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Transition to a new liquidity regime: from abundance to a demand-driven framework

Towards a new liquidity regime
ECB reserve demand scenarios based on alternative assumptions regarding

L . . . LCR targets and reserves shares in HQLA
» The euro area remains in an ample-reserves regime but the operating environment has changed. g

Excess reserves and bank reserve demand scenarios
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> This is a regime transition, not a cliff-edge event. We are not moving abruptly from abundance to e e e B e e of EUR s i HOLA for st bk sd e byt s s tht

would correspond to specified aggregate reserve shares and LCR target levels. It is assumed that less significant institutions target the same level as significant banks
sca rCit and that the other banks holding EUR reserves with the Eurosystem experience a proportional decline in reserves as the banks covered by LCR reporting. Scenario
y- lines should not be interpreted as point estimates. The projections are based on quarterly Eurosystem intemal balance sheet projections and assume take-up in
standard refinancing operations is in line with the median SMA respondent.

. L. . ECB analysis shows that as reserves decline, rate sensitivity rises non-linearly
This transition is non-linear

Illustrative representation of the demand curve for central bank reserves
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»  ECB analysis highlights a non-linear relationship between excess liquidity and money-market rate ° :
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» More recently, GC repo rates have become mildly more sensitive to liquidity conditions than
unsecured rates.
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»  As liquidity decline, stress shows first in prices (spreads/dispersion: €STR-DFR, Euribor—€STR, GC
repo—DFR/€STR), not in headline excess liquidity. Resemve Scarce Ample Apundant

shortage resenes

Reserve quantity

Source: ECB.

MNote: For reasons related to the interplay between banks and other financial institutions, money market rates can
settle moderately lower than the central bank deposit rate, as has been the case in the euro area over recent
years.



Early signs of market normalisation

As excess liquidity declines, spreads widen before volumes become constraining

» €STR remains anchored close to the DFR but a gradual €STR-DFR tightening signals increasing
competition for reserves.

» 3M Euribor—€STR spreads have widened, reflecting higher term funding premia and rising sensitivity
to liquidity expectations.

» Secured rates increasingly reflect balance-sheet constraints and collateral dynamics, making repo an
increasingly important marginal pricing market in the transition phase.

» Adjustment remains orderly: no broad funding stress, reserve redistribution still functions via repo
and cross-border flows.

QT affects both reserves and collateral conditions

» Declining reserves increase the marginal value of liquidity while rising collateral supply increases
reliance on repo financing.

2

€STR-DFR spread, bp (rhs) - Excess liquidity, trn (lhs)

=
]
-7
=
11

-1z

2020 2021 2022 2023 2024 2025 2026

Bloomberg Excess Lig £STR-DFR Spread

1M rolling average 3M EURIBOR-€STR, bp (lhs), €STR-DFR spread, bp (rhs)

e

B S SRS o B (P P P P P
SUGPEC R LS L ety L NP L Pt 4 Ca L L L L
ST ST BT @ & o T &S S

&
e #
<«

Bloomberg 3M EURIBOR-€STR

GC repo-DFR spreads (bp)




Distribution of reserves across the euro area banking system

Why reserve distribution, not aggregate liquidity, matters

» Concentration of Reserves
Reserves are concentrated in systemic banks with significant operational needs and high payment activity,
causing uneven liquidity distribution.

»  Shift to Market-Based Redistribution
Liquidity redistribution now relies more on repo markets, moving away from central bank automatic
reallocations.

»  Price and Collateral Sensitivity
Redistribution is increasingly price-driven and collateral-dependent, making liquidity sensitive to collateral

availability and risk appetite.

» Geographical Distribution Risks

Uneven reserve distribution can lead to local liquidity tensions even when aggregate liquidity remains ample.

»  Structural Demand and Reserve Stickiness
Structural reserve demand is driven by regulation, payments and precautionary buffers, limiting interbank
reserve availability and increasing reliance on secured funding.

= Reserve demand is sticky and heterogeneous.

= Repo markets become an increasingly important channel for reserve redistribution.

Growing importance of the repo market

MMSR secured and unsecured overnight borrowing by euro-area banks (EUR, bn)
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Germany and France hold roughly 55% of reserves

Excess liquidity redistribution by country (EUR, bn)
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Liquidity redistribution: greater reliance on repo markets

The evolution: From automatic to market-based redistribution

»  As excess liquidity declines, redistribution relies more on market mechanisms, where repo supports
cash redistribution, collateral mobility and transformation as well as price discovery for liquidity.

»  Effective liquidity depends on regulatory HQLA usage and dealer balance-sheet intermediation
capacity, not only on gross collateral supply.

> Repo-€STR spreads provide an early signal of changing liquidity conditions as intermediation costs and
sensitivity rise.

Orderly transition so far, but sensitivity is rising
» So far, adjustment has remained orderly:

*  repo rates anchored near the DFR
*  no broad volume dislocation
*  nostress at reporting dates

» However, reliance on repo implies:

* higher sensitivity to balance-sheet constraints

*  stronger effects around reporting dates

*  faster transmission of liquidity tensions through secured markets

*  potential further repo spread adjustment needed to incentivize use of MRO

EU repo market size ~ €12,4trn mid-2025

Figure 2.1 — Outstanding value of total business by the survey sample
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LCH: Sustained and consistent growth over time

Figure 2.13 — Daily outstanding nominal value of cleared repos on LCH RepoClear 2018-2025
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Repo market participants and liquidity providers

Who provides liquidity in the repo market today ?

FSB diagram of counterparties in repo markets

External assets reported by MMFs

ECB Data Portal, 16 March 2026, 12:18 CET

» Core intermediaries:

Dealers/primary dealers
*  Transform cash <> collateral and redistribute reserves
*  Provide maturity, collateral and counterparty transformation
*  Constrained by leverage ratio, G-SIB buffers, balance-sheet costs

» Cash providers

Source: FSB.

External assets reparted by MMFs, Stocks, Euro area, Quarterly
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Money Market Funds

* Large and rate-sensitive

*  Pro-cyclical (rates, quarter-ends)
DMOs & official institutions

* Invest temporary government cash balances (reverse repo, deposits)

*  Operate securities lending facilities, influencing sovereign collateral supply
Asset managers / pension funds

*  Stable but operationally constrained participants

» Collateral takers / transformers

Banks & hedge funds
*  Use repo to fund inventories, hedging and leverage
*  Drive specials and collateral demand volatility

» Market infrastructure

CCPs (Eurex, LCH)
*  Support netting/efficiency
* Improve transparency and access, but cannot replace dealer balance sheets

The specific role of DMOs : smooth repo markets but do not anchor them

Cash-management channel Collateral channel - DMOs influence collateral supply via

» Temporary placement of government cash » Sovereign issuance and buy-back determine:

balances: . Free float of benchmark bonds

. Can soften GC rates and ease . Specialness dynamics

short-tenor funding > Securities lending facilities:

. Particularly relevant around . Mitigate collateral scarcity

issuance peaks and quarter-ends . Smooth settlement and specialness stress

Key limitation
. Cash flows are episodic and calendar-driven
. DMOs do not provide standing liquidity

= DMOs and official institutions can be an important but episodic source of cash in the repo markets.
Changes in their behavior can have a significant impact on repo rates and liquidity conditions.

=> As excess liquidity declines, repo markets may become more sensitive to DMO cash swings, even if
aggregate liquidity remains ample.



GROSS SUPPLY

NET SUPPLY

Collateral supply dynamics and emerging market vulnerabilities

Repo markets are backed by a sustained high net issuance, increasing free-float collateral

» Gross issuance ~€1.6 trn, mainly concentrated in Germany, Italy and France

» Demand from insurers, pensions and repatriating European investors remains strong
but financing still requires repo intermediation

» More collateral to fund does not imply more balance-sheet capacity to intermediate it

EGB gross supply per year (€ bn)
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Repo markets are supported by higher net issuance but vulnerabilities may emerge

> Intermediation capacity as a binding constraint
* Repo market functioning depends on dealer balance-sheet capacity, which may
become more binding as volumes rise, even when collateral supply is ample

» Pro-cyclical dynamics
* In stress, risk appetite may decline, margin requirements can rise and intermediation
capacity can contract, amplifying rate and spread movements

> Non-bank and official flows
* Greater reliance on non-bank cash providers and DMO cash management flows,
which are rate-sensitive and episodic, may raise short-term volatility

> Collateral supply versus effective liquidity

* Higher free float (QT + fiscal deficits) does not automatically translate into higher
effective liquidity when regulatory demand for HQLA and balance-sheet constraints
reduce collateral velocity

=> Market pressures tend to appear first in price dispersion, specialness and
reporting-date volatility



Evolution of non-HQLA collateral usage and implications for HQLA redistribution

HQLA evolution and composition
of significant banks
(LHS 26 of HQLA, RHS EUR bn)

Banks” HQLA composition has shifted: lower cash share, higher securities share, alongside sustained sovereign issuance. = SRR II5SS bonds e Sna
HOQLA (rhs) —— e Start N (Marcn 2023)
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> Increasing use of non-HQLA collateral
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* As reserves decline, banks increasingly preserve HQLA (reserves and top quality bonds) for
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well as greater use of term repo.
* Pricing becomes more collateral-differentiated: higher haircuts, greater specialness and LCR buffer composition among European banks

[EBA banking analysis, Q2 2025)

wider spreads.

» Impact on HQLA redistribution
* HQLA can become less mobile and more concentrated in buffers o
* Redistribution shifts toward secured markets and depends more on collateral quality and -

dealer balance-sheet capacity
* Greater dispersion emerges across counterparties, collateral types and jurisdictions Belfius

HQL A redistribution in euroc area repo markets

using non-HAQLA collateral
(EUR bm)
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Key takeaways

» Repo markets increasingly act as the main redistribution channel, with secured rates increasingly driving price discovery as reserves decline.

Higher sovereign issuance and QT raise collateral supply, but effective liquidity depends on dealer balance-sheet capacity and collateral usability, not simply on
aggregate collateral availability.

» Dealer banks remain central intermediaries, transforming cash and collateral and redistributing reserves across the system but their activity is increasingly constrained
by regulatory balance-sheet costs.

Non-banks and DMOs/official institutions influence repo market conditions but their flows are episodic and cannot anchor market liquidity structurally.

» Persistently high demand for HQLA can lead banks to preserve top quality collateral in liquidity buffers and use more non-HQLA collateral in repo, increasing collateral
differentiation and dispersion.



Disclaimer

“This document is prepared by Belfius Bank Belgium NV/SA, Place Charles Rogier 11, 1210 Brussels, Belgium or by any affiliated company (herein
referred as ‘Belfius’) on behalf of itself or its affiliated companies. This document is published purely for the purposes of information, it contains no
offer for the purchase or sale of financial instruments and it is not confirmation of any transaction unless expressly agreed otherwise. All opinions
estimates and projections contained in this document are those of Belfius as of the date hereof and are subject to change without notice. The
information contained in this document was obtained from a number of different sources. Belfius exercises the greatest care when choosing its
sources of information and passing the information. Nevertheless errors or omissions in those sources or processes cannot be excluded a priori.
Belfius cannot be held liable for any direct or indirect damage or loss resulting from the use of this document. The information contained in this
document is published for the assistance of the recipient, but is not to be relied upon as authoritative or taken in substitution for the exercise of
judgement by any recipient.”
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