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TARGET2 : an efficient Euro payment system or a secret bail-out scheme? 
By Bart Le Blanc, 20/03/2017 

 
 TARGET2 stands for the Trans-European Automated Real-Time Gross-Settlement Express 

Transfer System. It is the payment and settlement system for transactions between 
parties in the Euro zone in which banks, national central banks and the European Central 
Bank (ECB) participate. 

 
 The way the system works is that international transfers between participating banks in 

Euro countries are netted-off. Any residual outstanding at the end of the day is charged 
to the ECB creating a credit or debit position for the national central banks involved and 
the commercial banks behind them.  
 

 It is logical that the respective positions of the national central banks properly reflect the 
economic position and trade relationships between the countries involved: strong 
economies with substantial exports have per definition bigger credits than weaker 
importing countries (e.g. the Bundesbank claims on TARGET2 would normally be 
significantly bigger than those of the Bank of Spain). These would be offset through the 
balance of payments through capital imports or exports. 
 

 However, in periods of major stress in financial markets,  a different type of 
international transfers occurs instigated by “the flight to safety”. Capital flows into 
savings accounts, in for example German and Luxembourg banks, increased significantly. 
As a result the need for these banks to refinance themselves with the Bundesbank or the 
Banque Centrale de Luxembourg dropped. In the weaker Euro zone countries the 
reverse took place and their central banks have been forced to rely more heavily on the 
Euro system. The ECB’s Quantitative Easing program obviously added to the major 
imbalance with Italian investors preferring German bonds and foreign investors’ interest 
for Italian bonds waning. The graph below illustrates the changing position of the 
Bundesbank since the start of the TARGET2 system and the remarkable increase since 
the start of the 2008 financial crisis. 
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 Many scaremongering articles have since appeared describing TARGET2 as a hidden bail-

out system for the weaker Euro countries. Monetary Armageddon is painted what would 
happen if a Euro zone country would default and that this would trigger an enormous 
capital redistribution between the stronger Euro zone countries and the weaker ones. 
This is nonsense! 
 
The attached brief Bundesbank note explains it all very well: any loss would need to be 
covered by the Euro system as a whole according to the shareholding in the ECB i.e. 18% 
for the Bundesbank, 14% for the Banque de France, etc.  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Disclaimer:  
All opinions and estimates expressed in this document are subject to change without notice. This document 
does not purport to be impartial research and has not been prepared in accordance with legal requirements 
designed to promote the independence of investment research, and is as such not subject to any prohibition. 
Andreas Capital S.A. does not accept any liability whatsoever for any direct or consequential loss arising 
from the use of this document. This document is for information purposes only and is not, and should not be 
construed as, an offer to buy or sell any securities or related derivatives, invest in any funds, or enter into 
any transaction with Andreas Capital S.A or any of its affiliates. The information contained in this document 
has been compiled from sources believed to be reliable, and is published for the assistance of the recipient, 
but is not to be relied upon as authoritative or taken in substitution for the exercise of judgement by the 
recipient. 
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Source : Deutsche Bundesbank Monthly Report March 2011 
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Source : Deutsche Bundesbank Monthly Report March 2011 
 


