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Bank on it: Payback time! Banks pay back
the ECB only €79bn in TLTRO-III

European banks will early repay early the ECB only €79bn in TLTRO-III
funding this September. We do not consider a repayment amount
such as this to reflect a change in the attractiveness of the TLTRO-III
funding operation. Instead, we consider this more as finetuning from
banks.

Source: ING, EBA

The ECB announced today that European banks will repay €79bn across the first five tranches of
the TLTRO-IIl operation on 29 September 2021. Without a repayment the funds would have
matured in the course of 2022-2023 depending on the tranche. The repayments will result in the
outstanding amount of the TLTRO-III operations to only slightly shrink to €2,110bn, down from
€2,190bn.

We do not consider a repayment amount such as this to reflect any larger shift in the
attractiveness of the TLTRO-III funding operation, but instead consider this more as finetuning from
banks. For the banking system the net liquidity impact should be assessed only once the take-up
in the TLTRO-IIl tranche 9 is announced next Tuesday.
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The early repayments are spread across the different tranches with the fourth tranche seeing the
largest repayment of €46bn on an absolute basis. As this tranche is also the largest tranche
allocated to date (original allotted amount €1,308bn), proportionally only 4% of its outstanding
amount will be paid back this month. Percentage-wise the largest payback was for the first
tranche (38%) that was also the smallest tranche to start with (original amount €3bn).

The ECB also published the number of banks that chose to pay back funds early. Especially in
tranches one and two more banks used the early option. 39% of banks in the first tranche chose to
pay back early followed by 25% in the tranche two. The proportions were smaller for tranches 3-5,
amounting 18%, 8% and 3%, respectively. This reflects in our view both the large number of
bidders in tranches 4 and 5, but also the shortening tenor in tranches 1-2 making them less
attractive as a source of longer-term funding.

Banks that have drawn funds from the ECB's funding operation TLTRO-IIl have an option to repay
the amounts early in full or in part. We did not expect many banks to utilise the early repayment
option as we consider there to be several drawbacks to this, especially relating to the possibility of
obtaining the most attractive -1% rate for the funding. Read more on this here.

The reasons for banks to choose to pay back early could include, but are obviously not limited to,
that: 1. the bank in question does not actually anymore need the liquidity anymore, 2. its lending
development is less strong than expected, which would in turn have an impact on the expected
cost of the funding, 3. the funding is getting too short (NSFR considerations), or 4. perhaps the bank
is looking to spread out its TLTRO-III refinancing risk by switching to a later tranche.

The outstanding amounts of the ECB’s TLTRO-III funding
operation
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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