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Instant payments: Liquidity risks and mitigation measures to
protect financial stability

e Risk of rapid liquidity outflows due to instant payments

¢ Protective measures against liquidity shortages: ‘cool-down button’
for individual institutions and ‘circuit breaker’ for system-wide crises

e Call for legal certainty

Instant payments enable the transfer of funds within seconds, allowing
liquidity to drain at an unusually high rate within a very short time.
Potential causes include:

e unusually high (regular) withdrawals

but also:
e fraud, cyberattacks, or sabotage,
e external shocks triggering bank runs and
e technicalfailures.

Impact: Liquidity shortages

Such events can pose serious threats to individual institutions or the
European financial system as a whole. In extreme cases, an institution
may face an acute liquidity crisis within a very short time. If these effects
occur systemically—such as in TIPS (Target Instant Payment
Settlement)—the entire European financial system could be affected.

Depending on the scale, two types of liquidity shortages can be
distinguished:

e Isolated: a single institution or small group is affected.
e Systemic: the European financial system as a whole is at risk.

In the first case, the systemic relevance of the institution must be
assessed. For non-systemically important institutions, the impact most
likely can be contained locally. For systemically important institutions, it
must be determined whether the damage can be locally limited.

Mitigation Measures: Suspending Instant Payments

Suspending outgoing real-time payments can buy time to implement
appropriate countermeasures. The extent of the suspension depends on
the ability to contain the damage:
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e Institutional Suspension (Cool-Down Button): If only a single institution or small group is
affected and the impact can be localized, suspending instant payments at the institutional
level may be appropriate.

e Systemic Suspension (Circuit Breaker): In cases of systemic liquidity outflows with
unpredictable scale, a Europe-wide suspension of instant payments may be necessary.

Demand for legal certainty

a) Cool-Down Button

e Neither the liquidity contingency plans under MaRisk (BTR 3.1) nor the ECB’s “Sound practices
for managing intraday liquidity risk” (November 2024) explicitly permit or require the
suspension of instant payments at the institutional level. The measures provided for therein
are designed to help institutions meet payment obligations on time and in full during liquidity
shortages. Also, the BRRD is not suitable as a legal basis for stopping instant payments
(exception: moratorium). Hence, it would be welcome to explicitly include the suspension of
instant payments as a possible measure (not an obligation).

e Toenhance legal certainty, thresholds for unusually high liquidity outflows should be defined,
obliging institutions to activate the Cool-Down Button.

b) Circuit Breaker

e The ECB should have a Circuit Breaker mechanism at hand to halt all instant payments in the
event of exceptionally high liquidity outflows.

e Thisrequires round-the-clock monitoring systems in central clearing and settlement
infrastructures to track liquidity flows.

e We therefore welcome the ECB’s current activities in the context of addressing the suspension
of instant payments in the event of extraordinary incidents threatening financial stability.

The Association of German Public Banks (Bundesverband Offentlicher Banken Deutschlands, VOB) is a leading association within the German banking sector. It
represents the interests of 64 banks, including the Landesbanken (the head institutions of the German Savings Banks Finance Group), as well as the promotional and
development banks owned by the Federal Republic of Germany or the individual German federal states. With total assets of some 3,200 billion euros, VOB‘s member
institutions cover approximately one quarter of the German banking market. Public-sector banks honour their responsibility towards SMEs, other enterprises, the
public sector, and retail customers; they are deeply rooted in their respective home regions, all over Germany. With a 57 percent market share, ordinary VOB member
banks are market leaders in local authority financing; in addition, they provide some 22 percent of all corporate lending in Germany. In 2024, development and
promotional banks at federal and state level provided 60 billion euros in new development and promotional loans. VOB is the only German banking association
exercising the functions of an employer association for its member institutions: the Public-Sector Banks’ Employer Association (Tarifgemeinschaft Offentlicher
Banken), which comprises VOB member institutions with a total of 65,000 employees (as at financial year 2024) and which performs collective bargaining duties.

More information is available at www.voeb.de/en
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