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Good morning ladies and gentlemen,

It has been quite a start of the year for Europe: changing geopoalitical roles, trade war, €lections renewing the
entire European leadership, and uncertainty surrounding Brexit — while Europe maintains the ambition to deepen
further Economic and Monetary Union (EMU).

Let me start with the recent Eur opean Parliament elections. Thisis the second largest democratic processin
the world, following India, with 400 million citizens eligible to vote. This election opened a new political and
institutional cycle for the European Union.

Europeans this year showed that they do care about elections. That they want to have a say. That their voice
matters. And this resulted in the largest turnout since 1994.

Unsurprisingly, the two largest parties saw their share of the vote erode. Thisis not new, we also see this trend
within EU countries. dominant parties are losing votes and smaller parties are gaining them. But the far-right fell
short of overthrowing Europe’s political mainstream. They won more seats than in prior elections but had a
smaller gain than expected. Political partiesin favour of European integration will continue to dominate the
European parliament.

This, for me, isaclear sign that European integration is not set to derail, as some are forecasting. | would rather
argue the opposite.

Think about it. If you take everyone who was born in 1991 or later, you have around 1/3 of the population in the
euro area. They have never used any currency other than the euro. Imagine taking that experience away from
your 17 year old. And having to explain that you would need to use three different currencies when travelling
from the Netherlands to France, via Belgium and Luxembourg — a mere four hours' drive.


https://www.esm.europa.eu/print/pdf/node/925

Thusit isnot by chancethat support for the single currency has never been higher. Three quarters of
peoplein the euro area are in favour of the euro, and it is 81% in Germany. Around 340 million European
citizens use our common currency every day. Almost 70% of Europeans consider that their country has benefited
from EU membership. These facts stand in contrast to a perceived rise anti-euro sentiment in many countries.

And it does not ook likely that the populist parties will be able to unite more than they already have, given their
wide disparity of opinions. Although most are opposed to migration, they hold very diverse views on the best
way to tackle it. Thisalso holds true for other issues such as free movement in Europe, the euro, transatlantic
relations, and NATO membership. It sfair to question whether or not they will be able to agree enough to pass
legidlation together.

Ultimately, Europeans understand the benefits of international cooperation very well.

Voters want more, not less, of Europe. People recognise that countries need each other to address issues such as
sustainable growth, unemployment, migration, the threat of terrorism, and climate change.

One priority clearly shown by election resultsis that citizens want Europe to tackle climate change. Green
parties were one of the winners, with the surge especialy strong in Germany. And environment, social
responsibility, and gover nanceis not only a concern for voters but also for investors, as you will discuss later
today.

With the two main parties short of a majority, decision-making will be more complex. Although the new
European Parliament will largely remain pro-European, parties will need to find different allies for diverse
issues. The ability of parties to work with opponents across the aisle will determine whether tangible results for
EU citizens can be achieved.

The coming weeks and months are crucial. The president of the Commission and its 27 EU Commissioners need
to be appointed. Choosing strong Commissioners is important as they will help to define Europe’ s directionin
the coming half decade. A new European Commission will determine political priorities and policy going
forward.

And there is more to come. The term of Donald Tusk, president of the European Council, as well as that of
Mario Draghi, president of the European Central Bank (ECB), expire towards the end of this year.

A new —and fresh — group of leaders will be in charge of taking Europe forward through a tumultuous and
unpredictable global landscape.

I am confident that together we will manage. We have proven in our recent past that we can tackle such
complicated problems together. During the euro crisis, the European Union implemented a broad package of
measures, which were successful because of their combination.

Far-reaching reforms — especially in member states with ESM programmes — have eliminated countries’ most
pressing problems. The ECB’ s unconventional monetary policy was indispensable to Europe emerging from the
crisis. And the institutional architecture of the currency area was substantially strengthened by the creation of
banking union and the two rescue funds.

In 2010, the temporary European Financial Stability Facility (EFSF) was established, and two years later the
permanent European Stability Mechanism (ESM). Without the creation of the rescue funds, former programme
countries such as Greece, Ireland, and Portugal would probably have been forced to leave the monetary union.



The rescue funds, although very young — merely nine years old —nevertheless have played akey role in keeping
the euro areaintact during the sovereign debt crisis and has become one of the largest euro-denominated bond
issuers.

So coming back to sustainable policies, athough the ESM does not currently issue green or social bonds, it does
help euro area countries in crisis situations to become growth champions.

The ESM disbursesloans only if beneficiary countries implement extensive reforms. The principle of “loans for
reforms’ has been used effectively for decades at the IMF. And despite what some people claim, ESM
programmes are not funded by taxpayers money.

The two rescue funds raise financing for loans on the market through bill and bond issuances. Programme
countries have to fully repay their loans with interest.

As shareholders in the rescue fund, the 19 euro area countries do face risks because national budgets are liable
for loans that are not repaid. The ESM has the highest paid-in capital of all international financial institutions
with €80 billion. The capital serves as a security for investors.

This security iswhy the ESM has an excellent rating and therefore pays low interest rates in the market. The
ESM passes on its favourable financing conditions to the beneficiary countries. The low interest rates lead to
significant budgetary savings. In the case of Greece, this amounted to around 12 billion eurosin 2017, whichis
almost 6% of Greek economy output. We will soon publish the figure for 2018 and it looks like it is even going
to be dightly higher.

We have €300 billion worth of outstanding bonds with participation from 1,600 investor s, and this year we
are planning to raise over €32.5 hillion.

In the years following the sovereign debt crisis, Europe continued to demonstrate its capacity to overcome
difficulties and to generate sustainable growth. Europe is now in a much stronger position to face economic and
financial uncertainty and risks than before the crisis.

Thereis good news — and we can be proud of that. We have enjoyed mor e than 20 quarters of continuous
growth, which means that even throughout the crisis, the euro area as a whole grew. The unemployment rate in
the euro areais expected to fall below pre-crisislevelsin 2020. We have al so seen debt levels go down —while
US debt levels are rising. But we need to keep an eye on the risks, such as the trade tensions between the US and
China, and Brexit.

There is no room for complacency. Citizens ask us to focus on the economy, growth, and youth unemployment.
A lot still needs to be done to prepare the euro areafor the next crisis.

We saw the market reaction to the re-escal ation of trade tensions between the US and China. Since then we have
observed an increasein risk aversion globally. | wasin Asiatwo weeks ago and thisis definitely a concern. This
isalso true beyond Asia, as an escalation of protectionism would have significant consequences for Europe as
well.

And, of course, the uncertainty around Brexit is not helping. While the impact is the biggest for the UK, it will
still hit countries strongly connected to the British economy. Simply put, the process to strengthen EMU needs to
continue. We need to push reforms forward.



To prepare the euro area better for the future, the Heads of State or Government at the last eur o summit adopted
areform package to degpen monetary union. Thisinvolves the completion of banking union, fiscal issues, and
the further development of the ESM. What do these changes mean for the ESM?

First, the ESM will take on the role of abackstop in bank resolutionsin banking union. This backstop would
be used only when the resources of the Single Resolution Fund (SRF) are insufficient. If the ESM hasto provide
money to the SRF, the Fund will claim this money back through contributions from European banks and pay
back the ESM within a business cycle. Therefore, there will be no use of taxpayers money. By 2024 at the
latest, the backstop should be fully operational.

Second, the ESM will play astronger rolein futurefinancial assistance programmes. In collaboration with the
European Commission, the ESM will design, negotiate, and monitor such programmes.

In the future, the Commission and the ESM will jointly develop a debt sustainability analysis for programme
countries.

In addition, the ESM can facilitate future discussions between creditors and a government on a possible debt
restructuring, if thisis desirable and useful. The intention is not to have more debt restructurings but to have
more transparency and predictability.

The ESM may examine for internal purposes the macr oeconomic and financial situation of its Members
including the sustainability of their public debt.

Third, the ESM’stoolbox is currently under review. The ESM has various financial instruments. So far, only
two have been used: long-term loans under an ESM adjustment programme, disbursed to Greece, Ireland,
Portugal and Cyprus, and one loan to Spain to recapitalise the banking sector.

We also have precautionary credit linesin our “toolkit” but they have never been used. The euro summit
decided to make the ESM precautionary credit lines more efficient and easier to use, without attaching stigma for
the requesting country.

The Summit also mandated the Eurogroup to work in two areas where the discussions are still controversial: a
common European deposit insurance and a euro area budget.

Some elements of this agenda are expected be decided or endorsed already at the next Euro Summit in June
2019. Others, in particular the completion of banking union, may require further discussion.

| believe that as the results of these decisions become more tangible, thiswill help to boost sentiment in financial
markets towards Europe further.

So what comes next you may ask me. | would say there are four devel opments to watch going forward.

First, Capital Markets Union needs to be atop priority. Europe needs to tackle the fragmentation of financial
markets across the currency union and to create a single European financial market. The degree of financial
market integration in Europe today is far below the level it was 10 years ago. There are 19 national financial
markets in the monetary union, not one integrated market.

This prevents risk-sharing across the markets, which works so well in the US and ensures a quasi-automatic



macroeconomic stabilisation.

Second, the EU needs to be attractive for private investors without undue barriers that make it difficult for
money in one country to be invested in another.

One concrete outcome could be the start of a European Debt | ssuance Instrument for public institutions. The
European Central Bank has just started a public consultation to discuss the issue. Let’sfirst look at the rationale
behind this project.

The primary bond market infrastructure looks today as it looked in the 1990s. People still work on the phone,
personal contacts between funding staff and banks and their “market feeling” play amajor role. There are many
system breaks in communication, data, and settlement processing. The book-building processis rather
inefficient.

The ideawould be to build a stable and efficient chain of processes for the entire issuance process on the
European bond market.

A single and synchronised system from the front to the back end would make the issuance process for issuers,
banks, and investors much more efficient. That starts with the announcement of a bond deal and it would
continue up through the settlement of the entire transaction.

This would increase standardisation in the currently fragmented market for public debt in the euro area, and
finally ease investor access to the primary market. With this new service, we would get a deeper and more liquid
market.

Thiswould also lead to greater resilience, which is abig advantage in times of crisis or when political tensions
affect markets.

Third, the creation of safe assets would be another important step forward to integrate markets, and to render the
euro more attractive for international investors.

There are academic proposals, which are very creative, that mimic a safe asset through financia engineering.
But, so far, these ideas have not convinced the rating agencies. In the end, there may be no other way than to
strengthen trust in budget policiesin the countries of the euro area. Once this happens, parts of national debt
could perhaps be mutualised in a decade or two.

Creating amore liquid and deeper euro area market for securities would also strengthen the international role of
the euro and this brings me to my fourth and last point.

With Europe’ s greater resilience and independence, the euro has the potential to play abigger part on the global
stage. And let me be clear: it should not be our ambition to replace the dollar but to contribute to a multi-
currency system.

Let’sdo alittle test. Who knows what the world’ s reserve currency for much of the 17th and 18th century was?
Hardly anybody remembers — it was the Dutch guilder. The Netherlands was one of the world’ s largest
economies. The Dutch East India Company held the biggest ports and trade routes globally and the Bank of
Amsterdam created a fiat currency. If you wanted to trade, you needed the guilder. By the 19th century, the
British pound replaced the guilder because of England’ s rapid industrialisation and growing empire.



Several decades later, when Europe was devastated by two World Wars and the US became the world’ s biggest
economy, the dollar quite naturally became the world’ s reserve currency.

According to most forecasts, Chinawill become the largest economy in the world by 2030, followed by India. If
history teaches us anything, the renminbi may have the best odds. But should we not try to wait with the pen and
make sure we help write history?

If we want to design afairer, equal and more balanced global financial system, then a multi-currency world
would be the right answer for the 215t century. A world in which several currencies have acomparable role,
including the dollar, the euro, and the renminbi.

This may sound unachievable to most of you, but we need to ook beyond what isin front of usif we want to
stay relevant.

| do believe that if the challenges ahead are handled well, Europe will grow stronger. And that isimportant.
Because cooperation between European countries protects the values we hold dear, such as solidarity and
tolerance, afair and prosperous society — as has become clear after an unprecedented 70 years of peace at the
core of the continent and the security of its citizens.

Policy makers need to make sure they can keep this promise and live up to the expectations of European voters
going forward.

Thank you.
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