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Global Backdrop

 Global themes
• Growing geopolitical uncertainty with the ongoing Iran war (after Venezuela and Greenland) :

 Iran regional retaliation + strait of Hormuz blockade were not expected
 Non-linear effects depending on the blockade persistence =  extreme volatility on the front-end
 Fear of a stagflation scenario in Asia/Europe
 Global diversification move accelerates (trade, supply chains, strategic autonomy)

• Fiscal vs monetary dominance / LT risk premia / supply-demand / stagflation / duration / bonds vigilantes ?

 Market context
• High frequency news flows tested markets multiple times = increasing resilience/fast digestion= more complacency ?
• CBs reforms have strengthened financial system frameworks: less tolerance to liquidity risk and volatility 

• Before the Middle-East conflict:
 Low-vol = strong risk appetite = risk-off + volatility = opportunity
 Large capacity, confidence, FOMO?
 Strong fundamentals + good flows momentum + low realized volatility = carry roll down + mean reversion vs tactical

• Since MAR26:
 Extreme volatility =  positions cleaning (Front-end, steepners, credit spreads) = lower liquidity
 Reaction function of Schatz spread to risk-off disappointed again
 Bonds vigilantes are back on fiscal and inflation risks (record on 30y yields across markets):

 Political risk (driven by UK)
 Expensive welfare policies / defense spending
 CBs credibility / Inflation 
 Less appetite from pension funds for long term bonds + QT
 Bond demand from Middle-East / China?
 Issuance duration shifting to shorter maturities = refinancing risk
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New Regimes, New Opportunities for Europe?

 New ECB framework implementation
• I. Schnabel presentation (6nov25) clarified the direction of travel for the next months

 Acknowledgement of the demand-driven system: FRFA + structural tools (LT repo + bond portfolio) 
 Liquidity excess reduction ongoing = repo rates will rise
 Encourage banks to use repo facilities (ECB not a backstop but a « day-to-day liquidity counterparty) to remove any stigma (like BOE last year) 
 DFR/MRO spread already tight @ 15bps

• Securities Lending service now cleared (EUREX+LCH) @ DFR-20bps
• Next review: cleared MLF ? 
• Conjonctural repo spikes (fwd YE) ? What is the (real) cap? 

 EUR front-end
• The ECB was in a « good place » 
• But, Middle-East situation changed everything
• EGB repo rates « plateau » since last year (around DFR) in line with DU invoice trading range [-7;-13]
• Timing of repo rates resuming MRO convergence? 
• DMO cash
• Dealers scarce resources: balance sheet, NSFR, LCR 

 Is there opportunities for Europe?
• Recent US decisions triggered market volatility (Tariffs, FED independence, military/defense )

 (geo)political divergence, shifts in global trade, Inflation …
 Gold outperformance, FX hedging

• USD diversification? Reallocation or new money ?

• In this context, EGBs might be seen offering more stability and visibility
• Europe challenges: market fragmentation + liquidity comparison vs UST (bonds @ 13TRN vs 36 TRN, OI futures @ 6m vs 18m or repo @ 0.5 TRN vs 2.5 TRN)
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Fundamentals & Schatz Spread Outlook 

Asymmetrical risk on schatz spread
 DU invoice in tight range since 2025 + offering positive carry (3bps) = cheap risk-off hedge
 Currently traders might overlook repo risks (stable since last year), but going into 2027 longs should reassess their rationale
 As (1) non-responsiveness is persistent + we see a potential convergence of (2) fundamentals, (3) positioning and (4) expected flows:

1. Non-responsiveness:
• DU risk-off doesn’t work since « liberation day »: Bayrou, US regional banks, Greenland and very modestly to Iran war
• Political risk in Europe is idiosyncratic (since FR snap elections)
• Limited catalysts for DU invoice performance in current market conditions
• No clear bullish DU invoice drivers in our view

2. Fundamentals:
• Capped by funding rates / carry + repo-based derivatives flows 
• DU and repo correlated to liquidity excess since 22 before decoupling in 25
• Uncertainty on timing and linearity of repo rates convergence to MRO
• ESTR vs repo divergence may reflect temporary market dynamics

3. Positioning:
• Record high OI in DU futures (2.7m). Price action consistent with long positioning (invoice, steepners or vs BTS)
• Probably no DU invoice shorts :

 negative carry + negative tail risk exposure
 limited DU performance on risk-off (no short covering) 

4. Expected flows (if repo rates move higher):
• Long carry positions may face pressure, potentially triggering unwinds
• New shorts to be build (signal + momentum)
• Convergence of unwinds + new trades
• MRO “backstop” (15bps higher)
• Potential new equilibrium for DU invoice estimated around -20bps

 Long GE ASW are doing well combining (marginal) expected value and risk-off protection, but as we are moving everyday closer to the “inflexion point”, these positions might 
be at risk by next year and expect to see gradual long German ASW unwinds (0-5y) or switching OIS hedges for bonds/futures
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ANNEXES: MONEY MARKETS
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ECB New 2024 Framework & German Repo vs DFR
(source: Bloomberg & CME)

Dotted line = CACIB projections
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ECB Meetings, OIS Curve & ESTR
(sources: CACIB & Bloomberg)

Dotted line = CACIB projections
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The ECB Expected Normalization Process Toward the New Framework
(source: ECB) 
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I. Schnabel Views On What Is Coming Next: Steering via DFR or MRO?
(source: ECB)
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The first year of the Eurosystem’s new operational framework
(source: ECB)

Various QE type:
- Liquidity injection
- Financial stability (compression)
- Curve management QE to be as neutral as possible 

(liquidity injection)
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ANNEXES: SCHATZ
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Main Markets Events & Schatz ESTR
(source: Bloomberg) 

Dotted line = CACIB projections
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Is EGB Repo Lagging?
(source: Bloomberg & CME)
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Is Schatz ESTR Lagging?
(source: Bloomberg)

Dotted line = CACIB projections
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© 2026, CRÉDIT AGRICOLE CORPORATE AND INVESTMENT BANK All rights reserved.

CACIB does not act as an agent or adviser to any recipient in the context of this Presentation. Nothing in this Presentation should be considered as a recommendation to enter into 
any transaction or contract.
This Presentation is not considered to constitute investment advice and CACIB makes no representation as to the suitability of any transaction or contract or the tax, legal, regulatory 
or accounting treatment of any transaction or contract that may be described in this Presentation.  

Opinions expressed in connection with this Presentation may be subjective and do not necessarily represent the views and opinions of CACIB. You should ensure that, prior to 
entering into a transaction or contract, you have: (i) fully investigated, analysed and understood the potential risks, rewards and implications of the transaction or contract; and (ii) 
determined that it is suitable in the context of your own particular investment objectives, needs and circumstances. Accordingly, you should consult such financial, tax, accounting, 
legal, regulatory and other professional advisors as you consider appropriate before entering into any transaction or contract.  You should also ensure that you have the ability and 
sufficient financial resources to bear any applicable risks.

CACIB makes no representation or warranty and gives no assurance, whether express or implied, as to (i) the accuracy, timeliness, completeness or fitness for any particular 
purpose of any information in this Presentation; or (ii) the accuracy, completeness or reasonableness of any assumption, forecast, scenario analysis or financial model related 
information in this Presentation.  Under no circumstances shall CACIB have any liability whatsoever to any person or entity for any resulting loss or damage or other circumstances 
within or outside the control of CACIB. 

CACIB may make markets, provide liquidity and effect transactions in the financial instruments mentioned or described in this Presentation, or enter into a trading strategy in those 
instruments and may also perform or seek to perform investment banking, brokerage, or other services for any entities which may be contained within the subject or narrative of any 
such communications.

Regulatory Status: Crédit Agricole CIB is authorised and regulated by the Autorité de Contrôle Prudentiel et de Résolution (the “ACPR”) and supervised by the European Central 
Bank (the “ECB”), the ACPR and the Autorité des Marchés Financiers (the “AMF”) in France. Crédit Agricole CIB London is authorised by the Prudential Regulation Authority and 
subject to regulation by the Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the FCA and the 
PRA are available from Crédit Agricole CIB London on request.

Crédit Agricole Corporate and Investment Bank is a public limited company (“société anonyme”) under French law, incorporated in France under SIREN number 304187701 at the 
Nanterre Trade and Companies Registry, with limited liability and its head office address at 12, Place des États-Unis, CS 70052, 92547 Montrouge Cedex, France. It is registered in 
England and Wales as an overseas company at Companies House under company number FC008194, with a UK establishment at Broadwalk House, 5 Appold Street, London, 
EC2A 2DA, United Kingdom (UK establishment number BR001975).
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