the Treah the Functioning of the European Union, the BSC
shall contribute to the smooth conduct of policessued by the competent authorities relating #® th
prudential supervision of credit institutions ahd stability of the financial system.

'8 Art. 283 TFEU

1. The Governing Council of the European CentrahkBahall comprise the members of the Executive
Board of the European Central Bank and the Goverabthe national central banks of the Member State
whose currency is the euro.

2. The Executive Board shall comprise the PresjdbatVice-President and four other members.

The President, the Vice-President and the otherbeesrof the Executive Board shall be appointedhiey t
European Council, acting by a qualified majorityprh among persons of recognized standing and
professional experience in monetary or banking engitton a recommendation from the Council, after it
has consulted the European Parliament and the GiogeCouncil of the European Central Bank. Their
term of office shall be eight years and shall roténewable.

Only nationals of Member States may be memberseoEiecutive Board.

19 Similarly, in the USA the President appoints theDFEhairman, while in Switzerland the Conseil
Federal, i.e. the government, appoints the Dire@Gtmeral of the Swiss National Bank.

20 Art. 10 TEU
1. The functioning of the Union shall be foundedrepresentative democracy.

2. Citizens are directly represented at Union l@véhe European Parliament.

Member States are represented in the European Chyniheir Heads of State or Government and in the
Council by their governments, themselves demoatyi@accountable either to their national Parliataen
or to their citizens.

3. Every citizen shall have the right to particep&t the democratic life of the Union. Decisionslktbe
taken as openly and as closely as possible taoitizerc

4. Political parties at European level contributddrming European political awareness and to esging
the will of citizens of the Union.
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2L Among others, see :

Peter Kenen

Comparative analysis of the Central Banks of thel@vo
In: Independence and Accountability: Development€éntral Banking
Bicentennial Symposium of the Banque de Francé&l&p 2000

22 Art. 219 TFEU (ex Article 111(1) to (3) and (5) TE

1. By way of derogation from Article 218, the Coilneither on a recommendation from the European
Central Bank or on a recommendation from the Comimisand after consulting the European Central
Bank, in an endeavour to reach a consensus cantsigiih the objective of price stability, may condk
formal agreements on an exchange-rate systemdaguto in relation to the currencies of third Stafehe
Council shall act unanimously after consulting tBeropean Parliament and in accordance with the
procedure provided for in paragraph 3.

The Council may, either on a recommendation froe Eropean Central Bank or on a recommendation
from the Commission, and after consulting the Eaewp Central Bank, in an endeavour to reach a
consensus consistent with the objective of priebikty, adopt, adjust or abandon the central rafiethe
euro within the exchange-rate system. The Presiditite Council shall inform the European Parliaimen
of the adoption, adjustment or abandonment of tine eentral rates.

2. In the absence of an exchange-rate systemdtiaeito one or more currencies of third Stateseferred

to in paragraph 1, the Council, either on a recongagon from the Commission and after consulting th
European Central Bank or on a recommendation floenBuropean Central Bank, may formulate general
orientations for exchange-rate policy in relatiorttese currencies.

These general orientations shall be without pregido the primary objective of the ESCB to maintain
price stability.

3. By way of derogation from Article 218, where egments concerning monetary or foreign exchange
regime matters need to be negotiated by the Unigh wne or more third States or international
organisations, the Council, on a recommendatiom fdlee Commission and after consulting the European
Central Bank, shall decide the arrangements fon#gstiation and for the conclusion of such agregme
These arrangements shall ensure that the Unioreesgs a single position. The Commission shall e fu
associated with the negotiations.

4. Without prejudice to Union competence and Urdgreements as regards economic and monetary union,
Member States may negotiate in international bodi®sconclude international agreements.

% Art. 284 TFEU

1. The President of the Council and a Member ofGbmmission may participate, without having théntig
to vote, in meetings of the Governing Council af teuropean Central Bank. The President of the Gbunc
may submit a motion for deliberation to the GoveghCouncil of the European Central Bank.

2. The President of the European Central Bank $lealhvited to participate in Council meetings witlea
Council is discussing matters relating to the dibjes and tasks of the ESCB.

3. The European Central Bank shall address an &mepart on the activities of the ESCB and on the

monetary policy of both the previous and currerdry® the European Parliament, the Council and the
Commission, and also to the European Council. Tiesiéent of the European Central Bank shall present
this report to the Council and to the Europeani&aent, which may hold a general debate on thasbas
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The President of the European Central Bank andther members of the Executive Board may, at the
request of the European Parliament or on their inwtiative, be heard by the competent committeethef
European Parliament.

**ECB
The accountability of the ECB
ECB Monthly Bulletin, November 2002

*ECB
Transparency in the monetary policy of the ECB
ECB Monthly Bulletin, November 2002

% The press conference follow the Governing Couneietimgs in which monetary policy is discussed (i.e.
the first one of the two meetings in a month). &didon to the Introductory Statement, the joursizli
bombard the President of the ECB with questionshénfollowing days or weeks, the decisions andr the
background are explained with a profusion of detiailspeeches and publications.

%" In addition the FOMC publishes its Minutes aftetheee-week delay while the press conference of the
ECB takes place only two hours after the Govern@muncil meeting, during which journalists ask
questions.

8 These records are only very slightly edited, fbvious reasons like correcting grammatical mistakes
clarifying unintelligible words and so forth. Ondgnsitive information about foreign officials, aryathird
person that could be identified, are subject teetimh. Even reading carefully these transcripte il
never know Mr. Bernanke’s opinion on Mr. Trichet\Mr. Draghi, for instance.

29 A second reason presented by the ECB is lesgstfaiward. The Governors of the National Central
Banks draw their democratic legitimacy essentifitym their own citizens, being designated by their
national public authorities. The only element ofitdnlegitimacy lays in the fact that the Treatiedeed
say that as soon as they are Governors they aismembers of the Governing Couftibut there is no
intervention of Union authorities in their individuappointment. This would imply that the accouiiiigb

of the Governing Council should be a collective aad an individual one. This in turn would justifipt
disclosing the individual positions in the Council.

%01t is Mishkin who “dared” addressing the issueeatess of transparency: he claimed that transpgarenc
can go too far. His view essentially related to dm@ouncement of monetary policy target, but onddco
generalise it to the entire communication by Cereaks.

Frederic Mishkin

Can Central Bank Transparency Go Too Far

In: The Future of Inflation TargetingReserve Bank of Australia Conference Proceedsyglney, July
2004
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%1 Jean-Claude Trichet

Introductory statement
In: Independence and Accountability: Development€éntral Banking
Bicentennial Symposium of the Banque de Francé&l&p 2000
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