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		Abstract

		We empirically analyze the effect of ECB monetary policy on bank default risk, captured by bank CDS spreads, of Euro Area banks during the period 2008-2018. We disentangle the impact of monetary policy in a direct channel and an indirect effect operating through a sovereign risk channel. We document that accommodative ECB policies in general lower bank default risk. ECB policy actions exert their beneficial effect on the banksâ€™ perceived risk profile through a combination of a direct effect and an indirect-through-the-sovereign effect. We demonstrate that these effects are stronger for banks in peripheral countries of the Euro Area and that the downward effect on bank default risk was especially pronounced in the 2012-2014 sovereign stress period. Yet, our time-varying impact analysis shows that the beneficial effect of ECB policy persists in the post-2014 era during which the ECB implemented its asset purchase program and other unconventional tools. Our results support the argument that, on balance, the beneficial effects of accommodative ECB monetary policy on Euro Area banksâ€™ risk profile outweigh any negative side-effects. 
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