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Watch Out for a Dash to Cash

« We will not know if liquidity is scarce until repo markets show it
» Repo rates have been well behaved recently; could firm in coming days

 iFlow shows the dash for cash is in play again

We’ll know we have a liquidity shortfall when we see it

When bank holdings of reserves transition from abundant to merely ample, it will test both
funding markets and the Fed. Quantitative tightening would likely end, there could be upward
pressure on funding rates — from federal funds to repo, and liquidity is generally challenged.
Last week we commented on a series of posts on the New York Fed’s Liberty Street
Economics blog which dealt with identifying when Fed reserves have transitioned from an
abundant regime to an ample regime. Currently we agree with their conclusion that reserves

appear to still be abundant.

We do wonder however whether this transition will be felt in the markets when it happens — it
will not be seamless, and it could be associated with a liquidity squeeze. The NY Fed posts
offer five indicators that could signal the move from abundant to ample, one of which we
replicated in our piece from last week. This was the elasticity of the federal funds rate to
changes in the quantity of system-wide reserves. We observed that that elasticity is currently
zero. But that estimation has a look-back of 6 months’ worth of weekly data. Week-to-week or
day-to-changes in elasticity would be obscured if it takes that long for old data to fall out of

the regression.

Three of the other indicators are not available to the public without a significant lag. The blog

post does a decent job of explaining them, so we refer our reader to the link above. The main
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point is that only the fifth indicator in their suite is available in real time and daily — the
behavior of repo markets. This sets up a potential funding squeeze upon the occasion of the
transition from one reserve regime to the other. We very well might not know until it hits

markets.

Elevated repo rates in July were something we kept an eye on. We concluded at the time
(see here) that we did not think persistent and slightly higher repo rates were indicative of a
funding shortage associated with the quantity of reserves, but rather temporary factors — like
bill settlements and cash preferences — were behind the moves. Exhibit 1 below shows that
both the tri-party and general collateral rates have come back in since the beginning of
August and trade below the 5.4% interest rate on reserve balances (IORB), although
somewhat above the reverse repo offer rate of 5.3%. Moreover, during the period of market

volatility at the beginning of the month, these rates remained quite well behaved.

Exhibit #1: Repo Rate Behave
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Over the very short term — perhaps the next week or two — we would expect to see some
firming of these rates as over $100bn in T-bills settlements come due, as GSCE cash exits
the market, and month-end effects will be present. This firming should represent any
imminent funding squeeze associated with system-wide liquidity, so we expect them to come

back in by the end of next week — just in time for the Fed to start cutting interest rates.



Money market funds’ (MMFs’) assets under management grew to another record last week,
over $6.2tn according to the Investment Company Institute. The Crane data put the total AUM
at north of $6.5tn. Money is moving into cash and cash-like assets, and we can see it in our
iFlow data as well. While this trend has been ongoing for some time with the MMFs, the iFlow
data show real money asset managers really started moving into cash at the beginning of the

month with the onset of broad financial market volatility.

Exhibit 2 below shows, from iFlow, daily flows (scored) into Cash and other short-term assets
(CAST) for both total and cross border investors. For most of this past summer, cash had
been shunned until market volatility commenced on August 5th. For a week cash was sought
— although cross border investors were less quick to move than their domestic counter parts.
From August 12 through the 16th, these cash positions were drawn back down, but have
reaccelerated since, with cross border flows the major factor in the current rush to cash. We
find it noteworthy that cash again is in vogue, especially as market conditions have recovered
from mid-month on. As we mentioned above, cash could be scarce over the next several

days, so we are curious to see if this preference shown in iFlow will endure.

Exhibit #2: Back into Cash
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Please direct questions or comments to: iFlow@BNY.com

John Velis CONTACT JOHN @ @

AMERICAS MACRO STRATEGIST

Can’t see the email? View online

@ Learn More

@ Contact Us

We take our data protection and privacy responsibilities seriously and our privacy notice explains
how we collect, use, and share personal information in the course of our business activities. It

can be accessed here.

This email was sent to WeeKhoon.Chong@bnymellon.com, and was sent by The Bank of New
York Mellon 240 Greenwich Street, New York NY 10286.

Your privacy is important to us. You can opt out from receiving future Newsletters by
unsubscribing via this link at any time. You can also select the topics that you want to receive by
managing your preferences.

This message was sent from an unmonitored email box. Please do not reply to this message.
Contact Us | iflow@bny.com
© 2023 The Bank of New York Mellon Corporation. All rights reserved.

This message was sent from an unmonitored email box. Please do not reply to this message.


https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGVMXrszsrbsfXQQ-SerJzXWmnYK4VwPhflzXoUrr7UdHhU9EIeoB5gAnbi8FMs7SHl_QkXfoc=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGVMXrszvAVckhFs-5qlBjCd0Uc5uEMbKBZ1lOyRC2T2K_T5KzrnoMMSaY0hkwd56QFM7hI6j4=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGVMXrszvAVckhFs-5qlBjCd0Uc5uEMbKBZ1lOyRC2T2K_T5KzrnoMMSaY0hkwd56QFM7hI6j4=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGVMXrszn-ZSEHjQgVh-b5BuZie0dUxg98Tnjppw6vtB3UodHu7Cbqtb9xkWZE1i8k0okgnJ9o=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGVMXrszn-ZSEHjQgVh-b5BuZie0dUxg98Tnjppw6vtB3UodHu7Cbqtb9xkWZE1i8k0okgnJ9o=
https://email2.bnymellon.com/v/MzUzLUhSQi03OTIAAAGVMXrszmg5bye4tj9oOisxaoO0vaqirKi2MGCrNb1w4khqiHsiUlDJ6C6byJYpE6W7pm3z81s=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGVMXrszg5TvJqh2NKu5gXAwn9I2i2R-RKkws--FF053LsExrNbNWG0UNNKlu9oVB8ZDBVgeFE=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGVMXrszg5TvJqh2NKu5gXAwn9I2i2R-RKkws--FF053LsExrNbNWG0UNNKlu9oVB8ZDBVgeFE=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGVMXrszhX_kJsV-735zhvCsaY-QEpr2RI0a324DOOEsBgI9LRCos5NJ6uXIDlv9MkYmY9Vo9o=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGVMXrszsrNoiu7R78sVWJIF5m4mNjBIXdSyM9ZQSiGRyWSVdSrq5IBN4EazcHAhX-RZjWaKTk=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGVMXrszmn867rjQSN-ubtNel12GnrZyKn3-s7TSP5NSAIOUik4Lx5QqQMpT8dW9-RLhBUBFfs=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGVMXrszmn867rjQSN-ubtNel12GnrZyKn3-s7TSP5NSAIOUik4Lx5QqQMpT8dW9-RLhBUBFfs=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGVMXrszqSrQKb7YYYKLAunjGUg0GWI4WzjDtw3KD8y4SNjODIwbexeGO_iJAPoiFSLNpQ4Gfg=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGVMXrszj9o2QO6iUqCTwiNp9_QAgW6fO08DoMeoeTgtdV1R5DQhgrIu-XW4hiBdFpdtG46GXk=

