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Abstract

With the onset of the financial crisis monetary policy acquired ‘quasi fiscal’
aspects. This was inevitable. In a crisis it is always difficult to distinguish between 
liquidity and solvency, especially when the crisis becomes systemic and leads to a 
generalised flight to safety. In these circumstances, the action of the central bank 
is necessarily geared to preventing a collapse of the financial system. The 
character of monetary policy thus changes.

This evolution was pushed to an extreme when on May 9th the Governing Council 
of the ECB decided to start a purchase programme of government bonds issued 
by countries in financial difficulties. By taking this step the ECB has entered 
treacherous waters: a large-scale programme of this kind may lead to a large-
scale redistribution of risk across member states.

To avoid being drawn into the political disputes about intra euro area fiscal 
redistribution, the ECB should declare victory and terminate this programme now.
If the buyers’ strike of Greek and other debt continues it might be necessary to 
intervene again. But the decisions to do so should be left to the fiscal authorities 
(i.e. member states). The best instrument for intervention would then be the 
Special Purpose Vehicle (SPV), which is operational and constitutes the 
appropriate mechanism for fiscal risk distribution within the euro area. 
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EXECUTIVE SUMMARY
On May 9th, the Governing Council of the ECB decided to institute a programme to buy 
government debt from those countries in which the ‘monetary transmission mechanism’ 
was judged to be dysfunctional. 

So far the amounts bought by the ECB under this programme have been limited (around 40 
billion or only 2% of the balance sheet of the eurosystem), but the ECB has clearly taken a 
risk. It is of course too early to tell whether this risk will materialise, but if it were the case 
the ECB could incur substantial losses that would ultimately be borne pro-rata (according to 
national ECB capital shares) by tax-payers across the euro area. Those financial institutions 
that have been able (allowed) to sell their holdings of Greek and Portuguese bonds to the 
ECB have of course benefited from the intervention of the ECB. The uneven distribution of 
the costs and benefits of this operation is already causing political friction.

The ECB should only deal with issues on a euro area scale, not the spreads on national 
government bonds within the euro area. In an emergency, it might have been appropriate 
to intervene to calm down markets and give governments the time to deal with this issue.
The SPV which was also decided on May 9th has now been created. This implies that there 
now exists an instrument to address intra euro area fiscal transfers. This is why the ECB
should now terminate its programme.

Defenders of the ECB like to point out that the Federal Reserve and the Bank of England 
have acquired large amounts of government debt without being accused of having lost their 
independence. However, the ‘securities market programme’ which the ECB has now started 
has quite a different nature. The ECB is buying the public debt only of fiscally ‘challenged’ 
countries. As it has promised to ‘sterilise’ this operation, the Bank is conducting liquidity-
absorbing operations of the same order of magnitude. The ECB is thus engaging in a 
geographical risk transfer as it buys risky assets from one government and, via its 
‘sterilisation operations’, reduces its claims on banks, which is equivalent to selling other 
assets.

It is as if the Federal Reserve were buying large amounts of Californian debt and reducing
credit to banks, say, in New York. This would certainly be regarded as an improper risk 
transfer that has nothing to do with monetary policy. Risk transfers of this kind are difficult 
to justify by invoking price stability.

Moreover, the ECB should also be more transparent regarding the details of the programme 
(especially the amounts bought for each instrument). The Federal Reserve has given all the 
details of its rescue operations (AIG, etc.). All that is known is that in four weeks the ECB 
has bought around 40 billion euro of the bonds of three countries (Ireland, Greece and 
Portugal), which amounts to somewhat less than 10% of the total public debt of these 
countries. As the operations have been scaled back from 16 billion to 5 billion per week,
risk premia have increased again. This suggests that only larger scale operations would 
have a substantial impact.

As an aside, we note that the ‘sterilisation’ operations undertaken by the ECB to neutralise 
the purchase of government bonds seem to have little economic meaning given that the 
ECB has open-ended standing facilities: their existence implies that the ECB can anyway 
not fully determine the size of its balance sheet.
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1. INTRODUCTION
The Greek crisis has shown once more that in times of financial instability monetary and 
fiscal policy are difficult to disentangle. This was particularly evident in the massive 
package of measures decided on May 7-9 in response to the near collapse of financial 
markets in Europe. The contribution of the ECB to the (partial) stabilisation of financial 
markets that has been achieved so far by this package was the decision to buy government 
bonds “in market segments which are dysfunctional” i.e. of the countries in difficulties.

This move by the ECB should not be seen in isolation. At one level it is just the latest issue 
that arises when one thinks about the role of central banks in achieving financial stability. 

According to conventional wisdom, financial stability is a by-product of price stability, hence 
central banks should only have one objective. However, the current crisis was preceded by 
a long period of low inflation (and inflation expectations have actually remained well-
anchored throughout the crisis) suggesting that price stability is not sufficient to ensure 
financial stability,1 and therefore not enough to deliver economic stability either. This has 
generated wide debate on the need for central banks to better integrate concerns about 
financial imbalances into policy and on the additional tools that would help central banks in 
dealing with these developments.

Most of the focus has been on the possible role of assets price inflation in shaping monetary 
policy decisions, on the financial stability as additional objective of central banks and, to 
some extent, on the need for appropriate policy instruments to deliver financial stability 
(e.g. legal reserve requirements, see De Grauwe and Gros, 2009).

No new consensus has emerged on monetary policy and the financial stability objective. Yet 
in the case of the ECB, a clear-cut distinction between monetary policy in normal times and 
in times of crisis has materialised.

Starting from August 2007, the ECB has resorted to a series of unconventional monetary 
measures and has edged closer to assuming a fiscal or quasi fiscal role.

Against this background, we will provide an account of the ECB monetary policy measures 
after 2007, highlighting the risks and the tight inter-linkages between fiscal policy, 
monetary policy and financial stability.

Before going into the two different phases of the financial crisis; the liquidity shortage that 
hit the financial system (especially in the aftermath of the Lehman collapse) and then the 
sovereign debt crisis, it might be useful to consider briefly how monetary policy works in 
normal times.

                                               
1 According to R. White (2006) price stability can contribute to generate financial instability.
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2. MONETARY POLICY IN NORMAL TIMES
In normal times the ECB’s monetary policy strategy, in line with its definition of price 
stability, aims to keep inflation rates below, but close to, 2% over the medium term. In 
addition, the two-pillar structure of the analytical framework, economic and monetary 
analysis, plays a major role in assessing the risks to price stability over the medium term. 

Following the modern theory of central banking, the main focus of the ECB is on interest 
rates. This is the fundamental tool through which it influences inflation, demand and
expectations.

Since the financial system (and crucially the banking system) represents an important 
channel for the transmission of monetary policy; its proper functioning is a necessary 
condition for monetary policy to be effective. This is why the ECB is also the lender of last 
resort should a bank (or the entire) system lack liquidity.2 However, if a bank has a 
solvency problem, the usual prescription is that the (national) government steps in, by re-
capitalising or even nationalising the institution.

Hence, in a monetary union with an independent central bank, the ultimate lender of last 
resort is each of the national governments of the Union. 

Clearly this presumes that the national government has the resources, or is in the position 
to borrow them, for such an intervention. This hypothesis does not necessarily hold when 
there is a fiscal crisis.

3. MONETARY POLICY IN TIMES OF CRISIS: 
UNCONVENTIONAL MONETARY MEASURES

Then there was the financial crisis, and both central banks and national governments 
intervened by means of extraordinary measures to support the financial system, resorting 
to a massive injection of liquidity and bank bail-outs, respectively. 

As mentioned earlier, two different phases of the crisis that started in 2007 can be 
identified. In what follows we shall analyse and assess the monetary policy measures and 
their inter-linkages with fiscal policy and financial stability that have characterised both the 
financial crisis and the sovereign debt crisis in the euro area.

While the ECB has always maintained that its only objective is price stability, it is clear that 
after the Lehman collapse, all its interventions were aiming at reducing widespread 
financial instability. This makes sense to the extent that the ECB acted as lender of last 
resort; willing to provide credit lines to economic actors to which the markets were not 
willing to lend. This is consistent with the wide-spread risk management approach of a 
central bank. As emphasised by Paramo (2010), a central bank follows a conservative 
approach towards risk in normal times and takes on risk at a time of crisis, behaving in a 
symmetric fashion with respect to financial markets.

However, the latest set of interventions seems to go even beyond the objective of financial 
stability. While it is maintained that the measures are aiming at securing the well-
functioning of monetary policy transmission channels, it is difficult to deny that the latest 
intervention on government security markets is not a political decision.

                                               
2 See Aglietta on the lender of last resort in the EMU (2000).
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3.1. The ‘enhanced credit support’

In the second half of 2007, the ECB reacted promptly to the crisis by starting the so-called 
“enhanced credit support”. It was a set of bank-based measures aimed at enhancing 
credit beyond what the ECB could achieve through policy interest rate reductions 
alone. It included significant adjustments in the ECB’s liquidity management operations 
and the extension (mainly by increasing the shares of private sector assets) of the list of 
collateral assets eligible for regular operations. In addition, in May 2009, the maturity of its 
long-term refinancing operations was extended to 12 months and announced a programme
of outright purchase of covered bonds up to EUR 60 billion. (See the appendix for the ECB 
press releases on the main extraordinary measures)

Figure 1 shows the efforts of the ECB to stabilise markets, which consisted mainly of
providing more funds to the banking system. These operations are often described as 
providing liquidity. However, this is not exactly true, unless one considers one year funds 
as ‘liquidity’. In reality the ECB has been both providing more funds and at longer 
maturities, as can be seen from the sharp and very large increase in long-term refinancing 
operations and the fall (although by a smaller amount) in the standard form of lending, 
namely the so-called ‘main refinancing’ operations, which have a maturity of one week.3

Figure 1. The first stage: More and longer-term refinancing operations (up to May 
28, 2010)

Lending to euro area credit institutions: selected operations 
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3 Main refinancing operation (MROs): regular open market operation executed by the Eurosystem (national central 
banks) in the form of reverse transactions. Such operations are carried out through a weekly standard tender and 
normally have a maturity of one week. In normal times this is the bulk of refinancing to the financial sector. 
Longer-term refinancing operations (LTROs): credit operations with a maturity of more than one week that are 
executed by the Eurosystem in the form of reverse transaction on the basis of standard tenders. The regular 
monthly operations are conducted with a maturity of three months. During the financial market turmoil that 
started in 2007, supplementary operations with maturities ranging from one maintenance period to one year were 
conducted, the frequency of which varied. (Source ECB)
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The ECB also considerably widened the type of assets that could be used as collateral, 
including non-euro denominated assets and even subordinate debt. The overall rating 
requirement was reduced from A- to BBB-. By reducing the quality requirement in terms of 
collateral the ECB was implicitly taking a risk, but this risk was limited by the fact that EU 
governments had implicitly provided a guarantee for the entire banking system.

Overall the ECB intervention succeeded in containing the liquidity crisis after Lehman. Since 
December 2009, the ECB announced the withdrawing of its crisis-fighting measures and 
was in principle intending to significantly scale them down by the summer of 2010. (See 
the appendix for the details of the “Enhancement of the provision of longer-term 
refinancing” programme). However, the winding down of exceptional measures was not 
implemented as the second phase of the crisis, namely the sovereign debt crisis, set in 
early 2010 when markets started to show increasing doubts about the ability of Greece to 
service its huge foreign debt.

During the first phase of the crisis, the principle that insolvent institutions should be taken 
care of by the fiscal authorities was adhered to. In the two major rescue operations of 
autumn 2008 (Fortis and HRE), the failing institutions were refinanced outside the normal 
monetary policy operations by their respective national central banks. The ECB had to 
authorise these operations, but it did not incur any risk because only the losses (and 
profits) from normal monetary policy operations enter the overall balance sheet of the 
Eurosystem whose profits and losses are then distributed pro-rata to the NCBs (and thus 
the member states participating in EMU).

The special credits granted by the Bundesbank and the Banque Nationale de Belgique could 
be regarded as essentially national fiscal operations. It is when the institutions thus rescued 
participated again in the regular monetary policy operations that one could argue that a 
disguised form of support to failed institutions was in place. However, the return to the 
‘discount’ windows of the ECB required the rescued institutions posting adequate collateral
as any other counterpart. At that point the ECB was thus protected from losses as normal 
through the quality of the collateral.

Moreover, at the time, many banks needed government guarantees in order to refinance 
themselves in the market. Hence, there was only a blurred difference between those 
institutions that needed government guarantees to issue bonds and those that had 
previously been rescued and effectively nationalised.

There were only two (sets of) significant bank failures in the autumn of 2008: Lehman 
Brothers and the (three) Icelandic banks, all of which had subsidiaries within the euro-zone 
and could thus participate in the regular monetary policy operations. It appears from the 
annual report of the ECB that in these cases the Eurosystem experienced losses, which 
amounted in some cases to close to 50% of the lending of the Eurosystem to these banks,
(it is difficult to document this precisely because the ECB has not been transparent about 
these operations, see e.g. Sibert (2010)). These losses are surprising because in principle 
the ECB is supposed to lend only against good collateral (on which it also takes a haircut). 
However, it turned out that the collateral was by far not worth as much as it had been 
valued when it was posted.

Within the Eurosystem, national central banks decide on the eligibility of collateral assets 
by relying heavily, but not exclusively, on formal ratings issued by the major rating
agencies. With the benefit of hindsight, it appears that by accepting the collateral posted by 
the euro area subsidiaries of Lehman and the Icelandic banks, national central banks relied 
too heavily on official ratings and did not perform their own due diligence.

This may point to an incentive problem created by the distribution of responsibilities: 
national central banks might have a tendency to be too lenient in accepting collateral 
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because that boosts their ‘turnover’ against a minimal increase in their own risk, since any 
losses are distributed over the entire Eurosystem and thus socialised.

3.2. Quantitative easing act I: The purchase programme for 
covered bonds

The second stage in the efforts to stabilise financial markets started when, in June 2009,
the ECB announced a programme of direct purchases of covered bonds4 on both the 
primary and secondary market across the euro area. The programme amounted to EUR 60 
billion and it is expected to be concluded by the end of June 2010 (as of June 2, 2010 the 
total amount purchased equals EUR 55.2 billion).

In buying covered bonds the ECB still was protected, as with its normal policy operations, 
by the double security of the value of the collateral and the guarantee of the financial 
institution issuing the security. Given that national governments were guaranteeing the 
survival of their banks, this programme had a ‘quasi-fiscal’ aspect. Moreover, the benefits 
from this programme were quite unevenly distributed as most of the issuance of covered 
bonds occurs in two member countries (Germany and Spain).5 It is not known which 
institutions were the holders of the covered bonds bought by the ECB.

Over the period 2007-2010 (May) the balance sheet of the ECB increased by about EUR 
900 billion, of which 360 came from refinancing operations to the financial institutions. It is 
clear that the covered bond programme with its EUR 60 billions is only of limited overall 
relevance (compared to the lending to MFIs for example) nonetheless it might have been 
important for this market segment. 

3.3. Quantitative (or rather qualitative?) easing act II: The 
(Southern government) ‘Securities Markets Programme’

The last (?) step taken by the ECB (May 2010) in this chain of ever more “quasi-fiscal 
policy” measures is the so-called ’securities markets programme’ of May 9th:

“On 9 May 2010 the Governing Council decided and publicly announced that, in view of the 
current exceptional circumstances in financial markets, characterised by severe tensions in 
certain market segments which are hampering the monetary policy transmission 
mechanism and thereby the effective conduct of monetary policy oriented towards price 
stability in the medium term, a temporary securities markets programme (hereinafter the 
‘programme’) should be initiated. Under the programme, the euro area NCBs, according to 
their percentage shares in the key for subscription of the ECB’s capital, and the ECB, in 
direct contact with counterparties, may conduct outright interventions in the euro area 
public and private debt securities markets.” (See the appendix for the full press release).

The text of the formal decision is quite generic and no information has been provided about 
the composition of these purchases, whose debt has been purchased or which maturities. 

In contrast to the covered bond purchase programme, no indications were given of the size 
of the planned interventions, nor of the time-frame. 

                                               
4 Covered bonds, as defined by the ECBC (European Covered Bond Council), “are debt instruments secured by a 
cover pool of mortgage loans (property as collateral) or public-sector debt to which investors have a preferential 
claim in the event of default. While the nature of this preferential claim, as well as other safety features (asset 
eligibility and coverage, bankruptcy-remoteness and regulation) depends on the specific framework under which a 
covered bond is issued, it is the safety aspect that is common to all covered bonds”.
5 According to the European Covered Bond Council, in 2008, 50% of the outstanding covered bonds of the euro 
area were issued by Germany and 21% by Spain. 
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From the ‘ECB weekly financial statements’ it can be deduced that the purchases under this 
program are being listed under “Securities held for monetary policy purposes” (which in 
turn are under “securities of the euro area residents”) and not under “General government 
debt in euro.” From these data one can infer that up to the end of May (i.e. during four
weeks of interventions), the NCBs in the Eurosystem bought about EUR 40 billion (of which 
16.5 the first week and 10, 8.5 and 5.5 the following ones).6

Market participants assert that national central banks have mainly bought debt off the 
Portuguese, Greek and Irish governments. This cannot be verified but it would explain why 
Spanish and Italian spreads have been increasing over the last weeks while the others 
stabilised (See Figure 2).

Figure 2. Government yields: Spain and Portugal relative to Germany
Government bonds yields, benchmark 10-year
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The rate at which the ECB has been buying government bonds from Southern Europe” is so 
far about EUR 10 billion per week, about 10 times larger than the rate at which the 
holdings of covered bonds were built up (EUR 55 billion over 50 weeks).

The ECB has said that it will sterilise any purchases of Southern European bonds. However, 
even if it did not so, the impact on this balance sheet would be marginal, given that the 
overall balance sheet of the ECB is around EUR 2,000 billion. 

‘Sterilisation’ of the purchases of Greek and other public debt can only mean that the ECB 
is selling other assets (e.g. by reducing its lending to banks). This implies that the ECB is 
engaged in a risk transfer: it is buying Greek and other risky securities and selling low-risk 
assets. 

Risk transfers might arise in the normal course of monetary policy operations. Yet normally 
they are a by-product of a policy that is directed in a uniform fashion at the euro area as 
whole and it is usually very difficult to identify who gains and who loses. This case is 
different: the purchase programme has the purpose of increasing demand for the bonds of 
some countries.

                                               
6 On May 17, the ECB announced that a special one-week tender was to be carried out the next day to drain 
EUR16.5 billion in extra liquidity injected into markets by purchases of euro-zone government bonds during the 
previous week.
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Box 1: Bank of Greece balance sheet 

The balance sheet of the Greek National Bank increased by 50% (from EUR 80 to 120 
billion) between November 2009 and April 2010 (latest data available) with the whole 
increase driven by the raise in lending to credit institutions, which now represents 70% of 
the total assets of the Bank (the equivalent percentage at the ECB is less than 40%). This 
also means that of the almost EUR 800 billion of the Eurosystem’s total lending to financial 
institutions, 10% of it is via the Bank of Greece (although the GDP of Greece amounts to a 
little over 2 % of euro area GDP).

The balance sheet of the Bank of Greece is now equivalent to 50% of the Greek GDP, which 
is highly unusual (the ECB’ s assets amount to about 20% of the GDP of the area).

To assess how much “Greek risk” the ECB and Eurosystem have been taking on it is 
important to quantify the amount of Greek government debt that has been brought into the 
‘belly’ of the ECB in some form. 

Given the size of the refinancing operations and the latest bond purchase, one can guess 
that up to EUR 100 billion of Greek debt is now at the ECB, either in the form of collateral 
or held outright. This is equivalent to about one third of total Greek public debt. 

Moreover, the ECB has also created distortions in the derivatives markets for governments
of the countries whose bonds it buys. For these countries the CDS prices are now much 
higher than the bond spreads (See Figure 3).7

Figure 3. Portugal: spread versus CDS
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7 Greece is an exception in this sense, but as consequence of the special measures Greek government debt is ‘de 
facto’ out of market. 
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This is probably due to the fact that banks in some countries have promised (in varying 
forms and with varying degrees of implementation) not to sell their holdings of Portuguese
debt. These institutions are thus effectively barred from selling to the ECB. However, they 
also have a fiduciary obligation to keep their risk under control. Many of them might thus 
be tempted to use CDS to protect themselves against losses on their holdings (covered 
CDS sales have not been banned).

Was the programme a success? This is difficult to assess given that so little information has 
been given about the details of the bond purchases. The fact that the spreads on Greek and 
Portuguese bonds are now (four weeks after the start of the programme) much lower than 
before suggests that for these two countries the ECB measures did have an impact, 
possibly it is the only buyer in these markets.

The spreads on Spanish government debt have now (early June) returned to the peak they 
had achieved when the ECB started buying. Unfortunately, it is not known with certainty 
whether the ECB has bought Spanish bonds in any amounts (or whether it intends to do so 
in future).

4. CONCLUDING REMARKS
The decision to buy government bonds on the part of some countries only was taken when 
financial markets seemed close to breaking down, as it was not clear how governments 
would deal with a fiscal crisis in Southern Europe. Financial markets are subject to panic 
and herd instincts and thus they are often wrong. It is entirely possible that financial 
markets do not appraise the risk of a default by Greece or other states properly. But the 
key question is whether it should be up to the ECB to take a bet against the markets, 
rather than the fiscal authorities, i.e. the member states. The ECB should be concerned 
only with euro area wide issues (price stability, financial stability, the exchange rate, etc.) 
not with the distribution of fiscal risks across member states.

Moreover, it is difficult to see the link between the price of the existing Greek government 
debt and the monetary transmission mechanism (the official justification of the ECB for 
buying Greek bonds). Thanks to the EA/IMF rescue package the Greek government will not 
have to issue new bonds for the next three years. The price of the existing Greek 
government bonds thus has no material impact on Greek government finances and the 
Greek banking system is anyway being refinanced only by the ECB. It would thus have 
made sense for the ECB to concentrate on the Spanish and Portuguese markets. 

The main dangers for the ECB are likely to lie ahead. 

If the buyers’ strike of Greek debt continues the ECB might have to buy up all the Greek 
government bonds that are still in the hands of the private sector. This would put the ECB 
in a politically very awkward position because it would basically become the main creditor 
of the Greek government – a situation the Maastricht Treaty had sought to avoid by 
stipulating that the ECB should not finance government deficits.

The second and more difficult challenge for the ECB might be Spain. There the main 
problem is not government debt, but the debt of the financial system. In Spain the 
government debt amounts to ‘only’ about 60% of GDP (or EUR 600 billion, about twice as 
much as Greece in absolute amounts). But Spanish financial institutions (See Table 1) have 
over EUR 1,500 billion in bonds outstanding (150% of Spanish GDP).
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Table 1. Outstanding marketable debt

EUR Billions Ratio
2009Q3

Banks Public Banks/Public
ES 1,554 579 2.7
EL 104 291 0.4
IT 1,560 1568 1.0
IE n/a 99
PT 200 155 1.3

Source: ECMI statistical package

Banks usually have to pay a risk premium that is at least as high as their sovereign.  As the 
spreads on Spanish government bonds increase the pressure on the entire Spanish financial 
system will mount. What will the ECB do if financial markets refuse to roll over the debt of 
Spanish banks? Rescuing Spain would require interventions of an order of magnitude larger 
than those seen so far. The ECB seems to be open to this eventuality since the decision of 
the Governing Council speaks of public and private debt securities markets.

The ECB must thus make a choice: double or quit. Continuing with bond purchases at the 
low level of recent weeks does not seem to be enough to prevent yields from increasing. 
Scaling up the operations would, however, increase the risks manifold. 
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APPENDIX: ECB RECENT DEVELOPMENTS IN COLLATERAL 
ELIGIBILITY AND REFINANCING OPERATIONS

15 October 2008 - Measures to further expand the collateral framework and 
enhance the provision of liquidity

The Governing Council of the European Central Bank (ECB) today decided, by means of a 
teleconference, on the following measures:

 The list of assets eligible as collateral in Eurosystem credit operations will be 
expanded as set out below, with this expansion remaining into force until the end of 
2009.

 As from the operation settling on 30 October 2008 and until the end of the first 
quarter in 2009, the provision of longer-term refinancing by the Eurosystem will be 
enhanced as set out below.

 The Eurosystem will start offering US dollar liquidity also through foreign exchange 
swaps.

Expansion of the list of assets eligible as collateral in Eurosystem credit operations

The Eurosystem will add the following instruments to the list of assets eligible as collateral 
in its credit operations:

 Marketable debt instruments denominated in other currencies than the euro, namely 
the US dollar, the British pound and the Japanese yen, and issued in the euro area. 
These instruments will be subject to a uniform haircut add-on of 8%.

 Euro-denominated syndicated credit claims governed by UK law.

 Debt instruments issued by credit institutions, which are traded on the accepted 
non-regulated markets that are mentioned on the ECB website; this measure 
implies inter alia that certificates of deposits (CDs) will also be eligible when traded 
on one of these accepted non-regulated markets. All debt instruments issued by 
credit institutions, which are traded on the accepted non-regulated markets, will be 
subject to a 5% haircut add-on. 

 Subordinated debt instruments when they are protected by an acceptable guarantee 
as specified in section 6.3.2 of the General Documentation on Eurosystem monetary 
policy instruments and procedures. These instruments will be subject to a haircut 
add-on of 10%, with a further 5% valuation markdown in case of theoretical 
valuation.

Furthermore, the Eurosystem will lower the credit threshold for marketable and non-
marketable assets from A- to BBB-, with the exception of asset-backed securities (ABS), 
and impose a haircut add-on of 5% on all assets rated BBB-. 

The date of entry into effect as well as further technical details on these measures will be 
communicated as soon as possible. The measures will remain in force until the end of 2009. 

The expansion of the eligibility criteria announced today will be combined with vigilant 
monitoring of the use of the framework. 

Moreover, as of 20 October 2008 and at least until the end of the first maintenance period 
in 2009 on 20 January, fixed term deposits held with the Eurosystem will be eligible 
collateral for Eurosystem credit operations.

Enhancement of the provision of longer-term refinancing
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Consistently with the temporary expansion of the collateral pool, the Eurosystem will also 
enhance its provision of longer-term refinancing as follows:

 All longer-term refinancing operations will, until March 2009, be carried out through 
a fixed rate tender procedure with full allotment.

 The two 3-month supplementary longer-term refinancing operations (SLTRO) 
maturing in February and in March 2009 will be rolled-over and an additional 3-
month operation will be conducted in January 2009.

 The outstanding 6-month SLTRO maturing in January 2009 will be rolled-over, and 
four additional 6-month SLTROs will be carried out in November 2008, December 
2008, February 2009 and March 2009 in parallel with the respective 3-month 
SLTROs.

 As result, two 3-month LTROs/SLTROs and one 6-month LTRO will be carried out 
each month until and including March 2009.

 Moreover, the special term refinancing operation (STRO) allotted on 29 September 
2008 will be rolled-over when it matures on 7 November 2008 and it will have a 
maturity matching the length of the reserve maintenance period;

 A schedule of the above operations is provided in the table below.

The ECB will continue to steer liquidity towards balanced conditions in a way which is 
consistent with the objective to keep short-term rates close to the interest rate on the main 
refinancing operation. For that purpose it will also accept fixed term deposits with a one 
week maturity.

Provision of US dollar liquidity through foreign exchange swaps

As from 21 October 2008, and at least until the end of January 2009, in parallel with the 
existing tenders in which the Eurosystem offers US dollar liquidity against ECB-eligible 
collateral, the Eurosystem will also offer US dollar liquidity through EUR/USD foreign 
exchange swaps. The EUR/USD foreign exchange swap tenders will be carried out at a fixed 
price (i.e. swap point) with full allotment. Further details on the tender procedures for 
EUR/USD foreign exchange swaps will be released shortly.

7 May 2009 - Longer-term refinancing operations
The Governing Council of the European Central Bank has today decided to conduct liquidity-
providing longer-term refinancing operations (LTROs) with a maturity of one year. 

The operations will be conducted as fixed rate tender procedures with full allotment, and 
the rate in the first of these operations will be the rate in the main refinancing operations at 
that time. In subsequent longer-term refinancing operations with full allotment, the fixed 
rate may include a spread in addition to the rate in the main refinancing operations, 
depending on the circumstances at the time.

The operations will be conducted in addition to the regular and supplementary longer-term 
refinancing operations, which will be unaffected. 

A tentative schedule for such longer-term refinancing operations in 2009 is provided below.

Moreover, the Governing Council of the European Central Bank has today decided to 
prolong until the end of 2010 the temporary expansion of the list of eligible assets, 
announced on 15 October 2008.
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Operation Announcement 
date Allotment date Settlement date Maturity date Maturity 

One-year 
LTRO

Tuesday, 23 June 
2009

Wednesday, 
24 June 2009

Thursday, 
25 June 2009

Thursday, 1 July 
2010

12 
months

One-year 
LTRO

Tuesday, 
29 September 
2009

Wednesday, 
30 September 2009

Thursday, 
1 October 2009

Thursday, 
30 September 
2010

12 
months

One-year 
LTRO

Tuesday, 
15 December 2009

Wednesday, 
16 December 2009

Thursday, 
17 December 
2009

Thursday, 
23 December 2010

12 
months

4 June 2009 - Purchase programme for covered bonds 
As of June 2, ECB bond purchase equals EUR 55.3 billion 

Following-up on its decision of 7 May 2009 to purchase euro-denominated covered bonds 
issued in the euro area, the Governing Council of the European Central Bank (ECB) decided 
upon the technical modalities today. These modalities are as follows:

 The purchases, for an amount of EUR 60 billion, will be distributed across the euro 
area and will be carried out by means of direct purchases. 

 The purchases will be conducted in both the primary and the secondary markets.

 In order to be eligible for purchase under the programme, covered bonds must

 be eligible for use as collateral for Eurosystem credit operations; 

 comply with the criteria set out in Article 22(4) of the Directive on 
undertakings for collective investment in transferable securities (UCITS) or 
similar safeguards for non-UCITS-compliant covered bonds;

 have, as a rule, an issue volume of about EUR 500 million or more and, in 
any case, not lower than EUR 100 million;

 have, as a rule, been given a minimum rating of AA or equivalent by at least 
one of the major rating agencies (Fitch, Moody’s, S&P or DBRS) and, in any 
case, not lower than BBB-/Baa3; and

 have underlying assets that include exposure to private and/or public 
entities.

 The counterparties eligible to the purchase programme are those eligible for the 
Eurosystem’s credit operations, as well as euro area-based counterparties used by 
the Eurosystem for the investment of its euro denominated portfolios.

 The purchases will start in July 2009 and are expected to be fully implemented by 
the end of June 2010 at the latest.

3 May 2010 - ECB announces change in eligibility of debt instruments issued or 
guaranteed by the Greek government

The Governing Council of the European Central Bank (ECB) has decided to suspend the 
application of the minimum credit rating threshold in the collateral eligibility requirements 
for the purposes of the Eurosystem’s credit operations in the case of marketable debt 
instruments issued or guaranteed by the Greek government. This suspension will be 
maintained until further notice.

The Greek government has approved an economic and financial adjustment programme, 
which has been negotiated with the European Commission, in liaison with the ECB, and the 
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International Monetary Fund. The Governing Council has assessed the programme and 
considers it to be appropriate. This positive assessment and the strong commitment of the 
Greek government to fully implement the programme are the basis, also from a risk 
management perspective, for the suspension announced herewith. 

The suspension applies to all outstanding and new marketable debt instruments issued or 
guaranteed by the Greek government. 

10 May 2010 - ECB decides on measures to address severe tensions in financial 
markets

The Governing Council of the European Central Bank (ECB) decided on several measures to 
address the severe tensions in certain market segments which are hampering the monetary 
policy transmission mechanism and thereby the effective conduct of monetary policy 
oriented towards price stability in the medium term. The measures will not affect the 
stance of monetary policy.

In view of the current exceptional circumstances prevailing in the market, the Governing 
Council decided:

1. To conduct interventions in the euro area public and private debt securities markets 
(Securities Markets Programme) to ensure depth and liquidity in those market 
segments which are dysfunctional. The objective of this programme is to address 
the malfunctioning of securities markets and restore an appropriate monetary policy 
transmission mechanism. The scope of the interventions will be determined by the 
Governing Council. In making this decision we have taken note of the statement of 
the euro area governments that they “will take all measures needed to meet [their] 
fiscal targets this year and the years ahead in line with excessive deficit procedures”
and of the precise additional commitments taken by some euro area governments to 
accelerate fiscal consolidation and ensure the sustainability of their public finances. 
In order to sterilise the impact of the above interventions, specific operations will be 
conducted to re-absorb the liquidity injected through the Securities Markets 
Programme. This will ensure that the monetary policy stance will not be affected. 

2. To adopt a fixed-rate tender procedure with full allotment in the regular 3-month 
longer-term refinancing operations (LTROs) to be allotted on 26 May and on 30 June 
2010.

3. To conduct a 6-month LTRO with full allotment on 12 May 2010, at a rate which will 
be fixed at the average minimum bid rate of the main refinancing operations (MROs) 
over the life of this operation.

4. To reactivate, in coordination with other central banks, the temporary liquidity swap 
lines with the Federal Reserve, and resume US dollar liquidity-providing operations 
at terms of 7 and 84 days. These operations will take the form of repurchase 
operations against ECB-eligible collateral and will be carried out as fixed rate 
tenders with full allotment. The first operation will be carried out on 11 May 2010.
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