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Abstract

The Eurosystem implements its monetary policy through a set of monetary policy
instruments (MPIs) that are either part of the standard toolbox or are developed to
deal with major economic and financial events with a potential adverse impact on
price stability and/or the transmission of monetary policy. In the review period
covered by this report (2020-2021), monetary policy action was dominated by the
Eur osyst e mo s theanegativoecamanic effects of the outbreak of the
COVID-19 pandemic. Through its action, the Eurosystem continued to expand its
balance sheet, in particular by scaling up its outright asset purchases and easing the
conditions of its targeted longer-term refinancing operations (TLTROS),
complemented by temporary changes in the collateral framework. The
accommodative monetary policy stance was preserved by maintaining the key ECB
interest rates at record-low levels, reinforced byt h e Ef@nBaidsgguidance on
policy rates. Thisreportprovi des a f ul | overview of the Eu
implementation over the years 2020 and 2021.

JEL: D02, E43, E58, E65, GO1

Keywords: monetary policy implementation, central bank counterparty framework,
central bank collateral framework, central bank liquidity management, non-standard
monetary policy measures
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No#ti echnical summary

This paper providesa comprehensive overview OMPIE he use
over the period 2020 to 2021 and continues the series on this topic started in 2012.1

The report is structured along three main themes, aimed at guiding the reader

through the various MPIs that were introduced or enhanced in the review period.

First, short-term interest rates were kept at very low levels i mostly close to but

below the interest rate on the deposit facility (DFR) 1 in an environment of very high

excess liquidity, thereby preserving a very accommodative monetary policy stance.

In addition, while minimum reserve requirements have continued to play a less

relevant role than in the past in steering short-term rates due to the large excess

liquidity, they served as reference for the two-tier system introduced in October

2019. This last instrument continued mitigating the side effects of the negative

interest rate policy on the transmission of monetary policy by exempting part of

banksd excess reserves fSedaions 2naad@adverthese r e muner
developments.

Second, liquidity provided by the Eurosystem through its credit operations more than
tripled in the reviewperiod(up t o 02, 207 billion), in partic
attractive conditions under its TLTRO Il operations, which ensured favourable bank
lending conditions during the pandemic. In parallel, a temporary expansion of the
collateral framework concomitant with a temporary higher risk tolerance, increased
collateral availability thereby facilitating broad-based participation in these
operations. As part of the swift ECB reaction to the outbreak of the COVID-19 crisis,
the Eurosystem also enhanced its provision of US dollar liquidity to banks and
created the Eurosystem repo facility for central banks (EUREP) to offer euro liquidity
to foreign central banks. The counterparty framework was also fine-tuned, while fully
preserving t hfrstigyerofoiskypretecéom@he second being collateral)
when conducting credit operations. Sections 4, 5 and 6 cover these developments.

Third, asset purchase programmes were conducted at an unprecedented scale to

preserve favourable financing conditions, in particular following the launch of the

pandemic emergency purchase programme (PEPP) in the early phase of the

pandemic. Overall, a maximum envelope of 01,
under the PEPP, of which 01, 58d20Blilhl i on had
addition, the asset purchase programme (APP) was scaled up in March 2020 by a

total of 0120 billion. In parallel, the Euro
securities under its securities lending programmes. Section 7 describes these

developments.

Finally, Section 8 considers the aggregate effect of the above instruments on the

Eurosystem balance sheet and related liquidity conditions, as well as the effects on

the distribution of excess liquidity and developments in autonomous factors,

including banknotes and government deposits. Overall, in this period, monetary

policy assets increasedf r om (3.3 trillion at the end of
of 2021, thereby reaching a value equating to almost 60% of the euro area gross

domestic product (GDP).

1 Eser .20h82); Al(v2a0rle6p oectk elt .Syl vee ¢a®@dl 8 )i(;R2I0R2 0) .

ECB OccasionalNada3ple4 /SeSepetsember 2022 4



1

| nt r oductEiuocro sty ttelhme s
monetary policy 1 nstr
and 2021

The ECBOs r es pconomie falioat fronhtée outbreak of the COVID-
19 pandemic dominated its monetary policy action in the period under review,
namely from 1 January 2020 to 31 December 2021. In early 2020, the ECB
maintained a very accommodative monetary policy stance to support the medium-
term price stability objective. The outbreak of the COVID-19 pandemic and the
accompanying social restrictions to limit the spread of the virus changed the
economic and financial outlook drastically. The ECB faced the threat of a liquidity
and credit crunch, serious risks to the monetary policy transmission mechanism,
severe dislocations across market segments, and sharply decreasing market-based
inflation expectations, as evident, for instance, from market-based measures

(Chart 1). The ECB therefore substantially eased the monetary policy stance over
the course of 2020 to counter the negative impact of the COVID-19 pandemic on the
euro area economy. Following the most acute phase of the pandemic, financial and
economic conditions recovered and the inflation outlook improved. Nonetheless, the
ECB6s policy respons €OMDel9 pahdemiorentaihedara k of t he
important determinant for the configuration of MPIs in place throughout the review
period and therefore constitutes a key element for this report.

Chatt
I nfl ation expectations and government bond vy

(percentages per annum)

== Euro area weighted government bond yield
5-year to 5-year inflation swap
Euro area government bond yields (range)

4%
3%
2%
1%

0% N.‘ »‘W

-1%

01/20 04/20 07/20 10/20 01/21 04/21 07/21 10/21
Source: Bloomberg.
Not &@®ver nment b(olnesary inesdtrsr iwteyi)ght ed by h@DR,L gheasste de uorno. ar ea countries
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1.1

Overvinmeowmneotfary policy instrume

Over the review period, the Eurosystem introduced new measures and
recalibrated existing instruments in an unprecedented way to counter the
adverse effects of the pandemic. The Eurosystem balance sheet therefore
reached record levels. This report is structured around three main themes.

First, the ECB ensured an accommodative monetary policy stance by
maintaining the key ECB interest rates at record-low levels, reinforced by its
forward guidance on policy rates. As a result of the large liquidity injection, excess
liquidity in the euro area banking system continued maintaining the short-term
money market (which are used as reference rates) trading at or around the DFR. In
addition, the ECB actively used forward guidance in its communications to signal that
its policy rates would remain at their present level, or lower, until the inflation outlook
1 including underlying inflation dynamics i were consistent with the Governing

Council és inflation ai m. | tnot bd rased beforathee d t h a't

end of net purchases under the APP. After the conclusion of its strategy review, the
ECB further clarified the conditions under which it would consider raising its interest
rates. Finally, the ECB maintained its two-tier system (TTS) for reserve remuneration
to mitigate the side effects of the negative interest rate policy on the transmission of
monetary policy.

Chae?2t
Euro @&beaidsuasnspeuracnhdase progr ammes

(EUR billions)

B MFIs
Government
M Corporates
== Net APP and PEPP

400

-100

01/19 04/19 07/19 10/19 01/20 04/20 07/20 10/20 01/21 04/21 07/21 10/21

Sources: ECB and ECB calculations
Not es: net debt issuiamdiesatbhgd, samerneétypeol ame purchased under the APP
mont hly data. MFI stands for monetary financial institution.

Second, Eu r o s y s ¢redin@psrations ensured that bank funding conditions

remained favourable and facilitated the banking sector in meeting the

increased loan demand during the pandemic. The conditions of the TLTRO Il

programme were substantially eased byi ncr easi ng b aalldwanéeahdor r o wi
decreasing the applicable borrowing rate. These amendments contributed to record

(02.2 trillion) participation in Eurosystem credit operations. Finally, an extension of
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the collateral framework complemented the credit operations by increasing the
collateral availability to enable bank participation in these operations.

Third, asset purchase programmes contributed to delivering the appropriate
degree of monetary accommodation, stabilising financial markets and
preserving favourable financing conditions. The APP i which was already in
place before the pandemic i was upscaled, through duration extraction? and
signalling effects, to help provide the degree of policy accommodation needed to
ensure the convergence of inflation towards the aim. In addition, the PEPP was
launched in the early phase of the pandemic given that the financial markets had
frozen under the weight of rising uncertainty at that time. The PEPP aimed to support
the monetary policy stance and transmissionby ensur i ng t hetroBgur osy st
market presence (Chart 2), as well as its flexibility over time, across asset classes
and among jurisdictions.

Chast
Monetary policy operations
(EUR billions)

B Credit operations
Asset purchase programmes

7,000
Coronavirus

pandemic crisis
6,000

5,000
4,000

3,000
Global financial Euro area sovereign
2,000 crisis debt crisis

1,000

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

A

Sources: ECB and ECB calcul ations

This report provides a thorough overview of the use of the Eurosystem
monetary policy implementation framework. It focuses on the 2020-2021 review
period, during which outstanding monetary policy operations (MPOs) reached
unprecedented levels (Chart 3). The structure of the review of MPIs will follow the
main three themes set out above, thereby deviating somewhat, in terms of outline,
from previous versions of the MPI report, while maintaining most of the sections
covered in previous reports®. Moreover, the report provides four boxes which offer
deeper insights into specific elements of relevance over the review period.

2 The duration extraction channel isd emtdiafride snoan ett raa rys rpiod
through which the central bank o6extractsé6 duration ri
letting shseebabkamneegr ow.

3 Eser et al. (2@2D)YB60)cAH vetr edly.b v(eZRAQrdR) t;d(n2d0@ 0 )
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2.1

Steeri ngt erfmsihotrdr e st

In the high excess liquidity environment prevailing in the review period, money
market rateswerest eer ed t owar dsThelavel ofthE BFReandDF R.
expectations about its future levels constitute the risk-free component of euro area
interest rates and yield curves and thus serve as the starting point for the monetary
policy transmission mechanism.

This section outlines the main developments in money markets and their interplay
with excess liquidity. Over the review period, the monetary policy implementation
framework to steer short-term interest rates remained unchanged; the developments
described below reflect the conduct of non-standard monetary policy measures
(such as asset purchase programmes) and external developments.

Main devel opmexttess | i quidity
mar ket s

During the review period, excess liquidity continued to increase and reached a

record levelof 0 4 . 5 tim 2021l At thenstart of the review period in 2020, the

Eurosystem operated with a level of excess liquidity* of (1.7 trillion. As a result of

the monetary policy response to the outbreak of the pandemic, central bank reserves

increased strongly. Liquidity creation amounted to t3.7trill i on and resul ted
trillion of additional excess |iquidity, wit
by increased liquidity absorption through autonomous factors, such as banknotes

and non-monetary policy deposits (e.g. government deposits) (Chart 4a).% The

amount in central bank reserves provided the banking sector with ample scope to

meet the minimum reserve requirements (MRRs) and ensured that money market

rates remained closely linked to the DFR. Sections 3 and 8 provide more information

on developments with respect to MRRs and excess liquidity respectively.

Money market rates I and in particular the euro short-term rate (STR) T
remained close to the DFR. The DFR was set at -0.50% in September 2019.
Money markets, and in particular the unsecured overnight rate (the USTR), traded
steadily below the DFR. Over the years 2020 and 2021, the USTR decreased on
average by 3 basis points to -0.57% (Chart 4b). While the 4STR market is
characterised by transactions between banks and institutions that do not have direct
access to the deposit facility (DF) (non-banks, e.g. funds), an arbitrage mechanism
explains the differential between the DFR and the USTR.® Money market segments

4 Defined as the sum of holdings of central bank reser ve
hol dings of equival e(nste ec ehetcrtailor a8)k. deposits
5 See Section 8.3 for more detailed information.

6 No#wank finanoinal (iNBFtlistyuthad been increasingly holding
sale of securities to the Eurosystem. Since NBFIs do

criteria and thus do not have accessortoedtthe Eamlbsyfsorr
liquidity storage by Il ending them lIliquidity, which ba
charging a spread. As a result, benchmark rates, such
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with longer tenors or secured rates naturally reflect different risk premia and market
conditions. For example, the three-month euro interbank offered rate (EURIBOR)
peaked during the early phase of the pandemic, while at the same time some repo
rates (e.g. the German RepoFunds rate) fell to a lower level on 20 March 2020 (see
Box 1). However, both rates recovered after the decisions taken by the ECB
Governing Council on 24 March 2020.

Cha4t
Devel opments in excesarketquiindi eyesamnmdr anoeaey n

a) Liquidity provision through MPOs and its b) The DFR and main money market rates vs

uses excess liquidity
(EUR trillions) (left-hand scale: percentages per annum; right-hand scale: EUR
trillions)
== Monetary policy operations = (STR
Minimum reserve requirements 3-month Euribor
M Liquidity effect - autonomous factors == RepoFunds Rate (DE)
B Excess liquidity == DFR
B Excess liquidity (right-hand scale)
8 0.0 5
-0.1
7
-0.2 4
6 -0.3
5 -0.4 3
4 -0.5
-0.6 2
3
-0.7
2 0.8 1
1 -0.9
-1.0 0
0 01/20 07/20 01/21 07/21

01/20 07/20 01/21 07/21

Sour ce,Eulk ®pMmmey Mar keB|l dmmhertgt e
Note: the German RepBDF2B%sat atkeer eadth®d Xt 2t0he@naind of 2021 due to repc

Box
The interaction betnwereom edye vnealrdkpemesntasnd nndoney mar ket
t heCB6s respons®VIADY irgi sihse C

This box focuses on the tensions in euro area money marke
pandemic and the interplay with money market funds ( MMFs)
volatility andneyondiis expgerteamced significant outfl ows
COVII® in March 2020 (Cha+lt9 A).r eBrsi,ort htes et Hfaan@QAVIhRI d ar ou
shotreirm (mostly private) debt issued in the euro area, anit
mar kets. The stress placed on MMFs had implications for m

i mpact on iBURIIBR@Rrtant referenctandaoce bHhanksdel eguiodiatr ¢ a
management .
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ChaAt
Cumul ative daesygef s owsdmeenn tmammfagleur opean MMFs

(EUR billions)

== | ow volatility funds
Variable funds

01/20 03/20 05/20 07/20
Source: i MoneyNet .
Not es: i MoneyNet includes daily data on multiple charactiere stV csf of timeieidouadr s¢ddMFist Whil e

covers only |Ireland amd nlcuex)e mbCoounrsge q(uaemd | ngalti tghreolmy etshuo stes onfa yo tdhiefrf essour ces . Euro government f

excluded as these are negligible. Bl ack (grey) verticalabaonsnsyhpRepmad kiaggwagcti ons relating
volatility funds experienced relatively large inflows atf tmamegbatged ni migl ows tbwi cgitsos in Ma
the fact that the ECB surprised mar ket s kbeyt sk eheapd nfgu Itlhye pDrFiRc eudn cihna nag erda tweh ecrueta.s Whhiel ematrhi s f i1
resulting from gains on derivatives positions (through ervsealn.i gthas ti nadbesxe rsweatpiso n(:OleSmsd )of mar g
January 2021

MMFs canmteeru pressure as economic stress and regulatory side e

The early phase of the pandemic was accompanied by an inc
part of investors, banks and other parothises.drMMESr dyperi en
the standstill in the global economy that significantly h
Mor eovercertthaei nutny in financi al mar kets |l ed to growing |iql

funds) to meet mar gixmocsalFléss adn yderiinweaetsitwess é n MMFs redeer
for precautionary reasons given that they were uncertain
able to monetise assets. MMFs were challenged to meet the
selling hae twom tdke qul alc markets or the funds had to draw
buffers.

Whil e trigg@Vleld9 bsyh otchkey tGMMBWs seem to bgveebeéentamplified
i quidity restrictlionedempt @ounfdiedlg| viemreet odsgtpants of

t he WMMFKF oirmisrodited the financi al cri stihsa étcot oirncrease the s
Funds of the type m¢gsoowcowmmaniilimntfFumepeasset value funds)
thaveekly | iquvea aG%edfs tatb@i r net asset value (NAV) and th
tonar ket val ue bNaAsVi sefdchiimti d8@s of stress, MMFs have to sell
to meet daily redemptions, whil e si multtisomesousTlhye compl yi ng
threat posed by the need to meet these restrictions may t

7 See ECB (2020a).

8 Regulation (EU)he2EWr/olple3aln oPfar | i ament and of the Counc
mar ket (OfJundst 69, 30.. 6T.h2i0sl 7Monpey 8Mar ket Funds Regul ati ol
2019.
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|l eadi negntpa ipvree runs before thelnl Mquicdi 29 20¢ s tMMiFc biud h $ o kvis c k
wer e, impdeedcd,evere amongegrf preds ewittalgea olffowi gii d assets on

Why was the stress among MMFs relevant for the ECB?

The MMF sector hol ds a stuebrsnt amatrikaelt aadbnhoeu ndte botf (seh.ogr.t c o mmer

(CP)). While the majority ofosEuroap edars eb amkls hhasv ea a elsarl geg
term debt only makes up a smal’lCPpoptayenaaofimpertanottabl £u
the |l iquidity management for banks given that it is often
( LCR)

Moriemportantly, stress in the CP market due to MMF | iquidi
on the transmission of monetary policy to the real econom
free rates in the euro area, daedesnonh€PEUREBOR obgl bahasi
EURI BOR serves as an i mportant benchmark for contracts wo
G1 trillion oHeaetaeiltmermghfesctioning of CP markets tha
pronounced outfl owsofromsuhéebdMMFnséarge spikes in bank CP
feeding into EURIBOR. As a result, EURI BOR rates rose to

unprecedented monetary accommodation set by the Eurosyste

ChaBt
EURI BOR r at es

(pertcaggres per annum)

= 3-month EURIBOR
6-month EURIBOR
0.0
-0.1
-0.2
-03
0.4 % m
-05
-0.6 W

-0.7

01/16 01/17 01/18 01/19 01/20 01/21
Source: European Money Market Institute.
The monetary policy response

The Eurosystem took extensive measur esl 9t arliismist otnhd hreegat
economy and price stability. Theyi mpaectpuar hh@B emarfk entosn was

° See ECB (2021a), Hudepohl et &ISMA(2@epbnpedmwdHBESEMA (20
breached2®baei 39 pooinitar in March, although a few funds
one funmdl8asi & dpeoviinattsi on) .

0 | n fact, CP covers |less than 3% of total ffuunnddiinngg.need
Overarchingly, the share of deposit financing in total
general is more than ten ti-mesmamathkhegabls déalkt share

1 An i mportant regulatory r ats oarwh iadarialgegwtrfelso wsh ed vheerr &
3eday p.eriod

2 SeeEuro money mar keftureperentdleneat lab&ketel nstitute
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financi al CP with a mini mé®mnrde ¢ihdu &Ir omateur iatcy epft ah& ed oy s

uncovered barhke kramsdks concentration | imit having been incr e
Furthermore, the favourhéhdi ngndpéranmsmmsmaatddingi doal |

ref i naopceirmg(iLOTMRLOs ), pandemi e eerme rfgiennacnyc ilnogn goper ati ons ( PELT
and TLTROs) eased banks liquidity conditions and decrease

While these e®loockhyresppasted MMFs indirectly, they helpe
mar kets effectively and money market rates such as EURI BO

recotomdv | Eveimsa policy perspective and withwhi véew to pote
the extensive monetary policy measures taken by the Euros
mar kets, adjusting regulation may prove particularly effe
in a more s¥ructural way.
B Instwddhe minimum residual maturity of six months that
instruments with an initial maturity of at | east 367

programme. (CSPP)
4 ECB (2022); FSB (2021) .
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MIi ni mum reseenkesraugadi
t wbi er system

MRRs have traditionally absorbed a relatively stable amount of liquidity given

an unchanged reserve ratio and only moderate growth in the relevant balance-
sheetitems. The Eurosystemds mini mum r esddheve syste
purpose of enlarging the structural liquidity deficit of the euro area banking system in

order to help steer short-term interest rates. Although this purpose has become less

relevant in recent years due to the large liquidity surplus, MRRs remain a standard

monetary policy implementation tool with euro area credit institutions being required

to hold a certain amount of funds as minimum reserves in their current accounts at

their respective national central banks (NCBs). In addition, the MRR has served as a

reference since October 2019 for the TTS, as explained below. The MRR is

calculated on the basis of the respective credit institution6 s bal ance sheet pr
start of a maintenance period, and every credit institution must ensure that it holds

the required level of reserves, on average, over the relevant maintenance period.

The reserve requirement for each credit institution is calculated by multiplying

specific short-term liabilities by the reserve ratio, currently at 1% since January 2012.

The funds held to meet the MRR are remunerated at the main refinancing operations

(MRO) rate, that is to say, there are no costs for banks.

However, minimum reserves increased in absolute terms over the review
period due to the more pronounced increase in deposits on credit institution
balance sheets. MRRsgr adual ly rose from 0ul1l34.5 billio
billion in December 2021 (Chart 5a), an increase of 14.7% compared with 8.4% in
the period from January 2018 to December 2019. This increase was driven by the
growth of credit institution liabilities subject to reserve requirements. While reserve
requirements grew in absolute terms, their share of total excess liquidity provided to
the banking system almost halved, from around 7.5% at the end of 2019 to 3.4% in
November 2021. This relative decline reflects the significant increase in excess
liquidity caused by the various pandemic-related measures (see Section 8), and was
most pronounced following the settlement of TLTRO IIl.4 on 24 June 2020.

The TTS addressed the side effects of the negative interest rate policy on the

transmission of monetary policy by exempting a portion of b a n kegcéss

reserves from negative remuneration. Frictions in the pass-through of negative

rates to banksdé funding costs (Hisesn deposit r
particularly relevant for most of the retail deposits) may negatively affect bank profits

and thereby impair bank-based transmission of monetary policy. The TTS aims to

mitigate such impairments by exempting portionsof c¢credit i nstitutions
reserves from negative remuneration at the DFR. The exempt tier was set in relation

to a credit institution® MRR; the multiplier is the same for all credit institutions and

has remained unchanged at 6 during the review period.
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Credit institutions made intensive use of the TTS and had nearly made full use
of it by the end of the review period. Most credit institutions in the euro area made
full use of their TTS allowance following its introduction, when 95.4% of the exempt
tier was used. In the review period, this increased to 99.4% as credit institutions
became more familiar with the system and optimised their reserve management. The
magnitude of use of the exempt tier mechanically followed the increase in MRR,
thereby risingf r om 0804.8 billion in November
2021 (Chart 5b).

Chabt
Devel opments in MRR and TTS

a) MRR vs excess liquidity b) Fulfilment of TTS
(left-hand scale: EUR billions; right-hand scale: percentages per  (EUR billions)
annum)
== Reserve requirements B Exempt excess liquidity (used allowance)
MRR in % of excess reserves (right-hand scale) Non-exempt excess liquidity
® % used allowance (right-hand scale)
155 9.0% 5,000 100%
4,500 b 99%
y . 0
150 8.0%
4,000 98%
145
7.0% 3,500 97%
140 3,000 96%
9 [
6.0% 2,500 95%
135
5.0% 2,000 94%
130 1,500 93%
125 40% 1,000 92%

500 91%
120 3.0%
0 90%

o) oo} o o o o I -

s & 2 & & & § o

3 5 3 5 3 &5 3 b5 MP7-2019 MP7-2020 MP7-2021
Source: ECB and ECB calculations.

Nothkasednaamt enance period averages.
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Credit operations

Credit operations® ar e one of the cornerstones of the
policy framework. The European banking sector plays an essential role in the
transmission of the ECBO6s monetary policy. T
able to direct | ycaditiors,cherebly presénsng or stimuating

bank lending conditions. From the start of 2020, recourse to Eurosystem funding
significantly i ncr hisleldi, o nhbitkan, mg&sihgtiem G 6 2
downward trend seen in previous years (Chart 6).

This chapter distinguishes three main classes of credit operations:

T The TLTWRIO@gr ammevipdes banrktserwn tfhunr dinngg at a
condid¢omaisti onal on basnkesc intdied epnrge netdahknd
benchmafThke oper at iadpmrs darfga voiumed | e borr owi
conditions and are specifically designed t
economy. During tédeomngwdreigd spleBOo@ad rlatt h on s

was adjusted in order to preserve bank | er

COVIID»® pandemi c.

T PELTRO LBR@WMEBGprovi dewibtahnkfsundi ng at | ess
terms compared with. TWAIRODehd&ttopér ahereopanc
the ECBO6s response incleded athei {t smmalh ©bTR
relatively f atviormmoenhb lhed gadMR®Bagnti nued to be
of f eurneddem eiurst omangi ti ons and played a role

to smaller and/ or speci ambhrgéedabahksdi hg &c
(MLF remained available as a |liquidity bac

T US doll ar eoppewvadeoesiro ar etaerbmnW$ dvaltlhars h
lugdi tdetWirtiorating |l iquidity in the US dc¢
outbreak of the pandemidoltitehmedetrésediedi bygs t ¢
Eurosywéeen t empaosadily

All credit operations with banks are conducted on the basis of the Eurosystem
counterparty (see Section 5) and collateral frameworks (see Section 6). This chapter
also contains a subchapter elaborating on the foreign exchange arrangements
between central banks, which offer non-euro area banks the possibility of obtaining
euro outside the euro area.

% UndArticl eGwie3li)nmeof( EU) 2015/ 510 of the European Centr
the implementation of the Eurosystem(menecethlbggt pol i cy
Gener al Do c GmMe)n tEaitriosry st em cr edl t qoprdd wiyd icmegs rmevaenr
transactiongrEivi @.i nlgi Ewisdisteyd uemn®gP®or ei gn exchange sw
policy purposes and outright purchases) and intraday
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Cha6ét

Participation in Eurosystem credit operation
(EUR billions)
H MRO l TLTROII
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M PELTRO M US dollar operations
M Additional LTRO == Excess liquidity (right-hand scale)
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Source: ECB.

TLTROs

The TLTRO lll series was launched in September 2019. Through this targeted
programme the ECB provided banks with the opportunity to obtain three-year
funding up to a maximum amount. This borrowing allowance depended on the size
of t h e outstandikgsportfolio of loans to non-financial corporations (NFCs) and
households, excluding loans for house purchases. Banks received a discount on
their borrowing rate conditional on their lending performance.

With market stress rising following the outbreak of the pandemic, the ECB
enhanced the conditions of the TLTRO IIl programme to support bank lending.
This easing of the TLTRO Il conditions was one of the key responses to the
pandemic. By April 2020, the ECB had introduced a special interest rate period,
running from June 2020 to June 2021, during which the interest rate on TLTRO Il
operations was reduced to 50 basis points below the average interest rate prevailing
int he Eur o MRGrateoved the same period. Moreover, for counterparties
whose eligible net lending reached the lending performance threshold, the interest
rate over the period from June 2020 to June 2021 would be 50 basis points below
the average DFR prevailing over the same period. Finally, the ECB raised the
maximum total amount that counterparties were allowed to borrow under TLTRO lIl.
In December 2020, in response to the economic fallout from the resurgence of the
pandemic in the euro area, the terms and conditions of the TLTRO Ill programme
were prolonged further (Table 1).
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Participation in TLTRO lll reached record levels compared with the TLTRO |

and Il series allotted between 2014 and 2017

. The very favourable conditions of

the TLTRO Ill programme incentivised broad-based participation across euro area
banks. Participation per country was less concentrated compared with past series.
While under TLTRO Il banks from Italy and Spain borrowed overall more than half of
the total outstanding amount, under TLTRO llI their share declined to 37% over the

life of the operations. On the other hand, banks
opposite behaviour, increasing their overall sha
under TLTRO Ill. Most of the participation took

in France and Germany showed the
re from 28% under TLTRO Il to 41%
place following enhancement of the

borrowing conditions, namely under TLTRO l111.4 in June 2020 and under TLTRO I11.7
in March 2021 (Chart 7). The June 2020 TLTRO Il operation, which marked the
beginning of the special interest rate period, saw the highest take-up, with 742 banks

participating foratotalof 0 1 , 3 0 8 IbSept
credit operations reached anew all-t i me
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reached with the three-year LTROs programme in 2012. During the review period,
TLTROSs represented, on average, more than 95% of the total outstanding
refinancing operations.

Banks have repaid 0139 billion on the early repayment options dates for
TLTRO Il in 2021. In the early repayment round in September 2021, 137
participants repaid a total of 479 billion, while in December 2021 a total of 72
participants repaid 060 billion. The net reduction in TLTRO usage of these banks
was, however, much lower (U35 billion) given that a large share of the funds was
repaid to be rolled over into the ninth or tenth TLTRO Il series (with a longer
remaining maturity).

Chartvt
TLTRO 111 outstanding amounts and share of a
amount s

(EUR billions)
H TLTRO-IIL1 B TLTRO-IL7
TLTRO-III.2 B TLTRO-IIL8
B TLTRO-IL3 TLTRO-II.9
B TLTRO-IIL4 TLTRO-III.10
B TLTRO-IIL5 Share of average TLTRO Il outstanding amount (right-hand scale)
B TLTRO-II.6 Share of average TLTRO Il outstanding amount (right-hand scale)
2,500 600 36%
500 30%
2,000
400 24%
1,500
300 18%
1,000
200 12%
500 100 6%
"NEO
]
o 0 - (S M N oS ICIT 1™
EA FR IT DE ES NL BE AT GR PT FI LU IE  Others

Source: ECB.
NotThe chart shows the outlsaandTl DHPRG mdlulwins dfhteers htahe dfTROvdrldge TLTRO
outstanding amounts considers the entire period under analysis.

Almost 92% of the participating banks met the special criteria (i.e. exceeded
the benchmark net lending in the special reference period) and benefited from
the most favourable interest rate applicable until June 2021. Around 3% of
banks did not exceed the special criteria but exceeded the initial criteria (i.e.
exceeded the net lending benchmark for the second reference period), and therefore
paid the DFR on their TLTRO Il operations (Chart 8).1” Banks that did not reach
their net lending benchmarks in any of the aforementioned reference periods 1 in
total, 5% of banks T obtained the less favourable interest rate, i.e. the MRO rate until
June 2020 and after June 2021, and the MRO rate minus 50 basis points during the
period between June 2020 and June 2021.Banksd | endi ng perfor manc
additional special interest rate period was communicated in June 2022.

7 Note that 20% ofpatrhtesad dtaheddsi minttiyal criteria i.e. the
positive but | ower than 1.15%. Iwmabtehavee ncd hes ,avtelma gien
raaed the averagel DF®R ofvethé hoperations.
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4.2

Cha8t

TLTRO I 11 outstanding amounts by | ending per
(EUR billions)
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Source: ECB.

PELTRO LBRM®RG@ and the MLF

The ECB launched additional LTROs and PELTROs as temporary liquidity

backstops following the outbreak of the COVID-19 crisis. The additional LTROs

were designed to bridge liquidity needs until settlement of the fourth TLTRO III

operation in June 2020 7 which was the first chance for banks to participate under

the eased TLTRO lll conditions. The operations were offered at the DFR and,

compared with TLTRO lll, without conditions, thereby allowing banks to swiftly

participate and build (precautionary) liquidity buffers. The volume of operations

peaked at around 0390 billion in June 2020.
complemented by PELTROs, introduced in April 2020, to ensure sufficient liquidity

provision for banks that did not, or could not, participate in the TLTRO Il series,

given their business models and the related availability and type of loan portfolios.

These operations were provided at an interest rate 25 basis points below the MRO

rate and had a maturity ranging from 8 to 16 months. Four additional PELTROs were
allottedin2021. Outstanding PELTROs peaked at aroun

Regular liquidity-providing refinancing operations continued to represent only

a small fraction of total Eurosystem lending. The regular refinancing operations,

i.e. the three-month LTROs and MROs, are currently only used by a small number of

banks. The operations have a maturity of three months and one week respectively,

and are both conducted under a full allotment procedure: MROs are conducted at an

interest rate at the MRO rate (which was maintained at 0% during the review period);

LTRO operations are conducted at the average MRO rate. The large amount of

excess liquidity in the system and the availability of more favourable TLTROs and

PELTROsr educed banks6 deman-thonthaTROMR®averagad t hr e
outstanding amounts in MROs and three-month LTROs during the period under

review were araunddud026bbilliioboanrespectivel y.
these operations decr eas e@ldogparadwadhuhed a7 bi |l |
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4.3

previous two years. From a country perspective, participation in regular MROs and
three-month LTROs was concentrated in Germany and Italy (around 75% of the
average volume over the review period).*®

Recourse to the MLF was occasional and due to unexpected payments or
technical failures. The MLF allows eligible counterparties to obtain overnight
liquidity at an interest rate above the MRO rate. The facility is designed to cover
specific liquidity shortfalls caused either by market developments or by technical

i ssues affecting

t

he settl e

ment

of counterpa

the counterparty is not able to find alternative funding on the market. Over the review
period the MLF rate remained constant at 0.25%, while recourse remained limited,
averagi ng | upertdayiwhiéh reprederitsiaasignificant reduction in

comparison withthed ai | y av er a gnen theforeviods Yeviemi peribd. There
was, indeed, no participation in the MLF for almost two-thirds of the days in the
review period, while usage of the facility e

With more reserves available, counterparties increasingly used these to fund their

payments, thereby reducing their use of intraday credit.!® In turn, lower intraday

credit meant that the likelihood of the automatic MLF being used at the end-of-day

spi kes mdstlyvetatedtd 00 mi | | i on
unexpected payment outflows occurring late in the day and technical failures

impeding the correct settlement of upcoming inflows.

decreased®. Occasi ona

US doll ar credit operations

US dollar tenders proved to be an important stabilising tool after the outbreak
of the pandemic, easing US dollar funding strains. Amid high volatility and risk
aversion, US dollar funding conditions for euro area banks deteriorated significantly
following the outbreak of the pandemic.?! In response, the ECB and other major
central banks announced coordinated action to enhance the provision of US dollar
liquidity to banks outside the United States through the standing swap line (Section
4.4), and by lowering the rate to the OIS rate + 25 basis points?? and reintroducing a

¥ Smaller participation was record
of the average volume over the review period), while

ed in Austria, France
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weekly tender with a maturity of 84 days in addition to the existing 7-day operation.?®
Shortly thereafter, the frequency of the 7-day tender was increased from weekly to
daily.?* These measures not only improved market sentiment by offering an effective
backstop, but also allowed banks to meet their funding needs immediately, easing
stress in US funding markets.?®> On 18 March 2020, the Eurosystem allotted USD 76
billion to 44 bidders under the 84-day operation and USD 36 billion to 22 bidders
under the 7-day operation. The total allotment of USD 112 billion on 18 March was
the highest in a single day since 2008. Usage of the facilities remained high during
the rest of March and April 2020, with the outstanding amount of US dollars
borrowed from the Eurosystem reaching an 11-year high of USD 145 billion in June
2020 (Chart 9).

Chart 9
USD funding conditions and usage of the Euro

(l-edanhd scal e: EURamdl| scahse; baghs points)

B Outstanding amount

US funding premium in the EURUSD foreign exchange swap market (right-hand scale)
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Source: ECB and Bl oomberg.

As US dollar funding conditions gradually normalised, recourse to US dollar
tenders dropped, in line with the backstop function of the facility. Starting in the
second half of April 2020, US funding conditions progressively improved, leading to a
decline in usage of the US dollar facility, which quickly lost its economic appeal.
Consequently, usage of US dollar swap lines dropped significantly over time. On 21
April 2020 the Eurosystem saw no bids for the first time since the onset of the
pandemic, with nil-bid operations becoming increasingly frequent thereafter. In June
2020 the average allotment per operation was USD 250 million, against over USD
600 million in May and roughly USD 10 billion between mid-March and mid-April.
The average take-up per operation remained low for the rest of 2020 and in 2021,
standing at USD 136 million between September 2020 and December 2021 as US

2 Enheenmoent of the swap | ine f &ceidleirtaile Rewas vaenndtlhrec EEdCBhy
Japan, the BankSwifs senNgaltainodn,alt hBeank amd 1t5h eMaB arhk 200f2 0Ca n
more details, seertbhe celThda@gdtdi dgl |l ar operation was

the first time since 2014.
% For more details, seestheeceasesponding
% ECB (2020¢c) .
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4.4

dollar financing conditions broadly continued to be favourable.?® Following the
improvement in US dollar funding conditions in offshore markets and the
corresponding drop in the use of the US dollar facility, the frequency of the 7-day
operation was gradually reduced from daily to three times a week from July 2020
and from three times a week to weekly from September 2020, while the weekly 84-
day operation was discontinued from July 2021.

ThEBurosystem repo facility for
and other repofaogmeexehmewapgand
with foreign central banks

Foreign-exchange (FX) swap and repo lines are arrangements between central
banks that are used to provide domestic banks with funding in foreign
currencies. These operations have a backstop function aimed at preventing or
easing cross-currency frictions. The swap line between the ECB and the Federal
Reserve is, for example, used by the ECB to lend to US dollars to euro area banks
with US dollar credit operations. Similarly, several FX swap and repo agreements?’,
including the Eurosystem repo facility for central banks (EUREP), were established
to increase euro availability to central banks outside the euro area.

These two types of arrangement are designed to help domestic banks, through
the related credit operations offered by their respective central banks, to
satisfy their foreign currency needs during periods of market stress,
supporting the restoration of orderly market conditions. In normal times, there is
little systematic use of these arrangements given that market pricing would be more
favourable. However, if funding conditions become dysfunctional, as was the case at
the onset of the COVID-19 pandemic, participation in the swap and repo lines
becomes more attractive and helps banks to satisfy their structural and immediate
funding needs, supporting the restoration of orderly market conditions. The mere
existence of precautionary liquidity arrangements has a calming effect on investors,
helping to maintain orderly market functioning.

The extension of the network of liquidity arrangements with other central
banks also ensured access to foreign liquidity during the pandemic period.
Following the outbreak of COVID-19, liquidity demand for precautionary and cash
management purposes surged globally, while heightened risk aversion hindered the
circulation of liquidity on a cross-border basis. Central banks around the world
reacted by reactivating and extending their network of swap and repo lines. In
particular, alongside the outstanding agreements, the Eurosystem swiftly reactivated

% QOccasional spikes in participation i nendhse aunSd deoslpleacri afl
at yenadrs, when, gi vieonnst aaxn dc ornesgiudleartaotr y requi rements, b
to expand their balance sheet for intermediation acti
conditions. However, during the review-epnedrsemdi nedage
in I'ine with the seasonal trend and, overall, was | im

2 From the Eurosystem perspective, swap |line agreements
from a foreign central bank agyaitmset boeurowewi tthurtrreencyyr
agreed i nomr esptecri dti e.dJnfdwetrurae rakgtwer leii ye, central bank c:
euro from the ECB for-agrepéecihiterpeti odtat ia pxehange
denomi naurdgah aitmabiel i sed as coll ateral
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its swap line agreement with the Danish National Bank and set up temporary
precautionary swap line agreements with the Croatian National Bank and the
Bulgarian National Bank. In addition, the Eurosystem established temporary bilateral
repo lines with several other non-euro area central banks, namely the National Bank
of Romania, the Bank of Albania, the National Bank of North Macedonia, the
National Bank of Serbia, the Central Bank of the Republic of San Marino and the
Hungarian National Bank (Table 2). Finally, to complement the set of liquidity
agreements arranged with non-euro area counterparties, the ECB introduced the
Eurosystem repo facility for central banks (EUREP) in June 2020 as a precautionary
backstop to address pandemic-related euro liquidity needs outside the euro area.
Like other temporary pandemic-related measures, EUREP is a temporary facility and
will be available until January 2023.%8

Tabl e 2
Overview of operational ' iquidity lines
Noruro area count er p| Typeawoifangeme Reciprocal

1] &z OteMS O dzO te tBHudz@ aBr @ dasn® Na't i Swap |ine No

Danmar ks National bank Swap line No

Hrvat ska narodna banka Swap | ine No

Sveriges Riksbank Swap | ine No

Bank of Canada Swap | ine Yes

Peopl ebs Bank of China Swalpi ne Ye s

Bank of Japan Swap | ine Ye s

Swiss National Bank Swap |line Ye s

Bank of Engl and Swap | ine Ye s

Federal Reserve System Swap | ine Ye s

Magyar Nemzeti Bank Re ploi ne No

Banca NaSionalt a RomOniei Repo |l ine No

Bank of Al bani a Repo |l ine No

National Bank of North Mace Repo | ine No

Central Bank of the Republi Repo |l ine No

National Bank of Serbia Repo Il ine No

Source: ECB.

Not e: The table does not i ncl-awreo raermpea | d evretssE WeREtAR drif kos hwevihdi esriht h hero ECB  d o

disclose its counterparties.

% I'n view of the highly uncertain environment caused by
regional spillovers that could adversely affect euro
Governi nigl Chbecdicded t o érxtcamd ttYyhd SEURBRary 2023.
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5.1

Counterparty framewo

The Eurosystem counterparty framework sets the eligibility criteria that euro area
credit institutions must comply with in order to be granted access to MPOs.?® The
framework is designed to ensure that a broad range of counterparties may
participate in Eurosystem MPOs, while protecting the Eurosystem from the risk of a
counterparty defaulting. Over the review period the Eurosystem counterparty
framework was amended to: 1) introduce a more direct mapping of failures to meet
minimum regulatory requirements to restrictions in counterparty access to
Eurosystem MPOs, i.e. some automaticity in the application of discretionary
measures, and 2) be aligned with the treatment of the leverage ratio requirement
under the Capital Requirements Regulation (CRR)®°, which is relevant for assessing
financial soundness as required under the GD.

r

Eligibility criteria and discr

Eligibility criteria for participation in Eurosystem MPOs remained largely
unaltered in the review period. To qualify as an eligible counterparty, a credit
institution needs to%:

1. be subject to Eurosystemdéds minimum reservVve

2. be supervised by competent authorities;
3. be financially sound; and
4. fulfil the operational requirement¥®¥ of 't

The first requirement grants euro area credit institutions access to MPOs. The
second and third requirements provide the Eurosystem with a first layer of risk
protection. Financial soundness requires assessment by the Eurosystem, which may
take into account prudential information on capital, leverage and liquidity ratios.?

In 2021 the Eurosystem enhanced the efficiency and consistency of
application of the counterparty framework. The Eurosystem may suspend, limit,

h €

orevenexclude,an i ndividual c 0 u MPRGs if thad qounterpasty is c c e s s

2 Monetary policy eligible counterparties (MPECs) are
l i qudrditiydi ng operat-abassrbndfoopkigqti dhsdgialnidt oes t o

d
st

Counterparties for outright purchases are not MPECs.

institutions subject to minimum reserve requirement
from 4,462 to 4,308 during the review period.

3 Regul ati o795 EDP18loof the European Pardumeneh@l1l 3anan of
prudential requirements for credit institutions and
No648/ 2012 (0OJ L 1y6, 27.6.2013, p. 1

31 ArticleGeheofalt D@cument ati on.

S,

t
i

C

2 Access to EursosygtremtdBOby the relevantt heeCBgtididcoudrnyte

critseitnmnaline with the decentralised monetary policy
¥ Article Gomerdl thecumentation.
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5.2

in breach of the eligibility criteria.®* Until 2021 the Eurosystem determined which of

the three above-mentioned actions was warranted by assessing the specific case

concerned.® On 1 January 2021 the Eurosystem adopted a more rule-based

approach to this process aimed at enhancing its internal efficiency and ensuring

consistent application of the framework across counterparties. Specifically, when

own funds requirements are breached, the Eur
access to MPOs, on the grounds of prudence, to the level prevailing when that non-

compliance is notified to the Eurosystem. If compliance with own funds requirements

has not been restored at the latest within 20 weeks from the identification of the non-

compliance, the counterpartyo6s access to MPC
required information related to own funds requirements is incomplete or not
available,the Eur osystem may | imit a counterpartyéos

the reference date, and may suspend the counterparty after 20 weeks.*® Over the
review period, 17 banks were the subject of Eurosystem discretionary measures,
namely three limitations and 14 suspensions.®’

The counterparty framework rules relevant for assessing financial soundness
were amended in line with the relevant EU prudential regulation. To ensure
consistency with the regulatory framework, the Eurosystem adopted the relevant
definitions under the CRR. Consequently, on 28 June 2021, when the regulatory
requirement making the leverage ratio binding came into force®®, the Eurosystem
aligned treatment of the leverage ratio requirement in the Eurosystem counterparty
framework with that of the existing Pillar 1 own funds requirements.® Since then,
fulfilment of the leverage ratio requirement has been monitored on a regular basis as
is the case with capital ratios. Accordingly, breaches and incomplete reporting of the
leverage ratio trigger the discretionary measures explained above.

Counterpartiesd devel opment s

Over the review period the number of monetary policy eligible counterparties
(MPECs) continued to decrease, mainly on the back of consolidation of the EU
banking sector. By the end of 2021, 1,869 credit institutions classified as MPECs
(out of the 4,308 credit institutions in the euro area at the end of the reference
period). The change in the number of MPECs was mainly driven by corporate events
that to some extent reshaped the EU banking system, with a net overall decrease in
MPECs of 148 over the review period (Chart 10a). The net decrease was mainly due

¥ Article 158 of

t h
% | f a counterparty is suspended or excluded from acces
operations (includi nfyaadcartwee d eicn tdeerde sbty)Uhildre rfEualrld, yms t a tr
the counterparty does not have to mameoitncteaeetstandi
borrowed amount) maytee akwerno styasttieonm b ve xsculsyseinesn sonar e
expected to .be permanent

e General Documentation.

% Wher e tuiriss, ojcuwst as before 2021, the Eurosystem may | i
breach is detected and until either (1) the counterpa
counterparty is suspended.

% Of these banks, -§aiedumtcerpar ttioesMPOs during the review

3 Thbeindienvgerage ratio requirement is usually 3%, unl ess

429mof Regulation (EU) No 876/2019 (CRR2).
¥ Common Hgefity radlpdotAthecapi t a16 W)attoitoal ¢ 8po)t al ratio
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to the voluntary withdrawal by the counterparties concerned from their status as
Eurosystem eligible counterparties, followed, in order of relevance, by consolidation
activities, cessation of activity due to the withdrawal of banking licences, liquidations
and closures (typically of foreign branches). At the same time, some new banks were
established across the euro area, thereby partially offsetting the decrease.

The majority of new MPECs participated in at least one credit operation, while
access requests for intraday credit and the MLF were mainly precautionary.
When applying for access to Eurosystem credit operations, credit institutions may
also request access to Eurosystem MPOs, including the standing facilities and
intraday credit, depending on their business needs. In the period under review more
than 70% of new eligible counterparties, amounting in total to 63 new MPECs,
participated in one or more credit operations soon after having become eligible, while
the remainder mainly requested access on precautionary grounds. Just 40% had
recourse to intraday credit or overnight credit through the MLF (Chart 10b). This
suggests that the intention to participate in longer tenor operations, such as TLTRO
Il operations, may have been the main driver for new access requests over the
review period.
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6.1

Coll ater al framewor k

The Eurosystem collateral framework regulates the collateralisation of Eurosystem
credit operations and provides a second layer of protection against counterparty
default*®. In the period under review, the temporary collateral easing measures in
response to the pandemic were the major innovation. In addition, the Eurosystem
extended collateral eligibility to sustainability-linked bonds, made the necessary
adaptations following Brexit and introduced adjustments to increase transparency
and reduce the overall complexity of the Eurosystem collateral framework.*

Changeshe coll ater al framewor

Collateral rules were temporarily broadened in response to the emergency
created by the COVID-19 pandemic. The Eurosystem introduced temporary
collateral easing measures in April 20202, these being further extended in
December 2020 until June 2022. The measures included an increase in the types of
credit claims that were eligible as collateral (including loans benefiting from the
guarantee schemes adopted in euro area Member States in response to the
pandemic), the maintenance of eligibility i under some conditions i for assets that
fulfilled credit quality requirements at the onset of the pandemic, a reduction in
collateral valuation haircuts by a fixed factor of 20%, and a waiver of the minimum
rating requirement for marketable debt securities issued by the Hellenic Republic.
These measures were introduced to facilitate the availability of eligible collateral for
Eurosystem counterparties to be able to participate in liquidity-providing operations,
such as the TLTRO llI series, and to facilitate an increase in bank funding against
loans to corporates and households. ECB estimates suggest that collateral easing
measures have contributed to approx. 23% of the total increase in the value after
haircuts of mobilised collateral since the start of the pandemic and account for 10%
of the currently mobilised collateral (Chart 11)*3. The increase in collateral value due
to these collateral easing measures was predominantly driven by the expansion of

k

additional credit claim frameworks (0162 bil

reduct i on (14MatcB 20B2itHe ECBaannpunced the gradual phase-out of
the pandemic collateral easing measures in three stages between July 2022 and
March 20244,

© For further information on how the coll atseeeal fram
Bi ndesteidl .. (2017)

4 See Gui(deU)i MO DA/ t he Eur opeand QntSreaplt aBmendkd g2 02 0
Guideline (EU) 2015/510 on the implemenaméwomnkof t

(ECB/ 2020/ 45)
2 For further details, sé&eAphednrE#B2pprreisls 0e2lleases of
% The analysis covers the period between 27 February
“4 For further detreéed s, r sledaldadrenliE CBO 2p2
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respective asset category on 30 September 2021.

The expansion of the additional credit claim (ACC) frameworks significantly
increased the availability of non-marketable assets as collateral. The revised
framework has allowed NCBs to additionally accept loans to small and medium-sized
enterprises or self-employed individuals as collateral provided that they are covered
by COVID-19-related government and other public sector guarantee schemes.*® In
addition, several other measures were implemented to broaden the availability and
ease the mobilisation of ACCs.*® Box 2 reviews the principles behind acceptance of
government/public sector guaranteed loans into the ACC framework.

The eligibility6 f r eeze 6 shielded coll at esthatcouldom pot
have reduced the availability of marketable assets. At the outbreak of the

pandemic, a sudden shortage in collateral availability due to a wave of potential

downgrades could have depressedbanks 6 | endi ng actitheciisisy and
in a procyclical manner. To pre-empt this, on 7 April 2020 the Eurosystem

temporarily froze the eligibility of marketable assets that fulfilled minimum credit

quality requirements, provided that the asset ratings remained above credit quality

step 5% and all other eligibility requirements were fulfilled. Assets that fell below the

minimum credit quality requirements were subject to haircuts based on their actual
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ratings. Additionally, under the temporary changes introduced in response to the
pandemic, NCBs were permitted to accept as collateral marketable debt securities
issued by the Hellenic Republic, for which the minimum rating requirement was
temporarily waived.

The Eurosystem further supported the provision of credit by increasing its risk
tolerance by lowering the haircuts applied, by increasing the concentration

limit for unsecured bank bonds, and by lowering the minimum size threshold

for domestic credit claims. First, valuation haircuts were temporarily reduced by a

fixed factor of 20% across all eligible marketable and non-marketable collateral asset
categories, thereby tolerating morire risk on
response to the COVID-19 pandemic crisis*®. Second, the concentration limit for
unsecured bank bonds was increased from 2.5% to 10%, enabling counterparties to

hold a larger share of such assets in their collateral pools. Third, the Eurosystem

lowered the minimum size threshold for domestic creditclaims® f r om 02 %, GOO
to facilitate the mobilisation as collateral of loans to small corporate entities.

As part of the regular collateral framework development, the Eurosystem
began accepting sustainability-linked bonds (SLBs). From 1 January 2021, SLBs
started to be accepted as collateral for Eurosystem credit operations, as well as for
outright purchases for monetary policy purposes, provided that they complied with all
the other eligibility criteria. Specifically, such bonds were deemed to be eligible as
collateral if they had coupon structures linked to certain sustainability performance
targets relating to one or more of the environmental objectives set out in the EU
Taxonomy Regulation and/or to one or more of the United Nations Sustainable
Development Goals relating to climate change or environmental degradation. This
decision further broadened the universe of Eurosystem-eligible marketable assets
and signalledt he Eur osystemfs support for innovatic
finance.

From 1 January 2021, after the end of the Brexit transition period, certain
marketable and non-marketable assets became ineligible. There are various
references to the EU, EEA and non-EEA G10 assets in the GD and the temporary
frameworks which resulted in the ineligibility of some assets. However, certain other

% The temporary haircut redtute i Govéedryni20g Couwmpdicelmede @ids i ¢
ti madfjast the hair-matketablasededsageat odnt he regular revi
control frameworKk

9 The minimum size threshold fumi fdome Hteit weeme NiICtBBsc | d ihmg
on a higher mini murm sadroautnitorf.or their ju
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6.2

assets linked to the United Kingdom remained eligible following the change of United
Ki ngdo mo® asoh-BBA G0 country on 1 January 20215°,

El i gibility and mobilisation

Most of the increase in eligible marketable assets during the review period was

due to government securities on the back of significant issuances. Between the

first quarter of 2020 and the fourth quarter of 2021 eligible marketable assets

increased from 014,296.3 to U16,352.6 billion, around 76% of which was attributable

to government securities (Chart 12a). These developments were mainly attributable

to the fiscal response to the COVID-19 crisis in terms of government issuances. The

remaining increase was due to corporate bonds, covered bonds and other

marketable assets®. On the other hand, eligible unsecured bank bonds and asset-
backed securities decreased by approxi mat el

5 SinktelJanuary 2021, thhaemned oll doregeeninigg ialslsetass a direct con
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Non-marketable assets represented the bulk of the increase in mobilised
collateral over the review period. Following the collateral easing measures
introduced in 2020, mobilised collateral increased considerably, from 01,636.1 billion
in the first quarter of 2020 to 02,838.8 hillion at the end of 2021 (Chart 12b). Credit
claims (including additional credit claims) accounted for the largest share of the
increase during the review period (around 44%), mostly on the back of the expansion
of the ACC framework. Overall, mobilised credit claims more than doubled in
amount, from (384.9 billion in the first quarter of 2020 to 1914.9 billion at the end of
2021. For marketable assets, the largest increases in amounts mobilised were
recorded for covered bonds (around 26% of the overall increase), followed by
government securities (around 17% of the overall increase). Unsecured bank bonds,
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asset-backed securities, corporate bonds and other marketable assets were used to
a lesser extent and accounted for 13% of the overall increase.
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Asset purchase progr a

Asset purchases are generally an important tool to support the monetary policy
transmission mechanism and to provide the degree of policy accommodation needed
to ensure price stability. Several asset purchase programmes were introduced over
the past decade to complement the regular MPOs of the Eurosystem. The ongoing
APP has been conducted since 2014 and aims to enhance the accommodative
stance of monetary policy in an environment where interest rates are at or close to
their effective lower bound. In addition, the PEPP was launched to counter the
serious risks to the monetary policy transmission mechanism and to the outlook for
euro area price stability posed by the COVID-19 outbreak (Chart 13). The PEPP
therefore had a dual role. First, the asset purchases under the PEPP delivered the
monetary accommodation required to ensure that medium-term price stability
continued to be preserved by supporting the economic recovery from the pandemic
crisis. Second, the flexible nature of the PEPP across time, asset classes and
jurisdictions was designed to fulfil a market stabilisation role in an efficient manner.
This section covers the main developments in the implementation of the APP and
PEPP over the reference period.

Pandemic emergency purchase pr

The Eurosystem6 s P E P Pnewfitlse key responses to the outbreak of the

pandemic. The programme was announced on 18 March 2020, and initially

consisted of an envelope of purchases amountingto 7 5 0  bAftér twb iocneases

Ta600 billion on 4 June 2020 2820dthaebvelopebi | |1 i o
amountstoatotalofu 1, 8 50 Netiplirdhasesmnder the programme ended in

March 2022. The maturing principal payments from securities purchased under the

PEPP will be reinvested until at least the end of 2024.
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The design of the PEPP entailed flexibility of purchases over time, asset
categories and jurisdictions, allowing the programme to be effective as a
market stabiliser. While the benchmark allocation for purchases of public sector
securities was based on the Eurosystem capital key of the NCBs, the actual
purchases could be conducted in a flexible manner, likewise over time and across
asset classes, on the basis of market conditions (Chart 14). This design feature
ensured that the PEPP could fulfil a market stabilisation role. Moreover, in addition to
the asset categories eligible under the existing APP, a waiver of the eligibility
requirements was granted for securities issued by the Greek Government. Finally,
the eligibility of non-financial CP under the CSPP was expanded to include securities
with a remaining maturity of at least 28 days. These securities could be purchased
under both the CSPP and the PEPP. The residual maturity of public sector securities
eligible for purchase under the PEPP range from 70 days up to a maximum of 30
years and 364 days.

PEPP holdings amounted t o 58Ltrillion by the end of 2021, reflecting the
flexible nature of the PEPP. The overall purchase volumes peaked in the first few
months of the programme, with monthly volumes exceeding 0100 billion a month in
April, May and June 2020. The majority of PEPP holdings were securities issued by
public sector entities, totalling (1,531 billion and representing over 97% of the total
volume. While deviations from the capital key have decreased to five percentage
points, they amounted to more than 14 percentage points in the March to May 2020
period, illustrating the flexibility of the tool. Moreover, a substantial amount of
(corporate) CP was bought in the first three months of the PEPP, amounting to (135.4
billion. Due to the substantially lower purchases in subsequent months and the short
maturities of those securities, the outstanding holdings of CP in the PEPP declined
to below 04 billion at the end of 2021. At the end of that same year, PEPP holdings
in covered bonds and corporate bonds (excluding CP) accounted for (6 billon and
040 billion respectively. See Box 3 for the role of the PEPP in the stabilisation and
reduction of volatility in the European government bond market.
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PEPP flexibility

a) Net PEPP purchase volumes b) Absolute capital key deviations in public
sector purchases
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Asset purchase progr amme

The APP continued to support broad-based monetary accommodation during
the review period. At the start of 2020, net purchases under the APP amounted to

020 billion per month. These mont &dtitonaa mount s
envelope of 1120 billion on 12 March 2020t o uppast favourable financing
conditions for the real economy in times of heightened uncertaintyd . The addi ti or

envelope was used until the end of 2020. The APP consists of the public sector

purchase programme (PSPP) and the three smaller private sector programmes,

covering corporate bonds (the CSPP), covered bonds (the covered bond purchase

programme series 3 (CBPP3)) and asset-backed securities (the asset-backed

securities purchase programme (ABSPP)). There were no material changes in the

design of the APP in the review period. The actual monthly profile of net purchases

often diverged somewhat from the average purchase pace set by the Governing

Council, reflecting seasonal fluctuations in market liquidity. Holdings at amortised

costunderthe APP increa8tead [flriocom (2. 5D e Bariidnéenr 2019
December 2021 (Chart 15).
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Pubbeicctpor c hprsoegr a mme

The PSPP was announced in January 2015. Under the PSPP purchases are

limited to the secondary market. The allocation of purchases across eligible

jurisdictions is guided, on a stock basis, by the respectve NCBs 6 subscri pti on
ECB6s capital k ey, Areweapital keg eathe imo/effactot i me .
February 2020%2. Cumulative net PSPP purchases increased by 01405 billion during

the period under review and amounted to (2,603 billion at the end of the fourth

quarter of 2021. Since December 2018 the bonds issued by governments and

recognised agencies have made up around 90% of the total Eurosystem portfolio,

2 See the corr emsrpeosnsdirneyl eEaCBe
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while securities issued by international organisations (and also, under the Next
Generation EU (NGEU) investment and reform programme i see Box 4) and
multilateral development banks account for around 10%. The portfolio allocation of
purchases across jurisdictions continues to be adjusted with a view to bringing the

share of the PSPP portfolio into closer alignment with the ECB capital key, subject to

issue and issuer limits, the principle of market neutrality, and other programme

constraints. Chart 16 shows the end-of-year relatved e vi at i ons fr om

shares as determined by the Eurosystem capital key. Large deviations for Greece
and relatively small jurisdictions reflect the ineligibility of Greece and limited
availability of securities, respectively. Declining deviations from the capital key over
2021 in most jurisdictions highlight the commitment to reduce such deviations
whenever the conditions permitted.
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Pri vseetca or purchase programmes

The private sector programmes are conducted on the basis of benchmarks
that are broadly in line with market capitalisation. These asset purchase
programmes are built on the eligibility criteria of the collateral framework for the
specific asset categories concerned. The respective benchmarks reflect all eligible
outstanding assets on a proportional basis. In day-to-day implementation of the
programmes, bond purchases are responsive to the availability and liquidity of
individual bonds. Purchases under the private programmes are generally conducted

in both the primary and the secondary markets, but only on the secondary market for

public sector entities under the CSPP. Table 3 provides an overview of the main
settings for the private sector programmes.
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coordine

Source: ECB.

Private sector holdings increased by (161 billion over the review period. The
greatest contribution to the increase came from the CSPP, under which holdings
increased by 1125 billion. Overall, holdings under the private sector programmes are
increasingly being reduced by redemptions. Redemptions in 2020 and 2021
amounted to 1119.2 billion, lowering the net impact of gross purchases.

Asset swap spreads for non-financial corporate bonds were very volatile in
2020. They peaked in March-April 2020, and kept declining during the rest of the
review period. Strong Eurosystem presence was one of the drivers of the decrease
in volatility (Chart 17). The spreads progressively tightened after the additional
monetary policy measures related to the pandemic started to take effect. Spread
levels remained relatively stable in 2021.
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7.3 Securlendies@gr amme s

The Eurosystem offers securities lending programmes to support bond and
repo market liquidity without unduly curtailing normal repo market activity. As
a side effect of the purchase programmes, the decline in the free float of securities in
financial markets could potentially have negative effects on market functioning. In
order to prevent or alleviate such side effects, the Eurosystem offers the majority of
its asset holdings for securities lending (PEPP, PSPP, CSPP and CBPP1, 2 and 3,
as well as the Securities Markets Programme (SMP)). In addition to securities,
counterparties are also allowed to place cash as collateral in PSPP and public sector
PEPP securities lending facilities. This cash collateral variant of securities lending is
subject to an overall limit, which was increased from U75 biliont o G150 bi |l |l i on
November 2021 to reflect, inter alia, the increase in the stock of acquired assets over
time and also to serve the purpose of a backstop.

The PSPP and public sector PEPP securities lending on-loan balance was

increasing during the period under review. In 2020 the average monthly on-loan

balance in the Eurosystemw a s .2 Bill#on, of which 0 1 .biBion was borrowed

against cash collateral. This increased to an average monthly on-loan balance of

G480.7 billion i n 2d %dsporronved agdinst calsh callatgtal. 7 bi | | i
The peaks in usage of the Eurosystem facilities occurred at quarter-ends and ahead

of futures delivery dates (Chart 18).
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Bo 8
The role of the PEPP in the stabilisation and reduc:
government bond mar ket

I n times of acute stress, fallingeassapacptiyces andamicglaér
intermedi aries to bear risk when duration supply (e.g. th
those situations, asset purchases help stabilise the mark
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Box

ThBGEWrogr amme i ts i mplications for monetary policy

Presentation of the NGEU funding progr amme

The European Commt lsNsGEdghr d garuashnomtmes dpport ecomotmie recovery f
panmiec. The NGEU packageéenlicipman tss satroaf didtedms but ed fr om

t he EUMenob &rtat es. This temporary instrument compl ements tF
focused on a greenAaaodr digat ad patcoEmwprroypea®d® nisev el
essential to avoid uneven recovery andUnecoonnonfihci sfragment a

box el aborates on t hfeorihfmiph a cait & lo nfeam ibeNSEn pol i cvy
i mpl ementation.

The i mplicatNiGkngsogf amimfei namci al mar ket s

The i ssuandedGEPdDgofamme si gni EUicsasnudnyc e naccrteiavsiet y, not on
compared with its own r e’'gwilsarEU sssouvaenrceeisg nbsu,o f naal ksion gv itshe EU
the | argest issaeirs imetbt@miengrong amee. NGEU programme, the
European Commission willilnlaoosef upabhoi aromadkéB880b¥p 2026,
to borrowing vol umnmelal ipoerrypyaeghl yBadasoé6wbng wi | | be repaid b
t henmdni ssion alreadn iiios suemd s Tdnidn GRi21 bs to start funding
recovery fparbleagGes opeBemhbJ@tiaotnedss. The sve riczecwed tu ®eiSng a
diversified fuasdiexgplsarmeeglyel ow

NGEU i s siuwapnecket ecestud t i n a deep andenlsiugaiimngdy iEHJu ibdond mar ket ,
ri-sEkearnomterest (rChtag tcTAeY NGEU funding strat-egies include |
term fundtiemrgm fLomdyi ng (EU bonds wit h amad wautithides from 3 to
a liquid benchmar-tkerymefl Bcdiomd k@ -mding thtstamode € h
maturititemmgndipilmpasnci ng needs and | iquidity risk by granti
mar ket and attracting @maew DY ptéebreno ffounngdviensgt osrtsr.a tAesgy, t he
European Cansmeiésksgoomai se 30% of the programme using green
bi Inl)i,o t herefore becoming the worl désthpsgkbaetd green bond i
Commi ssi on has NG&EWe IGoped tBlmewd Framework based on Internat
Mar ket As@G €b)Aactriiotner i a amadtglparEuradp gat lottd Joavh o @y ,
curremdé@&ysdwhng the Commi ssi on.
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| mplications for monetary policy
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Eurosypeemtoons and are purchasable under outright asset
|l arge size of issuances anticipated, the NGEU programme w
Eurosystem eligible bonds in the suprneenateiponeasle nstpeadc e . I n
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8.1

| mpact of the Eurosys
pol i cy I mplementation
sheet and |1 quidity ¢

The operations described in Sections 4 and 7 expanded the Eurosystem balance
sheet to an unprecedented level. As a result, both their share as a percentage of the
total balance sheet and as a percentage of GDP rose. The expansion in assets was
mirrored by a mechanical increase in liabilities, mostly in the form of bank reserves
(excess liquidity). While the level of excess liquidity more than doubled over the
review period, its distribution across the Eurosystem changed somewhat.
Autonomous factors®® had an increasing absorption effect, in particular, due to the
fiscal response to the pandemic crisis (and the related increase in government
deposits), and as a result of the increase in demand for banknotes and of higher
deposits inflows from non-euro area residents.

| mpact of Eurosystem monetary
i'ts balance sheet

The monetary policy response to the COVID-19 crisis translated into

accelerated growth of the Eurosystem balance sheet. Since the global financial

crisis, MPIs have contributed to a substantial increase in the Eurosystem balance-

sheet size. Over the review period, the monetary policy response to the outbreak of

COVID-19 contributed to the fastest-growth period in the history of the Eurosystem

balance sheet (Chart 19). This was mainly due to the implementation of the PEPP

programme and to the high demand for the TLTRO lll series. By the end of 2021, the
Eurosystem balance sheethadr eached a historic high of (8.
0$3.8 trillion since 31 December 2019.

% Autonomous ¢amct oals laasehke ebta laasnsceet st mafdf ¢ dtabtihé tamsunt o

excess liquidity avail atblhat @ ondtheurmdaearikitnlge sgisrt eant bad nt
bankln this report we focus on the balance sheet from
bal asiteet i temanothatlavant from this perspective woul
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MPI's in the Eurosystem balance sheet
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policy perspective. As a result, the total Eur osystem bhaalnantchee sheet i
sum of the liabilities items showopniomoBanéhcaobecatweosweveri nwhedeal (aa
(both assets and liabilities) are aggregated and netthedreltyvanhey iges
from a monetary policy perespencctliuvdee. MRGCesdi tL TdRPesr, a tTiLAMROshamd MLFs; outr
CBPP2, SMP, APP, PEPP operations. MPIls include |l ending operations and

The share of monetary policy assets increased, both as a percentage of GDP

and as a percentage of the Eurosystem balance sheet. The increase in the

balance sheet was predominantly driven by the expansion of monetary policy assets,
increasing from 0u3.3 ta6. 8 itarheéntofdaddle end of
thereby reaching a value equating to almost 60% of GDP (Chart 19a). Within

monetary policy assets, 55% of the increase was due to asset purchase

programmes, while 45% to credit operations. Given the comparatively lower level of
outstanding credit operations at the end of 2019, this translated into a more

significant increase in credit operations as a share of the Eurosystem balance sheet

(Table 4).
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8.2

The significant monetary policy interventions were mirrored by a mechanical

increase in Eurosystem liabilities, primarily as excess liquidity. High TLTRO Il

take-up and asset purchase programmes resulted in a comparable® increase in

central bank overnight deposits, thereby increasing excess liquidity in the banking

system fromatiltAetend| oon2019 to G4 trillion
Considering the Eurosystem balance sheet from a liquidity perspective (Chart 19b),

the residual increase in liabilities was due to autonomous factors, absorbing liquidity

on the net (see Section 8.3) i and MRRs, which have marginally increased with the

higher deposit base (see Section 3). Overall, in terms of the (accounting) balance

sheet, the relative share of central bank reserves increased from 39% to 50% as a

percentage of the Eurosystem balance sheet (Table 4).

Tabde
Composition of the accounting Eurosystem bal
2021
ASSETS Q4 2019 Q4 2021
Securities held for monetary policy pur 569 559
Lending to euro area)credit institution 139 269
Nomonetary pold)cy assets 319 199
LI ABILI'TIES Q42019 Q42021
Banknotes 289 18 %
Centbraantk r eserves 399 50 %
Nosmonetary policy deposits 139 17 %
Capitrelse§ ves and other 209 15 %

Source: ECB.

Not esitnqlayjdes refinanthegMbper @b) onechodegolfederedbugrnmatiedeownesund portf
emergency | i quei(Ellay da sashseertasn;c (c)r i@t aadegdworiechquandde x eesseyavneds

the DF.

Excess | iquidity

and 1 ts distr

Excess liquidity results from the holding of central bank reserves either in
bankso6current accounts or at the DF. Eurosystem eligible counterparties have two
options for depositing their reserves overnight. They can leave them on their current
accounts with their respective NCB in excess of their MRR or move them overnight
to the DF. In the current negative-interest-rate environment, both accrue the same
remuneration, which remained at -0.50% over the review period. Only reserves held
in current accounts may benefit from the TTS (see Section 3). Credit institutions
and/or eligible counterparties tended to keep their excess liquidity in current
accounts. Some counterparties nevertheless transferred their reserves to the DF,
mainly for internal reasons such as accounting processes relating to the
remuneration of accounts or for liquidity management considerations. Current

accounts increased from

60 Monetary policy operationsodhe
given that
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recourset o t he DF increased from G372 billion ir
based on daily averages, Chart 20). However, the percentage of excess liquidity held

in the DF decreased significantly after the announcement of the two-tier system, as it

only considers the excess reserves to fulfil the exempted tier. By the end of 2021,

the DF was used by only about 60 banks in the Eurosystem.

Chaz
Excess | iquidity and its balance sheet compo

(le fhtand scal e: EURa rbd |4 d alnes:; pdrgheant ages)
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Over the review period, there were some changes to the distribution of excess
liquidity over jurisdictions and banks. Although the largest share of excess
liquidity in the euro area was still held in banks located in Germany, France, the
Netherlands, Finland, and Luxembourg, their share decreased from 77% to 69%
over the review period (Chart 21a). Banks located in Italy and, more marginally, in
Spain, Ireland, Greece, Austria, and Portugal increased their excess liquidity
holdings. Thi s was mainly attributable to banksé
series (and the subsequent deposit of their overnight liquidity with the Eurosystem) in
combination with the TTS. Some redistribution had previously occurred as a result of
the trading of reserves due to the introduction of the TTS in late 2019 (see Section
3). Overall, the concentration of excess liquidity among the top four holders in each
jurisdiction increased, except for Germany, France and Finland®® (Chart 21b).

6 | gnodémgeases in countriestowhed eeblg abmve0BD%th
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8.3
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aut onomous

Autonomous factors are relevant for monetary policy implementation since

they affect the amount of excess liquidity. Autonomous factors are central bank

balance-sheet assets and liabilities that affect the amount of excess liquidity

available to the banking system but that are not under the direct control of the central

bank. In the euro area, NCBs forecast and analyse developments in autonomous
factors as part of their daily liquidity management activities. In addition, the

Eurosystem regulates its non-monetary policy activities through the Agreement on

Net Financial Assets (ANFA) and the Guideline on domestic assets and liabilities

management®2, The former sets out the rules and limits for holdings of financial
assets that are related to the national tasks of NCBs®, while the latter ensures that
N C B s 6 -manetary policy activities do not hinder monetary policy implementation

and sets the appropriate remuneration to disincentivise excessive non-monetary

policy deposits being held with NCBs.

The combination of monetary and fiscal stimulus in response to the pandemic

crisis had a significant effect on banknotes, government deposits, and

2 Guideline (EU) 2019/671
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deposits of non-euro area residents. These three autonomous factors are the

main liquidity-absorbing factors on the Eurosystem balance sheet and accounted for

an overall increase in |liquidity absorption
billion, of whicha 2 2 Oliond n banknot es, goverrbedt ddpositslandon i n
U85 b i deposits of non-auro area residents. Chart 22 summarises how these

three factors developed over the review period.
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Banknotes in circulation accelerated over the review period, mostly for
precautionary purposes. After some years of strong growth in euro banknotes in
circulation (around 5% in 2017-2019, i.e. significantly above GDP growth), the net
issue of banknotes accelerated in the review period, reaching growth rates of up to
10%.Theval ue of outstandi ng e u220bilioa rguivaleites i nc
to an average annual growth rate of 9.5% (Chart 22a). Recent payment surveys
indicate that the share of cash transactions in the euro area underwent a significant
decline, which gained further momentum due to the COVID-19 pandemic5. In
addition, euro banknote cumulated net shipments abroad (cumulated euro
banknotes leaving the euro area minus euro banknotes coming in from outside the
euro area) suggest that demand from outside the euro area did not contribute to the
high demand, largely due to the greatly reduced air traffic. It follows from these two
circumstances that the increase in banknotes in circulation during the study period
was mainly attributable to store-of-value (hoarding) or precautionary approaches®®.
However, banknotes have also been used increasingly to avoid negative
remuneration on central bank (e.g. vault cash) and commercial bank accounts given
that excess liquidity increased strongly.

Government deposits rose substantially as a result of the fiscal response to
the COVID-19 crisis. Deposits by Treasuries and other public authorities

4 ECH 20c 1
6 These developments a2@0&ofti mamwci dlhecrRri09i7s showed si mil
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(herei naf t er heldévighdNCRs haverhestoricdly represented the more
volatile and hard-to-predict autonomous factor given that they are affected by any
financial operation conducted by governments, such as debt issuance and
redemptions, collection of taxes and payments of pensions, as well as their liquidity
preferences. These operations are generally country-specific, depending on
governmentsé i nvest ment frameworks and institutio
respective NCB. In this regard, different NCBs in the euro area have different fiscal
agent roles and responsibilities in conducting cash management activities on behalf
of the government in their respective jurisdictions, and different frameworks for
managing short-term investments. In the review period, government deposits
increased sharply, reaching peakl e v el s a b iflienemong th&n@oubling in
size compared with previous years (Chart 22b). The main reason for the significant
growth was the fiscal response to the economic fallout caused by the COVID-19
outbreak. In general, Treasuries in euro area countries provisioned their balances
through debt issuances to cover expenditures of uncertain amounts in the short term.
It is expected that these higher levels of government deposits will gradually be
reduced at a pace proportional to economic recovery in the euro area. Given the
volatility of government deposits and their weight in autonomous factors, the
Eurosystem has historically set limitations on their remuneration to provide
incentives for governments to place their deposits in the market®. From January
2022, t heame§@ applibableceiling for the remuneration of government
deposits under the prevailing negative-interest-rate environment, substituting for the
discontinued euro overnight index average (EONIA).

Deposits of non-euro area residents and EU institutions increased overall
more marginally compared with previous periods but with a stronger increase
towards year-ends. These deposits are primarily part of the Eurosystem reserve
management services (ERMS) that NCBs offer to foreign central banks, international
organisations, and foreign governments. Money market rates trading below the DFR
have made the fixed-rate and safe conditions offered on these accounts relatively
attractive, especially on end-of-period reporting dates when market rates turn
particularly volatile and alternative investment opportunities with credit institutions
are limited (Chart 22c). Over the review period, three additional events were
noteworthy. First, the peak observed between March and June 2020 was due to euro
lending to the Federal Reserve in exchange for borrowing US dollars amid the US
dollar swap operations that were enhanced in March 2020 to support the smooth
functioning of US dollar funding markets in the euro area®’. Second, the higher
deposits observed in 2021 were mostly linked to the provision of funds for the NGEU
recovery programme. Finally, year-end money market pressure in 2021 started
earlier than in previous years, indicating the increased unwillingness of banks to take
in deposits over year-end because of regulations, bank levies, and other balance-
sheet concerns.

66 Art . 4 of Guideline ECB/ 2019/ 7.
% This temporal i ncr ehaes eE OnBa sh arl eagnicset esrheede ti.n t
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