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ECB removes the free lunch from banks

The ECB is changing the terms of the TLTRO-IIl bank funding operation
from November. The cost of participating will become higher. Sticking to
funds makes sense for funding purposes, in our view. We expect
repayments to edge up but are mostly supported by existing liquidity
reserves. Refinancing via bond markets makes little economic sense

The European Central Bank in Frankfurt, Germany

The European Central Bank (ECB) announced changes to the terms of the targeted longer-term
refinancing operations (TLTRO)-IIl programme in its October meeting. From 23 November 2022,
and until maturity or early repayment date, the TLTRO interest rate will be indexed to the
average applicable key ECB interest rates over this period. The ECB offers three new voluntary
early repayment dates starting 23 November. The cost of the TLTRO tranches for banks that
have met the lending benchmarks will move to at least 1.5% after 23 November (to the level of
the deposit rate as of 2 November), but the level for the remainder of any tranche will most
likely be higher than this as the ECB continues to hike rates. Until 23 November, these banks
enjoy the very attractive rates based on the average of the operation until November.

While the cost of the operation will become higher for banks, the levels compare relatively
attractively with bond market yields due to the substantial repricing of underlying interest
rates this year. Most covered instruments trade with yields closer to 2.8% in the 2024 maturity
bucket, while preferred senior is quoted even at higher yield levels than this (around >3.6%).
Thus, while the ECB has changed the conditions, we don't think the change will result in
massive early repayments for banks that use the operations for funding. Instead, these banks
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are likely to remain more cautious, especially considering the substantial volatility in the
financial markets and worries over the economic outlook. For banks that have drawn funds
more opportunistically, the question is less straightforward. While you can continue depositing
the funds back at the deposit rate to the ECB, the TLTRO drawings have a negative impact on
MREL (minimum requirement for own funds and eligible liabilities) or leverage ratio metrics. For
these banks, a quicker repayment may thus seem more attractive.

We think that stronger banks may utilise early repayment options to drive down, at least
partly, their excessive TLTRO drawings. This can perhaps also be used as a signal to the
markets that the liquidity buffers are at strong levels allowing for the action. Smaller or lower-
rated banks are unlikely to be able to refinance the drawings at competitive rates via bond
markets. For these, repaying early does not make sense.

Covered and preferred senior unsecured bond yields for 2024
maturities
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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.
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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 requlation 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 BRO00341) 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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