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ECB RATES TO STAY LOW FOR FOUR MORE YEARS? NOT AT ALL 

Berenberg Macro Flash 

 
The ECB has announced a four-year targeted liquidity injection at a fixed rate. Does that signal a commitment to keep rates 
at rock bottom levels for four more years? No, it does not. Monetary policy will remain fully effective over the four years of 
the targeted LTROs. The ECB could decide to scale back its stimulus any time it wants. We continue to expect the first 
ECB rate hike in September 2015, taking the main refi rate back to 0.25%.  
 
The additional liquidity injection over coming quarters merely means that, in a future rate hike cycle, the money market rate 
will probably be closer to the ECB’s deposit rate than to the main refi rate. And even that need not be the case: if the ECB 
wanted to nudge the money market rate closer to the main refi in a future rate hike cycle, it could do so by raising raise 
minimum reserve requirements and hence the liquidity needs of banks. Monetary policy remains fully effective. 
 
The ECB will hold a series of quarterly targeted long-term refinancing operations starting in September 2014. All these 
operations will expire in September 2018. The size of liquidity injections is linked to each bank’s lending to the real economy 
(excluding mortgages and lending to governments). The ECB will levy a spread of 10bp over its main refinancing rates at 
the time of take-up, leading to a starting rate of 25bp. To make the targeted LTRO attractive and hence to give banks an 
incentive to become eligible for more funds by lending more to the real economy, the ECB is offering the money long-term 
and at a fixed rate. For non-targeted liquidity injections such as the 3-year LTROs expiring in early 2015, the rate was flexi-
ble, potentially rising with any ECB rate hike for the duration of the LTRO. 
 
Some observers seem to take the fixed rate as a de facto ECB commitment to not raise rates before September 2018. That is 
wrong, in our view. ECB rate hikes would remain effective in the future even if banks now load up on cheap liquidity from 
the targeted LTRO and keep the cheap funds until September 2018.  
 
Banks ending up with excess liquidity on any given afternoon always have a choice: they can offer the surplus funds to other 
banks on the money market or deposit them overnight with the ECB. Ample liquidity, to which the targeted LTROs will 
contribute, means that the money market rate can be close to the ECB’s deposit rate. With that rate now negative, banks 
may not want to deposit much at the ECB for the time being.  
 
But if the ECB wants to scale back its monetary stimulus and raise its rates in the future, the ECB deposit facility with a 
higher rate would again be an attractive alternative to the money market for banks with excess liquidity. Overnight money 
market rates may stay close to the ECB deposit facility if banks have ample liquidity. But these money market rates will rise 
with the ECB deposit rate. Monetary policy would remain effective, steering money market rates and hence marginal fund-
ing conditions for banks. 
 
Put differently: with its four-year fixed rate liquidity injection announced today, the ECB has not constrained its leeway for 
scaling back its stimulus in the future. The ECB has not signalled a commitment to keep rates at current rock-bottom levels 
during the duration of these targeted LTROs.  
 
Instead, the fixed-rate feature could make monetary policy more effective for now. The volume of outstanding credit to the 
real economy is still falling in the Eurozone at the moment. The ECB wants banks to take up its new LTRO offer, and to 
do so fast. Any perceived risk of future rate hikes will make banks eager to lock in the current low rates as much as possible. 
To qualify for more money from the new LTRO beyond the initial allotment (fixed at up to 7% of qualifying loans on bank 
balance sheets), they have to step up lending to the real economy. The prospect of future rate hikes can speed up bank lend-
ing to the real economy. Exactly what the ECB wants now. If and when the ECB has achieved its purpose and the stimulus 
is no longer needed, the ECB can easily scale back the stimulus by hiking all rates including the deposit rate. By raising the 
minimum reserve requirements, it could force the banks to get more liquidity. That extra demand would likely nudge over-
night money market rates back towards the ECB’s main refi rate. Monetary policy remains fully effective even in a future 
rate hike cycle. 
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This message has been produced for information purposes for institutional investors or market professionals, it is not a 

financial analysis within the meaning of § 34b or § 31 of the German Securities Trading Act (Wertpapierhandelsgesetz), no 

investment advice or recommendation to buy financial instruments. The message does not claim completeness regarding the 

information on the developments referred to in it. On no account should it be regarded as a substitute for the recipient’s 

procuring information for himself or exercising his own judgements. The message may include certain descriptions, state-

ments, estimates, and conclusions underlining potential development based on assumptions, which may turn out to be 

incorrect. Berenberg and/or its employees accept no liability whatsoever for any direct or consequential loss or damages of 

any kind arising out of the use of this message or any part of its content. -- For full economics reports please visit our 

website or contact capitalmarkets@berenberg.de.  
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