LIQUIDITY CONDITIONS AND MONETARY POLICY OPERATIONS FROM 9 NOVEMBER 2004 TO
7 FEBRUARY 2005

This box reviews the ECB’s liquidity management during the three reserve maintenance
periods ending on 7 December 2004, 18 January and 7 February 2005.

Liquidity needs of the banking system

Banks’ liquidity needs increased substantially over the period under review as a result of the
seasonal increase in banknotes in circulation (see Chart A). Banknotes, which are the largest
“autonomous factor” (i.e. a factor which normally does not stem from the use of monetary
policy instruments), reached a historic high of €504.6 billion on 24 December 2004. On
average, autonomous factors absorbed €208.0 billion of liquidity in the period under review,
which is more than in any other period since the introduction of the euro. By contrast, reserve
requirements, which are the other major source of banks’ liquidity needs, remained stable at
around €138.4 billion. Excess reserves (i.e. current account holdings in excess of reserve
requirements) were higher than normal (€0.60 billion in the first reserve maintenance period,
€0.74 billion in the second and €0.75 billion in the third; see Chart B). The high value observed
for the period ending on 18 January was probably related to a higher demand for liquidity
buffers around the Christmas holiday period to cope with unexpected payment shocks.
Regarding the maintenance period which ended on 7 February, its rather short length (only
three weeks) may explain the high average value.
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settled on 27 January the allotment amount
was increased to €30 billion, in line with the Governing Council’s decision announced on
14 January 2005.

Generally, the EONIA was fairly stable during most of the period under review, although its
spread versus the minimum bid rate remained somewhat higher than the historical level (see
Chart C). As usual, the EONIA increased at month ends and exhibited higher volatility after the
last MRO allotments and the end of the maintenance periods.
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upwards to 2.12% on 17 January. On 18 January, the last day of that maintenance period, the
ECB injected €8 billion through a fine-tuning operation. In spite of this action, an unusually
large autonomous factor forecast error, related to a technical failure of the German RTGS
payment system, generated a net recourse to the marginal lending facility of €2.5 billion and
left the EONIA at 2.14% on that day.

The EONIA remained very stable after the last allotment of the maintenance period ending on
7 February, although at a slightly lower level than observed earlier in the maintenance period.
On 7 February the ECB injected €2.5 billion through a fine-tuning operation and the net
recourse to the marginal lending facility on that last day was of €0.2 billion, with the EONIA at
2.03%.

ECB
' Monthly Bulletin
March 2005





