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Negative interest rate policy period and
pandemic as reflected in the Bank Lending
Survey

The Eurosystem’s Bank Lending Survey (BLS) is a key source of information for assessing banks’
lending policies and developments in loan demand. BLS data on loan supply and demand pro-
vide a snapshot of the financing situation for non-financial corporations and households in both
Germany and the euro area. Ad hoc questions, furthermore, are a way of quickly evaluating the
impact of monetary policy measures on the financing situation and of thus gaining timely feed-
back on key questions for monetary policy transmission.

This article illustrates the role played by the BLS from 2014 to the present day, a horizon that
covers the negative interest rate policy (NIRP) period, the coronavirus pandemic and, more
recently, the high inflation rates and Russia’s attack on Ukraine. During this very challenging
period, the BLS has, for example, provided information on how the monetary policy measures
during the NIRP period had a supportive effect on banks’ lending policies. It has shown that the
increased credit risk during the pandemic led to banks tightening their lending policies. BLS data
provided insights into how it was possible to moderate these tightenings by means of accommo-
dative monetary policy measures and what effects the government support for corporate finan-
cing had during the pandemic-induced lockdowns. More recently, the BLS has given indications
of how the high inflation and Russia’s war on Ukraine have changed loan supply and demand.
These and other insights from the BLS served as key inputs in the ECB Governing Council’s mon-
etary policy decision-making process and in the economic policy debate at the national level.

Looking ahead, findings from the BLS will continue to make an important contribution to monet-
ary policy design in a setting of persistently disrupted supply chains and highly elevated inflation
rates. One important question for monetary policymakers is how the banks will respond to the
increase in credit risk brought about by the war against Ukraine and its extensive macroeconomic
fallout, while the effects of the normalisation of monetary policy will also be of particular interest.
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Monetary policy
challenges
during the NIRP
period and
pandemic

BLS data allow
timely assess-
ment of
financing
situation ...

... by shedding
light on the
interplay of loan
demand, ...

B Introduction

The last decade represented a very challenging
period for the Eurosystem’s monetary policy.
The spell of low inflation saw a very significant
lowering of monetary policy interest rates
— even into negative territory in the case of the
deposit facility rate — and the ECB Governing
Council took a raft of non-standard monetary
policy measures. Further monetary policy chal-
lenges have materialised recently in the shape
of the pandemic, Russia’s war on Ukraine and
the high levels of inflation. During these
periods, it was crucial from a monetary policy
perspective that the financing of the private
non-financial sector should remain secure and
that monetary policy transmission should not
be disrupted by funding obstacles. A material
role in the ongoing monitoring and assessment
of the financing situation was played by the
Eurosystem'’s BLS.

The BLS has proven to be a valuable tool for as-
sessing, in a timely manner, banks’ lending pol-
icies and the developments in loan demand in
Germany and the euro area. The interplay be-
tween loan supply and demand, as indicated
by BLS data, provides a snapshot of the finan-
cing situation in both the euro area and Ger-
many. Ad hoc questions, furthermore, are a
way of quickly evaluating the impact of monet-
ary policy measures on the financing situation,
say, and of thus gaining timely feedback on key
questions for monetary policy transmission.

The BLS regularly gives information on develop-
ments in loan demand in the previous quarter
and provides an outlook for expected demand
in the next three months. The factors for loan
demand surveyed in the BLS shed light on the
purpose of and forces driving loan demand,
and can be interpreted to understand how
monetary policy has affected loan demand, for
example. Other key information includes, for
instance, whether enterprises are primarily
looking to finance fixed investment, how im-
portant the current interest rate level is for de-
mand developments, and whether it is mainly

liquidity bottlenecks that need to be bridged in
crisis situations.

The BLS focuses mainly on banks’ lending pol-
icies, however. Banks surveyed under the BLS
are also asked to report on current changes to
their lending policies, adjustments they are
planning for the near future, and the various
reasons for adjustments. Banks’ plans to adjust
their lending policies have proven to be a good
leading indicator for explaining later develop-
ments. A tightening of lending policies — such
as during the financial crisis — can be explained
either by bank-side factors, i.e. constraints on
banks’ balance sheets or their financing, or the
reason may lie with the borrowers — a tighten-
ing of policies may be triggered, for example,
by increased credit risk resulting from a deteri-
oration in the macroeconomic situation. In-
creasing competition in the banking sector,
meanwhile, can have an easing effect on lend-
ing policies.

Ad hoc questions in the BLS provide timely in-
dications of how individual monetary policy
measures are reflected in banks’ lending pol-
icies and whether they affect loan volumes.
They are also used to collect information on
how the measures affect banks’ profitability
and financing situations. The BLS thus plays a
crucial role in identifying isolated effects of
various monetary policy measures on individual
indicators. BLS data can also feed into an over-
all assessment of the desired effects of monet-
ary policy measures in conjunction with any
side effects.

This article outlines how BLS data on loan de-
mand, lending policies, the impact of monetary
policy measures and banks’ financing situations
have evolved since 2014 in Germany and the
euro area.! It begins by looking at the NIRP
period up to the onset of the pandemic, before
zooming in on the pandemic from the begin-

1 For further information on how the BLS is conducted and
evaluated, see the box on pp. 20f,; further details on the
ad hoc questions included in the BLS can be found in the
box on p. 23.

... lending
policies and ...

... the impact of
monetary policy
measures

Developments in
the BLS during
the NIRP period,
the pandemic
and the war
against Ukraine
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ning of 2020 as a subset of the NIRP period.
The third period under observation begins with
the war against Ukraine in the first quarter of
2022 and extends up to the present day.

BLS banks’ lending policies were characterised
by easing measures during the NIRP period up
to the onset of the pandemic, as demand for
bank loans steadily increased. BLS data indicate
that banks’ financing conditions improved,
partly as a result of monetary policy measures
taken to tackle the too-low inflation rate. At
the same time, however, the negative interest
rate on the deposit facility and the Eurosys-
tem’s expanded asset purchase programme
(APP) each had a negative impact on balance
on banks’ profitability, according to BLS data.
Taken in isolation, the pandemic then led to
banks tightening their lending policies in re-
sponse to the increased credit risk. This coin-
cided with a sharp uptick in demand for bank
loans. Government-guaranteed loans and mon-
etary policy measures succeeded in mitigating
the tense financing situation for enterprises.
This period saw banks make broad use of the
third series of targeted longer-term refinancing
operations (TLTROIII) as a low-cost source of
funding. Against the backdrop of the war
against Ukraine and increased macroeconomic
risks, the BLS data show that the period of
tightening lending policies that began during
the pandemic continued. Given the high infla-
tion rates, it is currently in the interest of mon-
etary policy for lending policies to be tight-
ened.

NIRP period up to the onset
of the pandemic

The NIRP period in the euro area began in June
2014 when the interest rate on the deposit fa-
cility was lowered into negative territory. In an
effort to return inflation from a very low level
to rates below, but close to, 2% in the medium
term,? the ECB Governing Council took a raft of
accommodative measures, implementing re-
ductions in key interest rates, new refinancing
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operations (TLTROs) and purchase programmes
to ease monetary and financial conditions® and
enhance the functioning of the monetary pol-
icy transmission mechanism.# By including ad
hoc questions in the BLS, it was possible to as-
sess, in a timely manner, how each of the Euro-
system’s non-standard measures were affect-
ing lending.

Three series of TLTROs have been conducted
since 2014.5 These measures were intended to
stimulate bank lending to non-financial corpor-
ations and households (excluding loans for
house purchase) in order to invigorate demand
and thus bolster inflation. Before these oper-
ations were implemented, the BLS was show-
ing that lending policies had been tightened
and loan demand in the euro area as a whole
had fallen during the European sovereign debt
crisis. The TLTROs offered the banks favourable
financing conditions plus a set of incentives
that rewarded lending to these sectors with an
additional interest discount, provided certain
conditions were satisfied. Alongside the
TLTROs, asset purchases under the APP® com-
menced in 2015, and the latter programme
was expanded in 2016 to include the corporate
sector purchase programme (CSPP).” In add-
ition, the initial reduction of the deposit facility
rate into negative territory was followed by
four further reductions that took the rate down
to -0.50%.

2 See, for example, European Central Bank (2016a). This
was the inflation target until the new monetary policy
strategy was adopted in 2021.

3 See European Central Bank (2015).

4 See European Central Bank (2014).

5 The first TLTRO series ran from September 2014 to June
2016, the second from June 2016 to March 2017, and the
third from September 2019 to December 2021. Details can
notably be found in European Central Bank (2014, 2016b,
2019a).

6 See European Central Bank (2015). The covered bond
purchase programme (CBPP3) and the asset-backed secur-
ities purchase programme (ABSPP) were continued under
the APP. In addition, subject to certain conditions, there
were purchases of bonds issued by euro area central gov-
ernments, agencies and European institutions under the
public sector purchase programme (PSPP).

7 See European Central Bank (2016a).

19

Accommodative
monetary policy
measures:
TLTROs, APP,
negative deposit
facility rate



Deutsche Bundesbank

Monthly Report
September 2022
20

Conducting and evaluating the Bank Lending Survey

The Bank Lending Survey (BLS) aims to pro-
vide a more comprehensive understanding
of the monetary policy transmission process
via the banking sector, thereby supporting
monetary policy decisions. At present, 33
banks in Germany and a total of 153 euro
area banks participate in the survey, which
the Eurosystem has conducted in the euro
area since 2003. The samples are represen-
tative.” The survey regularly asks high-level
representatives of participating banks for
up-to-date information on their lending
policies and for an assessment of institution-
specific credit demand. For lending policy, a
distinction is made between credit stand-
ards as the minimum requirement for loan
approval and the credit terms and condi-
tions as laid down in the loan contract. In
addition, BLS banks provide information on
the factors they believe are driving develop-
ments in credit demand and lending policy.
All data are collected separately for loans to
enterprises? and loans to households. Loans
to enterprises are broken down by enter-
prise size, while loans to households are
split into loans to households for house
purchase and consumer credit and other
lending.? Participant banks are asked, first,
about the developments they have seen
over the past three months and, second,
about the changes they expect to take
place over the next three months. In add-
ition to the regular questionnaire, ad hoc
questions are also used to gather assess-
ments of non-standard monetary policy
measures or special topics with short-term
relevance, for example.

Current lending policy and demand are as-
sessed — as is the case, in principle, for all
other questions — as quarterly changes (ex-
cluding seasonal fluctuations in demand).
Here, five possible responses* are given in
the form of trend statements. In all euro

area countries, the individual responses
given by the banks participating in the sur-
vey are aggregated on a question-by-
question basis to national results.> Net per-
centages® are calculated for each question
in the reqular questionnaire. The survey re-

1 The banks in the German sample are mapped to the
following banking groups: big banks, regional banks,
Landesbanken, savings banks, credit cooperatives, pri-
vate mortgage banks and banks with special, develop-
ment and other central support tasks. To obtain an ap-
proximately representative sample of the German
banking sector as a whole, the share of the banks in
the sample for each banking group is based on the
banking group’s respective share in the German bank-
ing sector’s overall lending volume.

2 Enterprises are understood to be non-financial cor-
porations for the purposes of the BLS.

3 According to the compilation guide that accompan-
ies the BLS questionnaire, this category includes not
only traditional loans granted for personal consump-
tion but also overdrafts and credit card loans as well as
loans to sole proprietors and partnerships (not quasi-
corporations) and to non-profit institutions serving
households.

4 For supply-related questions, the scale comprises the
following possible answers: “tightened considerably”,
“tightened somewhat”, “remained basically un-
changed”, “eased somewhat” and “eased consider-
ably”. For demand-related questions, the range com-
prises “increased considerably”, “increased some-
what”, “remained basically unchanged”, “decreased
somewhat” and “decreased considerably”.

5 When aggregating responses at the national level,
the data of all banks in a country’s sample are
weighted equally. Two countries additionally calculate
aggregates by weighting banks’ responses with their
respective share of the loan portfolio of the country in
question.

6 For supply-related questions, the net percentage re-
fers to the difference between the sum of the percent-
ages for “tightened considerably” and “tightened
somewhat” and the sum of the percentages for “eased
somewhat” and “eased considerably” (as a percentage
of responses given). Positive net percentages thus indi-
cate tightened standards, while negative values indi-
cate a loosening of standards. For demand-related
questions, the net percentage refers to the difference
between the sum of the percentages for “increased
considerably” and “increased somewhat” and the sum
of the percentages for “decreased somewhat” and
“decreased considerably”. Positive net percentages
thus indicate increased demand, while negative values
indicate decreased demand. In addition to net per-
centages, averages for responses across all banks and
diffusion indices are also calculated. The latter are cal-
culated much like net percentages, the difference
being that the “somewhat” answers are only given a
weight of 0.5.



sults for Germany are regularly published
and analysed by the Bundesbank. For the
ad hoc questions, too, net percentages are
calculated and published wherever pos-
sible, or alternative aggregation measures
are applied on a question-by-question basis.
Data provided by all participating euro area
institutions are included in the euro area
aggregate calculated by the European Cen-
tral Bank (ECB).”

The standard questionnaire was revised and
expanded again in 2022 following a major
reform in 2015.8 Extensions to the question-
naire must always be carefully considered,
as potential information gains from a more
nuanced line of questioning invariably entail
greater effort on the part of the respondent
banks. This time around, the changes pri-
marily consisted of a more comprehensive
survey of explanatory factors, the aim of
which is to yield valuable additional infor-
mation for monetary policy makers.

— For loans to enterprises, the question on
explanatory factors is broken down fur-
ther for credit terms and conditions as a
whole as well as for lending margins as a
constituent part of these from the April
2022 survey round onwards (reference
period: Q1 2022). As was already the
case for credit standards for loans to en-
terprises, the factors consist of four
headings under which the respective
sub-factors are summarised: first, “Cost
of funds and balance sheet constraints”,
broken down into “Your bank’s capital
and the costs related to your bank’s cap-
ital position”, “Your bank's ability to ac-
cess market financing (e.g. money or
bond market financing, incl. true-sale
securitisation” and “Your bank'’s liquidity
position”; second, “Pressure from com-
petition”, subdivided into “Competition
from other banks”, “Competition from
non-banks” and “Competition from mar-
ket financing”; third, “Perception of risk”,
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split into “General economic situation
and outlook”, “Industry or firm-specific
situation and outlook/borrower’s credit-
worthiness” and “Risk related to the col-
lateral demanded”; and fourth, “Your

bank’s risk tolerance”.

— For the credit standards on loans to
households for house purchase as well
as consumer credit and other lending,
this more detailed breakdown has also
been introduced for the previously ag-
gregated factor “Cost of funds and bal-
ance sheet constraints” from the April
2022 survey round onwards.

— Since this round, factors influencing the
development of demand for loans to en-
terprises have additionally been sorted
by enterprise size.

— Also since the April 2022 round, changes
in the rejection rate of enterprises’ loan
applications have been broken down by
enterprise size. As already explained in
the compilation guide,® it is now also ex-
plicitly stated in the question that the re-
sponse should cover both formal and in-
formal loan applications.

The questionnaire (standard questions), in-
cluding the ad hoc questions of the given
survey round as well as the compilation
guide, can be found on the Bundesbank's
website at https://www.bundesbank.de/en/
tasks/monetary-policy/economic-analyses/-/
bank-lending-survey-for-germany-618070.

7 Survey results for the euro area can be found on the
website of the ECB at https://www.ecb.europa.eu/
stats/ecb_surveys/bank_lending_survey/html/index.en.
html.

8 The ad hoc questions did not feature in this reform
concept as they are already revised and adjusted regu-
larly.

9 See https://www.bundesbank.de/resource/blob/
602650/eb4f03f4741d8086e4fbfe92773fbb1e/mL/
bank-lending-survey-fragebogen-erlaeuterungen-data.
pdf (in German only).
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Demand for
loans to enter-
prises increasing
steadily during
the NIRP period

Loans to non-financial corporations in
the euro area’

3-month accumulated flows, end-of-quarter data,
seasonally adjusted

€bn Agreed maturity of ...

+160 I

+140
120 I-

+100

up to one year

... over one and
up to five years

over five years

+ 80
+ 60
+ 40

+ 20

Start of Start of
coronavirus | Ukraine
pandemic war

1 1

Start of
NIRP

—100 period
1

2014 2015 2016 2017 2018 2019 2020 2021 2022
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well as for positions arising from notional cash pooling services
provided by MFls.
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Loan demand

In keeping with monetary policymakers’ inten-
tions, the historically low level of interest rates
supported demand for bank loans, as indicated
in the balance sheet statistics data (see the
above chart) and in the results of the BLS (see
the chart on p. 24). Banks’ assessments of de-
velopments in demand as part of the BLS can
indicate how loans actually evolve in a particu-
lar quarter before the data from the balance
sheet statistics become available. This is be-
cause BLS data are already available at the be-
ginning of the following quarter, while balance
sheet statistics data are only normally published
around four weeks after the end of the re-
spective reporting month.

According to the BLS, demand for bank loans
in Germany, and also in the euro area as a
whole, increased almost without interruption
during the NIRP period up to the onset of the

pandemic.® Enterprises were mainly interested
in taking out long-dated?® loans as a way of
locking in the low interest rates for the long
term. These funds were channelled primarily
into fixed investment, which is a form of invest-
ment that normally takes place when the econ-
omy is in good shape. Rising fixed investment
helped shore up inflation, as intended by the
ECB Governing Council. BLS responses showed
that bank loan demand was being dampened,
however, by firms tapping their internal finan-
cing options, which were broader on account
of the generally upbeat state of the economy.

Similarly, households in Germany and the euro
area as a whole also took advantage of the
negative interest rate environment to take out
more bank loans. The surveyed banks mainly
put this down to the low level of interest rates
as well as increased consumer confidence. Bor-
rowers’ assessment that prospects were good
in the housing market also drove demand for
loans for house purchase to a considerable ex-
tent. Demand for consumer credit and other
lending is also likely to have been supported by
the positive economic developments and the
good outlook in the labour market over this
period. Above all, consumers spent more
money on durable consumer goods than be-
fore. By contrast, household demand among
the surveyed banks was dampened by house-
holds" use of their own savings. The surveyed
banks in Germany reported a temporary damp-
ening of demand for loans for house purchase
in 2016. This was because the German Act Im-
plementing the Mortgage Credit Directive and
Amending Accounting Rules (Gesetz zur Um-

8 The BLS compilation guide explains that, for the purposes
of the BLS, demand refers to nominal gross demand com-
pared with the previous quarter, apart from normal sea-
sonal fluctuations. It refers to the bank loan financing need
of enterprises and households, independent of whether
this need will result in a loan or not. Loan requests made in
parallel with multiple BLS institutions may significantly in-
crease loan demand as recorded in the BLS and thus over-
state actual demand developments. Information on the
reasons given for changes in loan demand is fraught with
uncertainty because bank managers can only indirectly as-
sess the key reasons for borrowers’ decisions.

9 Loans with an original maturity of more than one year,
according to the BLS compilation guide.

Loan demand
from households
also increased
during the NIRP
period
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Ad hoc questions in the Bank Lending Survey

In addition to the regular standard ques-
tions, the Bank Lending Survey question-
naire contains a number of ad hoc ques-
tions that are used to obtain timely infor-
mation on current issues relevant to monet-
ary policy. The content and frequency of the
ad hoc questions can be adjusted as re-
quired. In recent years, for example, ques-
tions have been asked on topics such as
banks" financing situations, non-standard
monetary policy measures, the effects of
non-performing loans on lending policies,
and government-guaranteed assistance
loans during the coronavirus pandemic. At
present, seven sets of questions are asked
alternately on a quarterly, semi-annual or
annual basis. The responses to the ad hoc
questions provide the Eurosystem with in-
formation at points in time for which there
are not yet sufficient data available from

Overview of ad hoc questions

Question

Banks' financing situation

Regulatory measures

Level of credit standards

Targeted longer-term refinancing operations

Eurosystem expanded asset purchase programme
Negative deposit facility rate

Impact of non-performing loans on lending policies
Lending policies in individual economic sectors

Government-guaranteed assistance loans during the pandemic

other sources to allow for a more in-depth
empirical analysis.

Asked from ... to ...

(reference period)? Frequency

Since Q4 2009 Quarterly

Since H1 2011 Semi-annually until 2019,

annually thereafter
2014 t0 2019 Annually

Q3 2014 to Q2 2017;
since H2 2019

Quarterly/semi-annually

Since Q4 2014/Q1 2015 Semi-annually

Since Q4 2015/Q1 2016 Semi-annually
Since H1 2018 Semi-annually
Since H1 2020 Semi-annually

2020 to 2021 Semi-annually

1 In the January round of the survey, information was collected for the following reference periods: Q4 of the previous year
(quarterly questions), H2 of the previous year (semi-annual questions), and the entire previous year (annual questions). The
same applies to the April, July and October rounds of the survey. In addition, most questions ask about expectations relating

to the following quarter, half year, or year.
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Changes in loan demand” and selected explanatory factors**

As a percentage of responses given (net)
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* Difference between the sum of the percentages of banks responding “increased considerably” and “increased somewhat” and the
sum of the percentages of banks responding “decreased somewhat” and “decreased considerably”. ** Difference between the sum of
the percentages of banks responding “contributed considerably to higher demand” and “contributed somewhat to higher demand”
and the sum of the percentages of banks responding “contributed somewhat to lower demand” and “contributed considerably to
lower demand”. 1 Expectations for Q3 2022. 2 Surveyed since Q1 2015.
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Credit standards
the key indicator
for lending
policy

Credit standards
eased more
strongly in euro
area than in
Germany during
the NIRP period

setzung der Wohnimmobilienkreditrichtlinie
und zur Anderung handelsrechtlicher Vorschrif-
ten) entered into force in March 2016, which
led some of the potential borrowers to refrain
from making loan requests owing to banks’
higher requirements.

Lending policies

Credit standards are the key indicator for the
lending behaviour of the banks surveyed under
the BLS. These are the bank-specific minimum
requirements potential borrowers need to meet
in order to be granted a loan."™ The BLS banks
furthermore provide information on the terms
and conditions of the loan actually approved as
laid down in the loan contract. These generally
consist of the agreed spread over the relevant
reference interest rate (margin), the size of the
loan, the access conditions and other terms
and conditions in the form of non-interest rate
charges (i.e. fees), collateral or guarantees which
the respective borrower needs to provide (in-
cluding compensating balances), loan coven-
ants and the agreed loan maturity. There is no
summary measure for the respective level of
credit standards and credit terms and condi-
tions. The BLS addresses this challenge by sur-
veying quarter-on-quarter changes in lending
policy. To compare levels at different points in
time, the changes can be summed up (cumu-
lated)" over a longer period of time. Develop-
ments in credit standards — and also in BLS de-
mand — are of particular relevance to monetary
policy, as they are a leading indicator for the
future path of loans.™?

Having massively tightened their credit stand-
ards following the onset of the financial crisis in
2007, the institutions surveyed under the BLS
then adjusted them only moderately over sev-
eral years (see the chart on p. 26). During the
NIRP period, the credit standards for loans to
enterprises and for consumer credit and other
lending to households were then repeatedly
eased slightly until the end of 2018. These ad-
justments were consistent with the aim of the
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accommodative monetary policy, which was to
increase inflation by stimulating consumption
and credit growth. The favourable financing
situation for enterprises and households con-
tributed to a steady increase in loan demand,
according to BLS banks’ assessment. The BLS
banks in the euro area as a whole eased their
lending policies more significantly than those in
Germany. Banks in the euro area thus reversed
some of the tightening that had been ongoing
until 2014, while German banks had not tight-
ened their credit standards during this period.
Survey participants mainly put their easing
down to the tense competitive situation with
rival institutions from the banking and non-
banking sectors (see the chart on p. 27). In
addition, the BLS banks in the euro area expli-
citly reported that the APP was having an ex-
pansionary effect on their credit standards for
loans to enterprises and on their loan vol-
umes' (see the chart on p. 38). Moreover, the
banks participating in the TLTROs in Germany
and in the euro area alike reported that they
had used the funds primarily for lending to en-
terprises and households, consistent with the
monetary policy purpose of the measure. This

10 Credit standards are established prior to the actual loan
negotiation on the terms and conditions and the actual
loan approval/rejection decision. They define the types of
loan a bank considers desirable and undesirable, the desig-
nated sectoral or geographic priorities, the collateral
deemed acceptable and unacceptable, etc. Credit stand-
ards specify the required borrower characteristics (e.g. bal-
ance sheet conditions, income situation, age, employment
status) under which a loan can be obtained.

11 This method does, however, have some weaknesses
and should therefore only be regarded as a rough measure.
The level of credit standards prevailing when the survey
was launched in 2003 is unknown. Ideally, cumulation
should be measured against a benchmark with a “neutral”
level which, however, it is impossible to identify. Compari-
sons between individual banks or credit segments are out
of the question since it cannot be assumed that the re-
spective starting levels were identical. Between 2014 and
2019, one ad hoc question was asked each year on the
current level of credit standards relative to certain periods
in the past. However, this question was removed again be-
cause it became increasingly difficult over time to assess
the level. See Deutsche Bundesbank (2014) for a discussion
of the cumulation method and a presentation of the results
of the ad hoc question on the level of credit standards.

12 See the box on the BLS’s role as a lead of lending on
pp. 28 ff.

13 The impact of the APP on loan volumes has been sur-
veyed since the fourth quarter of 2017/first quarter of
2018.
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Cumulative changes in credit standards since the start of the BLS

Cumulative net percentage shares'
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suggests that the TLTROs, too, have had a
volume-enhancing effect, even if the banks re-
ported that the TLTRO funds had often been
used to replace other sources of funding.’ The
BLS has thus provided timely indications that
the monetary policy measures had a desired
accommodative effect on the financing condi-
tions of enterprises and households.

A regulatory one-off effect meant that in Ger-
many, unlike in the euro area as a whole, the
competition-induced period of easing credit
standards for loans for house purchase did not
set in until 2017. As a result of the implementa-
tion of the Mortgage Credit Directive into Ger-

man law, 2016 saw a large proportion of the
German institutions surveyed under the BLS
tighten their credit standards over multiple
quarters. The surveyed institutions reported that
the provisions under this legislation increased
the inspection and documentation require-
ments for loans granted for house purchase.

14 The question of how the TLTROs affected loan volumes
was not asked until 2019 (TLTROII1).

15 The provisions of the legislation govern matters includ-
ing consumer protection information and a requirement
under supervisory and civil law to conduct a credit assess-
ment. These provisions are supplemented by a differenti-
ated system of sanctions under civil law in the event of a
breach of this obligation. See also Deutsche Bundesbank
(2016).
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Changes in credit standards” and selected explanatory factors™

As a percentage of responses given (net)
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2015.
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The Bank Lending Survey as a lead of lending

In the Bank Lending Survey (BLS), banks are
asked about any changes in the credit
standards they use for lending as well as
their assessment of changes in loan de-
mand. Both of these questions relate to the
BLS reference period of the three months
preceding the survey and can therefore be
used for explaining lending during this time
frame. In addition, the reported changes
can also act as a lead of future loan devel-
opments. For example, in response to an
easing of credit standards, it is likely that
more loans will also be granted in the sub-
sequent months and quarters, all other
things being equal. Early information on fu-
ture loan developments is, in turn, of great
interest for monetary policy, for instance in
the context of economic forecasting. Thus,
on the basis of the time series available
from 2003 onwards, this box conducts a
statistical analysis for Germany and the euro
area to determine whether the data on
changes in credit standards and loan de-
mand collected by the BLS are a systematic
lead of changes in the aggregate loan vol-
ume.

Cross-correlation” between BLS lending
indicator and growth in loans to
non-financial corporations

Correlation coefficient
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Sources: ECB and Bundesbank calculations. * Correlation
between current BLS data and lag or lead of loan growth.
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Quarterly BLS data and the MFI balance
sheet statistics for the period from the first
quarter of 2003 to the first quarter of 2022
are used for the analysis. In order to take
account of the influence of both loan sup-
ply and loan demand, the BLS data are used
to construct a combined “BLS lending indi-
cator” that describes net changes in the
credit environment. This is represented by
the sum of the net share of banks reporting
an easing of their credit standards' and the
net share of banks reporting a rise in loan
demand. A positive value of the indicator
signals an improvement in the credit envir-
onment, whilst a negative value signals a
deterioration. Based on this calculation
method, the lending indicator’s informative
content with regard to actual loan growth
is examined here. The quarterly growth
rate? of the loan volume according to the
balance sheet statistics — for the market
segments of loans to non-financial corpor-
ations and loans for house purchase, re-
spectively — is used as the measure of loan
growth.

A first measure of a potential leading indi-
cator property is the cross-correlation, i.e. a
simple correlation coefficient between the
BLS lending indicator for a given quarter
and the loan growth of a previous quarter
(negative time interval in quarters) or a sub-
sequent quarter (positive time interval in
quarters). For the segment of loans to
enterprises, the resulting series of cross-

1 The variable “change in credit standards” typically
measures the net share of banks reporting a tightening
of their lending policies. It is therefore factored into
this calculation with its sign reversed.

2 For the purpose of this analysis, the difference be-
tween the logarithmic index of transaction-based
changes (index of notional stocks) and its value from
the previous quarter is used, as this approximates the
rate of loan growth.
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Impulse-response functions” for the growth in loans to
non-financial corporations and for the BLS lending indicator
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correlations, with time intervals varying
from -8 to +8 quarters, exhibits an S-shaped
curve for both Germany and the euro area
(see the chart on p. 28): an improvement in
the credit environment during the reference
quarter subsequently results in a higher rate
of growth (positive correlation for positive
time intervals in quarters). In line with the
cyclical pattern of economic developments,
and thus also of lending, an above-average
rate of loan growth is followed by a deteri-
oration in the credit environment after a
certain period of time (negative correlation
for negative time intervals in quarters).

This means that there is evidence that the
BLS lending indicator is both a lead and a
lag of loan growth. The BLS data thus re-
flect, at least in part, cyclical developments
in lending, which can also be gleaned from
the data on loan growth themselves. How-
ever, as the information from the BLS is al-
ready available a few weeks before publica-
tion of the latest data on loan volumes for
the respective quarter, the BLS lending indi-
cator may be used as a lead of current loan
growth in any case.

In order to determine whether the BLS lend-
ing indicator has any informative content of

its own beyond the information that can be
obtained from loan growth itself, a further
analytical step is needed. This step ascer-
tains the leading indicator property of the
BLS lending indicator based on its ability
to predict future loan growth. The concept
of “Granger causality” is used for this pur-
pose.* One variable “Granger-causes” an-
other if it has statistically significant predict-
ive ability for the subsequent values of this
target variable even after controlling for the
target variable’s lagged influence on itself.
In this case analysed here, the BLS lending
indicator would have Granger causality for
loan growth if its present value were correl-
ated with future values of loan growth even
once the correlation of loan growth with it-
self over time had been factored out. The
Granger causality concept is used, in par-
ticular, in what is known as the vector au-
toregressive (VAR) model framework. This is
a system of equations in which each ob-
served variable is determined simultan-
eously by lags of all these variables and one
random error for each. The parameters of
this model can be estimated using statistical

3 This cycle continues accordingly, with deteriorations
in the credit environment subsequently being followed
by lower growth rates again, etc.

4 See Granger (1969).
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Cross-correlation” between BLS lending
indicator and growth in loans for house
purchase
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methods (least squares method). Provided
that the number of lags has been deter-
mined correctly, the model describes all cor-
relation relationships between all of the
variables involved at any given point in
time. From the estimated VAR model, it is
possible to calculate what are known as
impulse-response functions. These depict
the isolated relationship between a change
in one of the variables and the subsequent
values of all variables. In addition to the fact
that it is thus possible to adjust the cross-
correlation between the variables, the esti-
mated model also allows conclusions to be
made regarding the statistical significance
of any potential leading indicator property.

For both Germany and the euro area, it is
confirmed that the BLS lending indicator is
a lead. For Germany, the estimated impulse-
response function shows that loan growth
exhibits a statistically significant response to
a rise in the lending indicator, in that it is
higher over a period of around two to
seven quarters compared with a scenario in
which the lending indicator does not
change (see the chart on p. 29). By contrast,
the lending indicator does not respond sig-
nificantly to an increase in loan growth. For
the euro area, the lending indicator is a

statistically significant lead of loan growth
over a period of zero to seven quarters (see
the chart on p. 29). After a short positive ef-
fect, the lending indicator shows a statistic-
ally significant negative response to a rise in
loan growth after five to seven quarters.
This means that the cyclical pattern in the
cross-correlation between the two variables
is demonstrated for the euro area in this an-
alysis, too. However, the response of the
lending indicator is somewhat weaker than
that of loan growth. Furthermore, the busi-
ness cycle is not the sole determinant of the
response of loan growth to the lending in-
dicator. This is also supported by extended
model specifications (not shown here),
which exclude the influence of cyclical fac-
tors and continue to demonstrate that the
BLS lending indicator is a lead.

In the segment of loans for house purchase,
the cross-correlation coefficients for Ger-
many show a weak development overall,
even when they are positive at positive time
intervals in quarters for loan growth relative
to the BLS lending indicator (see the adja-
cent chart). For the euro area, the S-shaped
curve is more pronounced and is similar to
that of the correlation coefficients for loans
to enterprises.

On the basis of a VAR model for the growth
of housing loans and the associated BLS
lending indicator, it is revealed that the lead
of BLS information for Germany is statistic-
ally significant (at the 5% level) only for a
very short period of up to one quarter (see
the chart on p. 31). However, the confi-
dence interval is very close to the zero line.
The opposite response of the lending indi-
cator is likewise very short-lived. For time
intervals greater than or equal to one quar-
ter, it is virtually zero. For the euro area, the
lead of the lending indicator is more pro-
nounced and, up to a period of ten quar-
ters, is statistically significant above zero
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Impulse-response functions” for the growth in loans for house purchase and for the BLS
lending indicator
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(see the above chart). By contrast, the op-
posite response of the lending indicator to
a rise in loan growth is only significant at
the time when the change occurs, but does
not persist beyond that.

The results show that the lending indicators
constructed from the BLS data on credit
standards and loan demand are leads of
loan growth in the respective market seg-
ments. More in-depth analyses, which are
not presented here for reasons of space,
suggest that the leading indicator proper-
ties differ across market segments: in the
case of loans to enterprises, the lead is
driven mainly by the BLS credit standards; in
the case of loans for house purchase, the
influence of the BLS loan demand predom-
inates. However, owing to the purely statis-
tical nature of the analyses carried out here,
these results do not yet allow any conclu-
sions to be drawn regarding the signifi-
cance of loan supply and loan demand for
aggregate lending in each credit segment.
In order to make such an assessment, fur-
ther analyses within the framework of a
structural model are required.
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NIRP period
mainly saw
competition-
induced margin
cuts in low-risk
lending business

When economic activity weakened as of 2019,
Germany and the euro area as a whole saw the
first instances of credit standards being tight-
ened, above all for loans to enterprises. In add-
ition to the general economic situation, sector
and firm-specific factors played a part in the
surveyed institutions assessing that credit risk
had risen and increasing the requirements for
borrowers. Responses to the BLS indicate that
this period also saw an increase in the share'®
of rejected informal loan requests and formal
loan applications from both enterprises and
households.

The accommodative effect that monetary pol-
icy had on banks’ lending policies was also re-
flected in credit terms and conditions, with
margins being narrowed in all the loan seg-
ments surveyed under the BLS in the NIRP
period up to the onset of the pandemic (see
the chart on p. 34). For the purposes of the
BLS, the loan margin is understood to mean
the spread that a bank includes in the lending
rate over a relevant market reference rate.”
The margin can either be adjusted actively by
the banks changing the lending rate, or it can
change passively, i.e. without any adjustments
on the part of the banks, as a result of moves
in the market reference rate. Banks saw reason
to actively narrow their margins at the start of
the NIRP period given the tense competitive
situation in both the German and the euro
area-wide banking sector. Credit institutions in
the euro area sample reported furthermore
that both the TLTROs and the APP had exerted
an easing effect on their credit terms and con-
ditions, especially at the beginning of the NIRP
period. They noted that the negative interest
rate on the deposit facility had also had an eas-
ing effect, resulting in lending rates being
lowered and margins narrowed. Banks reduced
their margins more for average loans than for
riskier loans. By narrowing their margins pre-
dominantly in lower-risk business, it seems that
banks were looking to expand their lending
without, if possible, increasing the average
probability of default in their credit portfolio.

This information from the BLS provided indica-
tions that the monetary policy measures were
having the desired effect. The mounting pres-
sure on banks’ interest rate margins gave them
an incentive to increase lending as a way of
offsetting this pressure.’® In corporate lending
business, the NIRP period saw not only margins
but also the other terms and conditions be-
come more customer-friendly. Credit institu-
tions made concessions to their customers
mainly in terms of the agreed covenants, but
also with regard to non-interest rate charges,
loan amounts and maturities, and the required
collateral. The year 2019 then saw margins
widening for the first time, even though the
lending rates for loans to enterprises and to
households for house purchase were still on
the decline. Banks attributed this to changes in
the cost of funds and/or balance sheet con-
straints. One reason for this (predominantly
passive) widening of margins could have been
the non-standard monetary policy measures,
which lowered banks’ funding costs (see the
section below on the financing situation). At
the same time, the market reference rates
(money market rate) fell as well, faster than
lending rates. In this way, the margin may have
widened temporarily.

This passive widening of margins is one ex-
ample of how the monetary policy interest rate
cuts and non-standard measures had an impact
on banks" profitability. In this context there
were both positive and negative effects on
earnings (see the charts on pp. 38 ff.). The dif-
ferentiated responses regarding the effects on
earnings are a prime indication that banks’ re-
sponse behaviour in the BLS is not essentially
interest-driven. According to the BLS data,
banks participated in the TLTROs primarily be-
cause of the attractive conditions. Both the
participating German institutions and the banks

16 As a percentage of volumes.

17 The relevant market reference rate depends on the
characteristics of the loan in question. Depending on the
loan’s maturity, the market reference rate could be EURIBOR,
LIBOR or €STR or, for fixed rate loans, the interest rate
swap of a corresponding maturity.

18 See Deutsche Bundesbank (2020b).

Positive and
negative earn-
ings effects of
non-standard
monetary policy
measures



On the whole,
BLS did not
point to
restricted lend-
ing during the
negative interest
rate period

in the euro area as a whole reported a positive
impact on their profitability, as the preferential
conditions of the TLTROs relieved the burden
on their interest expenditure. However, unlike
the euro area banks, the German sample
showed greater interest only as of the second
series of TLTROs, which had more attractive
conditions than the first. At that time, the al-
ready prolonged period of negative interest
rates exerted increasing pressure on banks’ net
interest margin. The APP also contributed to
this pressure. Since the ad hoc question on this
subject was introduced, the German BLS banks
have reported on a broad basis that the pres-
sure on their net interest margin has had a
negative impact on their profitability. In 2015
the surveyed banks in the euro area as a whole
still reported, on balance, that the APP had had
a neutral impact on their profitability overall.
This was because the negative effect on their
net interest margins was offset by capital gains
resulting from price gains on bonds. However,
according to BLS data, the negative impact of
the APP on banks’ profitability subsequently
outweighed the positive effects in an increas-
ing number of euro area countries. According
to the surveyed banks' in Germany and in the
euro area as a whole, the negative deposit fa-
cility rate also contributed significantly to a de-
cline in their net interest income. Until the start
of the pandemic in the second quarter of 2020,
just under 90% of BLS banks in Germany and
70% of banks in the euro area sample reported
slight or significant negative effects on balance.
By contrast, the two-tier system for remunerat-
ing excess liquidity holdings had a positive im-
pact on earnings. This had been adopted by
the ECB Governing Council in September 2019
to support the bank-based transmission of mon-
etary policy.2° Under the two-tier system, a por-
tion of banks’ excess liquidity was exempted from
negative interest rates as of October 2019.2!

All'in all, the BLS data on loan supply and de-
mand developments provide no indications
that lending was constrained in the euro area
or in Germany during the NIRP period prior to
the pandemic. While banks did report a steady
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increase in demand for loans, they also cited
fiercer competition, which contributed to the
easing of lending policies.

Banks’ financing situation

Banks in both Germany and the euro area as a
whole reported an improvement in their finan-
cing terms and conditions, especially in the first
two years of the NIRP period (see the chart on
p. 40).22 Access to short-term customer deposits
improved in particular, while access to longer-
term deposits deteriorated.?® This is likely to be
connected to the fact that the narrow interest
rate spread between the two deposit categor-
ies increasingly reduced the incentive for cus-
tomers to invest their savings over longer
periods. According to BLS data, market access
for medium to long-term debt securities be-
came easier. Data on current bond yields con-
firm this assessment. The TLTROs and the APP
also contributed to improving the market finan-
cing conditions and strengthening the liquidity
position at BLS institutions in the German and
euro area samples (see the chart on p. 38). This
is because the participating banks were able to
finance themselves more cheaply via the
TLTROs than in the market. Banks were also
able to secure liquidity by selling bonds to the
central bank under the APP. The APP also had a

19 Banks are asked to consider in all sub-questions both
direct and indirect effects that might occur, even if the
bank in question does not possess surplus liquidity.

20 See European Central Bank (2019b).

21 Since the fourth quarter of 2019/first quarter of 2020,
banks are to take into account the net impact of the effects
of the negative deposit rate, including the two-tier system,
while also assessing the effects of the two-tier system in
isolation.

22 Questions are asked about the following credit categor-
ies: retail funding (short-term deposits up to one year,
long-term deposits over one year including other retail
funding instruments), interbank unsecured money market
(very short-term money market up to one week, short-term
money market over one week), wholesale debt securities
(short-term as well as medium to long-term debt secur-
ities), securitisation (of loans to enterprises and loans for
house purchase), and the ability to transfer credit risk off
the balance sheet.

23 The reported volumes in the balance sheet statistics
confirm this. According to this, sight deposits were built up
during this period, while the volume of savings and time
deposits declined overall.
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Improved finan-
cing terms and
conditions at
banks, especially
at the beginning
of the NIRP
period
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Risk of disrup-
tions in the
financial system
and funding
shortages
among enter-
prises during the
pandemic

Change in margins in lending business’
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downward impact on the general level of inter-
est rates, especially in the longer-term seg-
ment.24

B Pandemic

The coronavirus pandemic caused a historic de-
cline in global economic output, including in
Germany and the euro area. Economic activity
also dwindled as a result of measures taken by
public authorities, enterprises and consumers
in Germany and abroad to contain the pan-
demic.?> This situation caused supply chains
around the world to stall. Amid an inflation

rate that was still too low, monetary policy-
makers were now focused on the risk of finan-
cial system disruptions and temporary funding
shortages for enterprises and households.?® In
order to support further the provision of credit
to households and firms with favourable finan-
cing terms and conditions in the face of eco-
nomic disruption and heightened uncertainty?’
thereby avoiding further downward pressure
on inflation from the financing side, the ECB
Governing Council adopted a raft of monetary

24 See Deutsche Bundesbank (2018).

25 See Deutsche Bundesbank (2020a).
26 See European Central Bank (2020b).
27 See European Central Bank (2020c).



No broad-based
supply-side
restrictions on
lending during
pandemic

Initially strong
demand for
bridging loans
to enterprises
during the
pandemic, ...

policy measures.?® The terms of TLTROIIl were
made considerably more attractive,?® with par-
ticipating banks being able to secure an inter-
est rate on borrowed funds of as low as -1%
over a period of two years, provided that they
met certain lending requirements.3® Further-
more, temporary purchases under the pan-
demic emergency purchase programme (PEPP)
were made between March 2020 and March
2022 alongside the APP3' At the same time,
additional longer-term refinancing operations
(LTROs) were conducted temporarily to provide
immediate liquidity support to the euro area
financial system. Moreover, at the beginning of
the pandemic, government guarantees were
introduced in many euro area countries, espe-
cially for new loans to enterprises.3?

As a result, according to BLS data there were
no broad-based supply-side restrictions on
lending during the pandemic. Sectors particu-
larly hard hit by the pandemic where banks be-
lieved credit risk to be significantly raised were
largely able to obtain liquidity through
government-guaranteed assistance loans. Ac-
cording to the BLS, the expansionary monetary
policy measures during the pandemic also
played a key role in providing the real economy
with favourable financing opportunities.

Loan demand

According to BLS data, the high liquidity needs
initially led to a sharp rise in demand for bank
loans to enterprises in both Germany and the
euro area as a whole at the beginning of the
pandemic (see the chart on p. 24). This demand
came primarily from small and medium-sized
enterprises.3® Especially in the first year of the
pandemic, enterprises needed significant bridg-
ing loans, which banks reported in the BLS
under the heading “inventories and working
capital”. According to the responses to an ad
hoc question in the BLS, enterprises covered
acute liquidity needs for the most part with
government-guaranteed loans, which they also
used to build up precautionary liquidity buffers.
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The BLS indicated that these loans recorded a
strong increase in the first half of 2020. During
this period, demand growth in Germany for
loans without government guarantees was sig-
nificantly lower. According to BLS data, de-
mand in the euro area for loans without gov-
ernment guarantees actually declined. Enter-
prises also used bank loans for refinancing,
debt restructuring and renegotiation purposes.
In some cases, existing loans were replaced
with government-guaranteed loans. According
to the BLS, uncertainty about the future course
of the pandemic led to a scaling back of fixed
investment as well as mergers, acquisitions and
restructuring, which, all other things being
equal, dampened loan demand.

In the second half of 2020, BLS data show that
the demand for loans to enterprises declined
overall in the euro area. Unlike in Germany,
where the need for bank loans, mainly to
bridge financing bottlenecks, continued to in-
crease in a weakened form, the need for loans
in the euro area fell primarily due to a scaling
back of fixed investment. According to BLS
data, during the remainder of the pandemic
demand for government-guaranteed loans ini-
tially declined in Germany and, from 2021, also
in the euro area. In the second year of the pan-
demic, the need for funds for fixed investment
gradually rebounded. Banks' expectations for
the respective following quarter revealed con-
siderable uncertainty during this period, as de-
mand in the BLS was regularly expected to be
higher than it subsequently turned out to be. It
appears that, at the beginning of the pan-

28 See European Central Bank (2020a).

29 The improvements in the terms and conditions of
TLTRO Il were published in European Central Bank (2020b,
2020c¢, 2020d).

30 See European Central Bank (2020c).

31 See European Central Bank (2020a). The impact of the
PEPP has been taken into account in the BLS since the
fourth quarter of 2019/first quarter of 2020.

32 In Germany, for example, the KfW granted “express
loans” with full risk assumption by the KfW as well as assis-
tance loans with partial risk assumption; see Kreditanstalt
fur Wiederaufbau (2020).

33 According to the BLS compilation guide, the distinction
between large firms and SMEs is based on annual net turn-
over. An enterprise is classified as large if its net annual
turnover exceeds €50 million.
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demic, enterprises increased liquidity buffers to
such an extent that their demand for bank
loans increased only relatively sluggishly in
2021.

Household demand for loans in both Germany
and the euro area moved in the opposite direc-
tion to that of enterprises. In the second quar-
ter of 2020, demand for loans for house pur-
chase as well as for consumer credit and other
lending declined significantly, which the sur-
veyed BLS banks attributed to a collapse in
consumer confidence. In many cases, durable
consumer goods were no longer purchased be-
cause retail outlets were largely closed on ac-
count of the lockdown. Demand for loans for
house purchase rebounded as of the third
quarter of 2020. Despite the pandemic, bor-
rowers’ perceptions of the housing market out-
look remained favourable and thus, just like the
low general level of interest rates, buoyed loan
demand. Demand for loans for house pur-
chases was dampened by the use of savings in
the acquisition of real estate. In the case of
consumer credit and other lending, the second
lockdown at the beginning of 2021 had a simi-
lar impact to the first, with demand for loans
collapsing again after having stabilised some-
what for a while. Demand did not recover on a
lasting basis until the second quarter of 2021
amid subsiding infection rates and the easing
of containment measures. According to BLS
data, the propensity to purchase and consumer
confidence rebounded.

Lending policies

The first pandemic year of 2020 was character-
ised in the euro area and in Germany by re-
strictive adjustments to lending policies in all
lines of business covered by the BLS (see the
chart on p. 27). However, the cumulated changes
in credit standards show that these tightening
measures fell well short of those during the
financial crisis of 2008-09 (see the chart on
p. 26). The financial crisis had emerged from
the financial system itself and had severely im-

paired banks’ supply of credit. In the BLS, this
was evidenced at the time by the high import-
ance attributed to bank-side factors in explain-
ing the changes in credit standards. By con-
trast, the BLS has shown that the impact of the
pandemic took place primarily via increased
borrower-side risks. For loans to enterprises,
the surveyed institutions tightened their credit
standards in particular for loans to sectors that
were especially affected by the pandemic con-
tainment measures. In 2020, these included, in
particular, the wholesale and retail trade, the
services sector, manufacturing and commercial
real estate.?* The restrictive impact of the gen-
eral economic situation and the economic out-
look, which in 2020 had initially also been a
factor in the tightening, quickly receded as a
result of government support measures during
the pandemic.

In the case of loans issued with government
guarantees during the pandemic, the govern-
ment assumed a large part of the credit risk as-
sociated with lending for the banks. It thus
shielded banks from credit risk, which had risen
sharply, especially in sectors particularly af-
fected by the pandemic. Accordingly, the BLS
showed that the surveyed banks eased their
credit standards for loans with COVID-19-related
government guarantees in the first half of 2020
compared with the second half of 2019, before
such pandemic-related assistance loans had
been introduced (see the chart on p. 37).
On balance, euro area banks also eased the
credit terms and conditions for government-
guaranteed loans to enterprises, especially in
the first year of the pandemic. By contrast, the
banks in the German sample barely adjusted
the credit terms and conditions for these loans.
The easing of the credit standards for guaran-
teed loans continued in a weakened form until
mid-2021. By contrast, the BLS banks reported
that the standards and terms and conditions
for loans without government guarantees were

34 See the data on the ad hoc question asked since the
first half of 2020 on changes in credit standards, credit
terms and conditions and credit demand in the main eco-
nomic sectors in the past and next six months.
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tightened in both Germany and the euro area.
This was broadly in line with the data provided
by banks on overall lending policy, which cover
all new lending.

As intended by monetary policymakers, the
negative interest rates and non-standard mon-
etary policy measures had an expansionary ef-
fect on lending policies during the pandemic
and helped to provide the real economy with
favourable sources of funding (see the chart on
p. 38). On balance, the TLTROs and the purchase
programmes including the PEPP continued to
have an easing effect on credit standards at
banks in the euro area sample, but not in the
German one. However, as a result of participa-
tion in the TLTROIl, German banks did ease
their credit terms and conditions and expand
their lending, especially to enterprises at which
the operations were principally aimed. The APP
and the PEPP also continued to have an easing
impact on credit terms and conditions and loan
volumes in the euro area sample, while once
again, this effect failed to materialise in the
German sample. The negative deposit facility
rate, including the two-tier system, continued
to contribute to the decline in lending rates,
though to a somewhat lesser extent as of 2021,
according to the banks. This suggests that the
effect on lending rates of the last cut in the de-
posit facility rate of 18 September 2019 grad-

ually dissipated. Lending rates nevertheless
subsequently reached new historical lows.3®

Banks in Germany, as in the euro area, also
tightened their credit standards for loans to
households at the beginning of the coronavirus
pandemic. The share of rejected loan applica-
tions increased markedly. The tightening was
justified by the banks mainly on the grounds of
the deteriorating outlook for the economy, but
also due to the uncertain housing market situ-
ation and the reduced creditworthiness of
many potential borrowers. Credit terms and
conditions were also made more restrictive. For
loans for house purchase, banks restricted the
loan-to-value ratio more sharply than before,
and for consumer credit and other lending they
mainly restricted the loan amounts. From the
end of 2020, no further significant tightening
occurred in either of these credit segments. In
the course of 2021, banks in Germany partially
reversed the tightening of the standards and
terms and conditions for consumer credit and
other lending. In their assessment, the general
economic situation improved again as a result

35 According to the MFI interest rate statistics, the aggre-
gate interest rate on loans to non-financial corporations
reached a historic low in March 2021 in both the euro area
and Germany. The interest rate on loans for house pur-
chase reached their lows in the euro area in August 2021
and in Germany in December 2020.
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Impact of monetary policy measures on banks' lending policies,
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of the pandemic-related restrictions gradually
ending. In the euro area, by contrast, banks
largely retained their stricter lending policy.

The economic turmoil triggered by the pan-
demic and heightened uncertainty prompted
the ECB Governing Council to make TLTROIII
considerably more attractive. According to BLS
data, TLTROIIl led to a significant improvement
in banks’ profitability. The participation rate in
TLTRO I among BLS banks rose sharply in June
2020 to over 70%. According to BLS banks in
Germany and the euro area, they participated
mainly because of the favourable conditions.
As part of these operations, banks were able to
obtain liquidity for three years at very favour-
able conditions. At the same time, the banks
reported that the APP and the PEPP, when
viewed in isolation, continued to exert pressure
on the net interest margin and net interest in-
come3® (see the charts on pp. 38f.). However,
as the APP and the PEPP again enabled the sur-
veyed euro area banks to make capital gains

during the pandemic, the negative impact of
the programmes on profitability declined some-
what during this period. On balance, this was
not the case for German institutions, meaning
that their profitability, when viewed in isol-
ation, was still significantly affected by the APP
according to the BLS. There is empirical evi-
dence that the APP led banks in euro area
countries with higher risk premia to tend to in-
vest more in riskier securities.?” Yields on these
securities are likely to have fallen comparatively
more sharply in the wake of the APP, thus con-
tributing to a shift in banks" portfolios towards
riskier assets. The dampening impact of the
negative deposit facility rate on banks’ net
interest income decreased somewhat as a re-
sult of the introduction of the two-tier system,
particularly in the euro area sample, but also in
the case of banks in Germany. However, this

36 Since the fourth quarter of 2019/first quarter of 2020,
the impact of the APP on net interest income has been sur-
veyed instead of the net interest margin.

37 See Albertazzi et al. (2021) and Altavilla et al. (2015).
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impact remained relevant for around half of
the euro area banks surveyed. This, too, had a
negative effect on institutions’ profitability.38

Banks’ financing situation

With the pandemic and the high degree of un-
certainty about its economic impact, banks in
Germany and the euro area initially made
gloomier assessments of their financing situ-
ation (see the chart above). According to BLS
data, the issuance of debt securities became
more difficult, especially in the medium to
longer-term segment. Yields rose significantly.

According to BLS data, access to securitisation
and the ability to transfer credit risk off the bal-
ance sheet also deteriorated. However, banks
reported that access to customer deposits re-
mained good during the first phase of the pan-
demic. From the second half of 2020 onwards,
the situation generally eased again and, ac-
cording to BLS data, there were improvements
in relation to all sources of funding surveyed.

According to BLS data, the non-standard mon-
etary policy measures contributed to the easing
of banks’ financing situation (see the chart on
p. 38). As of the fourth operation in June 2020,
financing via TLTROIll became significantly
cheaper than market financing. As more BLS
banks both in Germany and the euro area then
participated in the operations, more institutions
also reported that their financial situation, in
particular their liquidity position, improved as a
result of their participation. The APP’s positive
impact on banks’ financing conditions and
liquidity position, which had waned over time
until the second quarter of 2020, also intensi-
fied temporarily. In addition, the two-tier sys-
tem for negative interest in the deposit facility
likewise contributed somewhat to the improve-
ment in the liquidity position.

B War on Ukraine

Since the start of the Ukraine war in February
2022, the prices of many commodities, and es-
pecially energy, have risen steeply, driving con-
sumer prices in the euro area up sharply. The
ongoing disruptions to international supply
chains were another contributory factor.3® As a
result, the rate of inflation has risen noticeably,
and inflationary pressures have intensified
across many sectors. The Governing Council of
the ECB therefore decided in June 2022 that
net purchases under the APP would be con-

38 The impact of the negative deposit rate on profitability
has been surveyed since the fourth quarter of 2019/first
quarter of 2020.

39 See Deutsche Bundesbank (2022).
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cluded as of 1 July 2022.4° Net purchases under
the PEPP had been discontinued back on
31 March 2022, as planned.#' This paved the
way for the first policy rate hike since 2011, in
line with the previously communicated timeline
for monetary policy normalisation.4? On 21 July
2022, the Governing Council of the ECB de-
cided to raise key interest rates by 50 basis
points in response to the updated assessment
of inflation risks. It also approved the Transmis-
sion Protection Instrument (TPI), which is in-
tended to support the effective transmission of
monetary policy.#®* As the inflation rate re-
mained significantly too high and is expected
to remain above the target for an extended
period of time, the Governing Council decided
to raise the key interest rates by a further 75
basis points on 8 September 2022. Over the
next several meetings, the Governing Council
said it expected to raise interest rates further. It
also decided to suspend the two-tier system for
the remuneration of excess reserves. The Gov-
erning Council intends to continue reinvesting
the principal payments from maturing secur-
ities purchased under the APP and the PEPP. It
will ensure that the phasing out of TLTROs IlI
does not hamper the smooth transmission of
monetary policy.#*

Loan demand

According to BLS data, demand for loans to
enterprises in Germany picked up more strongly
again in the first half of 2022 (see the chart on
p. 24). In the euro area, it had already risen fairly
strongly in the fourth quarter of 2021, meaning
that the increase in demand did not accelerate
any further there. Higher demand was driven
mainly by the increased need for funding for
inventories and working capital. Many enter-
prises have probably expanded their inventories
in the face of unstable supply chains and the
heightened uncertainty as a result of the war
on Ukraine. Demand for funding for fixed in-
vestment, too, continued to increase in the first
quarter, which was reflected in higher demand
for long-term loans. However, increasing un-
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certainty meant that the fixed investment fac-
tor had a dampening effect on demand for
loans to enterprises again in the second quarter
of 2022, much like at the beginning of the pan-
demic. Looking to the third quarter, banks in
Germany and the euro area as a whole are not
expecting demand to rise any further.

Demand for loans for house purchase increased
significantly more strongly in Germany in the
first quarter of 2022 than banks had expected.
Because the Governing Council of the ECB an-
nounced in December 2021 that net purchases
under the PEPP would be discontinued in
March 2022,% rising interest rates were ex-
pected. This could have triggered anticipatory
effects among borrowers. In the euro area,
too, demand for loans for house purchase ini-
tially continued to expand. In the second quar-
ter of 2022, it then dropped again for the first
time since the start of the pandemic. Banks at-
tributed this mainly to lower consumer confi-
dence. In line with the monetary policy object-
ive of price stability, the recent significant in-
crease in the general interest rate level, espe-
cially in the longer-term segment, no longer
drove up demand. However, this factor had no
significant impact on demand for consumer
credit and other lending, which continued to
expand throughout the first half of 2022. For
the third quarter, banks in Germany and the
euro area expect a slump in demand for loans
to households for house purchase and a much
smaller increase in demand for consumer credit
and other lending.

Lending policies

Despite the high degree of uncertainty sur-
rounding the economic consequences of the
war on Ukraine, banks in the German BLS sam-

40 See European Central Bank (2022b).

41 See European Central Bank (2021).

42 See, for example, European Central Bank (2022a).
43 See European Central Bank (2022¢).

44 See European Central Bank (2022d).

45 See European Central Bank (2021).
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ple tightened their credit standards for loans to
enterprises only marginally in the first half of
2022 (see the chart on p. 27). As banks had not
notably eased credit standards following the
tightening at the start of the pandemic, stand-
ards were probably already comparatively tight
when the war on Ukraine broke out. Banks also
made credit terms and conditions somewhat
more restrictive. By contrast, lending policies
were tightened significantly in the euro area in
the second quarter of 2022. In both Germany
and the euro area, banks justified the recent
tightening with their view that credit risk has
risen.

For the third quarter, banks in both samples are
planning to tighten their credit standards fur-
ther. In the past, banks’ plans to adjust their
credit standards in the following quarter have
proved to be a good indicator of what has ac-
tually happened. This is true of Germany and
the euro area and applies to all credit seg-
ments. With the inflation rate high, monetary
policy’s intention is certainly for lending policies
to be tightened. According to the surveyed BLS
banks in the euro area and in Germany, the ex-
pansionary effects of non-standard monetary
policy measures on their lending policy and
loan volume are likely to become ever smaller.
In fact, euro area banks for the first time actu-
ally expect the purchase programmes to have
restrictive effects on credit standards and terms
and conditions for loans to enterprises and on
the terms and conditions for consumer credit
and other lending.

In the first two quarters of 2022, the banks sur-
veyed in Germany and the euro area as a whole
also set stricter standards for loans for house
purchase. In the second quarter of 2022, credit
standards in Germany were tightened more
than ever before since the introduction of the
BLS in 2003. In this credit segment, too, the
tightening seen during the pandemic had been
reversed only marginally in the meantime. The
share of rejected loan applications rose consid-
erably in both Germany and the euro area as a
whole. According to the banks, all three factors

which contribute to their risk assessment ac-
cording to the BLS questionnaire had a restrict-
ive impact: the general economic situation and
outlook, housing market prospects and bor-
rowers’ creditworthiness. For the third quarter,
banks in both Germany and the euro area are
planning to further tighten their credit stand-
ards. Credit standards for consumer credit and
other lending were also tightened in the second
quarter, something that is likely to continue in
the coming quarter.

The discontinuation of net purchases under the
PEPP and the APP and the gradual phasing-out
of the TLTROs are also reducing the impact of
these measures on banks’ profitability. This is
likewise reflected in banks’ responses in the
BLS. Banks participating in the TLTROs continue
to benefit from the favourable interest rate on
the funds raised. However, the third series
ended with the allocation of the tenth oper-
ation in December 2021, meaning that repay-
ments are gradually due and the amount of
outstanding funds is coming down. On the
other hand, the surveyed banks also said in the
April round#® that they expected the negative
impact of the purchase programmes and the
negative deposit rate on their profitability to
wane in the second and third quarters of 2022.
One factor here is likely to have been that a
first interest rate hike was expected in July.

Banks’ financing situation

Since the outbreak of the war on Ukraine in the
first quarter of 2022, euro area banks, in par-
ticular, describe their financing situation as hav-
ing deteriorated (see the chart on p. 40). By
contrast, the situation in Germany has clouded
over much less thus far. According to BLS data,
issuing debt securities, in particular, has be-
come more difficult, especially in the medium

46 The ad hoc questions on the TLTROs, the APP and the
negative deposit rate are asked every six months, most re-
cently in the April 2022 round. See the overview on p. xx.
Banks’ expectations as described in the April round refer to
the second and third quarters of 2022.
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to longer-term segment, but so has access to
the short-term money market. Since the begin-
ning of 2022, data on bond yields and money
market rates have shown a clearly upward
trend. This is because the sharp rise in the rate
of inflation and the incipient monetary policy
normalisation have led to expectations of inter-
est rate increases, causing the general interest
rate level to rise in anticipation. According to
BLS data, access to securitisation and the abil-
ity to transfer credit risk off the balance sheet
also declined. However, according to the
banks, access to customer deposits remained
broadly unchanged. Looking to the third quar-
ter, euro area banks expect a continued deteri-
oration in their access to market funding.

In the April round, banks said that they ex-
pected the effects of TLTROs and the APP to
weaken their market financing conditions and
liquidity position during the second and third
quarters of 2022. In the euro area, the sur-
veyed banks even for the first time expected
the APP to have a negative impact on their
liquidity position and financing conditions in
the second and third quarters of the year. This
assessment by banks is likely related, first, to
the discontinuation of net asset purchases
under the PEPP in March 2022. Second, the
surveyed banks are likely to have anticipated in
the spring that the Eurosystem would gradually
reduce its net purchases under the APP or dis-
continue them altogether. The reduction in the
degree of expansiveness intended by monetary
policymakers is therefore likely to be achieved
with the expiry of the non-standard measures.

B Conclusions

The Bank Lending Survey is the central source
of information for assessing banks’ lending pol-
icies and demand for loans in Germany and the
euro area. Its findings were valuable for monet-
ary policy decision-making, especially during
the NIRP period and the pandemic. Its flexible
design means that the BLS allows information
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to be obtained quickly in a rapidly changing en-
vironment.

The BLS does not suggest that lending was re-
stricted during the NIRP period before the pan-
demic. While banks reported a steady increase
in demand for loans they also described fiercer
competition, which, like monetary policy meas-
ures, contributed to the easing of lending pol-
icies. During the pandemic, there were likewise
no broad-based supply-side restrictions on
lending. Sectors particularly hard hit by the
pandemic where banks believed credit risk to
be significantly raised were largely able to ob-
tain liquidity through government-guaranteed
assistance loans. Furthermore, the negative
interest rates and non-standard monetary pol-
icy measures had an expansionary effect on
lending policies during the pandemic — as in-
tended — and helped to provide the real econ-
omy with favourable sources of funding.

In addition, the information obtained from ad
hoc questions in the BLS helps to answer ques-
tions relevant to monetary policy transmission.
It was thus possible to gauge the impact of
non-standard monetary policy measures using
banks’ responses before enough statistical data
were available for a more in-depth empirical
analysis. For instance, banks’ responses suggest
that the negative effects of the APP and the
negative deposit rate on profitability did not re-
sult in a curb on lending. On the contrary, the
results of the BLS indicate that these measures
had an expansionary impact on loan volume in
the euro area as a whole, as intended by mon-
etary policy. During the NIRP period, the Gov-
erning Council of the ECB implemented far-
reaching measures to combat inflation, which
was too low during this period. Reports from
the participating institutions suggest that
TLTROIIl operations, in particular, in which Ger-
man banks also participated actively during the
pandemic, are likely to have brought about an
expansion in lending. At the same time, banks
participated in these operations primarily be-
cause they were profitable.
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According to the
BLS, nothing to
suggest supply-
side restrictions
on lending dur-
ing the NIRP
period and
pandemic

Non-standard
monetary policy
measures had
different effects
on profitability
and lending
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BLS data allow
for a more
in-depth obser-
vation of credit
supply against
backdrop of
currently com-
plex economic
situation

Even in the current macroeconomic situation,
which is characterised by much uncertainty, the
BLS helps to identify the challenges in terms of
the supply of loans in a timely manner. One im-
portant question for monetary policymakers is,
for instance, how banks will respond to the in-
crease in credit risk brought about by the war
against Ukraine and its extensive macroeco-
nomic fallout. The effects of monetary policy
normalisation are also of central interest. The
exit from non-standard monetary policy meas-
ures and rising monetary policy interest rates
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