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Supporting a Safe and Liquid U.S. Treasury Market 
Last year we highlighted the importance of safety and liquidity in the United States 
Treasury market as it navigates through several key structural forces, including: 
fiscal and monetary policy, regulatory changes and market structure changes. 

Standing at over $29 trillion today, there is no other government bond market as 
deep or liquid as the U.S. Treasury market, and it plays a critical role in the global 
economy. The market continues to grow rapidly, expected to nearly double to over 
$52 trillion within the next decade (Figure 1).1

One of the most significant changes to come is the SEC’s central clearing mandate, 
which will fundamentally alter how market participants interface with the  
Treasury market, potentially requiring $4 trillion in daily transactions to be 
centrally cleared.2 These changes are intended to improve the safety of the  
U.S. Treasury market by reducing counterparty and settlement risk in stressed 
times, though may come with higher demands for liquidity.

A more resilient Treasury market will depend on solutions that promote both its 
safety and liquidity. One potential solution that has generated attention in recent 
months is leverage ratio reform, aimed at providing additional capacity for  
Treasury market intermediation and liquidity, particularly during times of stress. 

What Are Leverage Ratios and Why Do They Matter?
In the aftermath of the Global Financial Crisis, regulators undertook a series of 
steps to better support the health and safety of the U.S. financial system. Today, 
U.S. banking organizations are subject to a number of regulatory requirements 
across liquidity, capital and other financial resources. A key component of  
capital requirements is leverage ratios. 
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FIGURE 1:  U.S. DEBT HELD BY THE PUBLIC OUTSTANDING

Source: Bloomberg, quarterly, non-seasonally adjusted. January 2025 CBO debt projections reflected

0

10

20

30

40

50

2008 2010 2012 2014 2016 2018 2020 2022 2024 2026 2028 2030 2032 2034

U.S. Debt Held by the Public Outstanding ($T) CBO Projections (January 2025, $T)



  3A PATH TO A MORE RESILIENT U.S. TREASURY MARKET: LEVERAGE RATIO REFORM

Intended to supplement risk-based capital requirements, 
leverage ratios require banks to hold a minimum amount 
of capital agnostic to the composition or “risk” of a firm’s 
balance sheet in the event risk-based capital levels are 
insufficient.3 For example, leverage ratios would require a 
bank to hold the same amount of capital for a highly liquid 
U.S. Treasury bond as it would an equivalent, less liquid 
private loan, all else equal. 

There are different types of leverage ratio requirements: 
U.S. banking organizations are subject to the Tier 1 Leverage 
ratio (T1L). The largest firms must also comply with the 
Supplementary Leverage Ratio (SLR), which includes 
certain off-balance sheet exposures. The U.S. Global 
Systemically Important Banks (GSIBs) are also subject to  
an Enhanced Supplementary Leverage Ratio (eSLR). 

Leverage ratios play a key role in shaping how banking 
organizations engage in core activities and markets, 
such as the U.S. Treasury market. Banking organizations 
provide liquidity through market-making activity, extend 
financing through repo and reverse repo transactions, and 
hold significant quantities of U.S. Treasurys. Each of these 
activities can expand the total size of a bank’s balance 
sheet and, in turn, affect its leverage ratio(s). With the size 
of the U.S. Treasury market expected to continue to grow 

rapidly, regulators are focused on efforts to promote a more 
resilient U.S. Treasury market and banking organization 
intermediation, particularly during times of stress.4

Impacts to the U.S. Treasury Market and  
U.S. Banking Sector
While leverage requirements were initially intended as a 
“backstop” to risk-based capital requirements, they have 
become the main or “binding” constraint for a number 
of firms. This can result in distorted outcomes when 
consistently binding on banking organization activities 
for a period of time. Furthermore, leverage can bind more 
quickly during times of stress, when banking organization 
balance sheets can see larger than usual demand for 
Treasury trading and financing activity, or inflows of 
deposits, including those that coincide with sizable fiscal 
and monetary policy responses. 

More recently, as a result of regulatory and liquidity risk 
management changes following the Global Financial Crisis, 
large banking organizations now hold higher levels of U.S. 
Treasurys and other lower-risk assets (Figure 2). However, 
these efforts to promote higher levels of liquidity can come 
into conflict with similar efforts to limit excess leverage. 

FIGURE 2:  MIX OF CASH AND U.S. TREASURY SECURITIES AS A PERCENT OF TOTAL ASSETS  
	 FOR SELECT LARGE U.S. BANK HOLDING COMPANIES  

Source: Regulatory filings, reflects quarterly balance sheet levels vs YE2015 for select large U.S. bank holding companies
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While these liquidity regulations incentivize holding higher levels of these  
High-Quality Liquid Assets (HQLA), which include cash and Treasury securities, 
the higher mix has consequently led to reduced balance sheet capacity from 
leverage constraints that could be otherwise used for additional low-risk 
activity, such as U.S. Treasury market intermediation.5

This was observed during the “dash for cash” at the onset of the COVID-19 
pandemic. Alongside a significant fiscal and monetary policy response  
to the crisis, regulators also provided targeted temporary leverage relief  
to the largest firms to ease strains in the Treasury market, promoting  
additional intermediation capacity and liquidity, as well as increasing  
banking organizations’ ability to provide credit as balance sheets rapidly 
expanded (Figure 3).6

Banking organizations that are consistently leverage bound may be more inclined 
to increase the amount of “risk” per dollar of balance sheet, depending on their 
business model, given leverage ratios require the same amount of capital to be 
held irrespective of the type or “riskiness” of their assets. As a result, that same 
firm may be less inclined to engage in low-risk activities, such as U.S. Treasury 
market intermediation. This is counter to risk-based capital requirements, which 
naturally require higher capital levels held against “riskier” activities. Several 
officials highlighted these perverse outcomes and how this dynamic can be 

Banking organizations that 
are consistently leverage 
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amount of “risk” per dollar 
of balance sheet, depending 
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the same amount of capital 
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the type or “riskiness” of 
their assets.

FIGURE 3:  GROWTH OF TOTAL ASSETS AND DEPOSITS FOLLOWING COVID-19  
	 FOR SELECT LARGE U.S. BANK HOLDING COMPANIES 

Source: Regulatory filings, quarterly levels for select large U.S. bank holding companies reflected, indexed to YE2018 where applicable
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capital to be held against all other assets on banks’ 
balance sheets. 

Another approach would be to reduce the leverage ratio 
requirement, effectively reducing the amount of capital 
(numerator) firms need to hold against their assets 
(denominator). This approach would still require capital to 
be held against lower-risk assets, while freeing up balance 
sheet capacity for leverage-bound firms to use at their 
discretion, though it may not be as targeted towards  
lower-risk activity as intended. 

Potential adjustments could also be directed at one or 
more leverage ratios. Implementing uniform changes 
across all leverage metrics would promote consistent 
regulatory treatment and align incentives throughout 
the banking sector, though it may face a higher hurdle 
for change.8 Modifying T1L would affect all banking 
organizations, while an adjustment to SLR (or eSLR) would 
specifically benefit the largest firms, which account for a 
large share of U.S. Treasury market activity. 

In the U.S., regulators recently released an initial proposal 
specifically focused on the eSLR requirements and are 
soliciting feedback from the public on the proposal, as 
well as other approaches, to best promote a more resilient 
banking sector and U.S. Treasury market.9

particularly challenging during times of stress, when it’s 
most important for U.S. Treasury market intermediation.7

While the targeted temporary relief expired, the level of 
lower-risk assets continued to grow, leading many to 
advocate for more permanent solutions to improve liquidity 
and intermediation, particularly during times of stress 
(Figure 4). Even more recently we’ve seen early signs of 
liquidity pressures in the U.S. Treasury and repo market, 
such as in early April following the elevated  
market volatility and over month-end periods. 

What Could Leverage Ratio Reform Look Like?
Leverage ratio reform could take several forms to adjust 
the level of capital banking organizations are required to 
hold against lower-risk assets, such as U.S. Treasurys, 
with two primary approaches: excluding assets from the 
denominator or reducing the ratio requirements.

Removing all or a portion of designated assets from the 
denominator of the leverage ratio calculation would provide 
firms with targeted balance sheet capacity to hold and 
intermediate these specific assets. This approach could 
specifically target the lower-risk assets, such as central 
bank reserves and/or U.S. Treasurys, while still requiring 

FIGURE 4:  U.S. TREASURY SECURITIES AT U.S. COMMERCIAL BANKS AND BANK RESERVES

Source: Federal Reserve, non-seasonally adjusted
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A Comprehensive Approach to Risk Management
While adjustments to leverage ratios may improve U.S. Treasury market 
intermediation, some market observers may point out that such adjustments 
could result in less capital across the banking sector to absorb unexpected 
losses. Although Treasury securities have limited credit risk, they are still 
subject to broader interest rate and liquidity risks like other fixed-income 
securities. As seen in the latest rate hiking cycle, banking organizations that 
purchased large quantities of long-dated U.S. Treasurys and other securities  
in the aftermath of the COVID-19 pandemic when yields were historically  
low, quickly saw the market values of those securities decline as the  
Federal Reserve rapidly raised interest rates to address rising inflation. 

While leverage requirements are a key component of a firm’s capital 
adequacy, they are one aspect of a firm’s broader regulatory and internal risk 
management framework. Sound banks prudently manage interest rate risk, 
liquidity risk and broader asset and liability management, employing several 
techniques such as disciplined planning and scenario analysis, ongoing 
stress testing and comprehensive risk limits, among others. 

Adhering to leverage ratio requirements alone will not guarantee a firm’s 
safety, as effective risk management requires a comprehensive approach. For 
example, the bank failures of 2023 showed institutions with large unrealized 
securities losses that failed were also compliant with leverage ratio 
requirements at the time. Analysis of these failures points to a number of 
other significant deficiencies at play, including insufficient risk management 
practices and controls.10 Today, the largest U.S. banks are subject to the 
highest standards of liquidity and capital management, including ongoing 
stress testing, which also includes unrealized losses in available-for-sale 
securities portfolios reflected in capital metrics. Irrespective of how leverage 
ratio reform may ultimately take shape, it’s important that robust, prudent 
and appropriate risk management practices continue to guide the industry. 

Looking Forward
With the U.S. Treasury market continuing to grow rapidly, both the public  
and private sectors should continue to explore additional solutions to 
promote a more resilient U.S. Treasury market. Appropriate leverage ratio 
reform paired with prudent risk management could provide liquidity and 
intermediation capacity tailwinds to the Treasury market during times of 
stress, while also preserving the safety and soundness of the U.S. banking 
sector. However, any changes should be thoughtful and applied consistently 
to achieve the desired outcome. Leverage ratio reform is one piece of a  
more holistic approach needed, which should also include better means  
of collateral mobilization and additional contingent funding sources, 
amongst other tools. Putting fiscal funding on a more sustainable path will 
also become increasingly important. Having played a role in supporting the  
U.S. Treasury market since its inception, BNY remains committed to promoting 
a safe and liquid U.S. Treasury market in an ever-evolving landscape.

Author: Alexander Cadmus,  
Head of Strategy, Global Liquidity 
Services at BNY

Nate Wuerffel, Head of Market 
Structure and Product Leader  
for BNY’s Global Collateral Platform, 
contributed to this article.
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BNY Mellon Saudi Financial Company is licensed and regulated by the Capital Market Authority, License number 20211-04, located in Alfaisaliah Tower, 18th 
Floor, King Fahad Road, P.O. Box 99936 Riyadh 11625, Kingdom of Saudi Arabia.

BNY Pershing is the umbrella name for Pershing LLC (member FINRA, SIPC and NYSE), Pershing Advisor Solutions (member FINRA and SIPC), Pershing 
Holdings (UK) Limited, Pershing Limited (UK), Pershing Securities Limited (UK), Pershing Securities International Limited (Ireland), Pershing (Channel Islands) 
Limited,  Pershing Securities Singapore Private Limited, and Pershing India Operational Services Pvt Ltd. BNY Pershing businesses also include Pershing X, Inc.  
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a technology provider.  Pershing LLC is a member of SIPC, which protects securities customers of its members up to $500,000 (including $250,000 for claims 
for cash). Explanatory brochure available upon request or at sipc.org. SIPC does not protect against loss due to market fluctuation.  SIPC protection is not the 
same as, and should not be confused with, FDIC insurance.  

Past performance is not a guide to future performance of any instrument, transaction or financial structure and a loss of original capital may occur.  Calls and 
communications with BNY may be recorded, for regulatory and other reasons.

Disclosures in relation to certain other BNY group entities can be accessed at the following website: https://www.bny.com/corporate/global/en/disclaimers/
eu-disclosures.html

This material is intended for wholesale/professional clients (or the equivalent only), and is not intended for use by retail clients and no other person should act 
upon it. Persons who do not have professional experience in matters relating to investments should not rely on this material. BNY will only provide the relevant 
investment services, and this material is only being distributed, to investment professionals. 

Not all products and services are offered in all countries. 

If distributed in the UK, this material is a financial promotion. If distributed in the EU, this material is a marketing communication.

This material, which may be considered advertising (but shall not be considered advertising under the laws and regulations of Singapore), is for general 
information purposes only and is not intended to provide legal, tax, accounting, investment, financial or other professional counsel or advice on any matter.  
This material does not constitute a recommendation or advice by BNY of any kind. Use of our products and services is subject to various regulations and 
regulatory oversight. You should discuss this material with appropriate advisors in the context of your circumstances before acting in any manner on this 
material or agreeing to use any of the referenced products or services and make your own independent assessment (based on such advice) as to whether the 
referenced products or services are appropriate or suitable for you.

 This material may not be comprehensive or up to date and there is no undertaking as to the accuracy, timeliness, completeness or fitness for a particular 
purpose of information given. BNY will not be responsible for updating any information contained within this material and opinions and information contained 
herein are subject to change without notice. BNY assumes no direct or consequential liability for any errors in or reliance upon this material.

Any references to dollars are to US dollars unless specified otherwise.

This material may not be reproduced or disseminated in any form without the prior written permission of BNY. Trademarks, logos and other intellectual 
property marks belong to their respective owners.

Money market fund shares are not a deposit or obligation of BNY.  Investments in money market funds are not insured, guaranteed, recommended or 
otherwise endorsed in any way by BNY, the Federal Deposit Insurance Corporation or any other government agency. Although a money market fund seeks to 
preserve the value of your investment at $1.00 per share, fund shares are subject to investment risk and your investment may lose value. Money market fund 
yield performance represents past performance, which is no guarantee of future results and investment returns will fluctuate. Before investing, investors 
should carefully consider the investment objectives, risks, charges, tax impact and expenses of the fund that are explained in each fund’s prospectus. The 
following factors, among many, could reduce any one fund’s income level and/or share price: interest rates could rise sharply, causing the value of the fund’s 
investments and its share price to drop; interest rates could drop, thereby reducing the fund’s yield; any of the fund’s holdings could have its credit rating 
downgraded or could default; and there are risks generally associated with concentrating investments in any one industry. Investments in instruments of 
non-U.S. issuers are subject to the risks of certain domestic events—such as political upheaval, financial troubles, nationalization (certain assets, entities or 
sectors) or natural disasters—that may weaken a country’s securities markets. Country risk may be especially high in emerging markets. Such investments 
may be affected by market risk on a global scale based on responses of certain foreign markets to markets of other countries or global market sectors. 
Foreign-currency denominated securities are subject to fluctuations in exchange rates that could have an adverse effect on the value or price of, or income 
derived from, the investment. Investments in foreign instruments are subject to the risk that the value of a foreign investment will decrease because of 
unfavorable changes in currency exchange rates.

The data (including any market data, indices, baskets, classifications, ESG assessments or derived data) available via this Portal (“Data”) are provided for 
investment professionals to assess critically and are not suitable for individuals or consumers. The Data may be inaccurate, subjective, delayed or incomplete 
or otherwise unsuitable for your purposes. Assessments of ESG criteria may be subjective and may not include ESG factors important to you. The criteria 
used for ESG assessments, their weightings and the inclusion of issuers or securities in an index or other information product may change without notice. 
Information provided by issuers to ESG Data providers may be inaccurate or subjective. You should not rely on or base any decision on the Data. You must 
comply with applicable laws and regulations when using the Data. Any indices in the Data may not be authorised or registered in the EU or UK for use as 
benchmarks under the EU Benchmarks Regulation or equivalent UK rules. To the maximum extent permitted by law, neither the Bank of New York Mellon 
nor its affiliates shall be liable for any loss or damage suffered by you or any other person resulting from any usage or non-availability of Data. The Bank of 
New York Mellon and its affiliates have no responsibility for Data from third parties. You must comply with third party terms and disclaimers, including the 
disclaimers at https://www.msci.com/notice-and-disclaimer. Your usage of this Portal is subject to the relevant terms agreed between you and the Bank of 
New York Mellon and/or its affiliates.

Please note that there are other investment options available to you in addition to those referenced above.  We would be happy to provide you with additional 
market information upon request (we shall have no responsibility for the accuracy of any market information provided).  The Bank of New York Mellon is not an 
investment advisor and is not providing you with investment advice.  If you require investment advice, please consult with an investment advisor. Investments 
in securities, including mutual funds, (i) are not insured in the relevant jurisdictions, (ii) are not bank-guaranteed, and (iii) may lose value.

The information we are providing regarding the BNY Funds (including Insight Funds etc) is only for your consideration. It is not a recommendation or an 
endorsement by us, nor are we providing you with investment advice. The BNY Funds are also not obligations of or guaranteed in any way by The Bank of  
New York Mellon (BNY) or its affiliates, or any other Bank.

The Bank of New York Mellon, member of the Federal Deposit Insurance Corporation (“FDIC”). Please note that many products and affiliates of The Bank of 
New York Mellon are NOT covered by FDIC insurance.

© 2025 The Bank of New York Mellon Corporation. All rights reserved.




