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1 Introduction 

In a market economy central banks can offer liquidity to commercial banks, but cannot command them 

to use the newly available resources for lending to the real economy, even if liquidity is given out via 

Long-Term Refinancing Operations (LTRO’s). With Targeted Long-Term Refinancing Operations 

(TLTRO’s), an instrument that has been developed since 2014, the European Central Bank (ECB) has 

apparently found a way, to incentivize banks of doing lending without overturning the general price 

mechanism of loan markets. When COVID-19 struck the euro area in late winter 2020, the TLTRO’s 

were the right instrument at the right time. Being already in place before, they were modified and 

used to fulfil two very important tasks at the same time: Avoiding a credit crunch and avoiding a 

banking crisis. Together with some other instruments they seem to have done a good job. Lending to 

the non-financial corporate sector has increased significantly instead of going down like in other crises. 

A banking crisis, which could easily have emerged out of liquidity problems and an increase of 

insolvencies in the corporate sector, has been averted. Obviously, TLTRO’s and other monetary policy 

instruments were complementary instruments to numerous fiscal measures, like credit guarantees, 

direct investment by the state in some companies and broad furlough schemes in the labour market. 

However, it must be assumed that it would have been much more difficult, to stabilize the financial 

and the loan market without using quickly implemented TLTRO’s. This technical note, therefore, 

discusses the main mechanism and modalities behind the ECB’s TLTRO programmes and the effect on 

bank lending in the euro area.  

 

2 The ECB’s instrument of targeted long-term refinancing operations 

2.1 Definition and motivation to use TLTRO’s 

TLTRO’s are refinancing instruments backed by eligible collateral and maturities of several years that 

provide an incentive for banks to extend loans to the non-financial sector due to preferential interest 

rates. The basic idea is to make interest rate conditions more favourable the more credit banks provide 

to the economy. 

The main reasons to implement TLTRO’s are the following: First, there has been a strong downward 

trend in inflation which stood at -0.2% (yoy) in December 2014 and was followed by falling market 

based long term inflation expectations (see Figure 2 in the Annex). Also, the monetary aggregate M3 

expanded only at a very low rate of around 1% by mid-2014, signalling low inflation pressure in the 

future. Second and equally important, the stock of loans to the non-financial corporate sector shrank 

by around 2% in 2014 after having already fallen since 2012 at even higher rates (see also Figure 2 in 

the Annex). Thirdly, lending rates for corporate loans did not react to policy rate cuts of the ECB during 

2013/2014. Moreover, a fourth reason was that LTRO’s were not used by banks as intended by the 

ECB. Since 2011 banks in Italy and Spain used LTRO’s to a significant amount for the purchase of 

government bonds instead of increasing their lending to the economy. This intensified the undesired 

negative feedback loop between banks and sovereigns. At the same time there where many banks 

who shied away from using LTRO’s as they feared some stigmatization. They did not want to be 

identified as a bank that was not able to get liquidity in the private money market. This behaviour was 

probably one of the triggers to think about how to redesign the long-term operations to support 
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corporates and households1 and could have also been another motivation for targeting long-term 

refinancing operations. For these reasons, the ECB decided to create the new instrument of TLTRO’s 

with a more direct incentive for banks to extend loans to the economy. Three programmes called 

TLTRO I, II and III have been launched since 2014 by the ECB. In the following section we take a closer 

look on the differing parameters characterizing TLTRO’s.2 

2.2 Mechanism and modalities of TLTRO’s 

TLTRO’s are usually launched on a quarterly basis and are mainly characterized by their interest rate, 

an incentive mechanism, a borrowing allowance, their maturity as well as options on when to make 

the repayment. In addition, given that banks can only make use of TLTRO’s if they provide collateral, 

the conditions on the quality of collateral play also a role. The ECB therefore has various parameters 

to loosen or tighten the conditions of the programme. 

First, the most direct channel to influence the lending activity of the banking sector is through interest 

rates applied to TLTRO loans, varying according to an incentive mechanism. There is a maximum and 

minimum interest rate under TLTRO’s, which are often set in reference to some other rate e.g. the 

deposit facility rate in the current case. If a bank complies with meeting a certain threshold of increase 

of the stock of eligible loans3, the bank would take advantage of the lowest interest rate. The change 

of the stock of loans is determined by defining a benchmark of the stock of loans at a certain time (e.g. 

under TLTRO II this change is 2.5% over a defined period). The definition of the benchmark is explained 

in Annex B. If instead banks fail to increase their stock of loans according to a specified threshold, the 

maximum interest rate applies. In between, e.g. when exceeding the threshold stock of loans by less 

than the 2.5% (the defined change in the case of TLTRO II), the interest rate is gradually adjusted. Via 

the adjustment of the minimum and maximum interest rate, the ECB can determine the tightness of 

the instrument. Due to COVID-19, the ECB did e.g. cut the minimum interest rate from -0.4% (March 

2019) to -1.0% (April 2020). Given the current minimum interest rate banks actually receive interest 

rate payments of 1% on the borrowed funds, if they comply with the threshold. 

Second, changes in the borrowing allowance also have an impact on the degree of loosening TLTRO’s. 

The TLTRO I could be applied only to 7% of outstanding loans to the non-financial private sector 

excluding mortgage loans. This allowance has been increased to 30% for TLTRO II and III and with the 

revision TLTRO III in April 2020 the allowance has been expanded to 50%, thereby loosening monetary 

policy again.  

Third, the maturity of TLTRO can also be modified. The TLTRO III started with two years maturity, which 

was then changed into three years maturity. This means that the refinancing conditions for long term 

loans are getting easier. And finally, repayment options as well as rules with respect to the quality of 

 

1 The first approach in the LTRO I has been to required banks to make the repayment of their borrowed funds 

already in 2016 instead of 2018 when banks did not show that they had increased their lending. Then, with LTRO 

II and III, the ECB used a different approach through varying interest rates. The ECB defined the maximum interest 

rate and the minimum interest rate banks would have to pay. 
2 Details regarding all three programmes can be found in Table 1 of Annex A. 

3 Loans to the non-financial sector, excluding mortgage loans. 



 

 

 3 

collateral4 can also have a decisive impact on the amount of funds banks want to borrow from the 

central bank.  

2.3 Effect on bank lending in the euro area  

With the implementation of TLTRO’s, this instrument has started to replace the traditional LTRO 

instruments, which are mainly liquidity providing instruments without an explicit incentive to extend 

loans to the real economy. A rough look at the development of TLTRO take up and extension of loans 

to the non-financial corporate sector suggests that the instrument has a positive impact on lending 

activity.  

Figure 1: Sum of targeted long-term refinancing operations, change in the stock of loans to the non-

financial corporate sector and introduction of TLTRO programmes for the euro area 

 

Sources: Macrobond, HCOB and ECB. 

This view is also supported by a study of the Bank of Finland5, where the impact of TLTRO II (launched 

in 2016) is evaluated by looking at the loan extension of 190 banks. One result of the study is that the 

97 banks which have participated in the TLTRO II have increased their lending activity after the launch 

of the programme in mid-2016 significantly over the next years. The 93 banks which have not 

participated in the programme did reduce their lending activity instead. The study concludes: “This 

means that TLTRO II most likely increased corporate lending in participating banks.” It also notes that 

a corresponding development can be seen in consumer credit. While the study of the Bank of Finland 

 
4 All assets included in the single framework for eligible assets of the Eurosystem are eligible as collateral for 

longer-term refinancing operations. 

5 Bank of Finland, 2019. The ECB's targeted longer-term refinancing operations have increased bank lending to 

the private sector. Bank of Finland Bulletin 1 (2019). 
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provides some evidence that the TLTRO instrument has a positive impact on lending and thereby 

economic activity, it is always difficult to get a clear picture of the effectiveness of monetary policy 

instruments. There are lags and various external factors which are not always easy to isolate. During 

COVID-19 there is in addition the difficulty that state guarantees have supported the extension of 

loans. These loan guarantees are generally of medium and long-term maturity (with an average 

maturity of five years). The fact, however, that loans with a maturity of more than five years 

contributed to half of the total increase in the stock of loans indicates that loan guarantees were not 

the only factor behind the higher loan activity. Furthermore, the above-mentioned study finds a 

positive impact on bank lending from the TLTRO II programme, which was put in place in 2016 when 

no new guarantee programmes were yet in place. Thus, it looks as if the two instruments, TLTRO and 

state guarantees, are complementary to each other.  

BOX I: The role of state guarantees during the COVID-19 crisis 

 

2.4 Where are the risks to TLTRO’s? 

Given that TLTRO loans are backed by collateral, there is – depending on the collateral policy – the 

danger that the quality of the central bank’s balance sheet deteriorates. This could be the case, if the 

economic situation deteriorated and/or the central bank loosened the quality standards for the 

collateral. This is especially the case, as the TLTRO’s have a long maturity. While the collateral rules 

foresee that the haircut is increased if the quality of the collateral deteriorates or that the bank has to 

substitute collateral that is no longer eligible, this could be difficult, if the economic environment gets 

worse, hitting all the collateralized assets at the same time. This could provoke a pro cyclical behaviour 

of banks aggravating the crisis. If instead the central bank tolerates the worsening quality of assets, 

which are on the central bank’s balance sheet this could harm the credibility of the monetary authority. 

Apart from that, accepting bad collateral, could lead to a less solid risk management in the banking 

sector with bad long-term effects for the economy. 

If the central bank provides cheap refinancing banks will decide to substitute TLTRO loans with loans 

from the private market. Some market segments like the money market, the market for wholesale 

deposits and part of the bank bond market may shrink over time, leading to long-term dependency of 

the banking sector from central bank funding. This undermines the function of market-based interest 

rates to steer capital to those sectors and companies where it is used in the most productive way.  

 

Public loan guarantees amount to 10% of GDP in Spain and 35% of GDP in Italy, Germany and France 

being in between. However, the actual take-up is much lower. By the end of June 2020, German 

companies took-up only 5% of the guarantees, which is around EUR 37 bn. This compared to an 

increase of net loans by EUR 65 bn since February (the last month without COVID-19). In France, 

Italy and Spain the take-up of guarantees has been at a similar level or higher than the increase of 

the stock of loans to the non-financial corporate sector. However, a loan guarantee is not 

necessarily used for the extension of a new loan but also for the roll-over of a maturing loan.  
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3 Summary 

TLTRO’s are an instrument, that the ECB developed since 2014 to solve the problem of having reached 

the lower bound of policy rates in an environment of extremely low inflation, negative credit growth, 

and non-targeted LTRO’s not being used in the expected way. The main feature of targeted LTRO’s is 

that they provide banks an incentive to extend more loans to the economy as banks receive a premium 

if they extend new loans beyond a certain threshold. The size of the incentive the ECB can vary through 

the calibration of TLTRO conditions of which the interest rate incentive mechanism is the most 

important.  

The ECB thus has developed a new monetary instrument that partly mitigates the issue of the lower 

bound of interest rates. The strong correlation between the take-up of TLTRO’s and the growth of the 

loans to non-financial corporates indicate that the instrument does work rather well. State guarantees 

and other factors had also a positive effect on the growth of loans. However, it looks as if the TLTRO’s 

effect is significant by itself and therefore complements state guarantee programmes very well. The 

risks to the use of TLTRO are mainly that the balance sheet’s quality of the central bank may deteriorate, 

given the long maturity of TLTRO’s. This could cost some of the central bank’s credibility. In addition, 

an extensive use of TLTRO’s over the longer term could destroy the private markets for bank funding.  
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4 Annex 

4.1 Annex A 

Figure 2: Inflation and change in stock of loans to the non-financial corporate sector in the euro area 

 

Sources: ECB, Macrobond, HCOB and Eurostat. 

 

Figure 3: Banks with and without TLTRO II loans 

 

Note: The study included 97 banks with TLTRO II loans and 93 banks without TLTRO II loans. 

Sources: ECB and Bank of Finland. 
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Table 1: Details of TLTRO I, II, III and modifications due to COVID-19  

Title Announcement 
/ duration of 
programme 

Maturity Interest 
rate  

Incentive 
mechanism 

Borrowing 
allowance 
(at start of 
programme) 

Repayment 
option 

TLTRO I  5 June 2014 

 

Until 
September 
2016 starting in 
September 
2014 

 

All TLTRO’s 
will 
mature in 
September 
2018. 

 

Rate on 
main 
refinancing 
operations 
plus 10 
basis points.  

If net lending to 
the non-financial 
private sector is 
below a defined 
benchmark, the 
counterparty is 
required to pay 
back borrowings 
in September 
2016 

7% of a 
specific 
eligible part 
of their 
loans. 

Starting 24 
months after 
each TLTRO: 
option to repay 
any part of the 
amounts at a 
six-monthly 
frequency 

TLTRO II 10 March 2016 

 

Until March 
2017, starting 
in June 2016 

4 years for 
each 
TLTRO  

Between 
MRO rate 
and the 
average 
deposit 
facility rate 

Counterparties 
will receive the 
maximum rate 
reduction, if net 
lending increases 
by 2.5% defined 
by a benchmark. 

30% of a 
specific 
eligible part 
of their 
loans. 

Starting 2 years 
after each 
TLTRO option 
to repay any 
part of the 
amounts at a 
quarterly 
frequency 

TLTRO III 

Modified 
due to 
the 
COVID-
19 crisis 

7 March 2019 

 

Until March 
2021, starting 
September 
2019 

3 years  

Originally 
2 years, 
but this 
was 
changed in 
September 
2019. 

Between 
MRO rate 
and the 
average 
deposit 
facility rate. 
(minus 50 
basis 
points).  

Originally 
the pricing 
started with 
MRO plus 
10 basis 
points, 
dropped in 
September 
2019.   

Counterparties 
will receive the 
maximum rate 
reduction, if net 
lending increases 
by 2.5% (0%) 
defined by a 
benchmark. 

30% (50%) 
of a specific 
eligible part 
of their 
loans. In 
each 
operation 
10% of 
eligible 
loans 
(dropped).  

Starting 2 years 
after each 
TLTRO option 
to repay any 
part of the 
amounts at a 
quarterly 
frequency 
(early 
repayment 
option after 1 
year). 

Originally 
repayment 
before maturity 
was not 
allowed, 
change in 
September 
2019.  

Source: ECB. 
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4.2 Annex B 

Defining the benchmark against which the change of net lending is measured to calculate the interest 

rate applied to TLTRO’s the ECB describes as follows6: The counterparties' benchmarks depend on their 

lending pattern over the 12 months to 31 January 2016. The benchmark lending concept is illustrated 

in Figure 4 below. The chart gives a stylised example for a counterparty with positive lending during 

the 12 months up to 31 January 2016, as well as for a counterparty with negative lending during that 

period. For the counterparty with positive net lending (blue line), the benchmark net lending flow is 

zero, so that the benchmark stock is equal to the outstanding amount of eligible loans on 31 January 

2016. By contrast, for the counterparty with negative net lending (yellow line), the benchmark net 

lending flow is equal to the negative net lending flow during that period. The benchmark stock that 

counterparties have to exceed is thus equal to the outstanding amount of eligible loans on 31 January 

2016 plus the (negative) net lending flow recorded in the 12 months to 31 January 2016. 

Figure 4: Illustration of the TLTRO II benchmark 

 

Note: This illustration abstracts from adjustments to the outstanding amounts of loans, such as those resulting from loan 

sales and purchases or securitisations. 

Source: ECB. 

 
6 The following passage (with a few shortenings) builds upon: ECB, 2016. The second series of targeted longer-

term refinancing operations (TLTRO II). Economic Bulletin (3/2016).  


