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EUROZONE: THE GROWING COST OF NEGATIVE INTEREST RATES ON EXCESS RESERVES
HAS TEMPORARILY BEEN OFFSET BY THE TERMS OF TLTRO I

Laure Baquero

Negative interest borne by euro area banks on their excess reserves
(In a broad sense, including the deposit facility)
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In force since 30 October 2019, tiering seeks to limit the cost of negative interest rates (-0.5%) for eurozone banks by excluding part of excess
reserves from the charge®. This approach saved eurozone banks a charge of EUR 4.3 billion in December 2020, leaving a residual charge of
EUR 9.8 billion. The cost of negative interest rates has nevertheless grown steadily since April 2020, and particularly in the second quarter
of 2020, due to sharp increases in excess reserves. These increases result in part from the expansion of outstanding Targeted Longer-Term
Refinancing Operations (TLTRO III), the terms of which were temporarily relaxed (from June 2020 to June 2021) in response to the Covid-19
pandemic. As a function of trends in the borrowing bank’s lending to the private non-financial sector, these conditions will be at best lower
(-1%) or at worst equal to (-0.5%) the negative rate applied to excess reserves, thus enabling banks to offset the cost of negative interest
rates on their deposits2

This said, a substantial share of excess reserves finds its counterparty in Pandemic Emergency Longer-Term Refinancing Operations (PELTRO,
-0.25%) or even more frequently in other banking resources where it results from Eurosystem asset purchasing (quantitative easing).
Although, given trends in lending to the private sector, the annual interest received by banks as a result of their refinancing is likely to be
closer to the upper limit of the range (EUR 15 billion) than the lower limit (EUR 8 billion), and will thus offset the cost of negative interest
rates on excess reserves (EUR 13 billion annually) between June 2020 and June 2021, things could be different once the exceptional TLTRO
[l terms come to an end in June 2021.
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1 Up to six times the amount of their minimum reserve requirement.
2 The only interest flows captured are those paid and received directly as part of commercial banks'operations with the Eurosystem. They do not take into account the broader negative effects on global
interest margins. Furthermore, national banking systems may show a position different from that described for the euro area banking system as a whole.
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Information and opinions contained in the report are not to be relied upon as authoritative or
taken in substitution for the exercise of judgement by any recipient; they are subject to change
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future performance. To the fullest extent permitted by law, no BNP Paribas group company ac-
cepts any liability whatsoever (including in negligence) for any direct or consequential loss ari-
sing from any use of or reliance on material contained in this report. All estimates and opinions
included in this report are made as of the date of this report. Unless otherwise indicated in this
report there is no intention to update this report. BNP Paribas SA and its affiliates (collectively
"BNP Paribas”) may make a market in, or may, as principal or agent, buy or sell securities of any
issuer or person mentioned in this report or derivatives thereon. BNP Paribas may have a finan-
cial interest in any issuer or person mentioned in this report, including a long or short position
in their securities and/or options, futures or other derivative instruments based thereon. Prices,
yields and other similar information included in this report are included for information pur-
poses. Numerous factors will affect market pricing and there is no certainty that transactions
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lender) within the last 12 months for any person referred to in this report. BNP Paribas may
be a party to an agreement with any person relating to the production of this report. BNP Pa-
ribas, may to the extent permitted by law, have acted upon or used the information contained
herein, or the research or analysis on which it was based, before its publication. BNP Paribas
may receive or intend to seek compensation for investment banking services in the next three
months from or in relation to any person mentioned in this report. Any person mentioned in
this report may have been provided with sections of this report prior to its publication in order
to verify its factual accuracy.

BNP Paribas is incorporated in France with limited liability. Registered Office 16 Boulevard des
Italiens, 75009 Paris. This report was produced by a BNP Paribas group company. This report is
for the use of intended recipients and may not be reproduced (in whole or in part) or delivered
or transmitted to any other person without the prior written consent of BNP Paribas. By accep-
ting this document you agree to be bound by the foregoing limitations.
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