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Cash Rules Everything Around Me
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Introduction

A Why arerepo ratesrisingrelativeto ECBates?
A Whyisthe aggregatdevelof bankreservesn the EuroAreaa misleadingmetric?

A Isthere stigmaattachedto EurosystenMROandLTRO?



What determines repo rates relative to ECB rates?

Must analyze big data, billions of transactions for patterns
Demand for collateral is strong. Look at the growth of trading platforms!
Maintenance periods, safe asset scarcity, ECB structural bond portfolio,
CRR II/ CRD V, banks in Italy, collateral hypothecation, CCPs...

... it's not that simple.

Look at the TGAs!

Repo rates are higher

34% 34% because of an

oversupply of collateral

Repo rates are higher
because of an
oversupply of collateral
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What determines repo rates relative to ECB rates?

AL (s@simple ¢ K I Wih@@obody has figured it out. L dti@daw of supply and demand
Bankreserveson the one hand,andthe supplyof collateralon the other;

A So,what determinesrepo rates relative to ECBrates? Repeatafter me: & A the€supply,
stupidé

~AlCD



~AlCD

Why bank reserves?

A Accordingo ECBlata, the bankinga & a (isharethdhe 2.5 trillion eurossecuredmarketis
onlyabout1/5. However,0 | Y ilnpoflancecannotbe overstated

A Evenif abankA & gd@unterpartyin the securedtrade, cashpaymentsmeanthat a bankis
involved If the counterpartiesdo not sharethe samebank,there is an interbankpayment
Andthat meansthat bankreserves¢hangehandQ

A In any case, in any model of money market spreads,bank reservesare always the
iIndependentvariable Bankreserveshavepredictivepower



A forecast for bank reserves

A Bankreserveswill fall to around 2.6 trillion euros six months from now accordingto the
9/ .QXPschedule

A Net external assetsare the wildcard An increasein Eurosystemnet external assets
Increaseseservesn the bankingsystemone-on-one.

Projected decline of excess reserves in the Eurozone banking system

B No MRR Changes, all PEPP reinvestments ceased from 2025 B With net external assets adjustment
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Billions of euros
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QT sterilization

A ECBQTamountedto 370billion eurosin 2024

A Eurosystermet externalassetsincreasedy 264 billion in Januarythrough early December
2024 sterilizingthe bulk of ECBQT

Eurosystem net external assets

Source: ECB; AFS



Collateral: the other side of the coin

Eurex ECBHQLAbasket replicate = German, French,Dutch central governmentsecurities
agencieslomiciledin thesecountries supras(EU etc.); ExtremeHighQualityCoveredBonds

Core HQLA basket

(51055 outstanding = Adjusted for ECB and Russian sovereign holdings, Bundesfinanzagentur securities lending
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Source: ECB; Bloomberg; AFS
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Coll ateral was king 1 n

Ratio between bank reserves and HQLA core collateral (adjusted)
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Ratio of bank reserves to core collateral

A GCpooledrepowill soontrade at ECRlepositrate flat:
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