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NBFIs and Systemic Risk

* NBFls need access to liquidity in stress

* Liquidity can come from commercial banks or from selling
Treasuries or other securities in the market

 When banks and markets can’t or won’t provide liquidity to NBFlIs,
the official sector may feel compelled to respond

* Responses are costly, creating a need for macroprudential policies

* Acharya et al. (2024) highlight the centrality of commercial
banks as liquidity providers

* Treasury markets also are central to liquidity and financial
stability



Treasury Market Liquidity and Yield Volatility

U.S. Treasury (UST) Liquidity Index vs

Liquidity Indices: 10 Day Moving Average Implied Volatility - 10-Year Tenor
8
[}
7 10
g o
6 = °
S 8
L
2 4 )
N 2 \
B 3 =
5 g
< 2 o
EX: .
1 A
E o
0 5
-1 2
30 50 70 90 110 130 150
) -
Jun-19 Jun-20 Jun-21 Jun-22 Jun-23 Volatility (bps/yr)
2—year 10-Year 92019 2020 ®2021 2022 @2023 @2024

Notes: Index inputs are bid-ask, inverted depth, and price impact. For each security, calculated as a simple average of 3 year rolling z-scores for
each input.

Source: U.S. Department of the Treasury
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Strengthening Treasury Market Resilience

* The work has been structured as five workstreams

* Four workstreams to improve the resilience of supply of
Treasury-market liquidity
* Improving the resilience of market intermediation
* Improving data quality and availability
* Evaluating expanded central clearing
* Enhancing trading venue transparency and oversight

A fifth to reduce surges in demand for liquidity
* Examining effects of leverage and fund liquidity risk management



Long Positions
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Long and Short Treasury Futures Positions by Category
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Short Positions
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