


organizational structures, the IFR impacts each firm differently. Consequently, our
recommendations in this letter would not have uniform impacts across SIFMA member firms
and may have greater relevance for certain firms.

The IFR is an appropriate response to the COVID-19 crisis and is consistent with safety
and soundness

One of the immediate economic impacts of the COVID-19 crisis was a large increase in
customer deposits received by strong banking organizations, including SIFMA’s member firms.
In the absence of the IFR, the SLR would have potentially limited the capacity of banking
organizations to extend credit to the economy and deploy balance sheets in support of market-
making, since any increase in deposit liabilities results in a corresponding increase in a firm’s
assets and total leverage exposure. The IFR appropriately encourages banking organizations to
perform their critical deposit-taking role in our nation’s economy. Since the IFR limits relief to
deposits placed by banking organizations at Federal Reserve Banks, it is also consistent with
safety and soundness, as such cash placements are effectively riskless exposures.

The COVID-19 crisis has also led to a wide-ranging response by the U.S. government, which
has necessitated large increases in U.S. Treasury Department debt issuance. The U.S.
Treasury Department has announced that, for the second quarter of 2020, it “expects to borrow
$2,999 billion in privately-held net marketable debt, assuming an end-of-June cash balance of
$800 billion. The borrowing estimate is $3,055 billion higher than announced in February
2020.” Primary dealers, including primary dealer subsidiaries of holding companies subject to
the SLR, play a critical role in making markets in U.S. Treasury Department debt. Accordingly,
the IFR’s exclusion of U.S. Treasury securities removes a potential impediment that might
otherwise impair market-making capacity. This exclusion is also consistent with safety and
soundness, as any U.S. Treasury securities held by banking organizations pose effectively no
credit risk.

Potential refinements to the IFR

As noted above, we support the IFR as well as the Federal Reserve’s broader policy response
to the COVID-19 crisis. We also applaud the Federal Reserve’s swift decision to adopt the IFR
as the COVID-19 crisis was unfolding in its initial weeks, which has facilitated banking
organizations’ ability to dynamically support customers and markets during a devastating
economic period.

Our member firms have identified several areas where modest adjustments to, or expansions
of, the IFR would be consistent, we believe, with the policy objectives of supporting the
economy and protecting safety and soundness. While the impact of these potential adjustments
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This exclusion can be justified on three grounds. First, a banking organization entering
into a reverse repurchase agreement collateralized by U.S. Treasury securities has
credit exposure, through the collateralization, to the U.S. Treasury Department. As such,
conceptually, there is a strong basis for applying equivalent treatment to these
exposures and to direct holdings of U.S. Treasury securities. Second, the historic and
unprecedented increase in U.S. Treasury Department debt issuance may be expected to
result in increases in the need for U.S. Treasury security financing arrangements, which
could be met, in part, by banking organizations executing reverse repurchase transitions
with clients and counterparties that are collateralized by these securities. Third, banking
organizations commonly manage their liquidity reserves through a mix of direct holdings
of U.S. Treasury securities and “reversing in” such securities through repo-style
transactions. Extending the IFR to include repo-style transitions would recognize the
similar liquidity risk profiles of the two categories.

G-SIB Surcharge. U.S. GSIBs' institution-specific GSIB Surcharges are calculated based
on FR Y-15 reporting data, which includes a size indicator. In the current environment,
increases in banking organizations’ Federal Reserve Bank deposits and U.S. Treasury
securities holdings result, as is recognized by the IFR, from these organizations’ roles as
economic and market intermediaries, rather from risk-taking or other activities that pose
systemic risk concerns. Accordingly, the exclusions recognized in the IFR should apply
in equal measure to FR Y-15 reporting to avoid the possibility that SLR-excluded
exposures will result in higher GSIB Surcharge requirements.

Qualifying OECD central bank deposits. Question 2 in the IFR asks whether the Federal
Reserve should “exclude deposits at certain foreign central banks”? We believe that the
Federal Reserve should consider extending the IFR exclusion to qualifying OECD
central bank deposits, for two reasons.

First, extending the relief to qualifying OECD central bank deposits would recognize the
global nature of COVID-19 impacts and the practical need for banking organizations to
manage cash placements in major currencies. The Federal Reserve itself has taken
strong actions to address currency pressures across major markets through its foreign
central bank liquidity swap arrangements, which involves 14 major market central banks,
including some non-OECD central banks. Extending the IFR relief to qualifying OECD
central banks would similarly support banking organizations’ ability to manage cash
liquidity reserves throughout their global operations.

Second, while exposures to the Federal Reserve and U.S. Treasury Department have a
unique status in the U.S. prudential framework, exposures to OECD central banks
involve similar characteristics. Similar to Federal Reserve Bank deposits and U.S.
Treasury securities, U.S. Basel lll assigns a zero percent risk-weight to OECD central

Page | 4









