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Bank Pulse: Few TLTRO repayments seen
in September

In September, banks will have the option to repay cheap loans from
the European Central Bank. But we doubt they will

In September, banks will get the chance to pay back some of the cheap loans borrowed from the
ECB under the first five tranches of the Targeted Longer-Term Refinancing Operations programme
(TLTRO-III, tranches 1-5), set at €1.7 trillion. But with banks able to benefit from a -1% interest rate
for another year (until June 2022) we doubt that many will use this early repayment option, or
even shift their borrowing to the final tranches. This means banks will continue to use central bank
funds abundantly, and thus remain less active in primary bond markets, at least until well into
next year.

Reasons to repay early

e Repaying TLTRO-II.1-5 drawings and borrowing fresh funds under the TLTRO-II.9 operations
(or in December 2021 under the TLTRO-III.10 operation), could offer banks the opportunity
to lengthen the maturity date of their TLTRO drawings by one year (in the case of the
TLTRO-III.5) to two years (in the case of the TLTRO-III.1), to September 2024. Those facing
restrictions in terms of their borrowing allowance or collateral availability for TLTRO-I1.9 or
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TLTRO-II1.10 participation could therefore opt to shift.

e By shifting into the last two tranches, banks may also spread their TLTRO redemptions more
evenly, thereby avoiding a substantial repayment spike in June 2023 when the largest
TLTRO-III.4 tranche expires.

¢ Net stable funding considerations could also play a role, as shifting into the new tranches
would push forward the moment of a (partial) loss of a tranche’s net stable funding
recognition.

And reasons not to

That said, shifting into the new operations has drawbacks.

e Those shifting towards the new TLTRO-II.9 in September 2021 would miss out on the
additional -1% special interest rate for three months, from June to September 2021. When
the old tranche is repaid, an assessment of the additional special lending criteria can't be
made. We understand the old (-0.5%) criteria would therefore still apply for the period
following the first special reference period until early repayment.

e Furthermore, if banks fail to meet the additional special lending target for the period 1
October 2020 until 31 December 2021, they would see the interest rate for the TLTRO-
[11.8-10 operations rise to the average rate on the main refinancing operations (MRO rate)
over the remaining life of the operation. Under the TLTRO-III.1-7 tranches, the interest rate is
equal to the average MRO rate minus 50bp from 24 June 2021 until the repayment date, if
the 1.15% initial lending criterion or the 0% special lending criterion has been met.

e In addition, the ECB said last week that it would continue to provide ample liquidity via its
refinancing operations. Some banks may interpret this as a sign that the central bank might
provide eurozone banks with better shifting opportunities at a later stage.

Four different interest rate outcomes for drawings under the TLTRO-IIl operations

1) 0% lending benchmark is met for the special reference period (SRP) and for the additional special reference period (ASRP)
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2) 0% lending benchmark is not met for the special reference period (SRP) but is met for the additional special reference period (ASRP)
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2yr modified lending criterion < 0% 0.0%
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3) 0% lending benchmark is met for the special reference period (SRP) but net for the additicnal special reference period (ASRP)
24 June '20 24 June '21 23 June '22
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4) 0% lending benchmark is not met for the special reference period (SRP) and not met for the odditional special reference period (ASRP)

24 June '20 24 June '21 23 June '22
2yr madified lending criterion = 0% 00% 1 .1-10
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Source: ECB, ING
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Bank bond spread performance

Bank bond index performance
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Senior unsecured bond performance
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Subordinated bond performance
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€177bn
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Relative performance of the indices
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2021 year-to-date bond supply*

€196bn in 2020* (*public deals)



Bank bond supply

Primary issuance for week ending on 23 July
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Deals in the pipeline
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Tenor (ur) Size (€bn)

Source: IGM, ING
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Sustainable bank bond supply per debt category, 2021 YTD versus 2020 YTD (€bn)*
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2021 YTD bank bond supply bu maturity/first call date (Ebn)*
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Bank bond supply per country, 2021 YTD versus 2020 YTD (€bn)*
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Operating environment

Eurozone monthly bank lending to business and households (€bn)

Monthly net flows, adjusted for sales securitisation & seasonals
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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
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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.
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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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