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Watching RRP Drain

The Fed Was Right - Higher Rates Mean Lower RRP

Since June 1, following resolution of the debt-ceiling impasse, the US Treasury has issued
approximately $1.3 trillion (net) in T-bills. Over the same period, the overnight reverse
repurchase program (RRP) at the NY Fed has declined over $1 trillion, in line with what had
been promised by Fed officials for months prior to June 1. The Treasury General Account

(TGA) has been topped up close to Treasury’s projected Q3 level and is just shy of $700bn.

This happy set of circumstances suggests that despite the eye-watering quantity of supply
from Treasury that has been issued in that period, the process has gone smoothly, and that
markets are achieving what we thought might have been more difficult. Higher T-bill supply, at
higher yields (thanks to Fed policy) has allowed money market mutual funds (MMFs) to

switch out of the — then relatively attractive — RRP and into bills.

Don’t forget that over this entire period, there has been an almost weekly progression higher
in MMF assets. On May 31, MMFs managed $5.4 trillion in assets. By Oct. 11, the last day for
which we have observations, the Investment Company Institute reports this sum to be up to
$5.7 trillion. There seems to be little doubt that these monies are flowing into T-bills as well,

given the cheapness of these securities.

What happens if RRP continues to drain at this pace? At some point, the money from RRP
will run out, and we question who will be able to absorb the additional supply of T-bills we
expect to keep coming. The proverbial “man on the street” will be one source, and again, we
can understand why holding a perceived very safe asset of short duration (either via MMFs or
directly from Treasury) with such an attractive return would be appealing, especially in a

world where volatility in equities and long-end Treasuries could rise.



Last week, we somewhat tongue-in-cheek remarked that our iFlow data showed that real
money was happy with a “T-bill and chill” strategy. We reiterate that now. However, once the
RRP drains to negligible levels, the T-bill buyers might have run out of appetite, and this could
portend some liquidity concerns at the front end of the curve. That time may seem a long way
off but recall that it was a mere 4 2 months ago that we were concerned about RRP well
north of $2 trillion. Things can develop quickly in markets, and it's not too early to start to

ponder what could happen next.

Reserves Resilient While Reverse Repo Recedes

Major Fed balance sheet liabilities
4500

4000
3500
3000
2500
2000
1500

1000
i

Oct 21 Feb 22 Jun 22 Oct 22 Feb 23 Jun 23 Oct 23

5 hillion

w— SRS TGA REP usage

Source: BNY Mellon, Federal Reserve Board of Governors, US Treasury

Don't Count On Foreigners To Buy The Bills

One source of T-bill demand absent now is the foreign channel. Our enhanced iFlow data
separates out US government bond flows by maturity bucket, the shortest duration segment
being the 0-1y part of the curve. We should caveat that this part of the curve is not just bills
but also includes any bond with 1y or less left on its term, e.g., a 10y bond issued in 2014

could fall into this bucket. Nevertheless, we think it's a good proxy for bill demand.

When we look at cross-border flows into the sub-1y bucket since the year began (chart
below), we see three distinct regimes. From the turn of the year through the end of May there
was a general trend toward selling short duration govvies, followed by a period of fairly solid
demand for most of the summer, particularly pronounced in June on the resolution of the debt
ceiling standoff, but generally lasting until the end of August. From that point on, we’ve seen
another drop in appetite from the beginning of September, right through the latest date for

which we have data.


https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGO2_472mBqUbElt8sXxyqexdpz9jOFvoqvUtWOnUykIR6qyteXYxlIrFxa_jkJZZkocSGRXEg=

Again, as mentioned above, there is a lot of time between now and when we think RRP could
dip so low that overall T-bill demand becomes potentially compromised. We cannot say with

any certainty when this point would be reached, or what foreign appetite for bills will be at that
time. However, if we get there without foreign demand for bills, we could see an exacerbation

of any liquidity issues that could arise at that time.
Cross-Border Investors Check Out For Now

iFlow: Cross border flows, USTs 0-1y in maturity
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Bank Borrowings Boom

We have observed that commercial bank borrowing is on the rise. While usage of the Fed'’s
Bank Term Funding Program (BTFP), put in place to ease the stresses of the regional
banking turmoil earlier this year, has stabilized at about $110bn, bank borrowings from all

sources have grown from about $1.5 trillion in March/April to over $2.25 trillion presently.

Note in the chart below the correspondence (in direction and dynamics, if not in levels)
between Federal Home Loan Bank (FHLB) advances and overall bank borrowing. This could
indicate either funding or liquidity stresses in the overall banking sector. We don’t think that
this is a significant problem for banks, but it deserves keeping an eye on, especially as the

BTFP nears the end of its one-year life span.

We know funding costs for banks have increased, either through higher deposit rates,
necessary to attract deposits as rates rise, or through money markets — withessed by rising
commercial paper spreads, higher interbank funding rates — and higher borrowing needs as

shown by the FHLB advances and the overall higher bank borrowing depicted below.



Advances Advance, Borrowings Rise

FHLB advances and commercial bank borrowing

2.50 900
2.25 750
2.00 600
5 5
= 1.75 450 =
b -
4 4
1.50 300
1.25 150
1.00 i

Sepl9 Mar20 Sep20 Mar2l Sep2l Mar22 Sepl? Mar23d Sep23

I FHLB Advances, rhs s Commercial bank borrowing B TFP, rhs

Source: BNY Mellon Markets, FDIC, Federal Reserve Board of Governors

Please direct questions or comments to: iFlow@BNYMellon.com

hn Veli
Jo els CONTACT JOHN
FX AND MACRO STRATEGIST FOR THE
AMERICAS



https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGO2_472lFWN17AetJzV6s7myzdpr-KJfVNjeyyJ2DRBgYVBxoDtkOlaf6gOOfm2es6TyMqsR8=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGO2_472p2r4DjEqIFGKcRHo6PoHnuYaiKezUHo_jUpSlxMB42IrapECthqZ1dLpfcVMTwVRa4=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGO2_472p2r4DjEqIFGKcRHo6PoHnuYaiKezUHo_jUpSlxMB42IrapECthqZ1dLpfcVMTwVRa4=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGO2_472ut0C6v72BPXaHs-whpuGcdPFn7nbh59zF00rSw9maU28jTBnzsqI0aePjnSGMRz1Kc=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGO2_472ut0C6v72BPXaHs-whpuGcdPFn7nbh59zF00rSw9maU28jTBnzsqI0aePjnSGMRz1Kc=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGO2_472qx3Biw5bphcFSinaR0FWpHJ6ygI-jRlIzVWwmZ0i5nGjA5DO-bvrQKXXq5OqSIXi3c=
https://email2.bnymellon.com/MzUzLUhSQi03OTIAAAGO2_472qx3Biw5bphcFSinaR0FWpHJ6ygI-jRlIzVWwmZ0i5nGjA5DO-bvrQKXXq5OqSIXi3c=

bnymellon.com

BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and may be used as a generic term to reference the corporation as a whole and/or its various
subsidiaries generally. This material and any products and services may be issued or provided under various brand names in various countries by duly authorized and regulated
subsidiaries, affiliates, and joint ventures of BNY Mellon, which may include any of the following. The Bank of New York Mellon, at 225 Liberty St, NY, NY USA, 10286, a banking
corporation organized pursuant to the laws of the State of New York, and operating in England through its branch at One Canada Square, London E14 5AL, UK, registered in
England and Wales with numbers FC005522 and BR000818. The Bank of New York Mellon is supervised and regulated by the New York State Department of Financial Services
and the US Federal Reserve and authorized by the Prudential Regulation Authority. The Bank of New York Mellon, London Branch is subject to regulation by the Financial Conduct
Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of our regulation by the Prudential Regulation Authority are available from us on
request. The Bank of New York Mellon SA/NV, a Belgian public limited liability company, with company number 0806.743.159, whose registered office is at 46 Rue Montoyerstraat,
B-1000 Brussels, Belgium, authorized and regulated as a significant credit institution by the European Central Bank (ECB), under the prudential supervision of the National Bank of
Belgium (NBB) and under the supervision of the Belgian Financial Services and Markets Authority (FSMA) for conduct of business rules, and a subsidiary of The Bank of New York
Mellon. The Bank of New York Mellon SA/NV operates in England through its branch at 160 Queen Victoria Street, London EC4V 4LA, UK, registered in England and Wales with
numbers FC029379 and BR014361. The Bank of New York Mellon SA/NV (London Branch) is authorized by the ECB and subject to limited regulation by the Financial Conduct
Authority and the Prudential Regulation Authority. Details about the extent of our regulation by the Financial Conduct Authority and Prudential Regulation Authority are available
from us on request. The Bank of New York Mellon SA/NV operating in Ireland through its branch at 4th Floor Hanover Building, Windmill Lane, Dublin 2, Ireland trading as The
Bank of New York Mellon SA/NV, Dublin Branch, is authorised by the ECB and is registered with the Companies Registration Office in Ireland No. 907126 & with VAT No. IE
9578054E. The Bank of New York Mellon, Singapore Branch, subject to regulation by the Monetary Authority of Singapore. The Bank of New York Mellon, Hong Kong Branch,
subject to regulation by the Hong Kong Monetary Authority and the Securities & Futures Commission of Hong Kong. If this material is distributed in Japan, it is distributed by The
Bank of New York Mellon Securities Company Japan Ltd, as intermediary for The Bank of New York Mellon. If this material is distributed in, or from, the Dubai International
Financial Centre (“DIFC”), it is communicated by The Bank of New York Mellon, DIFC Branch, regulated by the DFSA and located at DIFC, The Exchange Building 5 North, Level 6,
Room 601, P.O. Box 506723, Dubai, UAE, on behalf of The Bank of New York Mellon, which is a wholly-owned subsidiary of The Bank of New York Mellon Corporation. This
material is intended for Professional Clients only and no other person should act upon it. Not all products and services are offered in all countries.

The information contained in this material is intended for use by wholesale/professional clients or the equivalent only and is not intended for use by retail clients. If distributed in the
UK, this material is a financial promotion.

This material, which may be considered advertising, is for general information purposes only and is not intended to provide legal, tax, accounting, investment, financial or other
professional advice on any matter. This material does not constitute a recommendation by BNY Mellon 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 Mellon 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 Mellon assumes no direct or consequential liability for any errors in or reliance upon this material.

This material may not be distributed or used for the purpose of providing any referenced products or services or making any offers or solicitations in any jurisdiction or in any
circumstances in which such products, services, offers or solicitations are unlawful or not authorized, or where there would be, by virtue of such distribution, new or additional
registration requirements.

The terms of any products or services provided by BNY Mellon to a client, including without limitation any administrative, valuation, trade execution or other services shall be solely
determined by the definitive agreement relating to such products or services. Any products or services provided by BNY Mellon shall not be deemed to have been provided as
fiduciary or adviser except as expressly provided in such definitive agreement. BNY Mellon may enter into a foreign exchange transaction, derivative transaction or collateral
arrangement as a counterparty to a client, and its rights as counterparty or secured party under the applicable transactional agreement or collateral arrangement shall take
precedence over any obligation it may have as fiduciary or adviser or as service provider under any other agreement.

Pursuant to Title VIl of The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 and the applicable rules thereunder, The Bank of New York Mellon is provisionally
registered as a swap dealer with the Commaodity Futures Trading Commission (‘“CFTC”) and is a swap dealer member of the National Futures Association (NFA ID 0420990).

BNY Mellon (including its broker-dealer affiliates) may have long or short positions in any currency, derivative or instrument discussed herein. BNY Mellon has included data in this
material from information generally available to the public from sources believed to be reliable. Any price or other data used for illustrative purposes may not reflect actual current
conditions. No representations or warranties are made, and BNY Mellon assumes no liability, as to the suitability of any products and services described herein for any particular
purpose or the accuracy or completeness of any information or data contained in this material. Price and other data are subject to change at any time without notice.

Rates: neither BNY Mellon nor any other third party provider shall be liable for any errors in or delays in providing or making available the data (including rates, WM/Reuters
Intra-Day Spot Rates and WM/Reuters Intra-Day Forward Rates) contained within this service or for any actions taken in reliance on the same, except to the extent that the same is
directly caused by its or its employees’ negligence. The WM/Reuters Intra-Day Spot Rates and WM/Reuters Intra-Day Forward Rates are provided by The World Markets Company
plc (“WM”) in conjunction with Reuters. WM shall not be liable for any errors in or delays in providing or making available the data contained within this service or for any actions
taken in reliance on the same, except to the extent that the same is directly caused by its or its employees’ negligence.

The products and services described herein may contain or include certain “forecast” statements that may reflect possible future events based on current expectations. Forecast
statements are neither historical facts nor assurances of future performance. Forecast statements typically include, and are not limited to, words such as “anticipate”, “believe”,
“estimate”, “expect”, “future”, “intend”, “likely”, “may”, “plan”, “project”, “should”, “will", or other similar terminology and should NOT be relied upon as accurate indications of future
performance or events. Because forecast statements relate to the future, they are subject to inherent uncertainties, risks and changes in circumstances that are difficult to predict.

iFlow® is a registered trademark of The Bank of New York Mellon Corporation under the laws of the United States of America and other countries.

This document is intended for private circulation. Persons accessing, or reading, this material are required to inform themselves about and to observe any restrictions that apply to
the distribution of this information in their jurisdiction.

Currency Administration is provided under and subject to the terms of a definitive agreement between BNY Mellon and the client. BNY Mellon exercises no investment discretion
thereunder, but acts solely pursuant to the instructions in such agreement or otherwise provided by the client. Unless provided by definitive agreement, BNY Mellon is not an agent
or fiduciary thereunder, and acts solely as principal in connection with related foreign exchange transactions.

All references to dollars are in US dollars unless specified otherwise.

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

The Bank of New York Mellon, member FDIC.

© 2020 The Bank of New York Mellon Corporation. All rights reserved.


http:bnymellon.com

	BNY Mellon
	Aerial View Disclaimer



