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Abstract 
The ECB plays an important role in the financial assistance programmes. The ECB 
as well as the Commission are players in the EU policy system, whereas the IMF is 
external to the policy system of the countries it intervenes in. Anecdotal evidence 
suggests that the ECB has taken strong stances on the speed of fiscal 
consolidation and on banking policies while its role in structural policies and in the 
definition of the financing needs was more limited. A potential conflict between 
the mandate and its role as part of the Troika could arise in the area of monetary 
policy, liquidity policy and its status as creditor. In this paper, we look at a 
number of episodes in the Greek programme trying to understand to what extent 
these conflicts of interests have actually materialised and if they outweigh the 
benefits of the ECB's involvement in the Programme. 
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EXECUTIVE SUMMARY 
The European Central Bank (ECB) has played an important role in the granting of financial 
assistance to the so-called programme countries, both in the negotiation and in the review 
phase. The traditional framework within which the IMF provided conditional assistance to 
non-euro area countries saw the central bank as part of the negotiation, but on the 
receiving country’s side. In the euro area programme countries, the ECB had the opposite 
role due to its participation in the Troika. The reason for this participation is not clearly 
spelled out. The ECB indeed is neither a provider of financial assistance nor a potential 
provider (as the European Commission).  

The ECB participation in the design and negotiation of conditional assistance has 
advantages. Having an institution in charge of monetary stability and with a strong role in 
the preservation of financial stability participating in the country-specific programmes is a 
way to ensure that programmes will pay due attention to the preservation of these 
important euro area-wide public goods. That being said, conflicts of interest may arise due 
to the role of the ECB in the Programmes, in the areas of monetary policy, collateral and 
liquidity policy and the creditor status resulting from the ECB's non standard measures (the 
Securities Market Programme). In this paper, we look at a number of episodes in the Greek 
programme trying to understand to what extent these conflicts of interests have actually 
materialised and if they outweigh the benefits of the ECB's involvement in the Programme. 
We conclude that in several instances the ECB has found itself pursuing conflicting aims 
and facing difficult trade-offs in the area mentioned above. None of these conflicts of aims 
was related to the specific role of the ECB in the negotiating Troika, rather they had to do 
with the policy role of the ECB and the way it managed a particularly acute situation and its 
own exposure to it. Nevertheless they were sufficiently significant to suggest great caution 
and lead to set as a major objective to protect the ECB from additional risks of the 
same type.  
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1. INTRODUCTION 

The European Central Bank (ECB) has played an important role in the granting of financial 
assistance to the so-called programme countries. Together with the Commission and the 
IMF, the ECB is part of the Troika negotiating conditional assistance programmes and 
reviewing the progress made by the countries supported.  

The ECB has been an important player even before it was decided to give the first economic 
assistance programme to Greece. The European Council of 11th February 2010 called on the 
Commission to monitor implementation of reform measures in liaison with the ECB and 
drawing on the expertise of the IMF. A joint EC/IMF/ECB mission visited Athens from 
21 April to 3 May 2010 following a request for international financial assistance from 
Greece. On 2 May the mission concluded a staff level agreement for a joint euro area / IMF 
financing package of EUR 110 billion and supporting economic policies. On the same day 
the Eurogroup agreed to activate stability support to Greece via bilateral loans centrally 
pooled by the European Commission. On 9 May the IMF executive board approved a 
Stand-By Arrangement.1 After the first Greek programme, the ECB has participated in 
financial assistance programmes given to Portugal and Ireland and will also play an 
important role in the case of ESM support to Spanish bank resolution. 

The reason why the ECB was requested to participate in the Troika were never spelled out 
explicitly by European authorities. There is no straightforward rationale for this 
involvement. When the IMF provides conditional assistance to a country, including in non-
euro area countries such as in Central and Eastern Europe recently, the central bank is 
generally part in the negotiation, but on the receiving country’s side. The ECB is neither a 
provider of financial assistance nor a potential provider (as the European Commission). 
It also has a much more limited remit than the scope of the conditional 
assistance programme.  

We can see two potential reasons why the ECB was involved in the initial Greek 
negotiation. First, that the European Council had trust in the institution and wanted it to be 
part in the European negotiation team alongside the European Commission. Second, that 
the European Council wanted to give the central bank the possibility to participate in the 
policy discussions because it was fearful of possible recommendations from the IMF that 
would have challenged ECB policies.  

Two important questions are what role the ECB played de facto in the design of the 
financial assistance programmes and what role did it play in the review missions. 
Answering these two questions in a comprehensive way would require access to privileged 
insider information. In fact, The ECB does not publish its own independent assessment of 
the economic and political situation in the programme countries, the progress with the 
implementation of the programme, nor its assessment of the programme itself. Answering 
these two question therefore has to rely on anecdotal evidence.  

The Memorandum of Understanding (MoU) is drafted by the European Commission and 
given to the ECB for comments. The IMF, in turn, drafts the Memorandum of Economic and 
Financial Policy (MEFP). The MoU and the MEFP are made consistent in a number of 
meetings. By giving comments on the MoU and by sending a sizeable team of economists 
on the missions, the ECB plays a significant role in the actual shaping of the programmes 
and in the reviews of progress.  

Anecdotal evidence obtained by the authors of this study suggests that the ECBs role in the 
missions on Greece but also Ireland and Portugal was mostly focused on the 
                                                 
1  See European Commission (2010), The Economic Adjustment Programme for Greece, 26 May 2010, 

Occasional Paper. 
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financial/banking side as well as on the fiscal side. In the actual computation of the 
financing needs of a country, the ECB does not appear to play a significant role. This is 
mostly done by the European Commission and the IMF. On fiscal policy, the ECB usually 
adopted a rather strict line urging for more rapid consolidation than the IMF and the 
European Commission. For example in the case of Ireland, the ECB had insisted on the 
reaching of a 3% deficit already in 2013 while the other institutions leaned more towards 
achieving the goal in 2014. In the case of Greece, it also insisted strongly against debt 
restructuring and especially any form of involuntary restructuring of private claims on the 
Greek state. As regards the banking/financial component of the programmes, the ECB 
typically urged for larger financial packages for banks so as to strengthen the capital base 
of banks. Also the ECB urged for larger funds to protect depositors of banks. In the design 
of the precise structural reforms that are part of the programmes, the ECB played only a 
supporting role to the European Commission probably due to the fact that the Commission 
has greater and more detailed expertise in this area. 

This anecdotal evidence gives rise to a number of questions as regards the role of the ECB, 
the potential conflicts of interest with its mandate and its own interests. The next section 
discusses those on the basis of principle arguments. Section 3 then turns to a discussion of 
a number of key episodes in Greece. The final section provides some tentative 
policy conclusions. 
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2. POTENTIAL CONFLICTS OF INTEREST 

To assess the potential conflicts of interest that may arise from the ECB’s involvement in 
financial assistance programmes, we start by describing the model in a standard financial 
assistance programme given by the IMF. Conditional assistance by the IMF is based on 
simple principles. Lending is intended  

“…to give confidence to members by making the general resources of the Fund temporarily 
available to them under adequate safeguards, thus providing them with opportunity to 
correct maladjustments in their balance of payments without resorting to measures 
destructive of national or international prosperity." (Art. 1 of Articles of Agreement). 

 “Conditionality helps countries solve balance of payments problems without resorting to 
[such] measures. At the same time, the measures are meant to safeguard IMF resources 
by ensuring that the country’s balance of payments will be strong enough to permit it to 
repay the loan” (IMF Factsheet).  

The IMF model is therefore rather straightforward: the IMF acts as an independent principal 
that requests a country to implement policies that are conducive to  

(a) correcting the imbalances that led it to request assistance and  

(b) ensuring that the country will be able to repay the IMF, without resorting to 
measures that are harmful to itself or to its partners.  

This is a well-defined role that on the face of it is free of any conflict of interest. It is 
important to note that the IMF does not have other objectives than those stated above and 
that it is not part of the policy system of the countries it provides assistance to.  

In the EU the situation is different. To start with, the motivation for assistance is more 
specific. To quote from the ESM treaty, the purpose is  

“(…) to mobilise funding and provide stability support under strict conditionality, 
appropriate to the financial assistance instrument chosen, to the benefit of ESM Members 
which are experiencing, or are threatened by, severe financing problems, if indispensable 
to safeguard the financial stability of the euro area as a whole and of its Member States”.  

Whereas in practice assistance has been granted in parallel to IMF assistance, in principle it 
also serves the purpose of preserving euro-area stability.  

Second, the EU is a policy system, which has set itself many goals and is equipped with 
rules and procedures. This necessarily concurs to shaping policy conditionality. The very 
fact that ESM assistance is reserved to countries that have ratified the Treaty on Stability, 
Coordination and Governance (TSCG) is telling in this respect. Policy conditionality is bound 
to reflect the explicit or implicit hierarchy of EU aims and rules.  

Third, the ECB as well as the Commission are players in the EU policy system, whereas the 
IMF is external to the policy system of the countries it intervenes in. Together with the 
existence of aims and procedures, this creates the potential for conflicts of interest between 
the policy initiatives a “trusted adviser” would recommend to a government and the policies 
that are either recommended by EU institutions on the basis of rules and procedures or 
carried out by EU policy institutions. The former applies to the Commission and both apply 
to the ECB.  

The question to be investigated is whether the twin role of the ECB – as an actor of the 
European policy system and as the joint provider of advice to a government within the 
framework of a conditional programme – is creating conflicts of interest that are meaningful 
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enough to outweigh the potential advantages of ECB participation in the design and the 
negotiation of conditional assistance.  

To start with, ECB participation in the design and negotiation of conditional assistance has 
major advantages. Having an institution in charge of monetary stability and with a strong 
role in the preservation of financial stability participating in the country-specific 
programmes is a way to ensure that programmes will pay due attention to the preservation 
of these important euro area-wide public goods. 

That being said, conflicts of interest may arise. A first potential one relates to the central 
banks’ prime mandate, monetary policy. The ECB’s mandate is to secure price stability in 
the euro area as a whole and it has been very careful not to suggest that individual country 
performances matter over and above their impact on the average. This means that the 
inflation performance of small countries like Greece, Portugal and Ireland is essentially 
immaterial with respect to the fulfilment of the ECB price stability mandate. Yet, by being 
closely involved in the missions and programme design for countries within the euro area, 
the ECB becomes a player in policies outside of monetary policy and starts to have different 
interests. The pursuit of such interests could lead to a conflict with its core mandate. For 
example, it may be conceivable that the ECB decided to deviate from the price stability 
objective in order to help improve budgetary sustainability in a given programme country 
or even to conceal mistakes made in the assessment of the fiscal sustainability of that 
country. In a way the ECB could conceivably be trapped in a fiscal dominance game 
because of its own involvement in the assessment of the fiscal situation in particular 
countries. Such arguments may become more relevant if financial assistance were to be 
given to a larger country that has sufficient economic weight to change aggregate euro 
area numbers meaningfully.  

In turn, the clear mandate of the ECB may also lead it to have an institutional bias to give 
recommendations that are sensible from the point of view of price stability but may be in 
conflict with a successful programme. For example, the price stability focus and the fear 
that fiscal unsustainability in a particular country may result in pressures on the central 
bank to soften its monetary stance may lead the ECB to overemphasize ex ante the need 
for fiscal consolidation and put less emphasis than appropriate on the need for 
structural reform.  

A second potentially important area of conflict of interest is in the ECB’s liquidity policy. The 
ECB as any other central bank is a provider of liquidity to banks. In crisis times, the ECB 
becomes the lender of last resort to banks under significant stress. Banks in programme 
countries are typically under heavy stress and need to rely on ECB liquidity for their 
operations and in some cases also for their survival. In a normal financial assistance 
programme with the IMF, the IMF would include the liquidity management of the central 
bank in its programme and advise the central bank to provide liquidity to solvent but illiquid 
banks and to assist in the restructuring process of insolvent banks. In the euro area case, 
the ECB is influencing the policies of the Commission and the IMF on the design 
of the programme.  

Ex ante, it is in the interest of the ECB to minimize liquidity operations that constitute a risk 
to its own balance sheet. The ECB may therefore have an institutional bias towards 
classifying banking problems as solvency problems that have to be addressed through 
budgetary support or the bailing-in of private shareholders and creditors. It may therefore 
advocate larger EFSF/IMF funding for banks than a neutral adviser would call for and it may 
be overly restrictive in its definition of acceptable collateral compared to a central bank that 
is itself subject to the conditionality of a programme.  

Ex post however, the ECB may have a vested interest in the success of a programme it has 
been negotiating and it may therefore be providing liquidity on softer terms than normally.  
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Third, by buying government bonds in the framework of the Securities Market Programme, 
the ECB has become a creditor of the countries receiving financial assistance. This may 
influence the position it takes in the negotiations on fiscal consolidation and “private sector 
involvement” in debt restructuring. Ex ante, fear of such outcome may lead the ECB to be 
tougher on fiscal consolidation than warranted on broader economic grounds. Again, this 
turns the ECB into an interested party in discussions on the treatment of excessive public 
debt cases.2  

Overall, we identify three areas where a potential conflict of interest could arise: i) 
monetary policy; ii) liquidity policy and iii) the creditor status of the ECB. In the first and 
the last case, we find that it may lead the central bank to be more hawkish than justified 
on fiscal matters. In the second we find that it may be more favourable than justified to 
providing multilateral funding for bank support, either in the form of loans to the 
government or through direct recapitalisation (Table 1). 

Table 1: Potential conflicts of interest for the ECB 
Ex ante (programme 

negotiation) 
Ex post (programme 

implementation) 
ECB role 

Monetary policy Too tough on fiscal 
consolidation 

Too soft on inflation  

Liquidity policy Too tough on bank solvency Too soft on liquidity 
provision 

Creditor (SMP) Too tough on fiscal 
consolidation 

Too soft on inflation, too 
timid on restructuring 

 

On the other hand, it is again clear that the participation of the ECB in the programmes and 
the missions itself may also bring significant advantages. In particular, the ECB is one of 
the most important policy institutions for the successful solving of problems. This is a 
justification for it being present. At the same time, it would be odd to consider that the ECB 
should sit “on the other side of the table” in discussions on a particular country. After all, it 
is not the euro area as a whole that is requesting financial assistance but rather individual 
Member States – although if financial assistance was to be given to Italy and Spain, this 
argument would be weakened.  

The existence of potential conflicts of interest does not imply that these conflicts have 
actually materialised. The next step in the analysis is to discuss a number of episodes in 
the Greek programme. 

                                                 
2 This conflict of interest was a major argument against turning the IMF into an international bankruptcy court for 

sovereign as proposed by the Fund in the early 2000s. See for example Gianvitti et al. (2010).  
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3. ASSESMENT OF KEY EPISODES IN GREECE 

3.1. The ECB Collateral Policy 
One field in which the ECB was at risk of incurring conflict of interest is its collateral policy. 
Altering the eligibility requirements for the assets that banks can pledge determines on the 
one hand, banks’ access to liquidity and on the other hand, the risk accumulated on the 
Banks’ balance sheet. The developments of the Greek crisis pushed the ECB to deviate from 
its course on collateral policy quite significantly. 

On the 15th of October 2008, in the context of a number of extraordinary measures taken 
to address the most acute phase of the global financial crisis and enhance the provision of 
liquidity in the Eurosystem, the ECB relaxed its collateral framework. The list of assets was 
expanded and the credit rating of accepted assets was lowered from A- to BBB- with a 
haircut of 5% introduced on assets rated BBB-. This measure was temporary and supposed 
to be reverted in 2010. The scope of the move was to give some respite to the stressed 
financial system, allowing financial institutions to pledge at the ECB those assets for which 
there was not a market anymore. At that time, troubled assets did not include bonds and 
most importantly, government bonds of euro-area countries.  

Regardless from the fact that Greece had already been downgraded to BBB+ (below the 
pre-crisis lowest grade for eligibility), the ECB in early 2010 was still excluding to delay the 
return to the normal collateral policy. 

In the following months, however, pressured by the developments of the Greek crisis, the 
ECB apparently changed policy course. During a hearing before the European Parliament on 
the 25th March 2010, Jean-Claude Trichet pre-announced that the ECB would not revert to 
the normal collateral rules as expected. Details followed suit in the monthly press 
conference on the 8th April 2010: the Governing Council had decided to keep the minimum 
credit threshold for marketable and non-marketable assets at investment-grade level 
(i.e. BBB-/Baa3) beyond the end of 2010. In addition, the Governing Council had also 
decided to apply, starting in January 2011, a schedule of graduated valuation haircuts to 
the assets rated in the BBB+ to BBB- range (or equivalent), which until that moment were 
applied a uniform haircut of 5%. 

The decision was welcomed with mixed reactions by commentators. Some claimed that it 
showed the ECB’s contribution to the solution of the crisis and that it could be regarded as 
a message to the EU that Greece deserved support;3 others claimed it amounted to a 
reputation loss for Trichet and the Bank4 and that it was inconsistent with the stance firmly 
defended by the ECB only a few months earlier. 

The ECB made clear at several occasions that the decision was not formally addressed to a 
single country. However, it did not take long for this to change. On the 27th of April, 
Standard & Poor’s downgraded Greece to junk status, pushing the countries out of even the 
relaxed collateral framework. As a consequence, the ECB decided to suspend completely 
the application of the minimum credit rating threshold in the collateral eligibility 
requirements for debt instruments issued or guaranteed by the Greek government.5  

Behind this change of course there is a question of consistency. The ECB had itself been a 
strong advocate of the Greek adjustment programme, it had been part of the negotiations 
and it had been requested to make a judgement as a fully independent institution on the 
quality of the programme, to which it had given its endorsement. Moreover, the ECB had 

                                                 
3  http://www.reuters.com/article/2010/03/25/ecb-collateral-idUSLDE62O0P120100325. 
4  http://online.wsj.com/article/SB10001424052748703409804575143852594019696.html. 
5  http://www.ecb.int/press/pr/date/2010/html/pr100503.en.html. 

 

http://www.reuters.com/article/2010/03/25/ecb-collateral-idUSLDE62O0P120100325
http://online.wsj.com/article/SB10001424052748703409804575143852594019696.html
http://www.ecb.int/press/pr/date/2010/html/pr100503.en.html
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been asked by the Heads of State and Government to make an independent judgement on 
whether or not it was appropriate to activate the bilateral loans for Greece. And, based on 
its information about the state of the recovery programme of Greece, the Governing 
Council concluded that there was a case for activating the bilateral loans. Based on these 
elements, the ECB considered itself to be “sufficiently aware of the recovery programme of 
Greece and determined to approve this recovery programme” and that it “had to be 
consistent with this judgement as regards the eligibility of the Greek government bonds”.6  

Overall, the ECB certainly adapted its liquidity management significantly during the course 
of the crisis and potentially also in relation to events in Greece. However, we do not have 
clear evidence that this has been done as a result of the ECB having been a partner in 
the Troika.  

3.2. The Securities Markets Programme and the Private Sector 
Involvement 

On the 10th of May 2010,7 following an escalation in market tension, the Governing Council 
decided to activate what commentators called the “nuclear option”: an extraordinary 
programme to conduct interventions in the public and private securities markets 
(the Securities Markets Programme – SMP). 

The possibility for the ECB to buy government bonds had been an issue of contentious 
discussions in the previous months, but the ECB had never given any signal that it could go 
in this direction. In a later hearing before the European Parliament a few days after the 
decision to start the SMP, the ECB President explained that the decision had been taken 
because of the “risk that the normal functioning of markets and the first link in the 
transmission mechanism of monetary policy between the central bank and credit 
institutions could become impaired. This would have meant that the ability of banks, which 
are the primary source of financing in the euro area, to provide credit to the real economy 
could have been seriously harmed.” 

The purchases of government bonds were sterilised in order to comply with the ECB 
mandate of price stability. The Bank repeatedly stressed that the intervention had been 
decided taking into account the commitments made by euro area governments on 
Friday 7th May 2010, to “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”.  

Regardless of efforts to stress that the SMP was in line with the provisions of the Treaty, 
and that the decision had been taken in complete independence, some commentators 
argued that the measure was “borderline” with monetisation, posing threats to the ECB’s 
independence and credibility.8 An indeed, there is a question whether the SMP programme 
raises a conflict of interest with monetary policy. However, as the SMP purchases are fully 
sterilized, there is limited reason to believe that there is a conflict of interest with 
monetary policy.  

In addition, the SMP holdings became a matter of concern when European Heads of State 
and Government started to consider seriously the restructuring of Greek debt 
(Private Sector Involvement). The position of the ECB on the issue of restructuring was 

                                                 
6  http://www.ecb.int/press/pressconf/2010/html/is100506.en.html. 
7  http://www.ecb.int/press/pr/date/2010/html/pr100510.en.html. 
8  Der Spiegel reported in particular that German bankers were fearing a “French intrigue” behind the move of 

Trichet, which would have allowed French banks to off-load their significant holdings of Greek bonds while 
German bank were under pressure not to do that until 2013. More authoritatively, Axel Weber criticised this 
move publicly on several occasion http://www.spiegel.de/international/germany/row-over-ecb-handling-of-
euro-crisis-the-lonely-fight-of-monetary-dogmatist-axel-weber-a-733052.html. 

 

http://www.ecb.int/press/pressconf/2010/html/is100506.en.html
http://www.ecb.int/press/pr/date/2010/html/pr100510.en.html
http://www.spiegel.de/international/germany/row-over-ecb-handling-of-euro-crisis-the-lonely-fight-of-monetary-dogmatist-axel-weber-a-733052.html
http://www.spiegel.de/international/germany/row-over-ecb-handling-of-euro-crisis-the-lonely-fight-of-monetary-dogmatist-axel-weber-a-733052.html
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clearly negative since the very beginning of the crisis. Back in 2010, when the Van Rompuy 
task force was discussing reforms of the EMU economic governance, the ECB was explicitly 
against the German idea of introducing a mechanism for restructuring. Lorenzo Bini-Smaghi 
was the most outspoken about the inopportunity of Private Sector Involvement (PSI), 
which he opposed fiercely in many occasions. There rationale for this opposition seems to 
be more a concern about the effect that PSI would have had on financial stability in the 
euro area rather than on the ECB’s own balance sheet. “If debt restructuring is made too 
easy, or too orderly” – Bini-Smaghi said – “market participants may consider it the easy 
way out for countries and might be tempted to take speculative positions from which they 
would profit in case of default. In other words, a restructuring mechanism, if too simple, 
could lead to moral hazard. Furthermore, the very nature of the markets would mean 
contagion spreading immediately to the other countries, as participants would start 
guessing which other country might need to undergo restructuring”.9 

Overall, the ECB has very clearly argued that the position on the restructuring is not related 
to its own balance sheet but was determined by concerns about financial stability. 
Nevertheless, it is difficult based on available evidence to refute claims by commentators 
that balance sheet arguments may also have played a role. 

3.3. The renegotiation of Greek debt and the Private Sector 
Involvement 

At the occasion of the Eurogroup meeting of 21st February 2012, an agreement was 
reached about the Private Sector Involvement (PSI). In the run up to this decision, the 
issue of how to deal with the Greek government bonds that the ECB had bought under the 
SMP became a focus of attention.  

Commentators tended to present the situation as one in which the Central Bank was 
increasingly pressured to participate, both from official partners (IMF) and by private 
creditors, represented by the Institute of International Finance (IIF). In reality, neither the 
IMF nor the IIF called explicitly for the involvement of the ECB in restructuring.  

The official position of the Fund, in particular, has been very cautious.10 The IMF 
acknowledged that a reduction in Greek debt was needed to ensure sustainability and 
stated clearly that official sector support might have been needed to reach the target, had 
the renegotiation on debt held by private sector been insufficient. However, the Fund did 
not express a view on the relative contribution of private and official sector support nor on 
the form of the official sector involvement. In line with this, the IMF never asked the ECB to 
play specifically a role.11  

The ECB contribution to the renegotiation of Greek debt was also constrained strictly by the 
prohibition of monetary financing, which ruled out ex ante a number of options. The ECB 
was therefore clear on the fact that the negotiations on debt exchange were taking place 
between the Greek government and its private creditors, and that the ECB was not 
part of it.  

Eventually, on the 17th February 2012, the ECB exchanged its holding of Greek bonds 
bought under the SMP for new Greek bonds identical to those held but with new serial 

                                                 
9  Bini Smaghi re-stated his position a few months later in an even more forceful way stressing also that “at 

times markets have perverse incentives. In particular, large investors who have bought insurance against 
sovereign default, often without holding the underlying asset, stand to benefit greatly from the default and 
lobby in favour of it. They tend to encourage naïve governments to believe that debt restructuring can be done 
in an “orderly way”, distracting them from implementing the appropriate policy adjustment“. 

10  http://www.imf.org/external/np/tr/2012/tr012612.htm. 
11 The Eurogroup chairman Juncker was instead reported to consider openly with journalist the involvement of the 

ECB “The ECB must look, within the framework of its independence, what sort of contribution it can make to 
the debt reduction of Greece”. “I hope it will find something http://www.bloomberg.com/news/2012-02-
09/ecb-should-contribute-to-greek-debt-reduction-luxembourg-s-juncker-says.html. 

 

http://www.imf.org/external/np/tr/2012/tr012612.htm
http://www.bloomberg.com/news/2012-02-09/ecb-should-contribute-to-greek-debt-reduction-luxembourg-s-juncker-says.html
http://www.bloomberg.com/news/2012-02-09/ecb-should-contribute-to-greek-debt-reduction-luxembourg-s-juncker-says.html
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number, so that the Greek government could exclude them from the restructuring. The ECB 
therefore realised a profit on the bonds it had bought at lower value. These profits were 
disbursed to national central banks (NCBs) and NCBs in turn disbursed them to euro area 
Member States in line with the NCBs’ statutory profit distribution rules. The Eurogroup 
agreed that: “certain government revenues that emanate from the SMP profits disbursed 
by NCBs may be allocated by Member States to further improving the sustainability of 
Greece's public debt”. The decision of whether to give the money back to Greece or not was 
therefore left formally to the Member States concerned, with no automaticity, thus 
respecting the prohibition of monetary financing.  

Nevertheless, during the PSI debate the ECB found itself in an uncomfortable position. 
Holding about EUR 50/55 billion of Greek government bonds, the Bank was de facto an 
official creditor of Greece but its creditor status was of a completely different nature 
compared to that of the other official lenders. The purchases of Greek government bonds 
were justified as a way to restore monetary policy transmission in the euro area, so the 
credit was an indirect effect of the conduct of the ECB’s monetary policy, and not of its 
involvement in the Greek programme. In contrast, credits given by the EU and the IMF 
were given in a framework of formal conditionality and assistance. The ECB also argued 
that it could not participate in the deal as preserving the integrity of its balance sheet was 
crucial to ensure that price stability for the whole euro area could be conducted in complete 
independence. 

Overall, it is again difficult to refute claims that being a creditor to Greece may have 
shaped the ECB policy relative to the PSI.  
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4. CONCLUSIONS 

We started our analysis with the observation that ECB participation in the Troika 
negotiating and implementing conditional assistance to euro-area countries in trouble 
created potential conflicts of interest for the central bank. Specifically we observed that 
ECB involvement in assistance to specific countries could lead it to err ex post on the soft 
side, in order to increase the chances of successful programme implementation. 
Conversely, it could lead it to err ex ante on the hard side on some aspects of programme 
design in order to minimise the risk of being inclined to be soft ex post.  

Largely because of the lack of available written material, we have not been able to 
investigate comprehensively whether or not these conflicts have materialised. We have 
limited ourselves to investigating some aspects of the Greek programme and even in this 
case, we have not been able to conduct systematic interviews within the time frame 
available for this note. What follows should therefore be interpreted as preliminary findings.  

At the stage of our research, we have not found compelling evidence of conflicts of interest 
between the policy role of the ECB and its participation in the Greek programme. We have 
found however that in several instances the ECB has found itself pursuing conflicting aims 
and facing difficult trade-offs. This was the case when it redefined its collateral policy in 
2010; in early discussions on debt restructuring in 2010-2011; and in 2011-2012 
negotiations on the contours of the restructuring.  

None of these conflicts of aims was related to the specific role of the ECB in the negotiating 
Troika, rather they had to do with the policy role of the ECB and the way it managed a 
particularly acute situation and its own exposure to it. Nevertheless they were sufficiently 
significant to suggest great caution and lead to set as a major objective to protect the ECB 
from additional risks of the same type.  

In this context the pros and cons of direct ECB participation in the negotiation and the 
implementation of conditional financial assistance are worth a critical re-examination.  

Looking forward, two important debates are likely to further shape the role of the ECB in 
financial assistance.  

 First, with the creation of a new financial assistance institution, the ESM, the 
composition of the mission teams may change. In fact, the ESM respectively its 
precursor the EFSF, are already in a process of building up staff that could – if 
desired – participate in the formulation of programmes and in the missions. This will 
raise the question of whether the ECB should continue fulfilling the same role in 
programme design and implementation. 

 Second, the discussion on the creation of a banking union is advancing.12 A banking 
union consists of regulation, supervision, deposit insurance and resolution authority. 
Some of these functions may first be deployed in programme countries and may 
involve the creation of new European authorities. These new authorities, some of 
which may emanate from the ECB, will likely be involved in the debate and the 
shaping of financial assistance programmes. This would suggest that the ECB’s role 
should be also examined in the light of its likely future responsibilities. 

                                                 
12  Pisani-Ferry et al (2012) discuss central elements of a banking union and the transition towards such a 

banking union in detail. 
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