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SUMMARY: The U.S. Department of the
Treasury’s Office of Financial Research
(the “Office”) is requesting comment on
a proposed rule establishing a data
collection covering centrally cleared
transactions in the U.S. repurchase
agreement market. This proposed
collection will require daily reporting to
the Office by covered central
counterparties. The Office expects that
the Board of Governors of the Federal
Reserve System will act as the Office’s
collection agent, with required data to
be submitted directly to the Federal
Reserve Bank of New York. The
collected data will be used to support
the Financial Stability Oversight
Council and as inputs to reference rates.

DATES: Comments must be received by
September 10, 2018.

ADDRESSES: You may submit comments,
identified by [RIN 1505—AC58], by any
of the following methods:

e Federal eRulemaking Portal: http://
www.regulations.gov. Follow the
instructions for submitting comments.

e Mail: Matthew Reed, Chief Counsel,
or Patrick Bittner, Senior Counsel,
Office of the Chief Counsel, Office of
Financial Research, 717 14th Street NW,
Washington, DC 20220.

Instructions: All submissions received
must include the agency name and RIN
1505—AC58 for this rulemaking. Because
paper mail in the Washington, DC, area
may be subject to delay, it is
recommended that comments be
submitted electronically. In general, all
comments received will be posted

without change to http://
www.regulations.gov, including any
personal information provided.

For access to the docket to read
background documents or comments
received, go to http://
www.regulations.gov.

FOR FURTHER INFORMATION CONTACT:
Patrick Bittner, Senior Counsel, (202)
927-0035, patrick.bittner@
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matthew.mccormick@ofr.treasury.gov.
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I. Executive Summary

The Office of Financial Research
(“Office”) is requesting comment on a

proposed rule establishing a data
collection covering centrally cleared
transactions in the U.S. repurchase
agreement market (“proposed
collection”). This proposed collection
will require reporting by certain U.S.
central counterparties (“CCPs”) for
repurchase agreement (“repo”)
transactions. This proposed collection
will serve two primary purposes: (1)
Enhance the ability of the Financial
Stability Oversight Council (“Council”)
and the Office to identify and monitor
risks to financial stability; and (2)
support the calculation of certain
reference rates. Under the Dodd-Frank
Wall Street Reform and Consumer
Protection Act (“Dodd-Frank Act”), the
Office is authorized to issue rules and
regulations in order to collect and
standardize data to support the Council
in fulfilling its duties and purposes,
such as identifying risks to U.S.
financial stability. The Council
recommended a permanent collection of
repo data in its 2016 annual report to
Congress and, as required by law, the
Office consulted with the Council on
the schedule of collection in September
2016.1 The Council maintained this
recommendation in its 2017 annual
report. This proposed collection will
require reporting on centrally cleared
repo transactions, which comprise
approximately one-quarter of all repo
market transactions, marking an
important step toward fully addressing
the Council recommendation.

The expanded monitoring of the repo
market made possible by this proposed
collection appropriately helps fulfill the
Council’s duties and purposes because
of this market’s crucial role in providing
short-term funding and performing
other functions for U.S. markets, making
it important for financial stability
monitoring. The data will also support
the calculation of the Secured Overnight
Funding Rate (“SOFR”), which was
selected by the Alternative Reference
Rates Committee (““ARRC”) as its
preferred alternative rate to U.S. dollar
London Interbank Offered Rate
(“LIBOR”), as well as the Broad General
Collateral Rate (“BGCR”), helping fulfill

1 See Minutes of the Financial Stability Oversight
Council (September 22, 2016), https://
www.treasury.gov/initiatives/fsoc/council-meetings/
Documents/September222016_minutes.pdf and 12
U.S.C. §5344(b)(1)(B)(iii).
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another Council recommendation on the
creation of alternative reference rates.2

II. Repurchase Agreement Market
Background

A repo transaction is the sale of
assets, combined with an agreement to
repurchase the assets on a specified
future date at a prearranged price. Repos
are commonly used as a form of secured
borrowing. The assets underlying the
repo are used as collateral to protect the
cash provider against the risk that the
securities provider fails to repurchase
the assets underlying the repurchase
agreement. Market participants use
repos for many reasons, such as using
cash as collateral to borrow securities
and to finance securities holdings.
Central banks also use repos as an
important monetary policy tool.3 The
interest rate on repo borrowing is
calculated from the difference between
the sale price and the repurchase price
of the assets underlying the repo.

To protect the cash provider against a
decline in the value of the securities
subject to repurchase, cash providers
typically require over-collateralization
from borrowers. In an uncleared
bilateral repo, the value of the securities
pledged as collateral is discounted,
which is referred to as a haircut. In a
centrally cleared repo,
overcollateralization is accomplished
via initial margin. If the market value of
the collateral falls during the life of the
repo, the cash provider or, if cleared, the
clearing firm, has the right to call on its
counterparty to deliver additional
collateral, known as variation margin, so
that the loan remains over-collateralized
against future adverse price movements.

Repo transaction documentation
specifies the terms, including the types
of securities that are acceptable to the
cash provider as collateral, and the
associated haircuts or initial margin
requirements. Repos can be entered into
with a range of fixed maturities, though
repos are often overnight transactions.
For term repos, repo rates can be
negotiated on either a fixed or on a
floating basis. There are also open tenor
repos that do not have a fixed maturity
and are instead renewed by mutual
agreement.

2 See Financial Stability Oversight Council, 2014
Annual Report, p. 10; 2015 Annual Report, p. 17;
2016 Annual Report, pp. 14-15; and 2017 Annual
Report, pp. 12-13, https://www.treasury.gov/
initiatives/fsoc/studies-reports/Pages/2017-Annual-
Report.aspx.

3 See Lorie K. Logan, Federal Reserve Bank of
New York, “Operational Perspectives on Monetary
Policy Implementation: Panel Remarks on ‘The
Future of the Central Bank Balance Sheet’ ” (2018),
https://www.newyorkfed.org/newsevents/speeches/
2018/10g180504.

a. Importance of Repurchase Agreement
Markets and Associated Vulnerabilities

A stable and well-functioning repo
market is critical to U.S. financial
markets and the U.S. economy, and thus
U.S. financial stability. The repo market
is the largest short-term wholesale
funding market in the United States. In
2008-09, runs on repos contributed to
the financial crisis and helped lead to
official sector intervention.* The repo
market is important to facilitating the
flow of cash and securities through the
financial system. There are four
functions that repo transactions can
serve for individual participants: Low-
risk cash investment, monetization of
assets, transformation of collateral, and
facilitation of hedging.5 Repos also
benefit financial markets broadly by
supporting secondary market efficiency
and liquidity.® These functions are
described in the following paragraphs to
provide a framework for understanding
activity in the repo market and the
associated vulnerabilities, and the need
for the information this proposed
collection will provide. Understanding
the benefits and vulnerabilities of the
repo market as a whole is important
both in demonstrating the need for this
proposed collection and determining
which data elements are appropriate for
inclusion.

i. Low-Risk Option for Cash Investment;
Deposit Substitute

One of the functions repos offer is an
alternative to insured deposits that
provides similar, though less, liquidity
and security. Financial market
participants desire low-risk, money-like
claims in order to meet demand for
access to cash. Money and money-like
claims can take a number of forms,
including deposits and money market
mutual fund investments. Because
deposit insurance is capped in the
United States, institutions seek repos
backed by high-quality assets to place
excess cash over the deposit insurance
limit. The securities provided in the
trade protect the cash provider against
counterparty credit risk, while use of
overcollateralization provides
protection against market risk.” In

4 See Gary Gorton and Andrew Metrick,
“Securitized Banking and the Run on Repo,”
Journal of Financial Economics (June 2012), pp, p.
425-451.

5 See Bank for International Settlements, study
group report, Repo Market Functioning (April
2017), https://www.bis.org/publ/cgfs59.htm.

6 See Bank for International Settlements (April
2017).

7Repos are generally subject to an exemption
from the automatic stay in bankruptcy, meaning
that if a cash provider’s counterparty were to
default, the cash provider could liquidate the
collateral, recovering its value. 11 U.S.C. 559. In

general, higher-quality collateral and
larger haircuts reduce the risk to the
cash provider.

Repo markets can become less
effective in providing deposit
substitutes in times of market stress.8 In
certain circumstances, although repo
claims are secured, they may still lose
favor as collateral values drop or
counterparty risk increases. This risk
was realized for Bear Stearns in 2008,
when a run on Bear Stearns’ funding
spread to its repo borrowing against
high-quality collateral.? This example
demonstrates that even repos backed by
high-quality collateral can become
sensitive to counterparty risk,
potentially resulting in a run on the
institution’s funding.

ii. Monetizing Liquid Assets

Just as repos offer cash providers a
deposit substitute, they allow cash
borrowers to obtain funding in a cost-
efficient manner. The monetization of
assets achieved via repos offers a source
of liquidity to firms that hold securities
in inventory. For this reason, repos play
an important role in the government
securities market, as dealers often use
repos to fund their purchases of
Treasury securities at auction.

The ability to monetize assets enables
firms to engage in maturity
transformation, in which a firm funds
long-term assets using short-term
liabilities. For example, a firm can
borrow cash in the repo market with
overnight maturity, using the cash

2017, the Board of Governors of the Federal Reserve
System and Federal Deposit Insurance Corporation
adopted a final rule requiring U.S. global
systemically important banks (G-SIBs) and their
subsidiaries to amend their repo contracts to
temporarily stay the exercise of default rights
caused by the bankruptcy of an affiliate. See 82 FR
42882 (September 12, 2017).

8For example, greater demand for high-quality
assets makes them more difficult to procure, which
can lead to failures to return the repo collateral.
This phenomenon can become self-perpetuating, as
when failures rise, market participants become less
likely to lend securities to avoid the possibility that
they may not get them back. This further reduces
the supply of securities, exacerbating the situation.
As a result, an initial shock to asset markets that
reduces the supply of acceptable alternatives to
cash providers can be amplified through repo
market dynamics, further reducing firms’ options
for deposit substitutes due to rising transaction
fails.

9 The maturity of Bear Stearns’ repo funding
deteriorated over several months before the firm
experienced a run that first occurred on its bilateral
repos secured by lower-quality assets, and then
spread to its repos backed by U.S. Treasury
securities. A similar dynamic occurred at a major
European bank during the crisis, where the
institution’s bilateral repos backed by government
securities dried up and only repos that were
centrally cleared remained available to the firm. See
Bank for International Settlements, Liqudity Stress
Testing: A Survey of Theory, Empirics and Current
Industry and Supervisory Practices (October 2013),
https://www.bis.org/publ/bcbs_wp24.htm.
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received to fund its holdings of long-
term assets, which it provides as
collateral. While maturity
transformation is an essential function
of the financial system, the asset-
liability maturity mismatch gives rise to
rollover risk.

As a result of the maturity mismatch
that can arise from the monetization of
liquid assets, this function, while a
benefit of repos, is also a potential
source of fragility. When the repo
market is impaired, the ability of
securities providers to borrow against
their portfolios can be reduced.’® An
example of this dynamic occurred in
2007, when haircuts on repos backed by
private-label mortgage-backed securities
(“MBS”) began to rise as a result of
doubts about the value of the underlying
collateral. As haircuts rose, leveraged
firms were forced to sell difficult-to-
value assets, often to buyers that were
even less able to value the assets. Those
buyers required steeper discounts as a
result, creating strong fire sale dynamics
that further undermined the value of
private-label MBS.11 These runs passed
through from dealers to leveraged funds,
increasing the likelihood that those
funds would be forced to dispose of
assets in a fire sale, further reinforcing
the fire sale dynamics.2

iii. Transformation of Collateral

Another function of repos is to
exchange securities currently held for
other securities. This type of transaction
allows firms to exchange one asset for
another asset, effecting a form of
collateral transformation. For example, a
firm may want to temporarily exchange
lower-quality equity collateral for
higher-quality Treasury securities that
can be posted as margin. This goal can
be accomplished through a pair of repo
transactions in which the firm lends the

10This can occur when some securities become
information-sensitive. Because cash providers seek
to avoid gathering costly information about the
quality of individual securities, increases in
uncertainty as to the value of securities cause them
to increase asset class-level haircuts in an attempt
to recover their information-insensitivity. This
reduces the ability of securities providers to borrow
in repo against their portfolios. See Gary Gorton and
Guillermo Ordonez, “Collateral Crises,” American
Economic Review, Vol. 104, no. 2 (February 2014),
https://www.aeaweb.org/articles?id=10.1257/
aer.104.2.343.

11 See Gary B. Gorton, “Information, Liquidity,
and the (Ongoing) Panic of 2007,” NBER Working
Paper no. 14649 (January 2009), http://
www.nber.org/papers/w14649.

12 See Rajkamal Iyer and Marco Macchiavelli,
“Primary Dealers’ Behavior During the 2007-08
Crisis: Part II, Intermediation and Deleveraging,”
FEDS Notes (June 28, 2017), https://
www.federalreserve.gov/econres/notes/feds-notes/
primary-dealers-behavior-during-the-2007-08-crisis-
part-Il-intermediation-and-deleveraging-
20170628.htm.

equities in one repo transaction and
uses the cash proceeds to borrow
Treasury securities in a second repo
transaction, effectively transforming the
quality of its assets.13

Because high-quality collateral can
become scarce in times of stress, risks
can increase for leveraged firms that rely
on repos to obtain margin-eligible
securities. Potential difficulties in
obtaining high-quality collateral during
large market movements that trigger
margin increases illustrate how
collateral transformation transactions
can compound risks. For leveraged
firms that engage in strategies in both
cash and derivatives markets, the
inability to obtain collateral to post
margin could undermine their ability to
maintain a hedged position, and could
force a disorderly unwind. This use of
repos can therefore create linkages that
can enable the propagation of shocks
through securities financing,
derivatives, and securities markets.
iv. Facilitating Hedging

Repos can be used as a lower-cost way
to hedge specific risks than individually
buying and selling assets. For example,
by allowing underwriters to borrow and
short an issuer’s outstanding securities,
repo markets let underwriters hedge the
risk associated with holding newly
issued securities that they have
underwritten but not yet placed. This
decreases the risk to underwriters and
may reduce the cost to issuers. The
reduced capacity of the repo market to
facilitate hedging during periods of
market stress can therefore make it more
difficult for firms to manage exposures
and engage in financial intermediation.

v. Supporting Secondary Market
Efficiency and Liquidity

This final function of repos refers to
their potential benefits for financial
markets as a whole. Repo markets
support secondary market efficiency
and liquidity in securities markets both
by funding dealer inventories and by
helping dealers to source securities.
Both allow dealers to quote prices on a
broader range of securities more readily,
thereby increasing asset market
liquidity. Additionally, the ability of
market participants to use repos to
obtain securities for short sales
improves pricing efficiency.

Repos allow dealers to quote prices
more readily, improving market
liquidity in two ways. First, because the
repo market helps dealers to more
effectively monetize assets on their

13 This approach is of particular importance to
firms that hold lower-quality assets and engage in
trades in, for example, derivatives, where higher-
quality assets are required for margining.

balance sheet,'4 dealers are able to
maintain larger inventories at a lower
cost, which may allow them to quote
prices on (i.e., offer to sell) a larger
volume or wider array of securities.
Second, by enabling dealers to borrow
securities on a short-term basis, repo
markets allow dealers to quote prices for
securities they do not currently hold in
inventory but know they can access—a
virtual inventory. Without repos, a
dealer would have to maintain larger
inventories at increased capital costs to
make markets, adding to costs for the
dealer and, by extension, issuers and
investors. Thus, repo markets are
critical to dealer trading and supporting
market efficiency and liquidity.

The secondary market efficiency and
liquidity provided by repos depend on
a funding market with relatively stable
collateral values. Repos create a tight
coupling between funding liquidity and
market liquidity. This can create a
situation where a negative shock to the
value of assets in dealers’ portfolios
reduces their ability to fund those
portfolios. That reduces market
liquidity, which can further reduce
dealers’ ability to fund their portfolios.
Market liquidity provided by repos
reinforces and is reinforced by the
funding liquidity available to traders.
Shocks to either market liquidity or
funding liquidity can negatively affect
both, potentially leading to liquidity
spirals.15 In extreme scenarios, liquidity
spirals can manifest as fire sales in
which firms are forced to deleverage
with no ready buyers. That may cause
prices to plummet below assets’
fundamental value, which, in turn, may
force further deleveraging.

b. Structure of the U.S. Repurchase
Agreement Market

In the United States, repos are often
described as occurring in either the tri-
party or bilateral market. However, a
more precise way of describing the
segments of the U.S. repo market is to
distinguish between transactions that
are settled on the books of tri-party
custodian banks, and repos that are
settled on a delivery-versus-payment
(“DVP”’) basis. There are two market
segments that rely on tri-party custodian
banks for settlement. First, there is a
non-centrally cleared segment,
traditionally referred to as “‘tri-party
repo.” Second, there is a centrally
cleared segment, consisting of the

14 See Section II.A.ii, Repurchase Agreement
Background, Monetizing Liquid Assets.

15 See Markus K. Brunnermeier and Lasse Heje
Pedersen, “Market Liquidity and Funding
Liquidity,” The Review of Financial Studies, Vol.
22, no. 6 (June 2009), https://doi.org/10.1093/rfs/
hhno9s.
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General Collateral Financial Repurchase
Agreement service (“GCF Repo”), that
provides trade matching and netting
services on general collateral repos. DVP
transactions also occur in two segments:
Centrally cleared DVP repos; and
uncleared DVP repos, typically referred
to as bilateral repos, which involve two
parties contracting directly without a
central counterparty.

In tri-party repo, settlement occurs
through a bank that provides collateral
valuation, margining, and management
services. The settlement bank provides
back-office support to both parties in the
trade by settling the repo on its books
and confirming the terms of the repo,
such as eligible collateral and haircuts,
are met.1® Agreements in tri-party repo
are between specified counterparties
and are made on a general collateral
basis. In general collateral transactions,
cash providers accept classes of
securities at set haircuts rather than
specific securities.

In GCF Repo, qualified members of
the Fixed Income Clearing Corporation
(“FICC”) Government Securities
Division can trade repos on a general
collateral basis without revealing their
identities to counterparties. FICC, a
subsidiary of the Depository Trust &
Clearing Corporation (“DTCC”),
provides the GCF Repo service. GCF
Repo-eligible collateral consists of
government and agency securities
eligible for settlement via Fedwire, the
Federal Reserve’s payment and
settlement system.17 FICC acts as a CCP
for participating members. Interposing a
common counterparty for all
transactions allows broker-dealers to
limit counterparty risk and provides
netting benefits. Transacting in GCF
Repo is efficient because participants do
not have to assign collateral for each
specific trade; instead, collateral held at
a tri-party clearing bank is allocated to
net positions at the end of the day. The
elimination of trade-by-trade DVP
delivery requirements reduces
participants’ operational costs. The GCF
Repo service recently was expanded to
include Centrally Cleared Institutional
Triparty (“CCIT”), a channel through

16 Additionally, the settlement bank acts as
custodian for the securities held as collateral and
allocates collateral to trades at the close of the
business day. This ensures that the party receiving
securities receives the correct asset class, value, and
haircut, while confirming that any newly posted
collateral substituted during the life of the
transaction meets the cash provider’s collateral
requirements.

17 See Paul Agueci, Leyla Alkan, Adam Copeland,
Isaac Davis, Antoine Martin, Kate Pingitore,
Caroline Prugar, and Tyisha Rivas, ““A Primer on
the GCF Repo® Service,” Federal Reserve Bank of
New York Staff Reports no. 671 (2014), https://
www.newyorkfed.org/research/staff reports/
sr671.html.

which institutional counterparties
(other than investment companies
registered under the Investment
Company Act of 1940, as amended 18)
can participate as cash providers in GCF
Repo on a specified counterparty basis.
This new service may lead to a tighter
coupling between the GCF Repo and tri-
party repo market segments, because it
enables tri-party lenders that previously
could not participate in the GCF repo
market to lend directly to a cash
borrower in the GCF repo market.

Outside the tri-party custodian banks,
FICC operates the DVP Service as an
additional repo platform for qualified
members of its Government Securities
Division.1® Through this platform,
bilateral repo transactions are novated
to FICC, which then acts as a central
counterparty to the transactions.2° This
platform provides settlement netting for
legs of repo transactions occurring after
the initial date of the agreement.
Participants execute bilateral repos with
other FICC members and submit
security-specific trades for matching,
comparison, and settlement. While
some of these trades are negotiated on
a general collateral basis, their
settlement occurs on a specific-security
basis.

Finally, there are uncleared bilateral
repos, in which counterparties negotiate
repo transactions directly with one
another. A firm engaging in uncleared
bilateral repos must manage the
collateral flow, processing, settlement,
valuation, and margining itself.

Analysis of data on primary dealer
positions suggests that dealers act as
cash providers in $3.0 trillion of
bilateral repos, including those
conducted through the DVP Service.21

c. Data Available on U.S. Repurchase
Agreement Activity

While some members of the Council
have access to certain data about the
repo market, the data are insufficient to
draw a complete picture of U.S. repo
market activity and the associated

1815 U.S.C. 80a—1 et seq.

19 See David Bowman, Joshua Louria, Matthew
McCormick, and Mary-Frances Styczynski, “The
Cleared Bilateral Repo Market and Proposed Repo
Benchmark Rates,” FEDS Notes (February 27, 2017),
https://doi.org/l 0.17016/2380-7172.1940.

20 Novation in this context refers to the process
by which the clearinghouse becomes the
counterparty to both of the participants to the
transaction. Novation is the substitution or swap of
two parties in a contractual agreement., according
to Black’s Law Dictionary (10th ed., 2014).

21 See Viktoria Baklanova, Cecilia Caglio, Marco
Cipriani, and Adam Copeland, “The U.S. Bilateral
Repo Market: Lessons from a New Survey,” OFR
Brief Series no. 16—01 (January 13, 2016), https://
www.financialresearch.gov/briefs/files/OFRbr-2016-
01_US-Bilateral-Repo-Market-Lessons-from-
Survey.pdf.

vulnerabilities. As the financial crisis
demonstrated, high-quality information
is one of the best tools for identifying
the build-up of risk. While
improvements have been made, a full
picture of all segments of the U.S. repo
market is still largely unavailable. This
proposed collection will cover certain
centrally cleared repo transactions,
allowing the Office to gather data on a
mandatory basis on what it estimates to
be approximately one-quarter of the U.S.
repo market.22 While this proposed
collection will not yet provide a full
picture of the entire U.S. repo market,
when taken together with information
collected about other types of repos by
other regulators, discussed below, this
proposed collection will enable access
to transactional data on approximately
half of U.S. repo market activity.

i. Tri-Party Repurchase Agreements

The Board of Governors of the Federal
Reserve System (‘“‘Federal Reserve
Board”), through the Federal Reserve
Bank of New York (“FRBNY”),
supervises the two tri-party custodian
banks and, on a mandatory basis
pursuant to its supervisory authority,
collects daily data on transactions in
these markets.23 The data include
information on: The interest rate; the
counterparties; the collateral pledged;
the type of transaction; the transaction
initiation date; the transaction effective
date; the transaction maturity date;
whether the transaction is open-ended;
the value of the funds borrowed;
whether the transaction includes an
option; and, if the transaction includes
an option (e.g., the ability to extend or
terminate early), the minimum notice
period required to exercise it.24
Additionally, the FRBNY makes some
aggregated data on tri-party repo
publicly available. As of April 2018,
daily tri-party repo volumes totaled
about $1.8 trillion.25

ii. Centrally Cleared General Collateral
Repurchase Agreements

A centrally cleared general collateral
repo is a transaction that is cleared by

22 As measured by U.S. dollar volume.

23 Bank of New York Mellon (“BNYM”) and
JPMorgan Chase (“JPMC”) currently serve as the
two clearing banks in the tri-party repo market.
JPMC announced in July 2016 that it plans to exit
government securities settlement for broker-dealers
by the end of 2018. After 2018, BNYM may become
the sole clearing bank in the tri-party repo market
for Treasury securities. See Federal Reserve Board,
Request for Information Relating to Production of
Rates, 82 FR 41259, 41260 (August 30, 2017).

24 See 82 FR 41259, 41260 (August 30, 2017).

25 See Federal Reserve Bank of New York, “Tri-
Party-GCF Repo,” undated online content, https://
www.newyorkfed.org/data-and-statistics/data-
visualization/tri-party-repo#interactive/volume/
collateral value.
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https://www.financialresearch.gov/briefs/files/OFRbr-2016-01_US-Bilateral-Repo-Market-Lessons-from-Survey.pdf
https://www.newyorkfed.org/research/staff_reports/sr671.html
https://www.newyorkfed.org/research/staff_reports/sr671.html
https://www.newyorkfed.org/research/staff_reports/sr671.html
https://doi.org/10.17016/2380-7172.1940
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a CCP where the settlement obligation is
for an acceptable asset class as opposed
to a specific security. Currently, only
FICC offers this type of centrally cleared
U.S. service, through its GCF Repo
service. While the FRBNY has entered
into a voluntary agreement with an
affiliate of FICC, DTCC Solutions LLC
(“DTCC Solutions’), to obtain limited
daily data regarding GCF Repo
transactions,26 there is no mandatory
collection of detailed transaction data
from GCF Repo. The data set provided
under the voluntary agreement includes:
The interest rate of the transaction;
information on the collateral that may
be pledged in the transaction; the date
the transaction is initiated; the date the
transaction becomes effective; the date
the transaction matures; the value of
funds borrowed in the transaction; and
an indicator differentiating between
repos and reverse repos in relation to
the CCP.27 Notably, the data submission
to the FRBNY does not include the
identities of counterparties, although
the FICC platform collects this
information as a consequence of its
trade processing. As of September 2017,
daily GCF Repo volumes totaled about
$400 billion on a gross basis.28

iii. Centrally Cleared Specific-Security
Repurchase Agreements

A centrally cleared specific-security
repo is a transaction that is cleared by
a CCP where the settlement obligation is
for a mutually agreed upon specific
security, such as a security identified by
a particular CUSIP or ISIN.29 In the
United States, currently only FICC offers
this type of centrally cleared repo
service through its DVP Service, through
which bilateral repo transactions
become centrally cleared. As is the case
with existing centrally cleared general
collateral repo, there is no mandatory
regulatory collection of data on centrally
cleared specific-security repo. Like GCF
Repo, DTCC Solutions also provides
limited daily data on transactions under
FICC’s DVP Service to the FRBNY under

26 See 82 FR 41259, 41260 (August 30, 2017).

27 Id.

28 See Federal Reserve Bank of New York, “Tri-
Party-GCF Repo,” undated online content, https://
www.newyorkfed.org/data-and-statistics/data-
visualization/tri-party-repot#interactive/tripartygcf.

29 CUSIP is a nine-character alphanumeric code
that identifies a North American financial security
for the purposes of facilitating clearing and
settlement of trades. The CUSIP system is owned
by the American Bankers Association and is
operated by S&P Global Market Intelligence. The
International Securities Identification Number
(ISIN) is a 12-character alphanumeric code that
serves for uniform identification of a security
through normalization of the assigned National
Number. CUSIP serves as the National Securities
Identification Number for products issued in the
United States and Canada.

a voluntary agreement. The data include
information only on repos backed by
U.S. Treasury securities. For each trade,
information is provided on the interest
rate of the transaction; the specific
collateral that is pledged in the
transaction; the date the transaction is
initiated; the value of funds borrowed in
the transaction; and a field indicating
whether the CCP is lending cash or
securities.30 As with the GCF Repo
service, FICC’s DVP Service data
submission does not include
counterparty information. FICC’s DVP
Service is estimated to clear about $400
billion in same-day-start overnight repos
collateralized by Treasury securities
alone.31

iv. Uncleared Bilateral Repurchase
Agreements

Unlike the other three repo market
segments, the wholly bilateral nature of
uncleared repo means there is no central
source for comprehensive data. To
better understand the bilateral repo
market, determine the value of a
potential data collection, and gain
insights into the design of such a
collection, the Office and the Federal
Reserve, with input from the Securities
and Exchange Commission (“SEC”),
conducted a pilot program collecting
information on both centrally cleared
and uncleared bilateral repo
transactions. The pilot collection took
place in 2015 and gathered data from a
subset of U.S.-based broker dealers. The
results and lessons learned were
published in January 2016.32 While the
pilot did not survey all market
participants, the paper summarizing the
results of the pilot used data from the
Federal Reserve’s FR 2004 report, which
collects information on market activity
from primary dealers in U.S.
government securities, to estimate that
dealers provide on a daily basis about
$3.0 trillion in cash in cleared and
uncleared bilateral repo combined.33
Significant lessons were learned about
the uncleared bilateral repo market from
the pilot. The Office is considering a
separate rulemaking in the future to
collect data on an ongoing basis about
the uncleared bilateral segment of the
U.S. repo market.

30 See 82 FR 41259, 41261 (August 30, 2017).

31 See Bowman, Louria, McCormick, and
Styczynski (February 27, 2017).

32 See Office, Bilateral Repo Data Collection Pilot
Project, undated online content, https://
www.financialresearch.gov/data/repo-data-project/.
Nine bank holding companies voluntarily provided
data on their outstanding bilateral repo and
equivalent securities lending trades for three days.

33 See Baklanova, Caglio, Cipriani, and Copeland
(January 13, 2016).

III. Alternative Reference Rate
Background

LIBOR is a set of widely-used
reference rates for different currencies
and maturities that is intended to
represent the cost of unsecured
borrowing in the interbank market. The
sustainability of U.S. dollar LIBOR is
uncertain. In the wake of scandals
arising from misconduct related to
LIBOR submissions, banks have become
increasingly reluctant to participate in
the U.S. dollar LIBOR panel, and market
participants generally have trended
away from unsecured funding and
toward secured funding transactions.34
Only about one-quarter of current
benchmark 3-month U.S. dollar LIBOR
submissions are based on actual
transactions because of the low volume
of unsecured funding transactions.35
With fewer transactions, panel members
are less able to rely on arm’s-length
transactions as the basis for their
submissions, which subjects
participating firms to possible criticism
or litigation risk. For these reasons,
some U.S. dollar LIBOR participants
have questioned their continued
involvement. Recognizing the need to
continue LIBOR publication while
alternatives are identified and
operationalized, the U.K. Financial
Conduct Authority (“FCA”) released a
consultation paper discussing its ability
to compel banks to continue providing
submissions to the LIBOR panel.3¢ The
paper concluded that the FCA’s powers
are time-limited and cannot guarantee
the ongoing viability of LIBOR.
Subsequently, the FCA secured a
voluntary agreement with the LIBOR
panel banks for their continued
participation in LIBOR panels through
2021.37

For several years, the Council has
recommended the identification of
alternative reference rates.38 Most
recently, in its 2017 annual report, the
Council encouraged the completion of
work to develop a credible

34 See Office’s 2017 Financial Stability Report,
pp. 27-28.

35 See ICE Benchmark Administration’s ICE
LIBOR Quarterly Volume Report, Q1 2018, https://
www.theice.com/publicdocs/ICE_Libor_Quarterly
Volume Report Q1 2018.pdyf.

36 See Financial Conduct Authority, “Powers in
Relation to LIBOR Contributions” (June 2017), pp.
1516, https://www.fca.org.uk/publication/
consultation/cp17-15.pdf.

37 See Financial Conduct Authority, “FCA
Statement on LIBOR Panels” (November 24, 2017),
https://www.fca.org.uk/news/statements/fca-
statement-libor-panels.

38 See Financial Stability Oversight Council,
recommendations in 2014, 2015, 2016, and 2017
annual reports, https://www.treasury.gov/
initiatives/fsoc/studies-reports/Pages/2017-Annual-
Report.aspx.
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implementation plan to achieve a
smooth transition to the new rate.3°

Following a report by the Financial
Stability Board, the U.S. effort to
identify alternative interest rate
benchmarks to U.S. dollar LIBOR was
coordinated by the Federal Reserve and
supported by the Council.4° The Federal
Reserve convened the ARRC in
November 2014, with representation
from many of the largest dealers.4? This
body, a voluntary, industry-led effort,
worked to identify a preferred
alternative reference rate and lay out a
roadmap for a transition to that rate.

In December 2017, the Federal
Reserve Board announced that the
FRBNY, in cooperation with the Office,
would begin producing three new
reference rates based on repo
transaction data during the second
quarter of 2018.42 These three rates are
the tri-party general collateral rate, the
BGCR, and the SOFR. Publication of
these rates began on April 3, 2018.43
The BGCR consists of overnight repos
backed by Treasury securities that occur
in tri-party repo and the GCF Repo
service. The SOFR consists of overnight
repos backed by Treasury securities that
occur in the tri-party repo market, the
GCF Repo service, and the DVP
Service.#* The ARRC selected the SOFR
as its preferred alternative to U.S. dollar
LIBOR.45 The FRBNY is currently

39 See Financial Stability Oversight Council, 2017
Annual Report, p. 13, https://www.treasury.gov/
initiatives/fsoc/studies-reports/Documents/FSOC_
2017_Annual Report.pdf.

40 See Financial Stability Board report, Reforming
Major Interest Rate Benchmarks (July 22, 2014),
http://www.fsb.org/2014/07/r_140722/. See
Financial Stability Oversight Council, 2014, 2015,
2016, and 2017 annual reports, https://
www.treasury.gov/initiatives/fsoc/studies-reports/
Documents/FSOC%202016 %20
Annual%20Report.pdf.

41 See Alternative Reference Rates Committee,
minutes for December 2014 meeting, and list of
initial ARRC representatives (December 12, 2014),
https://www.newyorkfed.org/medialibrary/
microsites/arrc/files/2015/Dec-12-2014-ARRC-
Minutes.pdf. The committee’s current membership
is available at https://www.newyorkfed.org/arrc/
governance.html.

42 See Federal Reserve Board, Production of Rates
Based on Data for Repurchase Agreements, 82 FR
58397 (December 12, 2017).

43 See Federal Reserve Bank of New York,
Statement Introducing the Treasury Repo Reference
Rates (April 3, 2018), https://www.newyorkfed.org/
markets/opolicy/operating_policy _180403.

44 Production of this new rate, in addition to
addressing a financial stability issue, may improve
market liquidity, as benchmark regulation has been
found to do. See Matteo Aquilina, Gbenga Ibikunle,
Vito Mollica, and Tom Steffen, ‘“Benchmark
Regulation and Market Quality,” U.K. Financial
Conduct Authority Occasional Paper no. 27 (July 3,
2017), https://www.fca.org.uk/publication/
occasional-papers/op17-27.pdf.

45 See Alternative Reference Rates Committee,
The ARRC Selects a Broad Repo Rate as its
Preferred Alternative Reference Rate, (June 22,
2017), http://www.newyorkfed.org/medialibrary/

producing the SOFR and BGCR using
the tri-party repo data it collects from
BNYM through the Federal Reserve
Board’s supervisory authority and the
data it obtains through the voluntary
agreement with DTCC Solutions,
discussed above. This proposed
collection is expected to provide an
ongoing and expanded source of data to
support rates such as the SOFR and
BGCR, helping to fulfill the Council’s
recommendation for the identification
of alternative reference rates.

IV. Justification for Proposed Collection

a. Collection of Centrally Cleared
Repurchase Agreement Data

i. Importance of Centrally Cleared
Repurchase Agreement Data for
Monitoring Financial Stability Risks

The collection of data on the centrally
cleared segments of the repo market
marks an important step in carrying out
the Council’s recommendation to
expand and make permanent the
collection of data on the U.S. repo
market. The Council recommended a
permanent collection of repo data in its
2016 annual report to improve
transparency and risk monitoring which
was reiterated in the 2017 annual
report.4® The Office believes that the
proposed approach of collecting certain
cleared repo data from CCPs, which
already collect most or all of the
requested data during trade processing,
will result in lower aggregate costs to
market participants than a collection
from individual participants. FICC has
indicated that on average, it matches,
nets, settles, and risk-manages centrally
cleared repo transactions valued at more
than $1.7 trillion per day.4” This
proposed collection is expected to result
initially in reporting only from two
FICC services: The GCF Repo Service (a
general collateral repo service),
including CCIT; and the DVP Service (a
specific-security repo service). This
proposed collection, together with
existing data collected on tri-party
repos, will allow about half of the
estimated activity in the U.S. repo

microsites/arrc/files/2017/ARRC-press-release-Jun-
22-2017.pdf.

46 See Financial Stability Oversight Council, 2017
Annual Report, p. 14, https://www.treasury.gov/
initiatives/fsoc/studies-reports/Documents/FSOC _
2017 _Annual Report.pdfand 2016 Annual Report,
p. 14, https://www.treasury.gov/initiatives/fsoc/
studies-reports/Documents/FSOC%202016 %20
Annual%20Report.pdf.

47 See Depository Trust & Clearing Corporation,
DVP Repo Transactions, undated online content,
https://www.dtcclearning.com/products-and-
services/fixed-income-clearing/government-
securities-division-gsd/dvp-service/dvp-repo-
transactions.html.

market by volume to be analyzed and
monitored.*8

The collection of transactional data on
centrally cleared repos is key to the
Council’s effective identification and
monitoring of emerging threats to the
stability of the U.S. financial system.
The repo market plays a number of
critical functions which have associated
vulnerabilities that could give rise to
conditions that impair the ability of
repo markets to perform. These
functions also create linkages between
different financial markets and
institutions, and therefore potential
channels for the propagation of shocks.
These vulnerabilities have developed in
the past into threats to U.S. financial
stability, most notably during the 2007—
09 financial crisis.*?

Despite the vulnerabilities, only one
of the four segments of the U.S. repo
market, the tri-party repo segment, is
currently subject to a mandatory
regulatory data collection. Data gaps and
the absence of mandatory collections are
a significant impediment to the
Council’s and its member agencies’
ongoing ability to monitor
developments in the repo market and
potential emerging threats to financial
stability. The lack of comprehensive
data on repos creates material blind
spots with regard to the most active
short-term funding market in the U.S.
financial system. This proposed
collection is an important step in
eliminating these blind spots.

From a financial stability perspective,
it is important to monitor transactions
in centrally cleared repo for three
reasons. First, repos that are transacted
through a CCP on a blind-brokered basis
can act as a critical market for repo
borrowers that are under stress. Even
uncleared repos backed by high-quality
collateral can become sensitive to
counterparty risk, potentially resulting
in a run on the institution’s funding.5°
Shifts in activity from specific-
counterparty repos to blind-brokered

48 See Baklanova, Caglio, Cipriani, and Copeland
(January 13, 2016), using a method first outlined in
Copeland, et al., “Lifting the Veil on the U.S.
Bilateral Repo Market.” Liberty Street Economics:
http://libertystreeteconomics.newyorkfed.org/2014/
07/lifting-the-veil-on-the-us-bilateral-repo-
market.html.

49 During the financial crisis, the repo market first
began to show stress in the summer of 2007, and
runs on repos played a central role in the failures
of Bear Stearns and Lehman Brothers. These threats
can manifest quickly; the run on Bear Stearns took
place over less than a week. See Financial Crisis
Inquiry Commission, “Conclusions of the Financial
Crisis Inquiry Commission,” (January 2011) pp.
286-290.

50 See Adam Copeland, Antoine Martin, and
Martin Walker, “Repo Runs: Evidence from the Tri-
Party Repo Market” (2011), Federal Reserve Bank of
New York Staff Reports.
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transactions can therefore indicate
market perceptions that a firm may be
under stress.

Second, while counterparty risk is
mitigated by the use of CCPs, adverse
changes in the value of collateral can
propagate shocks arising elsewhere in
the financial system to CCP members by
impacting their ability to borrow in
centrally cleared repo.5! Further,
collateral held at tri-party custodian
banks that is used in centrally cleared
repos within the tri-party system is not
available for delivery outside of the tri-
party system, making information on the
collateral used in this venue important
for understanding broader market
dynamics.

Third, while CCPs offer benefits in
terms of settlement and risk
management, they may also propagate
shocks to their members. If a repo CCP
were to fail, the repo intermediation
capacity of the financial system would
be limited during a period of market
stress. Even if this risk were judged to
be remote, in a circumstance where, as
here, there may be only one CCP,
disruption of such a critical service
could have severe implications. For
these reasons, and as noted by the
Council in its 2017 annual report,
further analysis of risks related to CCPs
is appropriate.52

Questions:

1. Is a data collection on centrally
cleared repo transactions as proposed
appropriate? Does a centrally cleared
repo collection support the Council’s
recommendations?

2. To what extent may collecting
counterparty information improve
financial stability monitoring?

ii. Importance of Centrally Cleared
Repurchase Agreement Data to
Alternative Reference Rates

This proposed collection is expected
to support the calculation of the SOFR,
the ARRC’s preferred alternative
reference rate. The SOFR relies on
Treasury repo data from three of the
four segments of the U.S. repo market.

51 The linkages between funding and asset
markets creates risk of spillovers from one market
to another because of the shared use of collateral.
Price impacts on collateral arising from the forced
sale of collateral due to the lack of confidence in
the collateral or a particular counterparty can have
widespread effects beyond the original transactions,
leadin