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The rise of equity evergreen repos

Tri party repo market participant are increasingly adopting a funding structure that enables them
greater operational efficiencies to term out funding and meet regulatory requirements.

— Daily volume of evergreen repo trades has surged to $25bn, from a standing start in March
— Non fedwire eligible assets make up the vast majority of trades termed above 30 days
— Equity collateral has proved the most popular asset class used in evergreen trades

Ensuring that banks have ample funding in
the event of any market squeeze had been
one of the key aims of the slew of regulation
passed in the wake of the financial crisis. One
such measures to suit this goal was the
liquidity coverage ratio (LCR) enshrined in
Basel Il which requires banks to hold enough
high quality liquid assets (HQLA) to cover
cash outflows over a 30 day period.

Since its implementation earlier this year, the
Markit Tri Party dataset has seen banks
clamour to meet their LCR requirements
through evergreen repo transactions. These
transactions, which are essentially daily
resetting trades over a pre-determined
window, have surged in popularity in the last
few months as they offer a low maintenance
way of guaranteeing access to the type of

assets for the timeframe required by LCR.
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To this end, the daily volume of evergreen
repo trades in the Markit tri party repo dataset
has jumped to $25bn since the start of March.
Prior to the recent surge popularity,
evergreen trades were literally non-existent
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as no one trading day registered more than
$100m of evergreen repo trades.

Non fedwire assets in favour

The types of assets posted in evergreen ftri
party transactions also shows their role in
ensuring that banks have meet LCR
requirement as the majority of current trades
are collateralized against non fedwire eligible
assets. Banks can therefore turn their non
HQLA assets and lock in funding for the
duration required by LCR. This is also
evidenced in the fact that the entirety of
evergreen trades collateralized against non
fedwire eligible assets in the last six month
have been over the 30 day notice period
mandated by LCR regulations.
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A further dig into the types of non fedwire
eligible assets pledged in Tri party evergreen
repos shows that equities have been the most
popular collateral type with trade terms
generally far exceeding the 30 day maturity
threshold.
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