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Summary of the discussionl

MMCG members discussed the first experiences following the launch of the ECB’s new
operational framework for monetary policy implementation and their expectations for
use of refinancing operations in the future. The first main refinancing operation (MRO)
under the new framework, with a narrower spread of 15 basis points between the MRO rate
and the deposit facility rate (DFR), had not resulted in increased demand. MMCG members
interpreted this development as signalling conditions of ample aggregate excess liquidity with
smoothly functioning money and bond markets, although they also cautioned against
overinterpreting one single observation. The take-up of standard refinancing operations was
expected to increase gradually as the Eurosystem balance sheet continued to normalise and
liquidity needs started to emerge. In this context, it was noted that such liquidity needs would
vary considerably across banks and would depend, for example, on their business models. At
this stage, banks saw the operations as a useful contingency tool rather than a standard
funding source and were not incorporating central bank liquidity into their regular funding
plans. The wide range of eligible collateral accepted for the Eurosystem’s refinancing
operations was seen as a supportive measure to ensure wide participation.

An eventual gradual increase in the use of standard refinancing operations was
expected to be driven primarily by demand for regulatory liquidity rather than by
payment needs or autonomous factors. Members considered that the Basel Il liquidity
regulation creates additional demand for excess liquidity well beyond the level of autonomous
factors. The minimum level of excess liquidity is therefore significantly higher than it had been
in the past. Demand for ECB standard refinancing operations would remain an important
indicator for assessing the ampleness of liquidity. In this context, the design of structural
refinancing operations, as a potential source of term liquidity, would be closely watched.

MMCG members discussed the market pricing of the ECB’s future policy rate path.
Overall, members viewed current market pricing as somewhat aggressive and expected one
more cut of 25 basis points in the DFR by the end of the year, with the DFR reaching 2.00-
2.25% towards the end of 2025. The level of the neutral policy rate remained highly uncertain,
and euro short-term forward rates could continue to be affected by spillovers from decisions
made by central banks in other advanced economies, in particular the Federal Reserve
System.

The divergent path between secured and unsecured euro money market rates was
attributed to market microstructure factors as well as to differences in regulatory
treatment. Repo rates had gradually approached the DFR, while the euro short-term rate
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(€STR) had remained at a relatively stable spread to the DFR. Members expressed the view
that the divergence between secured and unsecured short-term money market rates related
mainly to structural differences between the two market segments. There were different actors
active in the two markets, an example of this being the separation (partly due to national
banking laws) of secured and unsecured money market desks within many large institutions.
This operational separation limited the scope for arbitrage arising from differentials between
secured and unsecured money market rates. In addition, the relatively high upfront costs
associated with operating in European repo markets represented an important entry barrier,
especially for smaller market players, including non-banks, thereby also constraining
arbitrage. With regard to term money market rates, MMCG members highlighted the
steepness of the unsecured EURIBOR money market curve, especially beyond the one-month
maturity. This development was mainly attributed to the higher value of unsecured term
funding for the fulfilment of regulatory requirements, notably the liquidity coverage ratio (LCR)
and the net stable funding ratio (NSFR). It was also linked to the fact that when it came to
placing liquidity, investor demand remained tilted towards shorter maturities.

Looking ahead, MMCG members did not expect material variations between short-term
rates and the DFR over the next 12 months. The group expected that the unsecured
overnight benchmark €STR would remain well anchored, staying below the DFR for the
foreseeable future. Members expected rates for liquidity-motivated repos against general
collateral to remain in a close vicinity of the DFR over the next 12 months. Should sudden
liquidity needs emerge, repo market rates might increase towards the level of the MRO rate,
which should effectively act as a cap on the level of repo rates.

Members discussed the tokenisation of money market assets and concluded that its
effects for liquidity management were not yet clear. The group reviewed use cases
involving the tokenisation of money market funds, commercial papers and bonds, repo
transactions and the issuance of stablecoins. While progress had been very quick, the industry
was still in its infancy. The new technologies offered benefits to investors and issuers alike
through increased settlement efficiency, development of intraday liquidity management tools,
lower transaction costs and enhanced transparency. On the other hand, issuance of
stablecoins or tokenised deposits can have material consequences for banks’ LCRs, might
crowd out the conventional deposit base and could lead to increased intraday liquidity
management needs. An important challenge was the lack of interoperability between the
pioneering solutions and the resulting fragmentation of tokenised money markets. In this
context, regulation and harmonisation were particularly important. Members also noted the
potential value added of wholesale central bank digital currencies, which could provide
immediate settlement of the cash leg for transactions in tokenised assets. While the
consequences of this might be far-reaching for the financial system, it was concluded that it
was too early in the adoption process to fully assess the impact.
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