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UNITED STATES: WILL EASING LEVERAGE REQUIREMENTS STIMULATE DEMAND FOR TREASURIES?

WAYS TO RELAX THE SLR STANDARD

CHART 1 SOURCES : SNL FINANCIAL, FED, FSB, BNP PARIBAS CALCULATIONS CHART 2 SOURCES : SNL FINANCIAL, BNP PARIBAS CALCULATIONS

In the coming months, a relaxation of the Basel leverage ratio® (Supplementary Leverage Ratio, SLR) could be proposed in the United States.
The aim is to ease the balance sheet constraints on primary dealers, most of which are subsidiaries of large banks? and thereby improve
intermediation conditions in the US Treasury market.

Various options for easing the rules could be considered

A first option would be to reduce the enhanced SLR requirements (eSLR) specific to global systemically important banks (G-SIBs) and their
deposit-taking subsidiaries (5% and 6% respectively) to the level of the Basel recommendation (i.e., 3% plus a buffer set at 50% of the method 1
G-SIB surcharge®). Under this assumption, the weighted average requirement for the eight US G-SIBs would be 3.86%. Given their Tier 1 capital
stock in Q1 2025, this first option would allow them collectively to increase their exposure to risk-free assets by a maximum of around USD 6
trillion (Chart 1, representing an increase of nearly 30% of their overall exposure).

A second option would be to deduct reserves held with the Federal Reserve and US Treasuries from the SLR ratio denominator. On average,
this exclusion would reduce the leverage exposure (ratio denominator) of the 20 banking groups subject to the SLR requirement by 13% and
improve their SLR ratio by 100 basis points (Chart 2). As the outstanding amount of these risk-free assets would no longer have any effect on
the SLR ratio, this option would in theory allow unlimited holdings.

A measure to support Treasury market stability
However, this relief alone should not encourage banks to buy Treasuries on a large scale. This could increase G-SIB capital surcharges (which

are linked to balance sheet size), increase transformation and interest rate risks, conflict with their internal market risk exposure limits and
profitability targets, or even weaken their liquidity position.

In our view, the challenge of this easing will not be so much to place the additional paper issued by the US Treasury on banks’ balance sheets
in order to compensate for investors’ lack of appetite, but rather to strengthen this appetite by reassuring investors about banks’ ability to play
their role as intermediaries, particularly in the event of a shock.

1 The SLR requirement, set at 3%, expresses the bank’s Tier 1 capital amount as a ratio of its total exposure, which includes all balance sheet assets (some of which are recorded
at their gross values) and a simplified measure of off-balance sheet commitments. The leverage exposure of banks predominantly engaged in custody, safekeeping and asset
servicing activities (e.g., Bank of New York Mellon, State Street and Northern Trust) excludes a large portion of their reserves held at central banks.

2 Only the largest bank holding companies (those with consolidated balance sheets exceeding USD 250 billion or with at least USD 75 billion in non-bank assets, weighted short-
term wholesale funding or off-balance sheet exposure) and their main deposit-taking subsidiaries are subject to the SLR.

3 In the United States, the capital surcharge imposed on G-SIBs is determined using two methods: the Financial Stability Board method (method 1) and the more stringent
Federal Reserve method (method 2).
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The information and opinions contained in this document have been obtained from, or are based
on, public sources believed to be reliable, but there is no guarantee of the accuracy, comple-
teness or fitness for any particular purpose of such information and such information may not
have been independently verified by BNPP or by any person. None of BNPP any of its subsidiary
undertakings or affiliates or its members, directors, officers, agents or employees accepts any
responsibility or Liability whatsoever or makes any representation or warranty, express or im-
plied, as to the accuracy and completeness of the information or any opinions based thereon
and contained in this document and it should not be relied upon as such. This document does
not constitute research, as defined under MIFID Il, or form any part of any offer to sell or issue
and is not a solicitation of any offer to purchase any financial instrument, nor shall it or any
part of it nor the fact of its distribution form the basis of, or be relied on, in connection with
any contract or investment decision. Information and opinions contained in this document are
published for the information of recipients, but are not to be relied upon as authoritative or
taken in substitution for the exercise of judgment by any recipient, are subject to change without
notice. In providing this document, BNPP does not offer investment, financial, legal, tax or any
other type of advice to, nor has any fiduciary duties towards, recipients. Any reference to past
performance is not indicative of future performance, which may be better or worse than prior
results. Any hypothetical, past performance simulations are the result of estimates made by
BNPP, as of a given moment, on the basis of parameters, market conditions, and historical data
selected by BNPP, and should not be used as guidance, in any way, of future performance. To
the fullest extent permitted by law, no BNPP group company accepts any liability whatsoever
(including in negligence) for any direct or consequential loss arising from any use of or reliance
on material contained in this document even when advised of the possibility of such losses. All
estimates and opinions included in this document are made as of the date of this document. Un-
less otherwise indicated in this document there is no intention to update this document. BNPP
may make a market in, or may, as principal or agent, buy or sell securities of any issuer or person
mentioned in this document or derivatives thereon. Prices, yields and other similar information
included in this document are included for information purposes however numerous factors will
affect market pricing at any particular time, such information may be subject to rapid change
and there is no certainty that transactions could be executed at any specified price. BNPP may
have a financial interest in any issuer or person mentioned in this document, including a long
or short position in their securities and/or options, futures or other derivative instruments based
thereon, or vice versa. BNPP, including its officers and employees may serve or have served as
an officer, director or in an advisory capacity for any person mentioned in this document. BNPP
may, from time to time, solicit, perform or have performed investment banking, underwriting
or other services (including acting as adviser, manager, underwriter or lender) within the last
12 months for any person referred to in this document. BNPP may be a party to an agreement
with any person relating to the production of this document. BNPP may to the extent permitted
by law, have acted upon or used the information contained herein or in the document, or the
analysis on which it was based, before the document was published. BNPP may receive or
intend to seek compensation for investment banking services in the next three months from or
in relation to any person mentioned in this document. Any person mentioned in this document
may have been provided with relevant sections of this document prior to its publication in order
to verify its factual accuracy.
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document you agree to this.

BNP Paribas is a société anonyme incorporated in France, licensed and supervised as a credit
institution by the European Central Bank (ECB) and as an investment services provider by the
Autorité de controle prudentiel et de résolution (ACPR) and Autorité des marches financiers
(AMF), and having its registered office at 16, boulevard des Italiens, 75009 Paris, France.

Some or all of the information contained in this document may already have been published on
https:/globalmarkets.bnpparibas.com

For country-specific disclaimers (United States, Canada, United Kingdom, Germany, Belgium,
Ireland, Italy, Netherlands, Portugal, Spain, Switzerland, Brazil, Turkey, Israel, Bahrain, South
Africa, Australia, China, Hong Kong, India, Indonesia, Japan, Malaysia, Singapore, South Korea,
Taiwan, Thailand, Vietnam) please type the following URL to access the applicable legal notices:
https:/globalmarkets.bnpparibas.com/gm/home/Markets_360_Country_Specific_Natices.pd.
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