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CNBC: Klaus Regling, the Managing Director of the ESM joins us live. Someone we've had some great
conversations with over, what, the last twelve yearsin your role? Areyou gonna missit? You're off in
October.

Klaus Regling: That's right, my term expires. I've known that for ten years, so there is no surprise. But | think it's
time for somebody else to take over. | built up the ESM. | think it's functioning well and a new leadership can be
very useful.

Well, we'll find out hopefully in the next few weeks who that will be after a couple of rounds of voting
maybe aswell. It's (the ESM) an insurance policy. It'san insurance policy for Europe or Europe's capitals
or the sovereignsaswell. But | don't know if you saw a piecein the FT in April and it was a bit, | thought
a bit tough in many ways. [The newspaper says| that the ESM has been struggling to find its purposein
recent yearsand it goeson to say, | am quoting, but it hasmorerecently taken on a" dlightly forlorn air."
How do you respond? What it's basically saying isthat funding has come for capitals, from elsewhere,
without the historic stigma which borrowing from the ESM hasaswell. You disputewhat FT issaying I'm
sure.

I have read that many times. But | think what you said in the beginning, that is the right way to look at it. The
ESM provides an insurance to our Member States and that is very important. And we had to disburse enormous
amounts of loans earlier, to five countries. That saved the euro area and was very useful. Now that we are not
lending, | would look at that positively because it means there is no country in the euro area at the moment that
has problems accessing the markets, quite different from ten years ago. And that's positive. That's what we were
working for.

| get that. But | would maybe take a dlightly different inter pretation. You've got hundreds of billions of
euros availablefor funding for European countries aswell. And the reason why that hasn't been tapped -
| would beinterested in your interpretation - is because ther e has been such lar gesse from central banks,
such largesse from the Commission on common funding as well, that, actually, they found it too easy to
borrow, in many cases. At very generousrates. They've had too many grants and loans which haven't,
necessarily, led to fiscal discipline.


https://www.esm.europa.eu/print/pdf/node/5590

We have had special situationsin last few years. We went first through the pandemic. Now we are suffering
from the war in Ukraine. Of course, the people in Ukraine suffer most, but economic consequences of that are
felt throughout the world. So that's why macroeconomic policies were different in the last few years, than during
normal times. Monetary policy will normalise. That's very clear. The speed may be unknown, but the trend is
very clear everywhere around the world. The Federal Reserve started, the Bank of England followed. The ECB
will follow in the next few months. We heard that again here from Christine Lagarde. So we are coming out of a
very special situation, and, of course, that also made it easier for our Member States to borrow. But again, we are
arescue fund. We are there for difficult situations when some Member States have problems accessing the
markets. And ten years ago, there were five who had problems because they really had messed up their
macroeconomic situation. There were serious imbalances that needed to be corrected. We don't have that
situation now. There's no country in the euro area right now with macroeconomic imbalances like we saw in five
countries ten years ago. And that's positive.

And that's why funds like the ESM, that is there for emergencies, is not needed right now. That's positive. The
IMF globally has had very similar experiences. Sometimes they are in high demand, and then when times are
guieter, they are not. And that's how it isfor arescue fund. We are not in the business of providing loansto
Member States every year.

There'sbeen alot of criticism over the past decade about Europe kicking the can down theroad. It'sa
phrasewe used alot. But if we consider now it'stimeto normalise policy, asyou say, but we're not
normalising fiscal discipline. There are movesto try and kick out thetime frame again to 2024. Isthat the
wrong move? When all the minister s have been talking about monetary and fiscal policy movingin the
right direction, should we also get back to normalising fiscal disciplines?

Y es, well, this kicking down the road phrase, | think it was a very popular expression afew years ago. During
the last few crises, Europe has demonstrated that we are able to act quite quickly, and also markets are impressed
by that. It's good. The reputation of the euro areatoday in the world - | was in Singapore last week on a
roadshow - is so much better than afew years ago, and that has alot to do with our crisis management. Our crisis
management has become better. Maybe we needed some practice and we had more practice than we wanted the
last few years.

On thefiscal side, we do seefiscal adjustments. The deficit this year will be much smaller than last year, and |
think it would not be advisable to move much faster. We do have now clear recommendations from the
European Commission that next year, basically the fiscal stance should be neutral. But that means given what
happened in the last few years, where we needed alot of fiscal action, that deficitsin a number of countries will
still be above the famous 3% of GDP, but the trend is very clearly downwards.

And we had a good fiscal situation when Covid-19 happened in 2019. No country had deficits above 3% of
GDP. So that was a solid, good starting point. With the pandemic, with the economic consequences of the war in
Ukraine, it was unavoidable to take fiscal action and run larger deficits but we are on the way back.

If we stay, down the line, around thisinterest rate hiking cycle now. Consider you've got nations acr 0ss
Europelike Italy, with a debt to GDP of 155%, Portugal with a debt to GDP of more than 130%, Spain
mor e than 120% . Some nations ar e clearly morein debt than others. And you've seen already at thisearly
stage that the market is assessing those which have higher debt levels. We know the dynamicsin some of
these countries, too, poverty rates are higher, and some populations are more pressured by the food and
the energy crisisthat is playing out. Do you have concer ns about a number of member countries are not
really surviving thisrate hiking cycle aswell as others?



No. Looking at the numbers, that is not the case, because what really hurts an economy and what makes it
difficult for the management of a budget in the country is not the debt level but the actual interest paid on that
debt. And when you look at Italy, for instance, they have higher debt today than afew years ago, unavoidable
like most countries. But what they pay on that debt in terms of GDP, around 3.5% of GDP is the lowest number
in Italian history, after World War 11. It was three times more 20 years ago. On top of that, Italy, like many other
countries, has used the last few years of low interest rates to lengthen the maturity of that debt. It's now between
eight and nine years. So only after 8 or 9 years the full impact of any interest rate increase would show up asa
burden on the budget. Right now, when a 10-year Italian sovereign bond matures, issued 10 years ago, and is
refinanced by issuing a new ten year bond, Italy saves money because ten years ago they paid 4%. From now on,
they pay 2.5% or 2.8%. So right now, Italy continues to be in the process of saving more money on their debt.

That'snot avery, darel say, an Austrian interpretation, and coming from a Ger man as well.
I'm a European.

You'realso a German. And thereisa lot of concern from the likes of [Member of the Executive Board of
the European Central Bank] Isabel Schnabel and others about higher debt levelsand potentially more
common issues aswell. | listened in detail to everything you just said, and | appreciate whereyou're
coming from, you mentioned the famous 3%, I'll mention the famous 60% aswell. And Commissioner
Gentiloni, aswell, isnow pretty much as soon as he can, as soon asthe current crisis subsides, going to
lobby for a significant change to the Growth and Stability Pact, which basically meansthat we accept that
we'reat 100% GDP rather than the 60% level, that wasin Maastricht Treaty. But | don't think there has
been a big adjustment in thefiscal setting. | appreciate what you're saying about the lengthening of term,
but Italy hasn't made any meaningful declinein itsdebt thiscentury. It isnow at over 150% debt to GDP.
The Greeksare over 180% debt to GDP. The Spanish areat 117% debt to GDP. These areterrifyingly
high levels. If we are going to see sustained inflation going forward. | don't think we repaired theroof, as
Mr. Osborne once said, while the sun was shining. In fact, if anything, we compounded debt upon debt,
albeit with what you wer e saying about the maturity islengthening.

Of course, it would be better if all countries had lower debt. But | was answering the question whether thereisan
imminent debt crisisand that | don't see at all for the reasons | mentioned. Every country is different, of course.
Look at the numbers. It's not true to say that Italy never reduced its debt ratios. It happened in the 90s. It
happened last year. The debt ratio came down by 4.5% of GDP. And | talked to the Italian finance minister here
yesterday and he said the aim is to do exactly the same again this year, to reduce the debt to GDP by 4.5%.
Greece, for example, which has an even higher debt ratio than Italy, is not an immediate concern because more
than half of the debt is held by my institution, financed at AAA interest rates, because we pass on our own
funding costs. And then we have also protected Greece by using derivatives and other operationsto freeze
interest rates. So for alarge chunk of Greek debt, any increase in the markets now will not affect them at all,
because we protected them.

So, and | am only talking about the next few years, | would not worry. It does not mean that one should not be
very careful, because we know there will be another crisis one day. Every country should prepare for that and
have fiscal spaceto useit.

On that point of crisis, at some point, can | just ask you very quickly, what isthe chance of arecession in
Europe? Isit 50/50 still?

It depends how you define arecession. We know this year we benefit in our growth rate alot from the strong
momentum we had moving out of the pandemic. The carryover from last year is almost two percentage points.
So even if within the year 2022 there's no growth, quarter by quarter, we would still have an average growth rate



of 2%.
So you're saying technical recession is possible?

If you look at two negative quarters, that's possible, but it's not a crash or acrisislike we saw earlier in the
pandemic or during the global financial crisis. We are far from that. Of course, thisis abaseline scenario.
Everybody knows their risks and we are here also to discussrisks. And if al of a sudden, the gasimports from
Russia are stopped by Russia, we know that then we are in a different scenario.
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