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Investment Research — General Market Conditions   

    

The ECB just published the voluntary repayments of the second round Targeted Longer-

Term Refinancing Operations (TLTRO2). Euro area banks decided to repay EUR11bn at 

the end of the month. The EUR11bn was relatively low as expected, as banks generally 

have little incentive to repay at this stage, see more later. Banks could, in theory, have 

repaid up to EUR399.3bn in this operation later this month. This month marks the first time 

where banks have the first possibility to repay voluntarily the first round of TLTRO2s that 

the ECB conducted from June 2016 to March 2017.  

TLTRO – reminding ourselves 

The ECB conducted two rounds of the Targeted Longer-Term Refinancing Operations 

(TLTRO), round one in 2014-16 and round two in 2016-17. Both operations were intended 

to target the real economy, but banks could also use the liquidity operations for long-term 

funding at favourable rates (all operations have a four-year maturity). In particular, this has 

been interesting due to the long maturity of the operations, making it possible for them to 

count towards the liquidity coverage ratios, such as NSFR.  

As of this summer, two years after the first operation in June 2016, the four TLTRO2s can 

be repaid voluntarily on a quarterly basis starting this June. The first round TLTRO (also 

dubbed the ‘stick approach’ due to the incentive structure) has a remaining outstanding 

volume of around EUR30bn and will mature on 26 September 2018, while for the more 

important TLTRO2 from an excess liquidity point of view, the total outstanding volume is 

EUR740bn (EUR729bn as of 27 June).  

The shaded area in the chart to the right indicates the early repayment possibility. We expect 

the majority of the TLTRO outstanding volume to be repaid close to maturity and at the 

earliest when the maturity is just less than one year. The TLTRO2 has to be repaid in full 

by June 2020 through March 2021. 

TLTRO allotment and repayment schedule 

 
Source: Danske Bank 

Note: shaded area indicate potential early repayment 
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TLTRO2 – EUR11bn of voluntary repayments  

TLTRO and excess liquidity 
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Little incentive for early repayments 

The ECB’s TLTRO2 operations came with very favourable financing conditions, and a 

relatively easy target to meet. In short, leveraging countries (increasing loan growth) should 

increase their net lending by 2.5% from February 2016 to January 2018, from the 

benchmark period of February 2015-January 2016. Deleveraging countries (decreasing 

loan growth) should ‘only’ stop their lending trajectory.  

Applying the methodology show that on average, the euro area banks will get the TLTRO 

funds at -40bp (deposit rate). This number is an average and does not show the individual 

countries, just as the country level does not show the individual bank data, i.e. some banks 

may pay higher than -40bp as indicated by the methodology. The country level data shows 

that among the ‘core’ European countries, it is only the Netherlands that does not get the 

deposit rate on its lending, while for peripheral countries, Italy and Cyprus will pay the 

MRO. Portugal will pay -21bp.  

 

The ECB does not reveal the country breakdown of the TLTROs, but the national central 

banks provide statistics on the outstanding LTRO amounts. Compiling these, and 

acknowledging that the NCB data totals EUR760bn and the TLTRO stands at EUR740bn, 

we find it fair to assume the numbers broadly reflect the TLTRO take-up.  

In the numbers we particularly note the Italian and Spanish take-up of EUR251bn and 

EUR170bn, respectively (or roughly 14.6% of GDP for both countries), while German is 

EUR94bn and EUR114bn for France. With the very favourable conditions for Germany, 

France and Spain, they have little incentive to repay at this stage, as there is no stigma 

attached to the TLTRO2s, unlike TLTRO1. That said, given the current Italian turmoil, a 

0% LTRO with around EUR250bn taken, the Italian banks have very favourable conditions 

and we see very little incentive to any repayment in the coming quarters in Italy as well.  

Impact on market pricing is very small at this stage 

We believe that the impact on market pricing is very limited (non-existing) at this stage. 

Historical patterns show that once excess liquidity is above EUR250-300bn, the deposit 

rate is more important for EONIA and hence the ECB’s transmission mechanism. EONIA 

has usually 4-5bp above the deposit rate with the elevated excess liquidity. With excess 

liquidity standing at EUR1820bn, the early repayment announced today is not expected to 

change that pattern anytime soon. For any material lower excess liquidity and impact on 

EONIA-depo spread, the ECB would have to reduce its balance sheet by a gradual stop to 

reinvestments, but that is not foreseen until 2021 at the earliest.  

Towards the summer next year, when the TLTRO will have less than a year to maturity and 

the funds do not count towards the liquidity coverage ratios, such as NSFR, we may observe 

tightening liquidity conditions, albeit we still believe the majority of repayments will be 

done at expiry. 

DE NL AT FR FI LU BE ES IT PT IE GR SK SI LT EE LT CY MT EA

Applied rate (%) -0.40 0.00 -0.40 -0.40 -0.40 -0.40 -0.40 -0.40 0.00 -0.21 -0.40 -0.40 -0.40 -0.40 -0.27 -0.33 -0.40 0.00 -0.40 -0.40

Source: Danske Bank

ECB benchmark rate methodology 

 

Source: Danske Bank 

 

Outstanding LTRO lending 

 

Sources: ECB, Danske Bank 

 

 

 

 
Excess liquidity and EONIA-depo 

spread 

 
Source: Bloomberg, Macrobond Financial, Danske 

Bank 

 

0

2

4

6

8

10

12

14

16

0

25

50

75

100

125

150

175

200

225

250

275

D
E

N
L

A
T

FR FI LU B
E

E
S IT P
T IE G
R

S
K S
I

LV E
E LT C
Y

M
T

E
A

LTRO (incl. TLTRO)  % of GDP

bn EUR %



 

3 |     22 June 2018 https://research.danskebank.com 
 

 

ECB Research  

 
Disclosures 
This research report has been prepared by Danske Bank A/S (‘Danske Bank’). The authors of this research report 

are Aila Mihr, Analyst and Piet P. H. Christiansen, Senior Analyst. 

Analyst certification 

Each research analyst responsible for the content of this research report certifies that the views expressed in the 

research report accurately reflect the research analyst’s personal view about the financial instruments and issuers 

covered by the research report. Each responsible research analyst further certifies that no part of the compensation 

of the research analyst was, is or will be, directly or indirectly, related to the specific recommendations expressed 

in the research report. 

Regulation 

Danske Bank is authorised and subject to regulation by the Danish Financial Supervisory Authority and is subject 

to the rules and regulation of the relevant regulators in all other jurisdictions where it conducts business. Danske 

Bank is subject to limited regulation by the Financial Conduct Authority and the Prudential Regulation Authority 

(UK). Details on the extent of the regulation by the Financial Conduct Authority and the Prudential Regulation 

Authority are available from Danske Bank on request. 

Danske Bank’s research reports are prepared in accordance with the recommendations of the Danish Securities 

Dealers Association. 

Conflicts of interest 

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-quality 

research based on research objectivity and independence. These procedures are documented in Danske Bank’s 

research policies. Employees within Danske Bank’s Research Departments have been instructed that any request 

that might impair the objectivity and independence of research shall be referred to Research Management and the 

Compliance Department. Danske Bank’s Research Departments are organised independently from, and do not 

report to, other business areas within Danske Bank. 

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes 

investment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate finance 

or debt capital transactions. 

Financial models and/or methodology used in this research report 

Calculations and presentations in this research report are based on standard econometric tools and methodology as 

well as publicly available statistics for each individual security, issuer and/or country. Documentation can be 

obtained from the authors on request. 

Risk warning 

Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis 

of relevant assumptions, are stated throughout the text. 

Expected updates 

None. 

Date of first publication 

See the front page of this research report for the date of first publication. 

General disclaimer 
This research report has been prepared by Danske Bank (a division of Danske Bank A/S). It is provided for 

informational purposes only. It does not constitute or form part of, and shall under no circumstances be considered 

as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial instruments (i.e. financial 

instruments mentioned herein or other financial instruments of any issuer mentioned herein and/or options, 

warrants, rights or other interests with respect to any such financial instruments) (‘Relevant Financial Instruments’). 

The research report has been prepared independently and solely on the basis of publicly available information that 

Danske Bank considers to be reliable. While reasonable care has been taken to ensure that its contents are not untrue 

or misleading, no representation is made as to its accuracy or completeness and Danske Bank, its affiliates and 

subsidiaries accept no liability whatsoever for any direct or consequential loss, including without limitation any 

loss of profits, arising from reliance on this research report. 

The opinions expressed herein are the opinions of the research analysts responsible for the research report and 

reflect their judgement as of the date hereof. These opinions are subject to change and Danske Bank does not 

undertake to notify any recipient of this research report of any such change nor of any other changes related to the 

information provided herein. 

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom or 

the United States. 

This research report is protected by copyright and is intended solely for the designated addressee. It may not be 

reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank’s prior written 

consent. 



 

4 |     22 June 2018 https://research.danskebank.com 
 

 

ECB Research  

Disclaimer related to distribution in the United States 
This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets 

Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/A, pursuant to SEC Rule 15a-6 and related 

interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for 

distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske 

Markets Inc. accepts responsibility for this research report in connection with distribution in the United States solely 

to ‘U.S. institutional investors’. 

Danske Bank is not subject to U.S. rules with regard to the preparation of research reports and the independence of 

research analysts. In addition, the research analysts of Danske Bank who have prepared this research report are not 

registered or qualified as research analysts with the NYSE or FINRA but satisfy the applicable requirements of a 

non-U.S. jurisdiction. 

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument 

may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial 

instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S. 

Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S. 

Securities and Exchange Commission. 

Report completed: 22 June 2018, 12:08 CEST 

Report first disseminated: 22 June 2018, 12:30 CEST 

 


