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BANK DEMAND FOR CENTRAL BANK RESERVES 

 BANK DEMAND FOR CENTRAL BANK RESERVES DEPENDS ON MULTIPLE FACTORS
 ARE THESE FACTORS CONSISTENT ACROSS THE EURO AREA COUNTRIES ?

 ARE THEY PREDICTABLE AND HOW CAN THEY BE MONITORED ?

 HOW DO THESE FACTORS IMPACT BANKS’ MONEY-MARKET ACTIVITIES ?

 WHICH MONEY-MARKET SEGMENTS COULD REGISTER SIGNS OF LIQUIDITY BECOMING SCARCER FIRST AND WHY ?
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SOME FACTORS ARE SPECIFIC TO EACH BANK, OTHERS ARE 
GLOBAL, EUROPEAN-WIDE

 MANDATORY RESERVE REQUIREMENTS

 OPERATIONAL

 REGULATORY (LCR, NSFR…)

 LIQUIDITY RISK APPETITE

 INTERNAL METRICS AND RATIOS

 INTERNAL STRESS TESTS

 OPPORTUNISTIC, MARKET RELATED

 BUSINESS MIX AND INTERNAL ORGANIZATION

 ETC
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WE ARE STILL FAR FROM THE LOWER POINT OF EXCESS LIQUIDITY

 IT ALL DEPENDS ON THE STATE OF THE ECONOMY AND BANKS’ DEMAND FOR EXCESS RESERVES.

 RESEARCH CONDUCTED BY ANNETTE VISSING-JØRGENSEN (‘BALANCE SHEET POLICY ABOVE THE ELB’) AND 
PRESENTED AT LAST YEAR’S SINTRA SYMPOSIUM SUGGESTED A ROUGHLY €1,500BN TARGET FOR EXCESS 
LIQUIDITY IN THE EURO AREA.

 ANOTHER POPULAR REFERENCE FOR TARGET EXCESS LIQUIDITY IS 4% OF BANKS ASSETS, WHICH WOULD 
CORRESPOND TODAY TO A LITTLE LESS THAN €1,600BN.
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A SLOW DECREASE OF EXCESS LIQUIDITY WILL DELAY AND DILUTE 
SIGNS OF LOWER DEMAND FOR CENTRAL BANK RESERVES 

 SOME SPECIFIC OR OPPORTUNISTIC FACTORS HAVE DEVELOPED IN A OVERLIQUID SYSTEM AND 
UNDER A STRONG INFLUENCE OF REGULATORY ASPECTS

 IT IS EXPECTED THAT AS THE EXCESS LIQUIDITY IN THE EURO AREA DECREASES, OPPORTUNISTIC 
DEMAND FOR RESERVES WILL ALSO DIMINISH

Projected ECB Excess Liquidity



PRESENTATION TO MOODY’S│C3│ 17.09.2020│ 6

THE LCR WILL BE AN INDICATOR OF DECREASING DEMAND 

THE MOST OBVIOUS SIGNS OF 
DECREASING DEMAND WOULD BE A 
SLOW EROSION OF LIQUIDITY RATIOS

TODAY INEXPENSIVE EXCESS 
LIQUIDITY CONTRIBUTES TO HIGH 
LIQUIDITY RATIOS

GOING FORWARD FUNDING COST 
WILL BE A  DETERMINANT FACTOR 

BEST MIX OF PRICE / EFFICIENCY 
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THE NSFR MAY BE AN ISSUE SOONER THAN THE LCR 1/3 

FOR MOST EUROPEAN BANKS, NSFR EXCESS IS MORE LIMITED THAN LCR EXCESS
FOR FRANCE IN PARTICULAR, THE EXCESS NSFR IS LOW

Source ECB
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THE NSFR MAY BE AN ISSUE SOONER THAN THE LCR 2/3

 KEEPING NSFR RATIOS AT CONSTANT LEVELS WILL MOST PROBABLY BE ACHIEVED BY LONG-TERM 
ISSUANCE AS OPPOSED TO MONEY-MARKETS, AND COMPENSATED, IN ORDER TO LIMIT THE LEVERAGE 
RATIO, BY A DECREASE OF SHORT-TERM FUNDING

 LESSER DEMAND FOR SHORT-TERM UNSECURED WOULD FURTHER DEPRESS ESTR / DFR SPREADS

 BUT MAY STEEPEN THE TERM STRUCTURE OF THE EURIBOR CURVE. ANY INCREASE TOWARDS THE MAX 
SINCE 2014 MAY INDICATE THAT LIQUIDITY DECREASE IS BITING INTO NSFR

Term structure priced by 
Euribors since 2014
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EURO AREA MONEY MARKET FUNCTIONING EFFICIENTLY AND SHOULD 
CONTINUE SO AT LEAST THROUGH 2024 AND EARLY 2025

Marginal increase so far of MRO and 3M LTRO liquidly 
provisions since June 2023 …Italian banks represent 80% of volumes
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Source: SG Cross Asset Research/Rates, ISDA. 

REPO RATES TO PUSH HIGHER ABOVE ESTR WITH IMPLICATIONS 
ON BANKS’ HOLDING OF CASH VS HQLA

Repo rates have more than normalised from the 
peak dislocations of 3Q22

Bund scarcity is 
ending

We target ESTR+8bp for German RepoFunds Rate 
(+ watch a MRR decision)
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THE NSFR MAY BE AN ISSUE SOONER THAN THE LCR 3/3

 WATCH OUT FOR THE END OF THE REPO NSFR EXEMPTION GRANTED ON SHORT TERM FUNDING OF HQLAs 
IN JUNE 2025

 IF THIS EXEMPTION IS NOT RENEWED, POSSIBLE  IMPORTANT IMPACTS ON REPO MARKETS COULD OCCUR

 THIS COULD INCLUDE A HIKE IN FUNDING RATES FOR THE FRENCH AND MORE GLOBALLY EUROPEAN 
GOVERNMENT DEBT

 THE POSSIBLE TRANSFER OF HOLDING OF EUROPEAN DEBT TO NON-DOMESTIC PURCAHSERS, WHO MAY 
BE INCLINED TO SELL FASTER IN TIMES OF TROUBLE



PRESENTATION TO MOODY’S│C3│ 17.09.2020│ 12

FURTHER INCREASING LIQUIDITY COST IS TO BE EXPECTED

 ANY ACCELERATON OF THE WIDENING OF THE 3M / ESTR BASIS SHOULD SHOW THAT DECLINING 
LIQUIDITY IN THE EURO AREA IS STARTING TO MATERIALIZE IN UNSECURED MONEY-MARKETS

3M / ESTR FORWARDS CONTINUE TO 
PRICE A WIDENING OF THE BASIS
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LONG-TERM IMPACTS FOR EUROZONE BANKS

 HIGHER COST OF FUNDING

 LOWER EXCESS LIQUIDITY BUFFERS

 LOWER LIQUIDITY RATIOS

 POSSIBLE RETURN OF THE FRAGMENTATION STORY

 SOME BANKS MAY BE EXCLUDED FROM THE MARKET AND RELIANCE ON LTRO
MAY INCREASE, WITH THE ASSOCIATED ISSUE OF THE CENTRAL BANK
DEPENDENCY STIGMA

 THE QUESTION OF NON-CORE EUROPEAN GOVERNMENT DEBT PLACEMENT AND 
ITS POSSIBLE POLITICAL STABILITY IMPLICATIONS MAY PROVE A CONCERN
AGAIN, AS WAS THE CASE IN THE PRE-COVID PERIOD
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