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EXECUTIVE SUMMARY
In this briefing paper1 we provide a first preliminary assessment of the non-standard policy 
measures by putting them into a broader context and by considering the following 
questions: 

i) Have the main objectives of these measures been achieved?

ii) In which ways did the participating banks use the provided liquidity?

iii) Which banks did use these measures most? and

iv) Why and how did the measures regarding the collateral affect the ‘collateral framework’ 
within the euro area?

The dangers of the ECB’s strategy are threefold:

 First, there is the strong imbalance between NCBs in the core and the periphery of 
the euro area. 

 Second, the ECBs balance sheet suffers from a serious maturity mismatch which 
makes a large part of the ECB’s balance sheet endogenous and uncontrollable. 

 Third, the ECB injected EUR 1 trillion (10% of the GDP of the euro area) into the 
system in 3 months. As growth is forecast to pick up at the end of 2012, the danger 
of higher inflation is imminent due to this enormous and sudden increase in the M3 
money supply. 

As there is currently not even a discussion about exiting the unconventional measures 
within a reasonable amount of time, this decision will probably come too late to be able to 
fight inflation again. The objective of financial stability clearly dominates that of monetary 
stability in the short and medium run. This strategy of the ECB is not sustainable because 
it seriously undermines the financial stability in the long run. Finally, the ECB helps with its 
long-term financing the banks not only with their liquidity problems, but also with their 
solvency problems. Thereby, the central bank is postponing the restructuring process of 
many banks in the Southern part of the euro area. The ECB is not only disturbing the 
level-playing between Northern and Southern banks within the euro area, but is therefore 
responsible for artificially prolonging the life of many non-viable banks.

                                                  

1 The author gratefully acknowledges the comments of Professor Lex Hoogduin (University of Amsterdam and 
Duisenberg School of Finance).
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INTRODUCTION
On 8 December 2011 the Governing Council of the European Central Bank (ECB) decided 
on unprecedented non-standard policy measures. The measures aimed mainly at a 
stabilization of the interbank money market and easing the funding pressure on banks by a 
massive liquidity injection into the banking system. The measures included, inter alia:

i)Long-term refinancing of banks

Two long-term refinancing operations (LTROs) with a maturity of 3 years and an option of 
early repayment after 1 year (fixed rate tender, full allotment): the first allotment took 
place on 21 December 2011 with a volume of EUR 489 billion, and the second allotment 
took place 29 February 2012 with a volume of EUR 529 billion. The ECB did not exclude the 
possibility of a third allotment.

ii)Increased availability of collateral by reducing

 The rating threshold for certain asset classes and allowing national central banks to 
accept additional performing credit claims (bank loans) and

 The required reserve ratio from 2% to 1%.

In this briefing paper we provide a first preliminary assessment of the non-standard policy 
measures by putting them into a broader context and by considering the following 
questions:

 Have the main objectives of these measures been achieved? Consider the 
envisaged financing of the real economy, especially the availability of credit to 
SMEs.

 In which other ways did the participating banks use the provided liquidity, 
especially in which asset classes did they invest? How do the banks generate profit 
out of the provided liquidity?

 Is there any evidence which banks did use these measures most and why?

 How did the measures regarding the collateral affect the 'collateral framework' 
within the euro area?

After answering these questions, we will also discuss the possible consequences of these 
policies and the dangers they pose for the euro area in the short as well as in the medium 
run. The final section concludes.
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1. THE ECB’S ACTIONS
To provide banks with liquidity that they could otherwise not obtain (i.e. in the interbank 
money market), the ECB has undertaken two large long-term refinancing operations 
(LTROs) in December 2011 and February 2012. Additional to the large size of these 
operations, their maturity was also exceptional. This is clearly depicted in figure 1 below.

Figure 1: The size and maturity of recent LTROs
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Source: ECB Statistical Data Warehouse

Note: The left hand side diagram displays the allotment of LTRO funds by the ECB since January 2010 (in EUR
billions), while the right hand side diagram displays the maturity of these operations (in days). 

Furthermore, the ECB also reduced the banks’ reserve requirement from 2% to 1%, and 
strongly relaxed the conditions for eligible collateral. According to recent research by Credit 
Suisse, this first action freed up EUR 103 billion at European banks2. The second policy’s 
main consequences are, among others, a lower rating requirement on ABS (from AAA at 
issue to A-), allowing for non-traded bank debt to be used as collateral and giving 
discretion to national central banks (NCBs) to accept additional credit claims as collateral at 
their own risk. Especially this last change will matter greatly for the distribution of risks in 
the euro area. We will come back to this later.

                                                  

2 Credit Suisse Fixed Income Research (2012), “Wider ECB collateral & LTROs”, Credit Suisse, 23 February



Non-Standard Policy Measures – A First Assessment
____________________________________________________________________________________________

PE 475.099 7

2. THE EFFECTS
What have been the effects of these large scale liquidity provisions? 

First, we can assess whether their proposed goal, lending to the real economy3, has been 
achieved. Let us therefore look at the change in lending to small and medium sized 
enterprises (SMEs) in the euro area, depicted in figure 2. As we can see, there has been no 
sizeable uptake in new lending; if anything, new lending volume has decreased in January 
2012. As the figures for February are not available yet, these may be more optimistic. 

Figure 2: New lending to SMEs (EUR billion monthly) 

Source: ECB Statistical Data Warehouse

However, a look at the ECBs bank lending survey may trump this expectation. This survey 
is conducted quarterly among 124 euro area banks. It asks various questions to loan 
officers about, among other things, the change in their credit standards for lending to 
enterprises. The answers of the loan officers are quantified by the percentage of answers in 
the categories from “tightened considerably” to “loosened considerably”, and 3 categories 
in between.

Figure 3 depicts the difference between the percentage of answers that indicated a 
tightening and the percentage of answers that indicated a loosening of standards. This is a 
measure of the evolution of credit standards since January 2007, just before the beginning 
of the financial crisis. As we can see, the tightening as a consequence of the financial crisis 
disappeared in the beginning of 2010. However, it returned strongly at the end of 2011, 
and the January 2012 survey indicates that lending standards have tightened considerably 
during the last few months. This signals that banks are still careful in lending to 
enterprises, and will thus not easily extend their lending volume unless confidence 
improves.

                                                  

3 In the press conference on 9 February 2012, ECB President Draghi stated: '...as I have said repeatedly,
our primary interest is in lending to the real economy'.
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Figure 3: Development of credit standards since January 2007 (in %)

Source: ECB Bank Lending Survey

This leads us to the question: What did banks do with the money if they did not use it for 
lending to the real economy? President Draghi has suggested (indirectly) that banks buy 
government bonds, which will alleviate governments’ funding problems (especially in the 
periphery). The data on sovereign bond holdings indeed suggest this, as figure 4 depicts: 
Sovereign bond holdings were on a steady decreasing path since the summer of 2011, but 
went up again from December 2011 onwards. 

Figure 4: Development of sovereign bond holdings in the euro area (EUR billion)

Source: ECB Statistical Data Warehouse
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Closer scrutiny of this development by Citi Investment Research and Analysis4 reveals that 
mainly the holdings of Spanish and Italian (and somewhat less Irish) bonds increased; see 
figure 5 for a more detailed overview. Together with the observation that banks from Spain 
and Italy took up a large part of the LTRO (we will come back to this below) this means 
that the ECB has indirectly financed the government debt of these countries.

Figure 5: Euro area countries – net purchases of euro area government securities 
(EUR billion)

Source: Citi Investment Research & Analysis

However, as we see in figures 4 and 5, the increase in government bond holdings sums up 
to less than EUR 100 billion. Taking into account that the money did not go to new lending 
either, the liquidity must either go to other banks or be deposited at the ECB. A quick look 
at figure 6 reveals that the latter must be the case: The use of the deposit facility has 
surged after both recent LTROs. This effect is augmented by the decrease in reserve 
requirements, as the money freed by this action is now put into the deposit facility (earning 
0.25% instead of nothing). From this figure an additional notable effect emerges: the 
December 2011 3 year LTRO only led to a slight increase of the deposit facility balance 
(slightly over EUR 100 billion), while the February 2012 LTRO was followed by an increase 
in deposit facility use of EUR 300 billion. What this tells us is that the interbank market is 
functioning very badly, if at all. This has also been noted by the analysts of large 
investment banks, who see the capital market is seriously disturbed by the ECB acting as 
more than a liquidity provider5. In fact, banks have now raised funds for a 3 year period, 
which means that many investors in the medium term capital market are now deprived of a 
major investment opportunity.

                                                  

4 Citi Investment Research and Analysis, “ECB – Assessing the Impact of the 3 Y LTROs”, Citi Economics, March 2, 
2012. 
5 “ECB loans ‘could harm’ debt market”, The Financial Times, March 4, 2012
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Figure 6: ECB deposit facility balance (EUR billion)

Source: ECB Statistical Data Warehouse

An additional question that arises is which banks used the ECBs LTRO facilities the most, 
especially since we have seen the sudden increase in purchases of government securities in 
Spain and Italy. As the ECB does not disclose data on which banks took part in liquidity 
auctions, we cannot see exactly which banks used the LTRO facility. However, various 
national central banks do disclose how much liquidity all banks in their country obtained 
together. For the December 2011 operation (EUR 489 billion) Credit Suisse has collected 
these data, plotted below in figure 7.

Figure 7: The division of LTRO uptake per country (EUR billion)

Source: Credit Suisse Fixed Income Research

Note: This figure is an illustration, and is not complete. The net uptake is the difference between borrowing in 
November 2011 and December 2011; this is a proxy since some countries only disclose the total Open Markets 
Operation (OMO) result and do not separate the MRO from the LTRO. The gross uptake does not sum up to EUR 
489 billiion since the data are not split between the 3 year, and the 1 month and 3 month LTROs.
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As we can see, banks from the periphery countries made the most use of the December 
LTRO, especially Italian and Spanish banks. Also Greek and Irish banks took up a large part 
of the LTRO, although this has not resulted in a large increase in sovereign bond purchases 
of these countries. 

Regarding the February 2012 LTRO, some banks have announced whether they bid on the 
LTRO funds and why. The Wall Street Journal has kept track of this in a blog article on its 
website, which is summarized in table 1 below6. 

Table 1: Which banks took up the second round of LTRO?

Country Credit Institution Amount second round LTRO
(amount in December 2011)

AUSTRIA Erste Group Bank AG EUR 1.1 billion
BELGIUM Dexia SA didn't disclose amount

KBC Group NV EUR 5 billion
IRELAND Bank Of Ireland PLC likely participated

Allied Irish Banks PLC planned to participate
ITALY Intesa Sanpaolo SpA EUR 24 billion

UBI Banca SpA EUR 6 billion
NETHERLANDS ING Bank NV didn't participate

SNS Reaal NV didn't reveal the amount 
(EUR 1.5 billion)

GERMANY Aareal Bank AG EUR 1 billion
PORTUGAL Banco BPI SA didn't disclose amount
. Banco Espirito Santo SA didn't disclose amount 

(EUR 5 billion)
Banco Comercial Portugues 
SA

didn't disclose amount 
(EUR 5 billion)

SPAIN CaixaBank SA didn't disclose amount
Banco Bilbao Vizcaya 
Argentaria SA

similar amount as in the first LTRO 
(EUR 11 billion)

Banco Santander SA no comment
Bankia SA no comment
Banca Civica SA EUR 6.1 billion 

(EUR 3.7 billion)
U.K. HSBC Holdings PLC EUR 350 million 

(EUR 5.2 billion)
Lloyds Banking Group PLC GBP 11.4 billion
Standard Chartered PLC didn't participate

NORDIC DNB ASA EUR 1 billion 
(EUR 2 billion)

Danske Bank A/S - EUR 4 billion 
(EUR 1.5 billion)

Nordea Bank AB, Svenska 
Handelsbanken 
AB, Swedbank AB and SEB AB

didn't participate

Source: The Wall Street Journal. Note: In brackets amount for the December 2011 LTRO 

                                                  

6 “Which Banks Took Up Second Round of LTRO”, The Wall Street Journal, retrieved February 29, 2012 from 
http://blogs.wsj.com/eurocrisis/2012/02/29/which-banks-took-up-second-round-of-ltro/
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Finally, we can be short on the effects of broadening the collateral base. The acceptance of 
worse quality collateral will surely increase the risks for the ECB and the national central 
banks. It will lead to banks posting their worst quality assets with the ECB for cheap 
funding, while using their better quality collateral to obtain additional funding in the 
market. Additionally, by giving national central banks more discretion in determining which 
assets are eligible, the ECB is spreading default risk across the euro area. As the national 
central banks will also bear the risk for accepting additional collateral, this also alters the 
level playing field that was previously in place as the ECB treated banks from all countries 
in a similar way.



Non-Standard Policy Measures – A First Assessment
____________________________________________________________________________________________

PE 475.099 13

3. A DANGEROUS GAME
The ECB has orchestrated two massive intervention efforts to rescue the European banking 
sector. However, we have seen above that the main objective (to get the real economy 
going again) has not been achieved. Instead, the banks borrowing the LTRO money have 
either used it to roll over their own lending, buy sovereign bonds or stall a large portion of 
it at the ECB’s deposit facility. Especially this last action shows that the interbank market is 
still not working, since banks would have lent the funds to each other instead of parking 
them with the ECB.

What the ECB has achieved is an enormous increase in its balance sheet: while this was 
EUR 2.4 trillion at the beginning of December 2011, it has now increased to more than 
EUR 3 trillion in March 20127. This is in stark contrast with the US Federal Reserve’s 
balance sheet, which has stayed virtually constant during 20118. Furthermore, the ECB has 
effectively provided solvency instead of liquidity assistance: by allowing banks to borrow for 
3 years. They now do not have to worry about their funding for the medium term, and are 
able to use their worst quality assets to obtain this funding. Although this was necessary 
(especially in December 2011) it has merely bought time for the banks to get their books in 
order, provided that they now have sufficient incentives to do so. Furthermore, this has 
also severely disturbed the interbank market (which was already dysfunctional) as many 
banks are now moving away from this market because they received ECB funding.

The dangers of the ECB’s strategy are threefold:

 First, there is the strong imbalance between national central banks (NCBs) in 
the core and the periphery of the euro area. The total Target2 claim of Germany, 
the Netherlands and Luxembourg is over EUR 700 billion. Germany alone has a total 
of EUR 500 billion in claims on other NCBs. As Jens Weidmann, President of the 
Deutsche Bundesbank, stated in his open letter in the Frankfurter Allgemeine
Zeitung this is a very worrisome development as it creates a pile-up of default risk 
at the Northern euro area NCBs9. 

 Second, the ECBs balance sheet suffers from a serious maturity mismatch: it lent 
out EUR 1 trillion at a 3 year maturity, while its liabilities (mainly the deposit facility) 
are very short term, often overnight. This makes a large part of the ECB’s balance 
sheet endogenous and uncontrollable. This second problem relates to the third: 

 The ECB injected EUR 1 trillion (10% of the GDP of the euro area) into the system 
within 3 months. As growth is forecasted to pick up at the end of 201210, the 
danger of higher inflation (which is still well above 2%) is imminent due to this 
enormous and sudden increase in the M3 money supply.

                                                  

7 See http://www.ecb.int/press/pr/wfs/2012/html/fs120306.en.html and 
http://www.ecb.int/press/pr/wfs/2012/html/fs120306.en.html
8 See http://www.federalreserve.gov/monetarypolicy/bst_recenttrends.htm
9 Weidmann, Jens, “Was steckt hinter den Target2-Salden?”, Frankfurter Allgemeine Zeitung, retrieved 13-03-
2012 from http://www.faz.net/aktuell/wirtschaft/standpunkt-jens-weidmann-was-steckt-hinter-den-target2-
salden-11681939.html
English interpretation: http://uk.reuters.com/article/2012/03/13/uk-ecb-weidmann-idUKBRE82C0FY20120313
10 ECB Survey of Professional Forecasters 2012 Q1, retrieved on 13-03-2012 from
http://www.ecb.int/stats/prices/indic/forecast/html/table_3_2012q1.en.html
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4. CONCLUSION
On 8 December 2011 the Governing Council of the ECB decided on unprecedented non-
standard policy measures. The measures aimed mainly at a stabilization of the interbank 
money market and easing the funding pressure on banks by a massive liquidity injection 
into the banking system. The measures included the long-term financing of banks (LTROs) 
and the increased availability of collateral by reducing the rating threshold for certain asset 
classes and allowing NCBs to accept additional performing credit claims and the required 
reserve ratio from 2% to 1%. 

In this briefing paper we provided a first preliminary assessment of the non-standard policy 
measures by putting them into a broader context and by considering the following 
questions: have the main objectives of these measures been achieved, in which ways did 
the participating banks use the provided liquidity, which banks did use these measures 
most and why, and how did the measures regarding the collateral affect the ‘collateral 
framework’ within the euro area?

The dangers of the ECB’s strategy are threefold:

 First, there is the strong imbalance between NCBs in the core and the periphery of 
the euro area. The total Target2 claim of Germany, the Netherlands and 
Luxembourg is over EUR 700 billion.

 Second, the ECBs balance sheet suffers from a serious maturity mismatch which 
makes a large part of the ECB’s balance sheet endogenous and uncontrollable.

 Third, the ECB injected EUR 1 trillion (10% of GDP of the euro area) into the system 
in 3 months. As growth is forecast to pick up at the end of 201211, the danger of 
higher inflation is imminent due to this enormous and sudden increase in the M3 
money supply. 

As there is currently not even a discussion about exiting the unconventional measures 
within a reasonable amount of time, this decision will probably come too late to be able to 
fight inflation again. The objective of financial stability clearly dominates that of monetary 
stability in the short and medium run. This strategy of the ECB is not sustainable because it 
seriously undermines the financial stability in the long run. Finally, the ECB helps with its 
long-term financing the banks not only with their liquidity problems, but also with their 
solvency problems. Thereby, the central bank is postponing the restructuring process of 
many banks in the Southern part of the euro area. The ECB is not only disturbing the level-
playing between Northern and Southern banks within the euro area, but is therefore 
responsible for artificially prolonging the life of many non-viable banks.

                                                  

11 ECB Survey of Professional Forecasters 2012 Q1, retrieved on 13-03-2012 from
http://www.ecb.int/stats/prices/indic/forecast/html/table_3_2012q1.en.html
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