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Abstract
Monetary policy in the Eurosystem is ‘one and indivisible’, an exclusive EU
competence. However, there remains an operational distinction: while the
decision-making stage is centralized at the ECB, the implementation stage is
decentralized at the level of the National Central Banks (NCBs). In response to the
crisis the Eurosystem operational framework has undergone major changes with
the introduction of non-standard monetary policy instruments as well as the
recourse to emergency liquidity assistance or lender of last resort (LOLR).
Against this background, we assess the balance between centralization and
decentralisation, considering in particular the LOLR function both as regards
market liquidity assistance (ECB competence) and individual liquidity assistance
(national competence, NCBs). We discuss measures which may improve the
simplicity, transparency and cost efficiency of the existing operational framework
and facilitate the effective exercise of accountability by the European Parliament.
We further recommend that the role of the ECB in the provision individual liquidity
assistance be reconsidered in the light of Article 18 ESCB Statute (European
System of Central Banks) and the advent of banking union. We also argue that
data on Emergency Liquidity Assistance (ELA) should be reported, albeit with a
lag, and that all banks provide a disclosure policy.
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EXECUTIVE SUMMARY
•

Monetary policy is an exclusive EU competence for the Member States whose currency
is the euro.

•

Lender of Last Resort (LOLR) or Emergency Liquidity Assistance (ELA) comes in two
forms. The first is market liquidity assistance typically in the form of Open Market
Operations, which is the competence of the European Central Bank, and thus a
centralized competence. The second is individual liquidity assistance. Though the ECB is
competent to provide liquidity assistance to “financially sound” banks as part of its
regular discount policies, the provision of ELA to troubled illiquid but solvent banks in an
emergency situation is a national competence of the National Central Banks (NCBs),
thus decentralized.

•

Though the content of the decision to grant or not grant ELA is discretionary and falls
squarely upon the NCB concerned, there are parameters or contours that must be
observed from a procedural perspective for NCBs in the Eurosystem.

•

The restrictive interpretation by the ECB of the ESCB Statute (European System of
Central Banks) preventing it from acting as a lender of last resort to individual banks
should be revisited.

•

With the advent of banking union, the ECB has been endowed with some macroprudential powers.

•

ELA in practice is considered in the second part of the paper.

•

There are debates about whether central banks should be transparent about their use of
ELA. There are valid concerns that immediate transparency could increase the risk of a
bank run and make a financial institution even more illiquid.

•

At the same time, the ELA amounts are often substantial. Moreover, there can be real
losses to the public from an ELA extension. There are grounds to call for transparency,
perhaps with an appropriate lag to address concerns about adverse market reactions.

•

With this background, the paper reviews the availability of data from national central
banks based on a survey conducted for this paper. Several member states made data
on ELA use available to the researchers at an aggregated level that did not mention
bank names. A few, non-euro area member states also provided the amounts and
names at the bank level.

•

Many banks contacted did not provide a detailed disclosure policy. Of those that did,
two (France and the Netherlands) reported that their policy is never to reveal ELA.

•

Though the dataset is necessarily limited because some banks do not report ELA, we
also survey the amounts that appear in official central bank publications. The amounts
represented at least 65% of GDP in three member states.

•

We recommend that the role of the ECB in providing the last of last resort function be
reconsidered.

•

We recommend that data on ELA use be reported, but with a lag, with a five quarter
delay as already practiced by the Bank of England as reasonable. All banks should
provide a disclosure policy.

4
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1.

INTRODUCTION 1

In the EU context, the principle of centralization signifies an EU competence (that is a
competence that has been transferred from the national to the supranational level), while
the principle of decentralization refers to a national competence. Under EU law there are
exclusive competences, shared competences and national competences. 2 Monetary policy
for the Member States whose currency is the euro is an exclusive EU competence,
according to Article 3(1)(c) of the Treaty on the Functioning of the European Union (TFEU).
Article 127 TFEU clearly states that the single monetary policy is a basic task of the ESCB
and that its primary objective is price stability.
Though monetary policy in the Eurosystem is ‘one and indivisible’, given the unique
complex structure of the European System of Central Banks (ESCB), composed of the
European Central Bank (ECB) and the National Central Banks (NCBs) and the fact that only
the ECB and the NCBs of the Member States whose currency is the euro form the
Eurosystem, the actual implementation of monetary policy relies upon a degree of
‘operational’ decentralisation. Thus, while the decision-making stage of monetary policy is
fully centralized at the ECB, the implementation stage is decentralized. Article 12.1
paragraph 3 of the ESCB Statute states that ‘[t]o the extent deemed possible and without
prejudice to the provisions of this Article, the ECB shall have recourse to the national
central banks to carry out operations which form part of the tasks of the ESCB.’
NCBs act in a dual capacity. On the one hand, they are an integral part of the ESCB
(operational arms of the ESCB), when carrying out operations that form part of the tasks of
the ESCB, in accordance with Article 14.3 of the ESCB Statute. On the other hand, they are
also national agencies when performing functions which remain a national competence
subject to national law, provided these activities do not interfere with the objectives and
tasks of the ESCB in accordance with Article 14.4 of the ESCB Statute.
Monetary policy is a dynamic function, and its fluid contours with related functions such as
lender of last resort combine elements of centralisation and decentralisation as we explain
below. This complicates not only the conduct of monetary policy but also the mechanisms
of accountability, including the judicial review of the ECB actions and omission by the Court
of Justice of the European Union, CJEU (Article 35 of the ESCB Statute). 3
In this paper, we begin with a review of the policy and legal issues concerning the
decentralization of monetary policy in the European Union. We focus on the lender of last
resort function (LOLR) as well as on macro-prudential supervision. We then discuss and
evaluate the lender of last resort function and focus on the provision and reporting of
emergency liquidity assistance (ELA) focusing in particular on euro-area national central
banks. We provide a few policy recommendations and then conclude.

1

2

3

One of us (Hallerberg) would like to gratefully acknowledge research assistance from Patrick Sullivan. We also
thank national central bank staff who responded to our survey.
The principle of conferral (Article 5 of the Treaty on European Union - TEU) means that the EU can only act
within the limits of the competences that have been conferred upon it by the EU treaties. There are 4 types of
competences: exclusive (Article 3, Treaty on the Functioning of the EU, TFEU) such as monetary policy or
customs union; shared (Article 4 TFEU) such as internal market and agriculture; competences where countries
must coordinate policy under EU arrangements (Article 5 TFEU) such as economic policy and employment; and
competences where the EU can support, coordinate or supplement EU countries' actions (Article 6 TFEU) such
as tourism or culture. While the principle of conferral governs the limits to EU competences, the use of those
competences is governed by the principles of subsidiarity and proportionality. See http://eurlex.europa.eu/summary/glossary/competences.html.
For a discussion see generally Goodhart and Lastra, ‘Populism and Central Bank Independence” (2017).
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POLICY AND LEGAL ISSUES

2.
2.1.

Monetary policy and lender of last resort

Lender of last resort, a classic central banking function, is intimately related to the conduct
of monetary policy. Only the ultimate supplier of money can provide the necessary
stabilizing function in a nationwide scramble for liquidity, as the financial crisis amply
demonstrated, with conventional and non-conventional monetary policy measures. 4
LOLR or ELA comes in two forms. The 1st is market liquidity assistance typically in the form
of Open Market Operations, which is the competence of the ECB (thus centralized) and
forms part of its monetary policy responsibilities in accordance with Article 18 of the ESCB
Statute and Article 127 TFEU. 5 The 2nd is individual liquidity assistance. Though the ECB is
competent to provide liquidity assistance to “financially sound” banks as part of its regular
discount policies, the provision of ELA to troubled illiquid but solvent banks in an
emergency situation is a national competence of the National Central Banks (thus
decentralized), performed on their own responsibility and liability, in accordance with
Article 14.4 ESCB Statute and a Governing Council decision of 1999, though subject to the
fiat of the ECB’s Governing Council.
When euro-area credit institutions receive central bank credit through regular Eurosystem
monetary policy operations in accordance with Article 18.1 of the ESCB Statute, the rules
that govern the eligibility criteria of the counterparties and the collateral framework
(lending should be based on adequate collateral) are determined by the ECB. 6 In these
standard monetary operations the nineteen NCBs of the Eurosystem share the risk of any
losses in proportion to the size of their economies and populations. But when banks run out
of acceptable collateral for regular monetary policy operations, they may request ELA,
which is provided by the NCB at its own risk and at a higher interest rate (though ELA still
needs to be approved by the Governing Council). 7
4

5

6

7

The list of non-conventional measures adopted by the ECB since 2007 is long, comprising in chronological
order:
credit
easing
and
amendments
to
the
General
Documentation in
2007
http://www.ecb.europa.eu/press/govcdec/otherdec/2007/html/gc071026.en.html ; swap arrangements with
the
Federal
Reserve
Bank
of
New
York
in
2008
http://www.ecb.europa.eu/press/govcdec/otherdec/2008/html/gc080111.en.html and relaxation of collateral
requirements(https://www.ecb.europa.eu/press/pr/date/2008/html/pr081015.en.html;
Enhanced
Credit
Support Monthly
Bulletin,
June
2009,
p.9-10
and covered
bonds
purchase
programme
in
2009 (http://www.ecb.europa.eu/pub/pdf/mobu/mb200906en.pdf ; Securities Markets Programme in 2010
https://www.ecb.europa.eu/ecb/legal/pdf/l_12420100520en00080009.pdf ); LTRO or Long term refinancing
operations (http://www.ecb.europa.eu/mopo/pdf/mb201201en_box4.pdf?388e30a8c509bdb462e4ef995c16e4
13) in Dec. 2011 and Feb. 2012;Outright Monetary Transactions in August 2012 (press release of 6 September
2012); https://www.ecb.europa.eu/press/key/date/2013/html/sp130806.en.html forward guidance in July
2013; http://www.ecb.europa.eu/press/pr/date/2014/html/pr140605.en.html negative interest rates 2014
and Quantitative Easing, in Jan 2015
(https://www.ecb.europa.eu/press/pr/date/2015/html/pr150122_1.en.html)
The CJEU in the Gauweiler case confirmed that the role of ELA at a macro-level “is part of the ECB’s monetary
policy, as the objective of safeguarding an appropriate transmission of monetary policy is likely both to
preserve the singleness of monetary policy and to contribute to the ECB’s primary objective to maintain price
stability”. See Case C-62/14 Peter Gauweiler and Others [2014] OJ C129/11.
These rules are included in the so called “General Documentation” which has been updated and revised by ECB
Guideline (EU) 2015/510 of 19 December 2014 on the implementation of the Eurosystem monetary policy
framework (ECB/2014/60) The implementation of the Eurosystem’s monetary policy framework should ensure
that a broad range of counterparties participate under uniform eligibility criteria for the counterparties and that
lending should be based on adequate collateral.
Peter Praet in a speech on “The ECB and its role as lender of last resort during the crisis”, at the Committee
Capital Markets Regulation conference on The Lender of Last Resort – an international perspective, in
Washington DC, on 10 February 2016, at
https://www.ecb.europa.eu/press/pr/date/2015/html/pr150122_1.en.html explained the two approaches to
ELA in the context of the Eurosystem: “In responding to the worst financial crisis in a century, the European
Central Bank faced two challenges which we tried to address with two different approaches to our LOLR
function. First, we had to deal with a system-wide liquidity shock of unprecedented magnitude which, if left
unattended, would have developed into a liquidity crunch and, later, a disorderly contraction of the stock of
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Article 14.4 of the ESCB Statute 8 assigns the Governing Council responsibility for restricting
ELA operations if it considers that they interfere with the objectives and tasks of the
Eurosystem, for example if there is a threat to the singleness of monetary policy or an
obvious concern about a possible breach of the monetary financing prohibition. If the
Governing Council finds such interference, by a majority of two thirds of the votes cast, it
has a veto right over such operations. Failure of an NCB to comply with the Governing
Council’s veto under Article 14.4 ESCB Statute can result in an infringement action being
taken against them by the ECB before the Court of Justice under Article 271(d) TFEU. If
there is no objection and ELA is provided, responsibility for the provision of ELA lies with
the NCB concerned. Thus, any costs of, and the risks arising from, the provision of ELA are
incurred by the relevant NCB and are not shared by the Eurosystem as a whole.
The ECB has emphasised that the provision of ELA must be at the discretion of the NCB,
and that a credit institution cannot assume automatic access to this liquidity. This
discretionary approach reflects the need to address moral hazard concerns. Because the
NCB bears any potential losses of ELA, each NCB has discretion (subject to the fiat of the
ECB Governing Council) both as to the actual decision to grant or not ELA and as to the
criteria that it uses to evaluate requests for ELA, which includes the determination of
solvency and adequate collateral.
Though the content of the decision to grant or not grant ELA (assessing the risks involved
in order to act accordingly in each case) is discretionary and falls squarely upon the NCB
concerned (which will bear any potential risks, costs and losses), there are parameters or
contours that must be observed from a procedural perspective for NCBs in the Eurosystem.
The discretion that national central banks have in the provision of ELA is thus framed within
a system of rules. National practices on ELA must be consistent with EU law and ECB
requirements, in particular the relevant provisions in the Treaty and in the ESCB Statute,
the ELA procedures, first published in 2013 and recently revised again in 2017 9 (but in
existence since 1999), the ECB doctrine and guidance and the EU rules on state aid.
The ELA procedures aim to ensure that ELA operations do not interfere with the single
monetary policy, since there are risks that might result from ELA for the monetary policy
objectives of the Eurosystem. 10 That is why the ECB’s Governing Council may object or
restrict the provision of ELA by the NCB, why there are caps or limits on the amount that
can be lent or the length of the assistance and why a special information sharing
framework is applicable to any institution receiving ELA.

8

9

10

broad money and nominal income. We addressed this formidable stress by resorting to what I will term the
‘monetary approach’ to LOLR. (…) The main responsibility for the provision of ELA lies at the national level, i.e.
with the NCBs concerned. This means that any costs and risks arising from the provision of ELA are incurred by
the relevant NCBs. Nevertheless, in order to ensure that ELA operations do not interfere with the single
monetary policy, the ECB’s Governing Council may object to or restrict the provision of ELA, in line with the
Statute of the European System of Central Banks and of ECB and the NCB concerned and the institutions
receiving ELA are subject to a special information-sharing framework.”
Article 14.4 of the ESCB Statute reads as follows: “National central banks may perform functions other than
those specified in this Statute unless the Governing Council finds, by a majority of two thirds of the votes cast,
that these interfere with the objectives and tasks of the ESCB. Such functions shall be performed on the
responsibility and liability of national central banks and shall not be regarded as being part of the functions of
the ESCB.”
See https://www.ecb.europa.eu/pub/pdf/other/201402_elaprocedures.en.pdf and and
https://www.ecb.europa.eu/pub/pdf/other/Agreement_on_emergency_liquidity_assistance_20170517.en.pdf?
23bb6a68e85e0715839088d0a23011db
For example, where the government of a Member State could instruct an NCB to provide a large amount of
ELA, it could indirectly influence the Eurosystem’s monetary policy and the Eurosystem would be forced to
neutralise the effects of ELA on the monetary base in order to maintain price stability. See Zilioli at
http://pifs.law.harvard.edu/wp-content/uploads/2017/03/31-03-2017-HLS-Symposium-Chiara-Zilioli-The-roleof-lender-of-last-resort-in-the-Eurosystem_-3.docx.
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Article 130 TFEU protects the independence of both the ECB and the NCBs when exercising
the powers and carrying out the tasks and duties conferred upon them by the Treaties and
the ESCB Statute. Given the close interaction with the single monetary policy, the NCBs
must be independent from government instruction in decisions concerning ELA.
Furthermore, the principle of financial independence means that NCBs are required to have
sufficient financial resources to perform their tasks, including the provision of ELA, since
losses could have a knock-on impact on the exercise of ESCB-related tasks. Indeed, by
providing ELA to an insolvent bank, an NCB could compromise its capacity to carry out
monetary policy operations effectively. Any recourse to taxpayers’ money is a decision for
the fiscal authority (state task, not a central bank task). ELA cannot be granted to insolvent
institutions, but only to temporarily illiquid ones on the basis of adequate collateral.
The prohibition of monetary financing of Article 123 TFEU is considered essential to build
central bank credibility, which is necessary to achieve monetary policy effectiveness.
Indeed, the central bank’s ability to withstand government pressure to finance government
deficits via central bank credit is considered as the “economic test of central bank
independence.” 11 For the purposes of ensuring compliance with the prohibition on monetary
financing, the following criteria – under which a NCB may engage in lending to a solvent
credit institution on the basis of collateral in the form of a State guarantee – apply. First
the lending should be as short as possible. Secondly there must be systemic stability
aspects at stake. Thirdly the central bank needs to independently exercise full discretion
regarding the decision to extend ELA or not. Fourthly there must be no doubts as to the
legal validity and enforceability of any State guarantee under applicable national law. And,
finally, there must be no doubts as to the economic adequacy of any State guarantee. 12
The provision of ELA must also comply with the EU rules on state aid, since an inherent
subsidy exists whenever a central bank lends to an insolvent bank. State aid measures
must be approved by the European Commission, which has delineated in a number of
decisions and communications the contours of ELA activities that are compatible with the
internal market. For ELA not to fall under the ambit of state aid, among other things, (1)
the measure must be taken - in the words of the Commission’s communications - “at the
central bank’s own initiative” and (2) the institution receiving ELA must be solvent. 13
A final element in the discussion concerns the relationship between micro-prudential
supervision and LOLR. As evidenced by the Northern Rock crisis in the UK, which caught
the Bank of England by surprise, having timely information is crucial during financial crises
and the best way to ensure access is to have daily supervision by the central bank, as the
literature has noted. 14 Assistance on a rainy day requires surveillance on a sunny day.
The question arises: Is it appropriate to keep the existing arrangement when no treaty
amendment is needed but merely a change in interpretation, is it practical to follow the
existing practice? One of the co-authors (Lastra) has advocated elsewhere that the missing
pillar of banking union is lender of last resort and that in order to have the ECB in charge of
both market liquidity assistance and individual liquidity assistance no treaty revision is
11
12
13

14

See Rosa M Lastra, International Financial and Monetary Law (Oxford University Press, 2015), para. 2.130.
ECB Opinions CON/2008/46, paragraph 4.3 and CON/2008/48, paragraph 3.9.
The Commission ‘Banking Communication’ of July 2013 on state aid support measures for banks http://eurlex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52013XC0730%2801%29&from=EN states in Paragraph
62: The ordinary activities of central banks related to monetary policy, such as open market operations and
standing facilities, do not fall within the scope of the State aid rules. Dedicated support to a specific institution
(commonly referred to as ‘emergency liquidity assistance’) may constitute state aid rules unless the following
cumulative conditions are met: (a) the credit institution is temporarily illiquid but solvent…; (b) the facility is
fully secured by collateral…; (c) the central bank charges a penal interest rate…(d) the measure is taken at the
central bank’s own initiative, and in particular is not backed by any counter-guarantee of the state.
See Goodhart and Schoenmaker (1995).
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needed. Article 18 ESCB Statute and the principle of subsidiarity provide sufficient legal
basis, in particular in the context of the Single Supervisory Mechanism (SSM)/Banking
Union. LOLR/ELA links monetary policy and supervision. The restrictive interpretation by
the ECB of the ESCB Statute preventing it from acting as a lender of last resort to individual
banks should be revisited.
2.2.

Monetary policy and macroprudential supervision

According to the 2009 House of Lords Report on EU financial regulation and supervision:
Macro-prudential supervision is the analysis of trends and imbalances in the financial system and the
detection of systemic risks that these trends may pose to financial institutions and the economy. The focus
of macro-prudential supervision is the safety of the financial and economic system as a whole – the
prevention of the materialization of systemic risk. Micro-prudential supervision is the day-to-day
supervision of individual financial institutions. The focus of micro-prudential supervision is the safety and
soundness of individual institutions and also consumer protection. The same or a separate supervisor can
carry out these two functions. If different supervisors carry out these functions they must work together to
provide mechanisms to counteract macro-prudential risks at a micro-prudential level. (House of Lords,
2009) 15

Since November 2014 with the entry into force of the SSM regulation (the first pillar of
banking union), the ECB is the supervisory authority for significant credit institutions in the
euro area. 16 The ECB is also involved in the pre-insolvency phase in resolution.
With the advent of banking union, the ECB has also been endowed with some macroprudential powers, according to Article 5 of the SSM Regulation. Responsibility for macroprudential policy is now shared between the ECB, national authorities/councils of financial
stability 17 and the European System Risk Board (ESRB) (though the latter’s ‘powers’ are
limited). 18
As indicated in the paper on the interaction between monetary policy and banking
regulation by Goodhart and Lastra, 19 asset markets – especially the housing market – are
not homogeneous throughout the euro area. Thus, while the ECB can, and should, aim for a
single euro-wide macro-prudential policy, for the foreseeable future macro-prudential
policies should be heterogeneous across markets and countries.

15

House of Lords’ European Union Committee (2009). “The future of EU financial regulation and supervision” at
https://publications.parliament.uk/pa/ld200809/ldselect/ldeucom/106/106i.pdf.

16

This represented a marked change in the role of the ECB, which prior to the introduction of the SSM lacked the
resources or ability to act as the supervisory authority. See e.g., ECB Press Release (October 2014), Statement
on New York Times Articles, at https://www.ecb.europa.eu/press/pr/date/2014/html/pr141017_1.en.html.
The CRD IV/CRR includes a number of macro-prudential instruments, such as counter-cyclical capital buffers,
systemic risk, buffers, buffers for global systemically important institutions (G-SII) and other systemically
important institutions (O-SII).

17

18

Up until the end of 2014, the structural arrangements for macroprudential supervision within the EU were as
follows: (a) The ESRB provided general analytical advice; (b) The competent (or designated) authority within
each Member State took the actual decisions whether, and what, macro-prudential measures to apply; (c) The
EBA attempted to coordinate. See EBA Report (July 2015).

19

http://www.europarl.europa.eu/RegData/etudes/IDAN/2015/563458/IPOL_IDA(2015)563458_EN.pdf, p. 37.
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PRACTICES OF DECENTRALIZATION: LENDER OF LAST
RESORT AND THE PROVISION OF EMERGENCY
LIQUIDITY ASSISTANCE

3.

We focus in this section on the rules and actual practice of emergency liquidity assistance
(ELA) to individual credit institutions where national central banks play a central role and
thus the principle of centralization (national competence) is applied. ELA as provision of
individual liquidity assistance is a loan to a financial institution that has difficulties
borrowing in markets. This makes the central bank in question the lender of last resort
(LOLR). The concept is established and has been in place for at least two centuries. As
Bagehot suggested: “to avert panic, central banks should lend early and freely (i.e. without
limit), to solvent firms, against good collateral, and at high rates” (Tucker 2009, p.5).
Each of these elements that Bagehot described is important today. When a financial
institution approaches a central bank for ELA, the central banks will first determine whether
the financial firm is solvent. If the central bank judges that the firm is insolvent, it should
then begin procedures to resolve the bank and not extend ELA. If, however, it decides that
the bank is solvent, it then asks for appropriate collateral to cover the loan and, as Bagehot
urges, it charges interest for that loan. There are concerns about “moral hazard” that is,
that banks will engage in more risky behaviour if they know that the national central bank
is available to lend to it when it gets in trouble. For this reason, the interest rate is
supposed to be high. Some central banks may prefer “constructive ambiguity” about
whether the central bank really will step in with ELA so that financial firms do not have
certainty that the central bank will provide ELA. But when this system works, solvent firms
are saved, insolvent firms are wound down, and the government can make some money.
There are a few factors to note here before proceeding specifically to the design and use of
ELA in Europe.
Decisions on whether to extend ELA may need to be taken in a matter of hours, and this
time pressure can affect the ELA process in ways that lead to potentially large liabilities for
the central bank, and indirectly for the government. Alistair Darling, for example, recalls
that he was at a meeting in 2008 in the morning when he received a phone call that the
Royal Bank of Scotland (RBS) would run out of money in two to three hours if nothing was
done. 20 This time pressure has several implications for the classic Bagehot model.

20
21
22

•

First, while there may be established procedures to judge solvency, the data may
not be that clear at the height of a financial crisis.

•

Second, the market value of collateral may be questionable if markets in general are
illiquid.

•

Third, the value of non-tradable assets, such as loans, and collateral, such as
commercial property, may be unclear. 21

•

Fourth, there may be broader concerns for a central bank at the height of a crisis in
assessing whether a particular firm is solvent. If the central bank lets a large
financial firm collapse, it could have a severe impact on its financial system. There
will be significant pressure on a central bank to lend to the troubled firm in this
case. 22

“Alistair Darling: from here to uncertainty.” Financial Times. August 31, 2017.
See Dobler et al. (2016).
See Gandrud and Hallerberg (2017a), who describe this dilemma for the central bank, and who provide a
model for when central banks will extend ELA and/or guarantees of bank bonds. Note that guarantees involve
no transfer of money to the troubled financial firm, but they are also not secured by collateral.
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The gist of this is that a firm that fails despite the inflow of ELA may not be able to pay
back the central bank, and its collateral may not cover the value of the loan. A central bank
may face substantive losses from this transaction (Magnus and Xirou 2017, p.4). NCBs
must follow the ECB ELA procedures/agreement as regards the various steps involved, and
consider the liability (potential loss) if the loan is not repaid and the collateral does not
cover the loan. In the Irish case, the Central Bank of Ireland ultimately assumed liability of
25 billion euros of long-term bonds issued to cover remaining ELA debt. 23 This means that
the public sector in Ireland had to borrow to cover these loans.
Another factor concerns the source of the funds for ELA. In practice, a central bank simply
creates the money and transfers it to the troubled bank. It is then expected to destroy that
money once the loan is paid back. But note that the creation of ELA by definition increases
the money supply. This, in turn, can affect prices in a given country, and it can potentially
affect the monetary policy of the euro area if its size is significant enough as discussed
above. The problem is compounded because the issue of euro notes is an ECB competence.
These are general points about the use of ELA in any country. Below we discuss the
situation specifically in the European Union with regard to transparency and the use of ELA.
3.1.

Transparency of ELA in the European Union

“Transparency” in this context refers to the availability of information about the use of
ELA. 24 National central banks that provide ELA must provide eight pieces of information to
the ECB, from the details about the ELA itself (e.g., counter-party, value date and majority
date, currency, guarantees or collateral including any haircuts to the value of collateral, and
interest rate), reason for the ELA and others (ECB, “ELA Procedures/Agreement”).
Of course, others may be interested in this information as well. Markets may react
immediately if they find out that the central bank is providing ELA to a specific institution
and shareholders may want to sell their stock. While there are specific rules about the
transparency of the accounts of firms that are listed on markets, there is a general
consensus that this type of immediate transparency is bad—such transparency can worsen
the problems that a financial institution already has with liquidity and lead to its collapse.
In a report, the Bank of England blamed the release of information about its assistance to
Northern Rock in 2007 as a reason for the run on this bank that happened after this
information became public. 25
In response to these concerns about the effects of
transparency on market, in the EU, there are exceptions written into the guidelines the
European Banking Authority issued in 2014 on the disclosure of pledged assets that are
designed to keep the provision of ELA secret (Magnus and Xirou 2017, p. 2).
Beyond market concerns, there are arguments that the public should be made aware of the
amount of ELA at some point, which parallel more general arguments about the desirability
of supervisor transparency. As Ottmar Issing argued in 2001, “in a democratic society, a
high degree of transparency and accountability in monetary policymaking reinforces the
legitimacy of the central bank and consolidates the public support for its price stability
mandate.” 26 In practice, the level of financial supervisor transparency varies across
countries. Liedorp et al. (2013) find real variation in the amount of transparency
supervisors provide in terms of several dimensions, which they list as political, economic,

23

24

25
26

See the discussion on https://www.skadden.com/insights/publications/2014/01/restructuring-ela-liabilitieslessons-from-ireland.
There are more expansive definitions in the literature. The Working Group on Policy Challenges and Open
Issues in Liquidity Assistance (2017) considers ex ante, real time, and ex post transparency. We focus on the
rules concerning real time and ex post transparency here.
Bank of England 2014.
Liedorp et al. 2013, p. 311.
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procedural, policy, and operational transparency. Gandrud, Hallerberg, and Véron (2016)
survey whether supervisors provide individual-level bank data on the financial institutions
under their remit. In the United States, the supervisor makes this information available on
a quarterly basis for all 8.200 banks in a readily downloadable format on the web. No
European supervisor approaches this standard, and these authors find that only nine
supervisors provide any such data at all. 27
In Table 1, we report data from a survey we did for this paper on whether a given national
central bank has used ELA, and whether it has a disclosure policy. We intentionally
approached the official communications office of a given bank. If we did not receive a reply
after two e-mails, we called them repeatedly. Our goal was to gather information that is
public, and that a member of the public could receive. 26 of 28 central banks responded,
with only Italy and Luxembourg not providing any type of response. For reporting
purposes, we divide the member state by whether they are in the euro area. This implies
more ECB participation as the Governing Council has a veto over ELA requests by national
central banks as established in the ECB ELA procedures/agreement.
There is some variation, though the results in general fit with previous research on the
transparency of supervisors. Nine of eighteen Eurozone member states report something
about actual ELA use, while another two report that they have never used ELA, so they
provide information as well. Importantly, some member states that clearly had significant
bank failures and may have used ELA, such as Austria, France, the Netherlands, and Spain,
did not provide any information. For those outside of the Eurozone, six of the nine reported
data on ELA in some form, while the Bulgarian central bank noted that it is not responsible
for ELA and has no information.
In terms of the detail of the figures, in most cases, the reporting is in aggregated form and
not by individual bank, which fits the general secrecy of individual level data at supervisors
that Gandrud, Hallerberg, and Véron (2016) find. Important exceptions that did report
individual banks are non-euroarea member states Croatia, Denmark, Sweden, and the UK.
A second exercise we conducted was to ask for the official disclosure policy on ELA if there
was one in place. 12 of 28 had some sort of policy they could report to us, including
statements from the French and Dutch central banks that their policy was not to disclose
anything to ELA use. It is of course possible that the person in a public affairs office of a
bank did not know the policy, so there is possible reporting error in these figures. Yet there
are some puzzling results. Some banks that have a policy of not reporting ELA, such as the
Hungarian one, still responded to our question about ELA’s use. The one we found most
detailed came from the Bank of England, where the policy since 2014 is to consider
whether to report ELA and, if so, to provide information with a five-quarter lag. Given
concerns about a bank run if information is provided immediately but also with worries
about the transparency of figures at some point, this detailed policy also seems to be
reasonable.

27

A tenth case, de Nederlandsche Bank, began to provide such data in January 2016. For an analysis of why
there is such variation in the European Union, see Gandrud and Hallerberg (2017b), which compare the Dutch
and German cases in particular.
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Table 1:

National Central Bank Policies on the Disclosure of ELA

Euro area

Central Bank

Information Provided?

Disclosure Policy

Austria

Oesterreichische
Nationalbank

No - do not publish any names of
institutions or data

Yes - does not disclose

Belgium

National Bank of
Belgium

Yes - Annual Reports and Financial
Stability Reviews mentioning ELA

Unclear

Cyprus

Central Bank of
Cyprus

Yes - directed to Annual Reports,
aggregate end of year amounts

Yes - publishes information in
Annual Reports

Estonia

Eesti Bank

Yes - However, Bank has
provided ELA since joining EU

Yes- amount of ELA would be
included in the annual report

Finland

Bank of Finland

Yes - has never provided ELA since
foundation of Eurosystem

No - does not
disclosure policy

France

Banque
France

No - not in favor of any disclosure

Yes - does not disclose

Germany

Deutsche
Bundesbank

Yes - name of bank, amount in
Financial Stability Review

Unclear - referred to Section 8 on
ECBs ELA agreement 28

Greece

Bank of Greece

Yes - decisions on ELA amounts in
aggregate terms

Yes - disclosure framework has
been introduced

Ireland

Central Bank of
Ireland

Yes - available in annual reports,
such as some context and amounts

Unclear - would not comment
further on disclosure policy

Italy

Bank of Italy

No reply to initial or follow up
inquiry

Unclear

Latvia

Latvijas

Bank of Latvia: Unclear 29

Unclear - would not comment
further on disclosure policy

Lithuania

Bank
Lithuania

Yes - should such an event occur

Yes - aggregated information in
statements and annual reports

Luxembourg

Banque centrale
du Luxembourg

No reply to initial or follow up
inquiry

Unclear

Malta

Central Bank of
Malta

Unclear - has never granted ELA
since joining EU in 2004

Unclear - would abide by ECB's
agreement on ELA, disclosure

Netherlands

De
Nederlandsche
Bank

No

Yes
"Does
not
publish
information about the provision of
ELA to banks"

Portugal

Banco
Portugal

Yes – no individual bank data; but
total amounts of outstanding ELA in
Monthly Statistical Bulletin 30

Yes - in principle, ELA operations
are confidential

Slovakia

Národná banka
Slovenska

Yes - has not provided
operations until now

ELA

Unclear - would not comment
further on disclosure policy

Slovenia

Bank
Slovenia

of

Yes - includes use of ELA in annual
reports, reports on banks closures

Yes - publishes information on
ELA in annual reports

Spain

Banco
España

de

No - information not published for
confidentiality reasons

Unclear - disclosure policy is not
publically available

28
29

30

de

Banka
of

de

not

have

official

This text leaves discretion to member states.
We also spoke with the Financial and Capital Market Commission. The spokesperson noted that there was a the
"single case" of ELA.
ELA for one specific bank was mentioned in an extraordinary meeting of the Board of Directors, during the
resolution process of Banco Espírito Santo in August 14.

PE 607.345

13

Policy Department A: Economic and Scientific Policy

Non-Euro area

Central Bank

Information Provided

Disclosure Policy

Bulgaria

Bulgarian
National Bank

Yes – Bulgarian National Bank has no
responsibility for ELA

No

Croatia

Croatian National
Bank

Yes - information, including bank
names included in Annual Reports, in
Press Releases, and on the website

No - "Croatian National Bank has
no official disclosure policy on the
provision of ELA"

Czech Republic

Czech
Bank

No - was told to contact ECB

Unclear

Denmark

Danmarks
Nationalbank

Yes – provided information regarding
four ELA episodes, along with the
name of institutions

No - "Danmarks Nationalbank
does
not
have
an
official
disclosure policy on ELA"

Hungary

Magyar Nemzeti
Bank

Yes - Bank has not provided ELA in
the past several years

Yes – does not disclose "based on
obligation of secrecy with respect
to business secrets"

Poland

Narodowy
Polski

Bank

Yes - no official information, but did
list the name institution that received
ELA in August 2015

Yes - does not officially disclose
full information on ELA facility

Romania

National Bank of
Romania

No
routed
to
open-marketoperations page of website, where no
mention of ELA was listed

Unclear

Sweden

Sveriges
Riksbank

Yes – institutions and amounts were
provided in press releases and are
available on the bank’s website

Unclear – was only provided with
information provided on website

UK

Bank of England

Yes - has provided information
regarding ELA packages to several
banks

Yes - decisions on disclosing ELA
made on quarterly basis, ELA
'episodes' that have been chosen
to be disclosed can be deduced
from balance sheet reports with
five-quarter lag

National

Source: From one of the author’s survey of central banks in August and September 2017 for this paper.

3.2.

Use of ELA in the European Union

The discussion of transparency first was necessary because we clearly do not have a
complete sample of the use of ELA. Many central banks do not reveal its use.
At the same time, we do have enough information to point out potential conflicts.
One issue that arises is the interplay between liquidity assistance from the ECB as part of
its normal monetary policy operations and liquidity assistance from a national central bank.
As Whelan (2013, p. 29) documents well, in the Irish case Irish banks originally went to the
ECB for liquidity. When these banks ran out of collateral the ECB judged as acceptable,
they turned to the Bank of Ireland for emergency liquidity assistance first in 2009 then
again in 2010. By the end of 2011, the main bank that received aid, the Irish Bank
Resolution Corporation (IBRC), had ELA liabilities of 40 billion euros and ECB liabilities of
only 2 billion (Whelan 2012, p. 655). The important difference between the two types of
assistance is that all euro-area banks are on the hook for any losses if the money comes
from the ECB but only the Bank of Ireland is liable with ELA. The Bank of Ireland judged
the collateral that the ECB would not take as acceptable enough for ELA. As discussed
above (Praet fn 8):
Euro area credit institutions can receive central bank credit not only through Eurosystem monetary policy
operations but, exceptionally, also through ELA. Cases in point are banks which have run out of collateral
considered as eligible under our monetary policy framework or whose counterparty status has been
suspended on the grounds of prudence. (…). The main responsibility for the provision of ELA lies at the
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national level, i.e. with the NCBs concerned. This means that any costs and risks arising from the provision
of ELA are incurred by the relevant NCBs.

We report below both the highest single episode of ELA use and the aggregate of what we
found across episodes. Note that if a central bank reported an aggregate of ELA use in an
annual report but did not break it up by episode we did not include it. We also converted all
figures to euros. Clearly, the Bank of England extended much more ELA than any other
bank. Figure 2 presents data as a percent of the given economy in 2007, or in the last year
before the beginning of the global financial crisis. In this case, the (cumulative) extensions
in Cyprus, Greece, and Ireland are substantial and amount to at least two-thirds of GDP.
But one should be careful reading too much into these figures because of the lack of
reporting of the data. We know that there was significant stress on the financial systems of
France and the Netherlands, but both member state banks have an explicit policy of
reporting nothing about ELA even years after its use. In Italy, press reports support that
ELA has been used for Monte dei Paschi di Siena, but we have no information provided by
the Bank of Italy for this case. 31
Figure 1:

Use of ELA since 2008 from Official Central Bank Documents, in 2017
EUR (bn)

Source: From official sources provided by national central banks in the European Union. Note for UK: Unclear if
Royal Bank of Scotland and Halifax Bank of Scotland episodes are included in special liquidity scheme in reported
ELA Episodes.
Note for Croatia: The use of ELA occurred before joining the EU in 2013.

31

The Wall Street Journal reported that the Bank of Italy extended about 2 bilion euros to Monte dei Paschi di
Siena in one episode in 2011. “Bank of Italy Loan to Lender Was 'Classic' Move, Official Says.”
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Figure 2:

Use of Emergency Liquidity Assistance (ELA) As a Proportion of 2007
GDP

Source: From central banks in the European Union.
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4. RECOMMENDATIONS ON THE LENDER OF LAST RESORT
FUNCTION
4.1.

Revisiting ELA

The restrictive interpretation by the ECB of the ESCB Statute preventing it from acting as a
lender of last resort to individual banks should be revisited.
As noted earlier in this paper, to have the ECB in charge of both market liquidity assistance
and individual liquidity assistance requires no treaty revision. Article 18 ESCB Statute and
the principle of subsidiarity provide sufficient legal basis.
4.2.

Release information on the provision of ELA with a lag

The public has a right to know when the central bank creates money to give to a financial
institution with liquidity problems. But immediate release of the information can cause
panics. Require national central banks to report aggregate information in annual reports, as
several member state central banks already do. Also, concerns about specific bank
episodes mean that amounts and bank names should also be made public with a lag. The
Bank of England’s stated policy of releasing the data (at least in a form that can be
deduced from the balance sheet) with a five-quarter lag is an attractive model. A rebuttal
will be that some banks may still be receiving ELA after five quarters. But this then gets to
point that ELA should be temporary, and that it should be paid back. There are costs
involved to the government and the financial institution alike if the ELA continues quarter
after quarter, which is why liquidity assistance is meant to be temporary. In fact, greater
transparency is another way to address moral hazard. These costs make it less likely that a
financial institution would want to receive ELA.
4.3.

All Member State central banks should have a clear disclosure policy
concerning ELA that is public

One cannot evaluate the policy without knowing what it is. Even under “constructive
ambiguity” it is important to know what information a bank will provide to the public, and
when that information (if any) will be available.
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5.

CONCLUSION

The paper considered the balance between the principle of institutional centralization and
operational decentralization in the conduct of the Eurosystem’s monetary policy and in the
conduct of related functions, notably lender of last resort and macro-prudential supervision.
While market liquidity assistance is an ECB competence (centralized, since it is part of its
monetary policy operations), individual liquidity assistance remains a national competence
of the NCBs, due to the ECB’s own restrictive interpretation of the Treaty and the ESCB
Statute. With the advent of banking union, this ought to change.
The paper also evaluated the use of emergency liquidity assistance (ELA) to individual
institutions by national central banks. It finds that several NCBs make public their use of
ELA. Of those that reported any policy on the reporting of ELA, three had amounts equal to
more than two-thirds of their total economy. While the sample is necessarily constrained
because not all central banks reported figures, the review suggests that these amounts
represent potentially substantially large liabilities for a central bank, and for a government.
We urge that information on the ELA amounts be reported with a suitable lag. One could, of
course, argue that the reporting of detailed information with even a lag might damage the
reputation of a given bank. But one should also consider the consequences of no reporting.
From an economic perspective, this may allow a central bank to keep a bank alive that
ultimately should be wound down.
Even if there are good reasons to continue the ELA
provision, having the central bank justify those reasons would increase the legitimacy of
the bank’s policies before the public.
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