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Objectives 

• What are the seasonal, calendar and monetary policy effects on the Dutch 

segment of EONIA? 

 

• How do these determine the volatility of EONIA? 

 

• How have these effects changed along the period 1999- May 2012? 

 

 

 

 

 



Literature review 

• Hamilton (1996) introduced an aproach to measure the volatility of the fed 

funds rate, taking into account the tails and the infrequent spikes that 

characterizes these kind of rates. 

 

• Bartolini and Prati (2005) assess the volatility of overnight interest rates for a 

range of countries, including the euro area. 

 

• Nautz and Offermanns (2008) examined volatility transmission in the European 

money market over the period 2000 to 2006. 

 

• Other: Würtz (2003); Gaspar et al. (2008); Soares & Rodrigues (2011). 

 

 

 

 

 

 

 



Data and methodology 

• The variable analysed is the daily effective Euro Overnight Index Average 

(EONIA) of banks trading in the Dutch money market (DEONIA) and 

registered in the Dutch segment of the Target2 system.  

 

• The data runs from 1999 to May 2012: 

– Loans obtained using the algorithm of Heijmans et al. (2010), which is 

based on Furfine (1999).  

– Only overnight loans are used.  

– Weekends and banking holidays are excluded from this dataset. 

 

• Dataset with  information for 162 maintenance periods and 3,425 usable 

observations. 

 



Data and methodology 



Background: monetary policy 

• New operational framework introduced in March 2004 

– Tenders from 2 to 1 week 

– Reserve maintenance period from 24th of a Month_t to 23 Month_t+1 to 

a moving MP of on average 20 days 

 

• Start of crisis ECB (summer 2007) 

 

• After collapse of Lehman ECB introduced Fixed Rate Full Allotment (FRFA). 

– FRFA since Lehman 

– 1-year tenders starting in July 2009 

– 3-years tenders starting in December 2011 

– What else to come in the (near) future 



Background: interest rate and volatility 



Background: number of lenders & borrowers 
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Evolution of Dutch EONIA 



Evolution of Dutch EONIA 

Average ∆r over the reserve maintenance period 

 



Evolution of Dutch EONIA:  

lending value 



Data and methodology 
• The empirical model has the form: 

 

 

 

Mean equation 

 

 

 

Interest rate volatility 

 

The model of EONIA’s  variance,  

 

 



Results 

 



Results 



Conclusions 

• The model takes into account infrequent spikes of the rate for its correct 

measurement.  

 

• The model shows the patterns of behavior of the rate during 4 different 

periods and how volatility has changed during this time: 
 

– Volatility decreased with the introduction of EMU: i.o.w. ECB was better able to 

steer the interest rate in the money market.  (Period I to II) 

– The variance of the rate increased during the turmoil starting in August 2007 

(Period II) 

– Volatility became more sensitive when crisis worsened in 2008 

– Volatility’s persistence increased in Period IV, taking longer to die out after a 

shock 



Conclusions 

• Period IV: 

– While volatility became more sensitive and persistent, its average value 

had a significant decrease caused by limited number of active 

lenders/borrowers. Lenders only lend to banks with high rating and 

borrowers could often borrow below overnight deposit! 

 

– Only last day of MP volatility high (20 bp).  

→ partly caused by liquidity absorbing tenders (banks could deposit at 

ECB at rates above overnight deposit)  

→ increased market rates as banks could go to ECB i.o lending to market. 

 



Future work 

•  Finalize testing the model 

 

• Look into (domestic) stress events 

– Specific bank failures that took place in the last 12 yeas 

 

• Expand analysis to European level. 

 

 

• Expand analysis to individual (group of banks). 
 



 

 

Thank you! 


