LIQUIDITY CONDITIONS AND MONETARY POLICY OPERATIONS FROM 11 MAY TO 9 AUGUST 2005

This box reviews the ECB’s liquidity management in the three reserve maintenance periods
ending on 7 June, 12 July and 9 August 2005.

Liquidity needs of the banking system

Banks’ liquidity needs increased further over the period, mainly as a result of the increase in
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ECONOMIC
AND MONETARY
DEVELOPMENTS

Monetary and
financial
developments

In the three maintenance periods under review, the ECB allotted the benchmark amounts in all
MROs. The differences between the marginal and the weighted average rates in all the weekly
tenders were either zero or one basis point, with the marginal rate at 2.05%.

Generally, the EONIA was rather stable throughout most of the period under review, with its
spread versus the minimum bid rate remaining at 7-8 basis points on most days (see Chart C).
Asusual, the EONIA increased at the month end and also showed some increase in volatility at
the end of the maintenance periods.

After the last MRO allotment of the maintenance period ending on 7 June, the EONIA initially
declined slightly and fell below the minimum bid rate of 2% on the penultimate day of the
maintenance period, as market participants perceived liquidity conditions to be loose. On
7 June, the last day of the maintenance period, the ECB conducted a fine-tuning operation to
absorb an expected liquidity surplus of €7.5 billion. However, because counterparties offered
less liquidity than expected in the operation, only €3.7 billion were drained from the market.
The period ended with a net recourse to the deposit facility of €3.5 billion, with the EONIA
declining to 1.78%.
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