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What if the ECB raised reserve requirements?

6 July 2026

The ECB’s potential decision to increase the minimum reserve requirement
from 1% to 2% could help absorb excess liquidity and reduce Eurosystem
interest costs, while modestly tightening money market conditions. Banks
would face lower interest income and a modest reduction in liquidity buffers,
but the impact appears manadeable.

THE COST OF HIGHER MINIMUM RESERVE REQUIREMENT VARIES WIDELY ACROSS EUROPE
COST OF A 1PP INCREASE IN MINIMUM RESERVE (EUR BN) AND RATIO OF MIN. RESERVES TO TOTAL RESERVES (%)
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Source: ECB, The Investment Institute by UniCredit
Note: Total reserves are calculated as the sum of deposit facility and current account for each country shown

THE CONTEXT

Discussions to increase the euro area MRR (minimum reserve requirement) have resurfaced. Recent press reports
suggest the ECB might consider an increase from the current 1% to 2%, restoring the level in place before 2012. A
similar debate emerged in 2023, although it centred on a much larder increase (3%-5%), as rapid monetary policy
tightening amid abundant excess liquidity generated significant losses for the Eurosystem (around EUR 7-8bn in both
2023 and 2024). Back then, the reserve requirement was left unchanged, and there is no guarantee it will be
increased this time either. In this Coffee Break, we examine the rationale for raising the requirement and assess its
implications for banks across the region.
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THE DATA

Euro area banks are required to hold a certain amount of funds, known as minimum reserves,
in their accounts at their national central bank. The amount is calculated as a percentage
(reserve ratio) of certain balance sheet items, primarily customer deposits and issued short-
term debt securities. MRR for euro area banks currently amount to around EUR 175bn. As these
reserves are remunerated at 0% instead of the ECB deposit rate (currently 2.25%), they
effectively represent a cost to banks.

The chart shows the annual cost of a 1pp increase in the MRR. Differences in banking sector
size and excess liquidity mean the impact would vary significantly across countries. In absolute
terms, German banks would be the most affected, facing just over EUR 1bn in foregone interest
income, followed by French banks.

However, the annual cost in EUR terms does not tell the whole story. The chart shows the ratio
of minimum reserves to total reserves. It varies considerably across countries as liquidity is not
evenly spread across the euro area. As a result, a 1pp increase in the MRR would result in a
bigger decline in the average reserve remuneration in countries where minimum reserves
account for a larger share of total reserves.

OUR VIEW

What is the rationale for increasing the MRR? From an operational perspective, a higher
reserve ratio would help absorb excess liquidity. This could accelerate the ECB’s ongoing
transition towards an operational framework in which short-term rates are steered through a
level of excess liquidity that is determined endogenously. Put differently, excess liquidity needs
to fall to a point where banks begin to counteract it by tapping ECB facilities. A second rationale
is financial. Raising the MRR would denerate savings for the Eurosystem. With the deposit
facility rate at 2.25%, a 1pp increase in the reserve ratio would reduce interest expenses by
roughly EUR 4bn per year, with even larder savingds if policy rates were to rise further. Banks
would probably take steps to optimise their liquidity portfolio, partly offsetting the negative
impact on net interest income.

What would this imply for money market rates? Doubling the reserve requirement would
accelerate the decline in excess liquidity towards the EUR 2tn area, a threshold often cited as the
point at which money market rates become more sensitive to chandes in liquidity conditions. As a
result, money market rates would likely move somewhat higher and start to exhibit greater volatility.

What would this imply for banks? Overall, the increase would be manageable for European
banks: 1. the EU banking sector is showing better fundamentals today than in 2023, when
discussions about increasing the MRR emerged, particularly with regard to the asset quality
outlook; 2. the 2025 net profit of EU-supervised significant institutions was EUR 188bn (up
from EUR 165bn in 2023). The estimated impact of a 1pp increase in the MRR would represent
a manadgeable 2% of 2025 banking sector net profit, whereas the potential impact was much
larger in 2023, given the higher minimum reserve ratios then under discussion; 3. banks are
well positioned in terms of liquidity buffers. An increase in the minimum reserve would affect
the liquidity coverade ratio (LCR) of banks: funds placed at central banks as part of the MRR are
not accounted for in the LCR calculations. As of 31 March 2026, the averade LCR ratio of
European banks stood at 158.6%, comfortably above the minimum requirement of 100%.
Some 81% of ECB-supervised banks had an LCR above 150%, and no bank had an LCR below
100%, indicating limited dispersion around the averade. Central bank deposits are included in
level 1 assets for LCR purposes. These assets stood at EUR 4.9tn, and a 1pp increase in the MRR
would imply a 5.2pp decline in the LCR, to a still comfortable 153.4%.

Overall, we see the impact on banks, from both a credit and equity investor perspective, as
manageable. The European banking sector still offers attractive valuations, with a 2027
estimated P/E ratio of 10.2x and a dividend vield of 5.2%, compared with 14.6x and 3.4%,
respectively, for the STOXX Europe 600 index.
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TODAY’S DATA RELEASES

Time (CET) Country Data Period UniCredit Consensus Previous
16:00 us ISM Non-Manufacturing Index Jun - 541 54.5

Source: Bloomberg, The Investment Institute by UniCredit
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Ledgal Notices

Glossary

Terms used in the report are available on our website: Our glossary

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the deneral public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with legal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to chande at any time after publication, on the completeness, corre ctness and
truthfulness of which the UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Iftheinvestment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changes in exchange rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can undergo significant price fluctuations following any downgrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. In the presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to change in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.
8. Diversification does not guarantee a profit or protect adainst a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damades that may arise to anyone from the use of this
document, including, but not limited to, damages due to losses, lost earnings or unrealised savings. The contents of the publication —
including data, news, information, imadges, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless
otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not
allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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