Summary of Chapter 7

1. Introduction to the ECB
The ECB was established in 1998 and is headquartered in Frankfurt, Germany.
Its main responsibilities are:
· managing the euro, 
· conducting monetary policy for the Eurozone, 
· and maintaining price stability. 
The ECB’s primary objective is to keep inflation below, but close to, 2% over the medium term. 

2. Currency Crises and the ECB’s Role
A currency crisis occurs when a currency rapidly loses value due to factors such as:
· high inflation, 
· economic instability, 
· or excessive government debt. 
In such situations, the ECB intervenes to:
· stabilize the euro, 
· protect financial markets, 
· and restore investor confidence. 

3. ECB Crisis Management Tools

We explain several monetary policy tools used by the ECB during crises:
a)Interest Rate Policy
· Lowering interest rates encourages borrowing, investment, and consumption. 
· Raising interest rates can help control inflation and protect the value of the euro. 

b)Quantitative Easing (QE)
The ECB may purchase government bonds and financial assets to inject liquidity into the economy and support the banking system. 
c)Emergency Liquidity Assistance (ELA)
The ECB provides emergency funding to struggling banks to prevent financial collapse and maintain stability. 
d)Foreign Exchange Intervention
The ECB may buy or sell currencies in foreign exchange markets to stabilize the euro during periods of extreme volatility. 

4. Eurozone Sovereign Debt Crisis (2010–2012)
The Greek debt crisis triggered a broader sovereign debt crisis across the Eurozone.
Countries such as:
· Greece, 
· Portugal, 
· Ireland, 
· and Spain
experienced severe financial difficulties. 
The ECB responded through:
· LTRO (Long-Term Refinancing Operations), 
· SMP (Securities Market Programme), 
· and OMT (Outright Monetary Transactions). 
These measures aimed to:
· provide liquidity, 
· reduce borrowing costs, 
· and preserve confidence in the euro. 
5. The Greek Debt Crisis
We highlight Greece as a major case study.
The ECB:
· worked with the IMF and European Commission (the “Troika”), 
· provided financial support, 
· and introduced extraordinary monetary measures to prevent the collapse of the eurozone. 
The crisis also resulted in:
· austerity policies, 
· structural reforms, 
· and major social and political challenges in Greece. 
6. ECB and the COVID-19 Crisis
During the COVID-19 pandemic, the ECB introduced emergency measures to support the economy.
Main actions included:
· the Pandemic Emergency Purchase Programme (PEPP), 
· large-scale bond purchases, 
· and interest rate reductions. 
These policies helped stabilize financial markets and support economic activity during the pandemic.

7. Challenges Faced by the ECB
The presentation identifies several limitations and challenges:
· the ECB controls monetary policy but not national fiscal policies, 
· political pressures from member states, 
· and global economic spillovers. 
This complicates crisis management, especially when member states have conflicting interests.

Overall :
We argues that the ECB plays a crucial role in protecting the stability of the euro and managing financial crises in the Eurozone. Through tools such as interest rate policy, liquidity support, and asset purchases, the ECB has become one of the most important institutions in maintaining European financial stability. However, ongoing economic and political challenges mean that future crises may require even stronger coordination and more innovative policy responses. 

