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I

First of all, I should like to thank you most sincerely for having invited me to this year's

Offshore Northern Seas Conference.

1 was very happy to come. Any conjectures that I have done so in order to open up the energy

sector as a new field of operations for the Bundesbank after the start of monetary union are,

incidentally, completely unfounded. I can assure you that the energy sector will not be our

special playing field in future either.

In the coming euro era, there will remain a great deal for the Bundesbank to do - specifically

in the field of central banking. At the end of the year, after all, monetary policy in euroland

will be taken over by a whole system of central banks, rather than by a European Central

Bank standing in isolation.

As far as the energy sector is concerned, I am only an observer, albeit a very interested

observer. There are two major points of contact between the energy sector and my own

activities.

In the first place, for me as an economist and central banker, conditions in the energy markets

naturally constitute an important element in the data requiring analysis. Both the stability of

the energy markets and energy prices affect inflation, growth and foreign trade.

Secondly. I exercise another function which enhances my interest in the subject of this

conference. It is, however, less well-known to the general public.

I am Chairman of the Board of Trustees of the German Federal Environmental Foundation,

which was set up in 1990. The capital of the Foundation derives from the proceeds of the

privatisation of the formerly federally-owned Salzgitter AG. The Foundation's function is to

sponsor projects - especially innovative processes and products made by small and medium-

sized enterprises - for the sake of protecting the environment.
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At first sight, hardly anything appears to connect the targets of a central bank's operations

with environmental targets. Protection of the value of money and protection of the

environment - those are objectives coming from quite different spheres.

And yet, those two targets are actually perhaps not so very far apart. For in both cases the aim

is to lay down lasting foundations fostering sustainable developments.

And the sustainability of a society plainly involves a variety of considerations:

- preservation of the environment,

- durably safeguarding the viability of the economy and the financial system,

- and, last but not least, lasting resilience of the social system, especially against the

background of the demographic changes and challenges confronting the

industrialised countries' labour markets.

II

As a German central banker, I cannot help being satisfied on the whole with the current price

situation in most parts of the world. That is also true of petroleum.

I hope my Norwegian hosts will not throw me into the cold North Sea for that remark. But

there are always two sides to price movements.

The current low oil price has contributed to the slowdown in worldwide price rises at the

various levels. For Germany, it can be roughly estimated that the fall in the oil price has

recently curbed the year-on-year increase in consumer prices by about two-tenths of a point.

In addition, the decline in oil prices is affording relief to the import side of our current

account. That is tending to help the external value of the D-Mark - contrary to the situation of

other currencies.

As you see, it is the same old story in economics. How you assess a price depends primarily

on whether you are a supplier or a demander.
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But we in Germany are, of course, not under any illusions. Nobody assumes that the present

downturn in prices will go on for ever. And looking at the consequences worldwide, it should

not.

Experience shows, however, that, in the past, prices have always rallied after a while.

As far as the demand side is concerned, the persistent strength of global business activity -

despite the crises in a number of Asian countries - seems to provide a floor, at least for the

time being.

Of course, the financial crises in Asia and also in Russia leave skid marks all over

international economic growth. And it is no doubt also true that the crises have not yet been

overcome, and that the full dimensions of the consequences are not yet manifest.

The further course of events in Japan is of great significance, not only for this second largest

industrialised country but also for the Asian region as a whole. I can only hope and pray that

the new Japanese government and the Japanese parliament are fully aware of their special

responsibility. Only swift and clear decisions can generate the necessary confidence in the

future and thus bring about new economic growth and the urgently needed stabilisation of the

financial system.

And in Russia, just as in Ukraine, lasting stabilisation measures with a confidence-building

effect are likewise required. The latest decisions on the exchange rate and in the field of

rescheduling seem to have been inescapable. But besides their due implementation, a far-

reaching reform of economic and fiscal policy in general appears to be essential. Early

stabilisation of the economic and financial situation in Russia is of paramount importance, not

only for that great country itself but also for the world economy - on economic and political

grounds alike. In particular, there must be no danger of other countries (such as those in Latin

America) becoming infected.

Problematic though the situation in south-east Asia and the successor states of the Soviet

Union currently is, it should not obscure appreciation of the fact that, in other areas, the world
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economy continues to be performing well. At all events, a global recession is not at the

moment knocking at the door.

- In the United States, a cooling-off may have favourable implications for the

durability of economic activity there.

- And in the countries of continental Europe, the domestic expansionary forces are

meanwhile exerting a growing impact.

The crisis countries themselves have in my view conspicuously good prospects of linking up

again with their consistently high economic potential in the medium run. And that will have

repercussions on the oil markets, too.

There are, however, still a number of definite structural challenges. And, for many crisis

countries, the hard slog is not over yet - not for Japan, either.

First and foremost, the crisis countries must put their financial sectors in order. That involves

more than merely financial restructuring. It also involves the creation of viable supervision

systems and market economy conditions.

Quite generally, it can be said: globally speaking, the topics of financial supervision and the

viability of the international financial markets will be right at the top of the agenda over the

next few years.

And another major subject outside the financial field also has to be addressed, particularly by

the developed societies. They have to become more flexible in order to meet the wide-ranging

challenges posed by structural adjustment. And at the same time they have to respond to the

unavoidable question: How will they cope with the forthcoming demographic changes?

I was interested to hear that Norway is adopting a noteworthy approach to defusing the

intergenerational distribution problem posed by the wealth deriving from oil sales.

Ill
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It is not only economic activity that is increasingly calling for global consideration. The

environment is likewise a topic largely requiring global attention.

One of the greatest environmental challenges of our time is certainly the protection of the

climate.

Professor Paul Crutzen, the Nobel prize winner and bearer of the Environmental Prize of the

German Federal Environmental Foundation, said not long ago:

,,A great deal in climate research is still uncertain or unknown. But we ... believe that

what we know is enough to exploit all the possibilities of greatly reducing emissions

of greenhouse gases."

In 1992, 150 nations signed the Framework Convention on Climate in Rio de Janeiro. In

particular, the industrialised countries undertook to reduce emissions of greenhouse gases to

the level of 1990 by the year 2000.

The most important greenhouse gas is carbon dioxide, which results primarily from energy

production.

At the international level, at the Kyoto conference in December last year, a reduction of

carbon dioxide emissions, relative to 1990, by 5 to 8 % by the year 2010 was approved by the

industrialised countries. By way of a national target, in Germany a reduction of 25 % by the

year 2005 was resolved.

These diverse requirements and targets will have to be borne in mind in the future progress of

national and international energy policy.

The long-range objective will have to be: safeguarding the energy supply more and more by

means of renewable energy sources, while distinctly reducing energy consumption.
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Many enterprises are already moving in that direction. I am well aware, for example, that

petroleum groups and energy suppliers, in particular, are currently investing substantial sums

in solar energy worldwide.

Needless to say, that is partly for the sake of public relations. But it also represents a

necessary investment in the future, even if solar energy will always be able to meet only part

of the total demand for energy.

The German Government, too, is sponsoring renewable energy sources and energy-saving

construction by means of a number of programmes. Hence solar energy and wind energy have

been recording double-digit growth rates in Germany for years.

Without any doubt, energy-saving is the simplest and cheapest way of protecting the climate

and conserving resources.

Every kilowatt of electric current and every litre of petroleum that improved thermal

insulation or more efficient equipment saves lessens emissions of carbon dioxide. Cost-

effective improved heat insulation can help to save 40 - 70 % of heating energy consumption.

That is why investment in that area is particularly worthwhile.

But that very example demonstrates that great staying power is required. After all, an

individual thermally insulated house exerts but a minimal effect. It is only a multitude of such

houses that exercises much impact.

Some substantial successes have been scored of late in energy-saving.

- Industry is using energy today, especially in Europe, much more efficiently than it

did in previous decades.

- And energy consumption in present-day households is markedly below that of earlier

years.



A2
7

Above all, it is apparent that energy-conscious behaviour need not diminish the quality of life,

and spares one's purse into the bargain.

Although industry, in particular, has increasingly been resorting to energy-saving

technologies in recent years, there is still great potential for further progress. Systematic

investment in existing worthwide technologies and the further development of innovative

ideas might reduce environmental pollution by carbon dioxide by many millions of tonnes.

In Germany, the Federal Government has meanwhile adopted the approach of opening up

potential ways of reducing greenhouse gases in conjunction with the business community, on

the basis of corporate commitments.

Solar energy, wind energy and water power - unlike fossil energy sources such as coal and

petroleum - are largely free from emissions. Through the combustion of biomass deriving

from sustainable production, carbon dioxide is neutralised by the growth of plants to the same

extent as it is produced by the combustion.

Some renewable energies are meanwhile competitive in cost terms, too, or are on the brink of

becoming economic.

Hence, points of departure for protecting the climate already exist in many areas.

More efficient technologies may further reduce energy consumption in many industrial and

commercial processes. Products and components may be optimised from the point of view of

saving more energy.

Nowadays buildings can be designed to meet environmental standards more effectively, and

the consumption of energy for heating, warm-water production and other electric power can

be significantly lessened.

And renewable energies should be made available as cheaply as possible.

IV
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In order to implement many measures which are already economic today, it is essential to

provide consumers, craftsmen and decision-makers alike with information and counselling.

To achieve the ambitious target of protecting the climate, commitment is imperative at all

levels.

We of the German Federal Environmental Foundation have been able to foster numerous

innovative approaches to climate conservation.

- Since the inception of sponsorship in 1991, we have financed more than 370 separate

projects contributing directly to the protection of the climate, spending a sum of

approximately DM 182 million.

- In a further roughly 340 projects, involving expenditure of over DM 210 million,

major contributions to the protection of the climate have been made, even though

different environmental objectives were actually in the forefront.

Of course, compared with the amounts invested by the oil industry, these are modest sums.

But what matters is primarily the multiplier effect of many separate projects.

Those projects relate to the most diverse fields.

- In the industrial sector, for instance, a process for manufacturing roof-tiles was

optimised to such effect that the energy consumption fell by 20 %.

- Energy-saving measuring and display devices that consume only one-fifth of the

electric current of conventional equipment were developed.

- Innovative approaches were also adopted in the modernisation of buildings. For

instance, an old east German prefabricated building was modernised such that it is

now an outstanding model of energy-saving, with an energy consumption of about

20 kilowatt-hours per square meter.
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- Measures of environmental counselling on the use of energy-saving techniques by

the general public are likewise being sponsored.

A wide variety of measures are being tried to make people permanently change their outlook.

It would be wrong to regard a single instrument as a panacea.

As happened in Kyoto, the politicians should define the objectives and spell out the marginal

conditions. Implementation of the actual measures should be left to the innovative powers of

the economy and to purposeful investment in the future. It is the task of the politicians, and of

the banks as well, to pave the way for such measures.

The strategy of sustainable development calls for long-term thinking.

The share of renewable energies in the German energy supply currently comes to about 1 %

for hydroelectric power and only about 0.5 % for the other energy sources.

Despite the current boom in wind energy and solar energy systems, and in the production of

energy from biomass, even in the event of continuous further development, with annual

growth rates of around 20 %, it will take over 20 years for as little as about 10 % of current

demand to be met.

Thus, the provision of virtually all energy by means of renewable energies cannot be anything

but a pipe dream for the next millennium. Even so, it is important to press on with the

development of such an energy supply, with the intention, above all, of cutting the cost.

In the short and medium run, however, other measures are required.

Not only the reduction of energy consumption is of paramount importance. The selection of

the energy sources, too, can help to cut down carbon dioxide emissions.
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Hitherto, it has been the combustion of coal that has resulted in the heaviest emissions.

Petroleum occupies a midway place, and natural gas is the most favourable energy source in

this respect. Thus, its combustion releases only about half as much carbon dioxide as, say, the

burning of brown coal. In the short run, therefore, a cost-effective conversion of heating

systems and power stations to better energy sources in terms of protecting the climate may

bring a distinct improvement.

Emissions of carbon dioxide from cars must also be noticeably reduced. A significant

contribution can be made by fuel-saving car design. The motor industry is working hard to

produce such vehicles.

The German motor industry has made a pledge to the Federal Government that the vehicles

coming on the roads from the year 2005 onwards will on average consume 25 % less fuel

than the average stock of vehicles did in 1990.

Conserving resources and combating the greenhouse effect are challenges facing the

international community of nations.

The highly industrialised countries bear special responsibility in this respect.

In future it will be essential to markedly improve the efficiency of energy production at the

international level by technology transfer with the countries in transition to a market

economy, and to maximise the effectiveness of the energy supply.

A contribution to these objectives was the remission of the debts of the poorest developing

countries, in conjunction with the commitment on the part of those countries to undertake

environmental protection measures.

However, we must beware of any ideas of using environmental standards aggressively as a

weapon in international merchandise trading. In this context, we must make sure that

protectionism does not gain ground in the disguise of pretended commitment to the

environment.
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In recent years, Germany has succeeded by a variety of measures in detaching the growth of

energy consumption from economic expansion.

For example, German energy consumption per DM 1000 GDP decreased from 5.12 gigajoule

in 1991 to 4.67 in 1997. That represents an improvement of no less than 10 % in this

indicator of energy efficiency within seven years.

In other words, we are on the right track. Even so, we must not slacken in our efforts. We

must continue to take the correct decisions and, above all, invest in technologies which are

durably compatible with the environment.

Perseverance, patience and innovation are required in order to preserve creation for posterity

in a state that enhances the quality of life.

A market economy which takes due account of ecological and societal considerations is the

guarantor of ,,sustainable development". The optimisation of flows of materials and energy

will not only help to reduce greenhouse gases but will also offer possible ways of cutting

costs.

VI

In conclusion, I should like to revert to a common feature of my two functions as a guardian

of the currency and an advocate of innovative, economically well-founded environmental

protection.

A factor common to both targets - maintenance of the value of money and preservation of the

environment - is that the potential costs and inconveniences are sustained today. The benefits,

by contrast, are not felt until tomorrow. But only he who has duly prepared the ground today

can have his nose in front tomorrow.

That was the lesson taught by the seventies and eighties: The countries which strengthened

their monetary stability at an early stage were soon also exhibiting a better record with respect

to growth and employment.
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In a sense, that lesson will be repeated in the environmental sphere. The countries that map

out their policy at an early stage will be better placed tomorrow, and not only in ecological

terms. Their economies, too, will perform better.

Overly marked short-termism - also in the case of shareholder value - is not beneficial in the

world of finance, let alone in that of the economy and the environment.

True, in the long run we are all dead; but that does not apply to our descendants. That is why

intergenerational accounting is so important - to the environment, to the economy and to our

social systems as well.


