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Eurex Repo: GC Pooling
stepping up again as
central banks pulling out

Eurex Repo’s GC Pooling is regularly delivering double-digit percentage growth in
2022. Frank Gast, managing director and member of the Management Board of Eurex
Repo, and Carsten Hiller, head of Central Europe Funding & Financing, explain the
dynamics behind those figures and how GC Pooling is linked to market crises and
central bank policies.

BY FRANK GAST, MANAGING DIRECTOR EUREX REPO & HEAD OF EUREX FIXED INCOME,
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lmost two decades ago, the

Eurex team was seeking a

cash-driven solution for

trading standardized baskets

as a way of managing
liquidity. Back then, money market
traders would not only face the risk
of the issuer but would also need to
manually allocate securities for a
secured funding transaction. Ultimately,
Eurex’s solution led to the launch of
the GC Pooling product in 2005.

Not long after, the Lehman collapse
triggered a global credit squeeze,
rapidly eroding counterparty trust
amid a dysfunctional money market.
It became obvious that raising
liquidity anonymously with a central
counterparty (CCP) was of crucial
importance, said Gast.

“Several market players didn't see the
need for it until we came to 2007/2008
and then it went really up through the
roof —that clients understood the need
for such an instrument to survive in
such difficult stress environments,”
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he added.

Early adopters tended to be German-
based and one of them was Dresdner
Kleinwort, where Hiller was a repo
trader during the financial crisis. He
saw firsthand the market dash away
from unsecured deposits: “No one had
creditlines for other banks, and even for
secured transactions, standard triparty
repos, there was not enough liquidity.
The only way for some banks to raise
cashin the short-term market was via
Eurex’s GC Pooling service.”

The global financial crisis evolved
into the European sovereign debt crisis
in 2011/12, when both peripheral and
major European countries faced serious
financial stability concerns as Greece
defaulted.

“We had a number of clients from
those countries urgently requesting
admission to our markets, which has
of course strict admission criteria to
become a clearing member,” said Gast.
Within a few years, GC Pooling went
from 40to160 clients. Daily outstanding

volumes peaked in June 2014 above
€200 billion.

Market-driven funding vs. ECB
excess liquidity

In dealing with monetary and
economic crises through the
20108, central banks, including the
European Central Bank (ECB) enacted
extraordinary policy measures. In 2015,
the ECB generated excess liquidity via
massive bond buying that plateaued
temporarily between 2017 and 2019.

This put pressure on amarket-driven
funding product like GC Pooling and
volumes went steadily downwards
until 2018, stabilizing at between €20
billion and €40 billion outstanding
thanks to trading clients who arbitrage
by selling special repos and investing
cash in GC Pooling, as well as clients
who benefit from balance sheet netting
opportunities, explained Gast.

Then, in 2020, as the pandemic crisis
hit markets, GC Pooling again helped
the market secure its liquidity needs

GC Pooling liquidity during major crises: Volumes are
inversely correlated with ECB excess liquidity
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and volumes increased rapidly. But this
comeback was short-lived as the ECB
further expanded its liquidity program
to $4.5 trillion+, sending market rates
below the deposit facility.

The interplay of volumes has made
one thing clear: the interbank repo
and money markets are predictably
correlated with the ECB’s excess
liquidity. And the market isnow once
again facing a major shiftin monetary
policy amid geopolitical shocks and
inflationary pressures.

New client types complementing
the traditional interbank cleared
repo market

In 2018, Eurex extended the repo
clearing service to non-banks (ISA
Direct), and there are now 11 buy-side
firms, with the majority being pension
funds, representing about $1 trillion in
assets under management. This model
has been expanded to the so-called
“ISA Direct Indemnified model” to also
allow hedge funds to become a clearing
member in conjunction with a clearing
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agent, which guarantees the client’s
position in case of liquidation, explained
Gast, adding that of the go+clients at
various stages of onboarding, half are
buy-side firms.

Over the last three years, buy-side
demand has been mostly on the cash
provider side, transactions for which
dealer-banks received the capital
and balance sheet relief of a cleared
environment vis-a-vis netting, including
for cash/collateral reinvestment. And
this momentum has started to spill
over to the specials market for high
quality liquid asset (HQLA) supply in
an environment of collateral scarcity.

It's nothing new that dealer banks
have squeezed capacity to support repo
operations, but there are several supply-
demand factors coming together beyond
that encouraging a greater diversity
of market participants into a cleared
environment. Thisyear’s dynamic has
put in sharp focus the urgent need to
manage stress scenarios as interest rates
rise amid a quantitative tightening cycle.
As a consequence, many firms have

been challenged to prioritize efficient
processes that resultin better execution
terms such as those offered by clearing;
for example, guaranteed best execution
via a platform with straight-through
processing to access liquidity that is
itself resilient to stress, said Hiller.

GC Pooling Revival

On the horizon, perhaps one of the
most impactful events for GC Pooling
will be targeted longer-term refinancing
operations (TLTRO) repayments. The
ECB’s Governing Council recently
decided to adjust the interest rates
applicable to the TLTRO III series and
offer banks additional voluntary early
repayment dates. There are likely to
be further redemptions in the coming
months, and market participants are
expecting €soo+ billion repayment for
this year and another €1 trillion in 2023.

“My personal view is that we will, by
summer next year, see overnight rates
again trading above the deposit facility
level and this will be the tipping point
where we are going to see significantly

GC Pooling vs. ECB Deposit rate
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Major benefits:

HQLAs

Intraday liquidity management

with single ISIN repo via single account

central bank liquidity operations

Q ODO0FE

Monetize diverse set of European and global HQLA
Raise or place EUR, USD, GBP or CHF cash vs. standardized and most diverse set of securities
eligible at any CCP globally for optimal liquidity

Basket design ensures preferable treatment under Liquidity Coverage Ratio

Settle GC Pooling intraday within 30 minutes of trade conclusion from 07:30 CET until 17:30 CET
Central bank settlement and balance sheet netting with single ISIN repo

GC Pooling settlement in T2S - central bank money (or optionally commercial bank money)
allows for optimal bank liquidity management and enables balance sheet netting of TriParty

Re-use of GC Pooling collateral for Eurex Clearing margin requirements and

Basket collateral received can be re-used for margin at ECAG and for central liquidity

operations improving operational efficiency and collateral utilization

B

Source: Eurex

higher trading volumes again in the
short-term dates, especially overnight
GC Pooling,” Hiller said.

Since 2022, there has been a significant
pick up in GC Pooling activity, part of
a broad theme of increased activity
at Eurex Repo on the back of the ECB
turning hawkish, the curve steepening
and rate hikes getting priced in. The
most recent figures show that the GC
Pooling market has already increased
significantly — outstanding volumes
stood at almost €80 billion at the
beginning of December 2022, almost
3x compared to the observed low in 2020,
but still significantly below historic
highs.

“Things have now turned and clients
from both sell- and buy-side need to
make sure that they are able to raise
and place cash in environments or
situations where they can really rely
on sources for liquidity to manage this
very effectively. GC Pooling has been and
will be a key tool to manage liquidity
for both banks and now also buy-side
clients going forward,” Gast said.

Reduced fail rates and secure Eurex FI bond futures box financing

GC Pooling fail rate is less than 1% due to Clearstream TriParty collateral management
system and limited re-use. CTD basket financing allows for guaranteed delivery of bonds
acceptable in Eurex FI futures contracts
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