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The Eurosystem implements monetary policy by providing collateralised loans to banks. These and 

other monetary policy operations are used to guide the level of market interest rates. Central 

banks also play an important role in ensuring that temporary fluctuations in banks’ liquidity 

situation do not hamper their functioning (e.g. settlement activities) or cause undesirable changes 

in market rates. For this purpose, national central banks (NCBs) provide overnight credit via a 

marginal lending facility at a higher rate than in other monetary policy credit operations. 

Banks can receive credit from their central bank if they fulfil the eligibility criteria set for 

counterparties, including solvency. Financially sound banks receive credit in monetary policy 

operations only against eligible collateral accepted by the Eurosystem. Banks post collateral 

mainly in the form of securities, such as government bonds or corporate bonds. When granting 

credit, the Eurosystem ascertains that the securities fulfil the eligibility criteria, including a 

sufficient credit rating. The criteria are uniform throughout the euro area. Underlying assets are 

also subject to a haircut, i.e. they are not accepted as collateral at full value. These assets are 

revalued on a daily basis to allow the Eurosystem to keep track of the eligibility and sufficiency of 

collateral. 

In exceptional circumstances, Eurosystem central banks can also grant credit to banks outside 

monetary policy operations. This is called emergency liquidity assistance (ELA). ELA is a temporary 

measure. It is provided by the counterparty bank’s NCB, which also bears the costs and risks 

inherent in the operation. 
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ELA operations increase the amount of liquidity in the banking system. It is the responsibility of 

the Eurosystem – in practice, of the Governing Council of the European Central Bank – to ensure 

that ELA does not interfere with the objectives and tasks of the Eurosystem. In accordance with 

the Statute of the European System of Central Banks, the Governing Council must also restrict 

ELA operations if they are not in line with the objectives and tasks of the Eurosystem. To enable 

the Governing Council to carry out a proper assessment, it must be informed of such operations 

and of changes to them in a timely manner. 

When making its request [to provide ELA], the NCB must provide information on the counterparty 

bank, the value date, volume and interest rate of the ELA, as well as the reasons for providing it. 

Such reasons could include deposit outflows or margin calls. The decision on the collateral against 

which [ELA] credit can be provided lies with the NCB concerned. It informs the Governing Council 

about the collateral and valuation. The authority supervising the recipient bank provides an 

assessment of its liquidity position and solvency. If necessary, the Governing Council may decide 

to set a threshold on the volume of ELA operations intended for individual banks or groups of 

financial institutions, and on haircuts. 

Banks hold large amounts of government bonds. When the rating of a government bond falls, its 

eligibility as collateral changes as well. In the case of Greece, until early 2015 the Governing 

Council exceptionally and almost without interruption accepted Greek government bonds as 

collateral in monetary policy operations after Greece had started implementing its first economic 

adjustment programme in 2010. The government bonds no longer fulfilled the minimum credit 

rating requirements, so their eligibility was conditional on the implementation of the EU/IMF 

adjustment programme. 

In early 2015 the Governing Council reviewed the use of Greek government bonds as collateral in 

monetary policy operations. In February the Governing Council noted that it was no longer 

possible to assume that the programme was progressing as agreed, which was the condition for 

eligibility. Debt instruments issued or guaranteed by the Greek government no longer fulfilled the 

eligibility criteria for use in monetary policy operations. The Governing Council announced that 

the resultant liquidity needs could be satisfied by the NCB within Eurosystem rules. 

Towards the end of June the situation evolved to the point where euro area ministers of finance 

confirmed that negotiations on the adjustment programme had been stopped and the EU 

adjustment programme in force would end on 30 June 2015. 

The Governing Council also discussed the situation in its meeting on 28 June 2015. It took note of 

Greece’s decision to discontinue the EU adjustment programme. The Governing Council decided 

to maintain the ceiling on the provision of ELA to Greek banks at its prevailing level. The decision 



was based on considerations regarding the solvency of the banks, the value of the collateral and 

the alignment of the operations with monetary policy objectives. The Greek government and the 

Bank of Greece set limits on deposit withdrawals. 

The Governing Council continued to discuss the situation in Greece and the Bank of Greece’s ELA 

proposal on 6 July and decided to maintain the provision of ELA to Greek banks at the prevailing 

level. In addition, haircuts on collateral accepted by the Bank of Greece for ELA were adjusted. The 

Governing Council said it was closely monitoring the situation in financial markets and the 

potential implications for the monetary policy stance. 
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