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Beyond supply factors (US Federal debt: the risks of abundance) and demand factors (A safe haven put to the test), banking regulations have 
also contributed to weakening the Treasuries market. This is the subject of the third part of our EcoInsight series on Treasuries.

Since 2023, the US authorities have taken various measures to support the liquidity and stability of the Treasuries market (greater transpa-
rency of transactions, increased use of centralised clearing of repurchase agreements, programme to buy back the least traded securities).

However, the balance sheet constraints faced by the banks responsible for intermediating this market remain an aggravating factor in times 
of stress. To remedy this, on 25 June, regulators proposed relaxing the leverage requirements imposed on systemically important banking 
groups and their deposit-taking subsidiaries. This measure should restore the leverage ratio’s role as a safety net and reassure investors 
about the ability of banks to fully perform their role as intermediaries. However, the respite offered may be short-lived given the projected 
evolution of federal debt. The relaxation of the leverage ratio could even inadvertently support the strategies of leveraged funds, thereby 
reinforcing some of the vulnerabilities that regulators are specifically seeking to mitigate.
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LEVERAGE CONSTRAINTS IN THE UNITED STATES: SEVERAL LEVERAGE RATIOS COEXIST

•  All banking institutions are subject to a simple leverage ratio that compares core capital (Tier 1 capital) to average balance sheet assets (over the last 
four quarters). The minimum requirement is set at 4% on a consolidated basis and 5% for depository institution subsidiaries.
• Smaller deposit-taking institutions (those with consolidated assets not exceeding USD 10 bn, or community banks) that wish to be exempt from any 
capital requirement calculated on the basis of risk-weighted assets are subject to a stricter leverage requirement of 9% (Community Bank Leverage Ratio 
or CBLR).
• Only the largest banks (those with consolidated balance sheets exceeding USD 250 bn or with at least USD 75 bn in non-banking assets, short-term 
market debt or off-balance sheet exposures) and their deposit-taking subsidiaries are subject, in addition to the simple leverage ratio, to the Basel 
leverage rule (Supplementary Leverage Ratio or SLR). This ratio compares Tier 1 capital to total exposure, which includes all balance sheet assets 
in accordance with the accounting rules in force (excluding derivatives and securities financing transactions, which are dealt with separately) and a 
simplified measure of off-balance sheet commitments. Exposures to derivatives and temporary transfers of securities are recorded at their gross values; 
offsetting of certain items is only permitted under restrictive conditions. The minimum SLR requirement is set at 3%.
• The SLR requirement for banks specialising in custody, safekeeping and asset servicing activities (such as Bank of New York Mellon, State Street and 
Northern Trust) is more flexible. The definition of exposure (SLR denominator) for these institutions excludes part of their reserves held at central banks 
(equivalent to the portion of customer deposits linked to their securities custody and servicing activities). This exclusion applies not only to their holdings 
with the Fed, but also to those with central banks in other OECD countries.
• The eight Global Systemically Important Banks (G-SIBs) are subject to a stricter requirement on a consolidated basis (enhanced Supplementary 
Leverage Ratio or eSLR, set at 5%) and at the level of their deposit-taking subsidiaries (eSLR set at 6%).

Since 2023, the US authorities have taken various measures to support the liquidity and stability of the Treasuries 
market. Transaction transparency has been enhanced, the use of centralised clearing for repurchase agreements has 
been increased, and a programme to buy back the least traded securities (Treasury buybacks) has been put in place.

However, the balance sheet constraints faced by the banks responsible for intermediating this market remain an 
aggravating factor in times of stress. To remedy this, on 25 June, regulators proposed relaxing the leverage require-
ments imposed on systemically important banking groups and their deposit-taking subsidiaries. This measure should 
restore the leverage ratio’s role as a safety net and reassure investors about the ability of banks to fully perform 
their role as intermediaries. However, the respite offered may be short-lived given the projected evolution of federal 
debt. The relaxation of the leverage ratio could even inadvertently support the strategies of leveraged funds, thereby 
reinforcing some of the vulnerabilities that regulators are specifically seeking to mitigate.

1  A repurchase agreement – a form of temporary transfer of securities – can be likened, from an economic point of view, to a secured loan (cash against securities, the value of 
which is subject to a discount); from the point of view of the lender of the cash, it is a reverse repo; from the point of view of the borrower, it is a repo. A repurchase agreement on 
a security involves a commitment to repurchase it at a later date at an agreed price. The interest rate, or repo rate, corresponds to the difference between the sale price and the 
repurchase price.
2  Various regulatory requirements constrain the activities of primary dealers: the SLR leverage ratio, the specific capital surcharge for G-SIBs (the size score includes the value of 
Treasury portfolios on the balance sheet, while the complexity score includes securities lending/borrowing transactions), the Stress Capital Buffer (the standardised measure of 
counterparty risk penalises large balance sheets) and risk exposure limits (via the calculation of Value At Risk). Internal requirements in terms of profitability and risk tolerance, 
as well as the highly procyclical nature of clearing houses’ margin calls, may also prompt them to limit their exposures.
3 These companies are not affiliated with banks and do not have dealer status. They employ high-frequency, automated trading strategies on their own behalf. They place a large 
number of orders but only hold their positions temporarily (usually for a few hours).

RESTORING THE LEVERAGE RATIO’S ROLE AS A SAFETY NET
Primary dealers are responsible for intermediating Treasury markets 
(cash and repo) by participating in Treasury auctions, brokering outright 
purchases and sales on the secondary market, and facilitating the cir-
culation of cash and collateral on the securities repurchase (repo) mar-
kets1. However, the regulatory framework put in place in the wake 
of the 2008 financial crisis has worsened their operating conditions  
(Li, Petrasek and Tian, 2024). Basel III2 has, in particular, tightened ca-
pital requirements linked to the size of bank balance sheets through 
the leverage ratio (see box). This has increased the balance sheet costs 
associated with the activities of primary dealers, most of which are 
subsidiaries of very large banks. However, as federal debt increases, so 
does the balance sheet space needed to intermediate it.

These new banking regulations have not only changed the positio-
ning of primary dealers, but have also had a significant impact on 
the levels and volatility of returns on the financial markets on which 
they operate (Du, Hébert and Huber, 2019; Duffie et al., 2023; Favara, 
Infante and Rezende, 2024; Braüning and Stein, 2024). Thus, whereas 
until 2008 they favoured borrowing Treasuries (net short position), pri-
mary dealers have since become firm holders of Treasuries (net long 
position). They have also been encouraged to arbitrage between sup-
porting Treasury market activity and dollar supply on FX swap mar-
kets, and to demand higher risk premiums (Du, Tepper and Verdelhan, 
2018). Banking regulations and technological innovations have also led 
to the shift of some of the market intermediation activities carried out 
by dealers to trading firms (Principal Trading Firms), which have very 
little tolerance for stress situations3. 
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THE SLR STANDARD WILL SOON BE MORE RESTRICTIVE THAN THE RISK-
WEIGHTED REQUIREMENT FOR CERTAIN LARGE BANKS
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Tier 1 capital in excess of SLR requirement+25bps
Tier 1 capital in excess of T1 risk-weighted requirement+50bps
Tier 1 capital in excess of T1 risk-weighted requirement+100bps

USD bn as of Q1 2025

The SLR requirement is 5% for G-SIBs and 3% for other banks; the 
T1 risk-weighted requirement ranges from 8.5% to 19.9%

SOURCE: SNL FINANCIAL, BNP PARIBAS CALCULATIONS CHART 1

THE SLR REQUIREMENT IS ‘BITING’ FOR SOME LARGE DEPOSIT-TAKING 
SUBSIDIARIES
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USD bn as 
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The simple leverage ratio requirement LR is 5%; the SLR requirement is 6% for G-SIB 
subsidiaries and 3% for others; the T1 risk-weighted requirement is 8.5%

SOURCE: SNL FINANCIAL, BNP PARIBAS CALCULATIONSCHART 2

Finally, the deterioration in the absorption capacity of Treasuries by 
primary dealers is thought to have contributed to the erosion, both 
nationally (negative swap spreads4, even on very long maturities) and 
internationally (major deviations from covered interest parity5), of the 
‘convenience yield’6 associated with holding the asset considered to be 
the safest and most liquid7 (Jermann, 2019; He, Nagel and Song, 2022; 
Du, Hébert and Li, 2023).
Regularly discussed by regulators since March 20218 and advocated by 
many researchers (Duffie, 2020; Liang and Parkinson, 2020; Chen, Liu, 
Rubio, Sarkar and Song, 2021), the question of a permanent revision 
of the leverage ratio had not, until now, been resolved. As a reminder, 
the leverage ratio is a non-risk-weighted capital requirement. It aims 
to ensure that a bank’s assets or commitments, regardless of the risks 
associated with them, do not exceed a certain multiple of its capital. 
As a result, although considered ’safe’ assets with zero risk weigh-
ting for the calculation of risk-weighted capital ratios, US Treasuries 
or reserves held with the Fed are fully included in the calculation of 
leverage exposure (SLR denominator) like any other asset, even highly 
risky ones.
The standard must be calibrated in such a way that it acts as an ex-
treme limit rather than a permanent constraint. Otherwise, it would 
encourage banks to arbitrage in favour of riskier and more capital-in-
tensive assets that are more profitable. 

4 In theory, the swap spread is positive because a swap agreement includes a larger credit risk (pertaining to the bank serving as a counterparty to the investor) than the soverei-
gn issuer’s credit risk.
5 According to the hedged interest-rate parity theory, there is a relationship between the interest rate differential of risk-free assets denominated in two currencies, and the 
difference between forward and spot exchange rates. Since 2014, this parity has no longer held true due to increased demand for currency hedging and dealers’ reduced ability to 
supply dollars on foreign exchange swap markets.
6 The ‘convenience yield’ is the value that investors attribute to the liquidity and security services offered by Treasuries.
7 According to Duffie (2025), the fact that large institutional investors such as mutual funds, pension funds and insurance companies prefer to hedge their long liabilities through 
derivatives (which benefit from a more advantageous accounting treatment) rather than holding long assets such as Treasuries, also contributes to increasing long-term Treasury 
yields compared to the implied yields of interest-rate derivatives.
8 The SLR standard was temporarily relaxed during the Covid-19 crisis, from 1 April 2020 to 31 March 2021.
9 The simple leverage ratio is also binding for some large institutions. However, the Dodd Frank Act introduced a permanent floor for any new capital rule. Unless Congress votes 
otherwise, the leverage ratio in force in 2010 cannot be reduced.
10 In Q1 2025, the SLR requirement (plus a safety margin of 25 bps) was less stringent than the risk-weighted T1 requirement (plus a safety margin of 50 bps) for all large non-
G-SIB banks (except Charles Schwab) and for 3 out of the 8 G-SIBs, and slightly more stringent (from USD 1 to 4bn) for the other 5 G-SIBs. It was more restrictive for 8 of the 9 
largest deposit-taking subsidiaries of the 8 G-SIBs and 3 of the 12 largest deposit-taking subsidiaries of large non-G-SIBs.
11 In the United States, the capital overlay imposed on G-SIBs is determined using two methods: that of the Financial Stability Board (method 1) and that of the Fed (method 2). 
The more stringent of the two methods (systematically the second method) is used.

However, for some very large banks and their main depository institu-
tions (Charts 1 and 2), the SLR leverage ratio9 is about to become more 
restrictive than the risk-weighted Tier 1 capital requirement and the-
refore more decisive in portfolio choices10. Without an adjustment to 
the standard, some institutions will soon be unable to act as inter-
mediaries in the Treasury market without raising additional capital. 
The need to recalibrate the leverage ratio so that it does not become 
more restrictive than the risk-weighted requirement and can fulfil its 
role as a safety net has therefore become a priority for regulators.

A RELAXED RULE BUT LITTLE BALANCE SHEET SPACE FREED UP
The long-awaited reform is now underway. On 25 June, the three 
banking regulators (Fed, FDIC, OCC) proposed lowering the level of 
the enhanced leverage ratio (eSLR). The rule is open for comment for 
60 days. The final rule, which will be announced by the end of Sep-
tember at the earliest, will specify the date of entry into force of the 
new requirement. The regulators plan to reduce the current eSLR re-
quirement (5% for G-SIBs, 6% for their deposit-taking subsidiaries) to 
the Basel recommended level (3% plus a buffer set at 50% of the G-SIB 
surcharge calculated using method 111). On this basis, eSLR require-
ments would range from 3.5% to 4.25% (Table 1). In the case of the 
eight G-SIBs, this revision would restore the leverage ratio’s role as a 
safety net (Chart 3). 
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THE LEVERAGE RATIO WOULD ONCE AGAIN ACT AS A SAFETY NET FOR THE 
EIGHT G-SIBS…
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… BUT WOULD REMAIN VERY RESTRICTIVE FOR THEIR DEPOSIT-TAKING 
SUBSIDIARIES
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THE EXPANSION OF THE BALANCE SHEETS OF THE EIGHT G-SIBS THEORETI-
CALLY PERMITTED BY THE REDUCTION IN THE ESLR REQUIREMENT
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in order to avoid an increase in G-
SIB surcharges: USD 317 bn

Theoretical maximum: USD 5,913 bn

SOURCE: SNL FINANCIAL, FED, FSB, BNP PARIBAS CALCULATIONSCHART 5

However, for most of the largest US depository institutions, it would re-
main as restrictive as, or even more restrictive than, the risk-weighted 
capital ratio, with the notable exception of Bank of America and Wells 
Fargo subsidiaries (Chart 4).
A ‘freed up’ balance sheet space that is smaller than it appears.  
According to regulators, this relaxation would offer the eight G-SIBs 
Tier 1 capital savings of USD 13 bn in total (1.4% of their Tier 1 ca-
pital stock) and USD 213 bn for their main deposit-taking subsidia-
ries (27%)12. Theoretically, taking into account their capital stock as 
at 31 March 2025, this relaxation would allow G-SIBs to collectively 

12 The regulator’s impact study includes the main deposit-taking subsidiaries of each of the groups subject to the SLR (the largest and all those with total assets of more than 
USD 50 bn in 2024). The USD 200 bn of Tier 1 capital ’freed up’ for depository institution subsidiaries could, under certain conditions, be reallocated within groups and support 
broker-dealer activity.
13 This balance-sheet space is calculated as the difference between the maximum permitted exposure under the current eSLR requirement and under the revised eSLR require-
ment (plus a safety margin of 25 bps), without increasing capital (assuming full hedging against interest rate risk).
14 Data on primary dealers’ Treasury portfolios are confidential. However, according to regulators, on average, 92% of securities recorded as trading assets on G-SIBs’ balance 
sheets and not held by their deposit-taking subsidiaries are recorded on the balance sheets of their brokerage subsidiaries. We have applied this proportion to the 20 groups 
subject to the SLR.
15 The SLR denominator is calculated as the average of the positions booked during the quarter (on a daily basis for balance sheet exposures). We therefore exclude the average 

increase their exposure to risk-free assets by a maximum of approxi-
mately USD  6  trn13 (Chart 5). After taking into account all capital 
constraints, regulators estimate that this capacity would not exceed 
USD 1,100 bn. In our view, these margins for manoeuvre could be even 
narrower (around USD 300 bn).
The G-SIB surcharges currently in force (under Method 2) were de-
fined on bank balance sheets for 2022. However, these balance sheets 
have since increased and become more complex, meaning that the sur-
charges that will apply in the coming years are also likely to increase. 
This is the case for JP Morgan, whose systemically important score in 
Q1 2025 would imply a surcharge of 5.5% (compared to 4.5% currently), 
for Bank of America (3.5% compared to 3%), for Citigroup (4% versus 
3.5%), for Goldman Sachs (4% versus 3%) and for Morgan Stanley (3.5% 
versus 3%). With the given balance sheet structure, only Bank of New 
York Mellon, Wells Fargo and State Street could increase their exposure 
to risk-free assets without increasing their current systemically impor-
tant scores (Chart 5). 
Other relaxation measures could be considered. Regulators have sub-
mitted four for comment.

- Under alternative 1, the revision of the eSLR requirement (as pro-
posed) would be supplemented by a reduction in the SLR ratio deno-
minator through the exclusion of Treasuries held for trading purposes 
by broker-dealer subsidiaries of the large banks. We estimate that 
this exclusion would improve the average SLR ratio of the 20 banking 
groups subject to the SLR requirement by just 15 basis points14.
- Alternative 2 would be to deduct reserves held with the Federal Re-
serve and the entire Treasuries portfolio 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 require-
ment by 14%15. It would improve their average SLR ratio by 100 basis 
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… AND THAT OF THEIR MAIN DEPOSIT-TAKING SUBSIDIARIES BY 116BPS
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EXCLUDING RESERVES AND TREASURIES WOULD IMPROVE THE AVERAGE SLR 
RATIO OF BANKING GROUPS BY 100BPS…
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points (Chart 6, Table 2) and that of their largest deposit-taking sub-
sidiaries by 116 basis points16 (Chart 7, Table 3). 
- Alternative 3 would reduce the current eSLR requirement to 3% plus 
a buffer set at 50% of the G-SIB surcharge in force (i.e. the surcharge 
calculated according to method 2). In this scenario, the eSLR require-
ments would range from 3.5% to 5.25%17 (Table 1).
- Alternative 4 would combine the proposed reduction in the eSLR 
requirement and Alternative 2.

REASSURING INVESTORS
On its own, the relief proposed in June (or the exclusion of Treasuries 
from the ratio denominator) should not encourage banks subject to 
the SLR to make massive purchases of Treasuries. In Q1 2025, the 
weight of Treasuries in the balance sheets of banking groups subject 
to the SLR (10%) and in the inventories of primary dealers had already 
reached historically high levels. While Treasuries are viewed very fa-
vourably in banking regulations (zero credit risk weighting, eligibility 
for the range of high-quality liquid assets), their exclusion from the SLR 
denominator calculation would not make holding Treasuries entirely 
painless.
Significant purchases of securities would risk:
1/ Increasing G-SIB surcharges by inflating the size indicator,
2/ Degrading simple leverage ratios (restrictive for deposit-taking sub-
sidiaries),

between 31 December 2024 and 31 March 2025 of outstanding deposits with the Fed and Treasuries recorded on banks’ balance sheets.
16 The impact is comparable because reserves with the Fed and investment portfolios in Treasuries (held to maturity and available for sale) are, for the most part, recorded on 
the balance sheets of deposit-taking subsidiaries.
17 With a G-SIB surcharge currently set at 4.5%, JP Morgan would see its eSLR requirement increase if option 3 were chosen.
18 On average, over 70% of the eight G-SIBs’ Treasury portfolios were booked at their market value as “Securities Available for Sale” or “Trading Assets” in Q1 2025. However, in 
the event of a rise in interest rates, the unrealised losses recorded on these portfolios would reduce the risk-weighted capital ratios of large banks.
19 VaR quantifies a bank’s exposure to potential extreme losses on its market and investment positions resulting from market risks. It is highly sensitive to sudden fluctuations in 
market volatility.
20 An expansion of banks’ securities portfolios would have no impact on the aggregate stock of reserves held by the Fed (the reserves used to make these purchases would be 
replenished by public spending enabled by the raising of Treasury debt). However, it could lead to a redistribution of reserves among banks. While both reserves and Treasuries 
are considered high-quality liquid assets in banking regulations, the liquidity provided by reserves is unique. They are the only asset that does not need to be monetised, and US 
supervisors therefore view them more favourably in the context of liquidity requirements.

3/ Increasing banks’ exposure to transformation and interest rate 
risks18 and conflicting with internal exposure limits to market risks,  
Value at Risk19 (thereby increasing the value of risk-weighted assets) 
and
4/ Worsening the liquidity position of certain banks20.
It therefore seems unlikely that the relaxation of the standard alone 
will stimulate increased demand from banks and lead to a sharp and 
rapid decline in Treasury yields. Any comparison with the period of 
temporary relaxation of the SLR standard in 2020-2021 would be 
misleading: the decline in yields at that time was the result of the 
Fed’s unlimited QE.
In our opinion, the aim of this relaxation is rather to reassure investors 
about the ability of banks to fully play their role as intermediaries and, 
ultimately, to increase their appetite for Treasuries. However, relaxing 
the leverage ratio can only achieve this objective if it is permanent. 
Otherwise, in the event of a shock, some investors, fearing a future 
drop in the price of securities, could be tempted to sell their holdings. 
According to Eisenbach and Phelan (2022), in March 2020, before the 
Fed announced its ‘unlimited’ government securities purchase pro-
gramme, uncertainty about the ability of dealers to absorb net sales 
of securities prompted some financial institutions, without pressing 
liquidity or financing constraints, to sell their portfolios prematurely, 
thereby making their expectations self-fulfilling. 
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SOURCE: SNL FINANCIAL, FED, FSB, BNP PARIBAS CALCULATIONS

ESTIMATED CHANGES IN ESLR REQUIREMENT

Data as at Q1 
2025

Tier 1 Capital,  
USD bn

Total exposure (LE),  
USD bn

eSLR requirement,  
%

’Reduced’ eSLR requirement 
(3%+50% of G-SIB surcharge accor-

ding to method 1), %

’Reduced’ eSLR requirement 
(3%+50% of G-SIB surcharge accor-

ding to method 2), %

JPM 299.1 4,953.5 5 4.25 5.25

BAC 221.7 3,859.8 5 3.75 4.50

C 175.5 3,033.4 5 4.00 4.75

WFC 153.9 2,267.2 5 3.50 3.75

GS 117.5 2,153.7 5 3.75 4.50

MS 86.7 1,552.6 5 3.50 4.50

BK 24.8 359.7 5 3.50 3.75

STT 17.9 277.3 5 3.50 3.50

8 G-SIBs 1,097.0 18,457.1 5 3.86 4.62

TABLE  1

Data as at Q1 
2025

Tier 1 
Capital, 
USD bn

Total expo-
sure (LE), 
USD bn

SLR 
ratio, 

%

Reserves with the 
Fed, USD bn

Treasuries*,  
USD bn

Improvement in SLR ratio (in basis 
points) made possible by exclusion of:

SLR ratio after 
relaxation, %

Reserves with the 
Fed Treasuries

JPM 299.1 4,953.5 6.04 225 521 0.29 0.78 7.11

BAC 221.7 3,859.8 5.74 193 438 0.30 0.82 6.87

C 175.5 3,033.4 5.79 130 298 0.26 0.69 6.74

WFC 153.9 2,267.2 6.79 133 68 0.42 0.24 7.45

GS 117.5 2,153.7 5.46 100 294 0.27 0.96 6.68

MS 86.7 1,552.6 5.58 41 142 0.15 0.60 6.33

BK** 24.8 359.7 6.89 70 29 0 0.59 7.49

STT** 17.9 277.3 6.46 75 30 0 0.79 7.26

NTRS** 12.0 130.9 9.15 24 8 0 0.57 9.72

USB 55.7 807.6 6.9 40 26 0.36 0.25 7.52

PNC 50.6 665.6 7.61 35 48 0.43 0.67 8.7

COF 56.1 565.0 9.92 42 6 0.80 0.13 10.85

SCHW 45.2 460.7 9.81 29 37 0.66 0.98 11.45

TFC 53.7 620.0 8.66 35 15 0.52 0.23 9.41

AXP 27.3 322.4 8.45 41 0 1.23 0.01 9.70

TD US 45.9 588.8 7.80 55 57 0.80 1.02 9.61

Barclays US 16.6 293.8 5.66 12 14 0.24 0.32 6.22

DB USA 13.3 144.3 9.23 16 13 1.19 1.21 11.63

UBS Amer. 19.1 234.3 8.13 27 8 1.05 0.37 9.55

BMO Financ. 27.3 327.8 8.32 23 21 0.62 0.65 9.59

20 groups*** 1,519.7 23,618.4 6.43 1,345.7 2,073.6 0.35 0.66 7.45

SOURCE: SNL FINANCIAL, FED, FSB, BNP PARIBAS CALCULATIONS

ESTIMATED SLR RATIOS OF HOLDING COMPANIES UNDER ALTERNATIVE 2

TABLE  2

* average value between 31 December 2024 and 31 March 2025 of Treasuries held on banks’ balance sheets: held to maturity (HTM, at amortised cost), available for sale (AFS, at fair va-
lue) and held as trading assets; ** the definition of the leverage exposure of these institutions already excludes a large proportion of their central bank reserves; *** ratios are expressed 
as weighted averages.
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Last April, the announcement of higher tariffs did not raise the same 
fears of market disruption. Moreover, the leverage and liquidity 
constraints of the largest banks still offered room for manoeuvre.  
As a result, they were able to continue to act as intermediaries on the 
repo market and provide hedge funds specialising in cash-futures ba-
sis trade strategies21 with the resources they needed to maintain their 
positions. Otherwise, these players would have sold off part of their 
portfolios, which would have amplified the stress (Perli, 2025).

THE RISK OF UNFORESEEN ADVERSE EFFECTS
In principle, the measures to relax the SLR (revision of the requirement 
level, or even exclusion of ‘safe’ assets from the ratio denominator) do 
not pose any risks to financial stability. 

21 This strategy consists of exploiting the price difference between the cash and futures markets (‘cash-futures basis trade’). It involves buying securities on the cash market, 
financing this purchase by placing the securities in a repurchase agreement (repo), taking a short position on the futures market, and finally delivering the securities when the 
futures contract expires. To maximise their gains, hedge funds use leverage by stacking positions. However, in the event of a sudden surge in volatility in one of the market seg-
ments, as was the case in March 2020, the simultaneous unwinding of positions can spread stress and disrupt all the markets on which Treasuries are traded.
22 The Sponsored Service of the Fixed Income Corporation (FICC) allows dealers to sponsor the ‘indirect’ membership of some of their counterparties (money market funds, hedge 
funds) to the FICC and to submit their repo market transactions to centralised clearing. This allows them to reduce their balance sheets.

The fact that risk-weighted solvency requirements remain more res-
trictive than the leverage ratio for most large banks (and only slightly 
less restrictive for others) rules out the risk that they will increase 
their exposure to risky assets. This is evidenced by the low capital 
savings expected from the relaxation of the eSLR at the consolidated 
level (USD 13 bn according to regulators’ estimates).
In our opinion, beyond the risks mentioned by regulators in their im-
pact assessment (increased leverage and exposure to interest rate 
risk), efforts to facilitate the role of dealers could nevertheless have 
unintended adverse effects. Just like the rise of centralised clearing 
for Treasuries repos (and more specifically ‘sponsored’ transactions22, 
Chart 8), the relaxation of the leverage ratio could expand the scale of 
hedge funds’ cash-futures basis trade strategies. 

SOURCE: SNL FINANCIAL, FED, FSB, BNP PARIBAS CALCULATIONS

ESTIMATED SLR RATIOS OF MAJOR DEPOSIT-TAKING INSTITUTIONS UNDER ALTERNATIVE 2

TABLE  3

Data as at Q1 
2025

Tier 1 
Capital, 
USD bn

Total expo-
sure (LE), 
USD bn

SLR ratio, %
Reserves with 
the Fed, USD 

bn

Treasuries*, USD 
bn

Improvement in SLR ratio (in basis 
points) made possible by exclusion 

of:

SLR ratio after 
relaxation, %

Reserves with 
the Fed Treasuries

JPM NA 277.7 4,269.7 6.50 223 373.8 0.36 0.70 7.56

BAC NA 193.8 3,020.3 6.42 187 372.3 0.42 1.03 7.88

Citibank NA 158.1 2,179.5 7.25 129 191 0.46 0.79 8.50

WF Bank NA 147.3 2,031.2 7.25 130.6 46.8 0.50 0.20 7.95

GS Bank USA 64.5 801.9 8.04 94.2 87.4 1.07 1.28 10.40

MS Bank NA 23.5 309.4 7.59 14.5 47.5 0.37 1.53 9.49

BoNY Mellon** 22.7 281.7 8.08 41.9 26.6 0 0.84 8.92

STT Bank** 19.6 274.9 7.14 44.5 30 0 0.87 8.01

NTRS Company** 10.2 130.4 7.81 25.7 7.7 0 0.49 8.30

USB Bank NA 60.3 791.0 7.63 39.1 24.6 0.40 0.27 8.29

PNC Bank NA 49.7 660.9 7.52 35.4 48.3 0.43 0.66 8.61

Capital One NA 52.1 562.1 9.26 41 6.2 0.73 0.12 10.11

SCHW Bank 33.1 274.2 12.06 22.4 9.9 1.07 0.54 13.67

Truist Bank 50.9 610.8 8.33 34.9 14.2 0.51 0.22 9.06

TD Bank USA 4.4 39.6 11.14 4.9 3 1.58 1.20 13.92

Barclays Bank 5.7 58.9 9.6 7.6 0.3 1.43 0.07 11.10

BMO Bank 25.6 290.5 8.81 21.4 20.5 0.70 0.78 10.29

17 Depository 
institutions*** 1,199.2 16,587.0 7.23 1,097.3 1,310.2 0.47 0.70 8.39

* average value between 31 December 2024 and 31 March 2025 of Treasuries held on banks’ balance sheets: held to maturity (HTM, at amortised cost), available for sale (AFS, at fair va-
lue) and held as trading assets; ** the definition of the leverage exposure of these institutions already excludes a large proportion of their central bank reserves; *** ratios are expressed 
as weighted averages.
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Hedge funds have become major intermediaries of interest rate risk in 
the Treasury market by taking positions in the futures markets against 
asset managers. Increased availability of repo loans would support 
the profitability of their strategies. Admittedly, these strategies enable 
the Treasury to place some of its debt and support market liquidity.  
However, given the strong leverage effect inherent in these transactions, 
in the event of a volatility shock on the Treasury market, a rapid unwin-
ding of their positions would increase yield volatility and reduce market 
liquidity.
Ultimately, relaxing the leverage ratio could have a paradoxical effect. 
While it aims to strengthen the stability of the Treasuries market,  
it could, incidentally, support leveraged fund strategies, thereby rein-
forcing some of the vulnerabilities that regulators are specifically 
seeking to mitigate.

Article completed on 3rd July 2025

Anis Bensaidani & Céline Choulet
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