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Cash is the new King

Collateral has lost its crown



Cash Rules Everything Around Me
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Introduction

ÅWhy are repo rates rising relative to ECB rates?

ÅWhy is the aggregate level of bank reserves in the Euro Area a misleading metric?

ÅIs there stigma attached to Eurosystem MRO and LTRO?
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What determines repo rates relative to ECB rates?
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ò[itõs] the economy, stupidó
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What determines repo rates relative to ECB rates?
ÅLǘΩǎ so simple. ¢ƘŀǘΩǎ why nobody has figured it out. LǘΩǎ the law of supply and demand. 

Bank reserves on the one hand, and the supply of collateral on the other;

ÅSo, what determines repo rates relative to ECB rates? Repeat after me: άƛǘΩǎ the supply, 
stupid.έ
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Why bank reserves?
ÅAccording to ECB data, the banking ǎȅǎǘŜƳΩǎ share in the 2.5 trillion euros secured market is 

only about 1/5. However, ōŀƴƪǎΩ importance cannot be overstated;

ÅEven if a bank ƛǎƴΩǘ a counterparty in the secured trade, cash payments mean that a bank is 
involved. If the counterparties do not share the same bank, there is an interbank payment. 
And that means that bank reserves Ψchange handΩ;

ÅIn any case, in any model of money market spreads, bank reserves are always the 
independent variable. Bank reserves have predictive power. 
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A forecast for bank reserves
ÅBank reserves will fall to around 2.6 trillion euros six months from now according to the 
9/.Ωǎ QT schedule;

ÅNet external assets are the wildcard. An increase in Eurosystem net external assets 
increases reserves in the banking system one-on-one.
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QT sterilization
ÅECB QT amounted to 370 billion euros in 2024;

ÅEurosystem net external assets increased by 264 billion in January through early December 
2024, sterilizing the bulk of ECB QT.
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Collateral: the other side of the coin
Eurex ECB HQLA basket replicate = German, French, Dutch central government securities; 
agencies domiciled in these countries; supras (EU, etc.); Extreme High Quality Covered Bonds
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Collateral was king iné 2022

11



Ratio of bank reserves to core collateral

ÅGC pooled repo will soon trade at ECB deposit rate flat:
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