
Money Market Workshop 
 
Mark Dearlove 
 
30/10/2012 



Market Overview 
 3y LTRO’s: Increase in amount and average maturity of liquidity 
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Market Overview 
 Impact on EONIA market 

 
Source: EBF, ECB, Barclays Research 

 
Source: EBF, Barclays Research 

Decline in the fixing and volatility Drop in the volume as well (bp) 
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 The increase in the liquidity surplus has pushed the EONIA fixing down, reducing its intra-reserve period volatility 
 

 As a consequence of the flood of the 3y liquidity, all banks have been long cash and this has reduced the volume in the EONIA 
market 
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Market Overview 
 Impact on repo market 

 
Source: ICMA, Barclays Research 

 
Source: ICAP, Barclays Research 

ICMA – Repo Survey ICAP – Monthly Volume 

 ICMA Repo survey shows a decline in the volume in the euro repo market in H1 2012. We believe that it is not related to the 3y 
LTRO’s, but to the worsening of the eurozone debt crisis in Q2 2012 
 

 Indeed, as ICAP monthly data show, volume increased in Q1 as the improvement in the sentiment favoured activity by Italian and 
Spanish banks. Volumes declined in Q2 because of the worsening of the sovereign crisis, with many Spanish banks moving from 
the market to the ECB for borrowing 
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Market Overview 
 Use of collateral in eurosystem operations 

 
Source: ECB, Barclays Research 

Domestic vs. cross-border (€bn.) 
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First 3y LTRO (Dec11):
gov guar bank bonds: 
domestic gov bonds

Shfit from the market to the ECB 
of domestic bonds to get fundubg

Second 3y LTRO (Feb12):
gov guar bank bonds: 
domestic gov bonds;
new rules on credit claims and ABS

Shift from the market to the ECB of 
domestic bonds to get funding 
 

 Looking at the absolute level, the usage of cross border 
collateral has remained stable since Q1 2011 
 

 
 The decline in cross border collateral used at the ECB is 

between 2008 and Q1 2011, and is probably to a large extent a 
reflection of the fact that the private interbank market is 
worried about wrong way risk (Italian bonds with an Italian 
counterparty for example) 

 
 
 Banks tend to use more cross border collateral in private 

transactions and less at the ECB (where there is no penalty for 
wrong way risk) 

 
 
 Indeed, the increase in the usage of the domestic collateral is 

in Q4 -11 and after the two 3y LTRO’s (as shown in the chart) 
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Impact on Banks 
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Impact on Banks 
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European Banks' Senior Bonds vs. Non-Financial Corporate Entities (Z-Spread to Swap, bps)  

 Since the ‘08 crisis, it has started to become cheaper for corporate entities to borrow via the capital markets than directly from 
banks 
 

 Banks benefit from earning fees due to bond issuance rather than net interest income from lending cash. Less capital is needed to 
support this activity, thus providing the potential for higher Returns on Equity for those banks that operate a capital market’s 
operation 

 
 Migration of corporate loans across to the bond markets may in time reduce funding pressures on banks by causing them to use up 

less of their balance sheet 
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Funding Costs 
5-year USD Z-spread (bps) - as at 28 Sep 2012 
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Central Bank Liquidity 
 From the FSA…. 
Self sufficiency:  
“A firm must at all times maintain liquidity resources which are adequate, both as to amount and quality, to ensure that there is 
no significant risk that its liabilities cannot be met as they fall due”………. “a firm may not include liquidity resources that may be 
made available through emergency liquidity assistance from a central bank (including the European Central Bank).” 
 
Although, following a recent recommendation from the Financial Policy Committee, the FSA published details of the 
adjustments made to the liquidity and capital regimes for UK banks, confirming: 
 
“The activation by the Bank of England of the ECTR facility has demonstrated that additional liquidity will be made available in 
response to actual or prospective market-wide stress”…….”Further, the Discount Window Facility (DWF) will provide liquidity to 
any solvent and viable bank, with pre-positioned collateral, on demand. Together, these measures should imply that banks’ need 
to self-insure by holding larger liquid asset buffers is lower. Therefore, for those banks that have pre-positioned collateral at the 
DWF, and hence are able to access this additional public insurance, the FSA will allow 50% of this value to count towards 
liquidity buffers up to a maximum of 10 percentage points of the firm’s ILG ratio.”  
 
 
 
 
 

 Stigma - Media Headlines…. 
Barclays borrows £1.6bn from Bank of England: 
“Barclays has been forced to tap the Bank of England's emergency lending fund after a major error in the City's trading systems 
wreaked havoc on the money markets.” (The Telegraph, 31/08/2007) 
 
  Barclays’ position…. 

 Have used Central Bank money (via the LTRO) to close our redenomination risks in Spain, Italy and Portugal 
 
 Are committed to our continuing contribution to the FLS 

 
 Of the belief that Central Bank liquidity (BoE, BoJ, Fed, ECB) has been incredibly crucial throughout the crisis 
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Excessive Dependence on Central Bank Liquidity? 

 
 Dependence on the ECB is likely to decrease for large banks, especially in terms of long term funding, as they have regular 

(inexpensive) access to the money market and can raise this funding with relative ease. However, small/medium sized banks 
- for which the market conditions are not particularly favourable, both in terms of maturity and rates – will continue to have a 
large reliance on ECB liquidity as it is very unlikely for them to have access to long term funding 

 
 

 

 
 

 Access to funding… 

 Liquidity Regulation - Basel III implementation… 
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Disclaimer 
This publication has been prepared by Barclays and/or one or more of its affiliates as provided below. It is provided to our clients for information purposes only, 
and Barclays makes no express or implied warranties, and expressly disclaims all warranties of merchantability or fitness for a particular purpose or use with 
respect to any data included in this publication. Barclays will not treat unauthorized recipients of this report as its clients. Prices shown are indicative and 
Barclays is not offering to buy or sell or soliciting offers to buy or sell any financial instrument.  
Without limiting any of the foregoing and to the extent permitted by law, in no event shall Barclays, nor any affiliate, nor any of their respective officers, directors, 
partners, or employees have any liability for (a) any special, punitive, indirect, or consequential damages; or (b) any lost profits, lost revenue, loss of anticipated 
savings or loss of opportunity or other financial loss, even if notified of the possibility of such damages, arising from any use of this publication or its contents. 
Other than disclosures relating to Barclays, the information contained in this publication has been obtained from sources that Barclays believes to be reliable, but 
Barclays does not represent or warrant that it is accurate or complete. The views in this publication are those of Barclays and are subject to change, and 
Barclays has no obligation to update its opinions or the information in this publication.  
The analyst recommendations in this publication reflect solely and exclusively those of the author(s), and such opinions were prepared independently of any 
other interests, including those of Barclays and/or its affiliates. This publication does not constitute personal investment advice or take into account the individual 
financial circumstances or objectives of the clients who receive it. The securities discussed herein may not be suitable for all investors. Barclays recommends 
that investors independently evaluate each issuer, security or instrument discussed herein and consult any independent advisors they believe necessary. The 
value of and income from any investment may fluctuate from day to day as a result of changes in relevant economic markets (including changes in market 
liquidity). The information herein is not intended to predict actual results, which may differ substantially from those reflected. Past performance is not necessarily 
indicative of future results.  
This communication is being made available in the UK and Europe primarily to persons who are investment professionals as that term is defined in Article 19 of 
the Financial Services and Markets Act 2000 (Financial Promotion Order) 2005. It is directed at, and therefore should only be relied upon by, persons who have 
professional experience in matters relating to investments. The investments to which it relates are available only to such persons and will be entered into only 
with such persons. Barclays is authorized and regulated by the Financial Services Authority ('FSA') and member of the London Stock Exchange.  
Barclays Capital Inc., U.S. registered broker/dealer and member of FINRA (www.finra.org), is distributing this material in the United States and, in connection 
therewith accepts responsibility for its contents. Any U.S. person wishing to effect a transaction in any security discussed herein should do so only by contacting 
a representative of Barclays Capital Inc. in the U.S. at 745 Seventh Avenue, New York, New York 10019. 
Non-U.S. persons should contact and execute transactions through a Barclays Bank PLC branch or affiliate in their home jurisdiction unless local regulations 
permit otherwise. 
This material is distributed in Canada by Barclays Capital Canada Inc., a registered investment dealer and member of IIROC (www.iiroc.ca). Subject to the 
conditions of this publication as set out above, Absa Capital, the Investment Banking Division of Absa Bank Limited, an authorised financial services provider 
(Registration No.: 1986/004794/06), is distributing this material in South Africa. Absa Bank Limited is regulated by the South African Reserve Bank. This 
publication is not, nor is it intended to be, advice as defined and/or contemplated in the (South African) Financial Advisory and Intermediary Services Act, 37 of 
2002, or any other financial, investment, trading, tax, legal, accounting, retirement, actuarial or other professional advice or service whatsoever. Any South 
African person or entity wishing to effect a transaction in any security discussed herein should do so only by contacting a representative of Absa Capital in South 
Africa, 15 Alice Lane, Sandton, Johannesburg, Gauteng 2196. Absa Capital is an affiliate of Barclays. In Japan, foreign exchange research reports are prepared 
and distributed by Barclays Bank PLC Tokyo Branch. Other research reports are distributed to institutional investors in Japan by Barclays Capital Japan Limited. 
Barclays Capital Japan Limited is a joint-stock company incorporated in Japan with registered office of 6-10-1 Roppongi, Minato-ku, Tokyo 106-6131, Japan. It is 
a subsidiary of Barclays Bank PLC and a registered financial instruments firm regulated by the Financial Services Agency of Japan. Registered Number: Kanto 
Zaimukyokucho (kinsho) No. 143. Barclays Bank PLC, Hong Kong Branch is distributing this material in Hong Kong as an authorised institution regulated by the 
Hong Kong Monetary Authority. Registered Office: 41/F, Cheung Kong Center, 2 Queen's Road Central, Hong Kong. Barclays Bank PLC Frankfurt Branch 
distributes this material in Germany under the supervision of Bundesanstalt für Finanzdienstleistungsaufsicht (BaFin). 
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Disclaimer (continued) 

This material is distributed in Malaysia by Barclays Capital Markets Malaysia Sdn Bhd. This material is distributed in Brazil by Banco Barclays S.A. This material 
is distributed in Mexico by Barclays Bank Mexico, S.A. Barclays Bank PLC in the Dubai International Financial Centre (Registered No. 0060) is regulated by the 
Dubai Financial Services Authority (DFSA). Barclays Bank PLC-DIFC Branch, may only undertake the financial services activities that fall within the scope of its 
existing DFSA licence. Barclays Bank PLC in the UAE is regulated by the Central Bank of the UAE and is licensed to conduct business activities as a branch of a 
commercial bank incorporated outside the UAE in Dubai (Licence No.: 13/1844/2008, Registered Office: Building No. 6, Burj Dubai Business Hub, Sheikh Zayed 
Road, Dubai City) and Abu Dhabi (Licence No.: 13/952/2008, Registered Office: Al Jazira Towers, Hamdan Street, PO Box 2734, Abu Dhabi). Barclays Bank 
PLC in the Qatar Financial Centre (Registered No. 00018) is authorised by the Qatar Financial Centre Regulatory Authority (QFCRA). Barclays Bank PLC-QFC 
Branch may only undertake the regulated activities that fall within the scope of its existing QFCRA licence. Principal place of business in Qatar: Qatar Financial 
Centre, Office 1002, 10th Floor, QFC Tower, Diplomatic Area, West Bay, PO Box 15891, Doha, Qatar. This material is distributed in Dubai, the UAE and Qatar 
by Barclays Bank PLC. Related financial products or services are only available to Professional Clients as defined by the DFSA, and Business Customers as 
defined by the QFCRA. This material is distributed in Saudi Arabia by Barclays Saudi Arabia ('BSA'). It is not the intention of the Publication to be used or 
deemed as recommendation, option or advice for any action (s) that may take place in future. Barclays Saudi Arabia is a Closed Joint Stock Company, (CMA 
License No. 09141-37). Registered office Al Faisaliah Tower | Level 18 | Riyadh 11311 | Kingdom of Saudi Arabia. Authorised and regulated by the Capital 
Market Authority, Commercial Registration Number: 1010283024. This material is distributed in Russia by OOO Barclays Capital, affiliated company of Barclays 
Bank PLC, registered and regulated in Russia by the FSFM. Broker License #177-11850-100000; Dealer License #177-11855-010000. Registered address in 
Russia: 125047 Moscow, 1st Tverskaya-Yamskaya str. 21. This material is distributed in India by Barclays Bank PLC, India Branch. This material is distributed in 
Singapore by the Singapore branch of Barclays Bank PLC, a bank licensed in Singapore by the Monetary Authority of Singapore. For matters in connection with 
this report, recipients in Singapore may contact the Singapore branch of Barclays Bank PLC, whose registered address is One Raffles Quay Level 28, South 
Tower, Singapore 048583. Barclays Bank PLC, Australia Branch (ARBN 062 449 585, AFSL 246617) is distributing this material in Australia. It is directed at 
'wholesale clients' as defined by Australian Corporations Act 2001. 
IRS Circular 230 Prepared Materials Disclaimer: Barclays and its affiliates do not provide tax advice and nothing contained herein should be construed to be tax 
advice. Please be advised that any discussion of U.S. tax matters contained herein (including any attachments) (i) is not intended or written to be used, and 
cannot be used, by you for the purpose of avoiding U.S. tax-related penalties; and (ii) was written to support the promotion or marketing of the transactions or 
other matters addressed herein. Accordingly, you should seek advice based on your particular circumstances from an independent tax advisor.  
Barclays is not responsible for, and makes no warranties whatsoever as to, the content of any third-party web site accessed via a hyperlink in this publication and 
such information is not incorporated by reference. 
© Copyright Barclays Bank PLC (2011). All rights reserved. No part of this publication may be reproduced in any manner without the prior written permission of 
Barclays or any of its affiliates. Barclays Bank PLC is registered in England No. 1026167. Registered office 1 Churchill Place, London, E14 5HP. Additional 
information regarding this publication will be furnished upon request. 
 


	Money Market Workshop�
	Market Overview
	Market Overview
	Market Overview
	Market Overview
	Impact on Banks
	Impact on Banks
	Funding Costs
	Central Bank Liquidity
	Excessive Dependence on Central Bank Liquidity?
	Disclaimer
	Disclaimer (continued)

