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• Since 2018 repo rates
started hovering above the
target band
• It indicates pressures
building up in the money
markets due to the lack of
excess reserves
• Shortage is exacerbated
around quarter and yearend when a lot of funds are
moved around
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• Excess reserves have
declined much more rapidly
than overall FED assets
• Post-crisis regulations such
as leverage and liquidity
ratios mean that banks
must hold much larger
reserves than the minimum
requirement
• These regulations mean
that the old excess
reserves measure is
practically meaningless.
Repo market situation
shows that real excess
reserves in the market are
practically gone
Information class
Public

3

• Banks no longer borrow
from FED because it would
signal breach of liquidity
requirements
• Repo is the main source of
liquidity and large banks
were the providers
• As FED balance sheet
shrunk excess reserves
were redistributed among
institutions until it hit the
wall of liquidity and
leverage ratios and banks
are no longer willing to
lend in repo market
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• ECB is still expanding its
balance sheet
• Levels of excess reserves
are undoubtedly much
higher in Europe
• However, distribution
matters as well as postcrisis regulations
• The level of truly excess
reserves above liquidity
requirements is much
lower
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• EZ repo markets are often under
severe stress as well but for
entirely different reasons
• Since 2016 the repo market is
defined by shortage of highquality collateral i.e. bonds of core
EZ countries.
• Two types of collateral are used;
general basket or specific. General
is not experiencing pressures,
while the hunt of specific
collateral creates spikes.

• Theoretically the deposit rate
should act as a floor for interest
rates, but reserves are no longer
the goal of transactions, but the
collateral itself. In effect the
purpose part of EZ repo market
became securities lending market
• Covering of short-positions on key
reporting dates drives the spikes
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ECB provides ample longer term funding via TLTRO’s that reduces demand
for short term liquidity provision. Main refinancing operations are still
employed but at a smaller scale. Marginal lending facility is very rarely
used, its usage send a very strong signal that bank is in severe distress and
thus financial institutions avoid it at all costs.
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Both repo market and unsecured lending volumes have reduced after crisis.
Banks are very reluctant to lend without collateral and the market is very
shallow. Repo is the main interbank funding market in Europe but it’s size is
constrained by both post-crisis banking regulations and lack of collateral.
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• Around 40% of global debt
is issued in dollars
• Most of international
currency reserves are held
in dollars as well
• A third of world trade is
invoiced in dollars
• Dollar liquidity shortage
has implications not only
domestically but for
borrowers and
exporters/importers
worldwide
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• Year ends typically produce more pronounced pressures in the repo market. Firms are
desperate to show “clean” balance sheets on key reporting dates – meet liquidity
requirements, close short positions, settle accounts payable etc. That raises demand for
both dollar, which is relatively scarce relative to treasuries, and safest euro denominated
bonds.
• FED has poured liquidity into the market and that was enough to return the repo rates
inside the target band. However, volumes of dollar demand at year end are extreme and it
is unclear if institutions facilitating repo transactions i.e. primary dealers will have the
balance sheet capacity to process the demand. Due to the fact that limited amount of
institutions have access to FED’s balance sheet the risk of market pressures remains.
• Liquidity is not an issue in Europe, but it is likely to experience a negative pressure on repo
markets. The scarcity of high grade collateral is still there and is likely to get worse in the
future as net asset purchases by ECB are resumed. ECB has a security lending facility in
place to address this but its effectiveness is limited by the pricing, access to ECB’s balance
sheet.
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income instruments. Based on the type of investment recommendation, the time
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Recommendation structure
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market, our recommendations include an entry level and our recommendation
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recommendations in derivative instruments, our recommendation include suggested
entry cost, strike level and maturity. In FX, we will only use options as directional
bets and volatility bets with the restriction that we will not sell options on a net
basis, i.e. we will only recommend positions that have a fixed maximum loss.
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