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Overnight funding risk

Cleared repo activity has traditionally had a higher concentration of overnight trades then
uncleared activity. As the market shifts to mandated clearing, will a higher concentration of
overnight trades make it more vulnerable to shocks in overnight rates?

o Most dealer lending is still uncleared although this is declining as a share of total funding ahead
of the SEC’s mid-2027 deadline.

¢ Roughly 60% of the uncleared funding provided by dealers has an overnight tenor
compared to 70% or so in the cleared bilateral market. Within the uncleared market, the
overnight share is higher for general collateral than for specific CUSIPs.

¢ Since early August, there has been a sharp increase in the volume of dealer sponsored
repo lending. This has been led by maturities under 30d.

o We expect the market’s sensitivity to overnight repo rates will increase as cleared
volumes rise. This could also push term funding rates higher as it is mechanically more
difficult to match offsetting end dates across these transactions. This may increase the
importance of the Fed’s standing repo facility (SRF) as a rate ceiling.

Overnight funding risk

Traditionally, cleared repo activity has a higher share of overnight trades than the (still) larger uncleared
market. We estimate that just under half of dealer-provided financing is currently cleared (Figure 1). As
this goes up ahead of the SEC’s mid-2027 deadline, could funding market sensitivity to overnight
interest rates increase?

We focus on dealer-provided financing for two reasons. First, dealers largely finance themselves at
overnight tenors in the (uncleared) tri-party market. Between 90-95% of this financing is overnight.
Centrally clearing these transactions is unlikely to increase their exposure to overnight rates. Second, the
counterparties that borrow from dealers in repo are less likely to have access to Fed liquidity programs
such as the SRF or discount window. This could make their Treasury positions more sensitive to
changes in overnight rates as dealer lending tenors become increasingly overnight. We use data
collected weekly from the Federal Reserve Bank of New York on primary dealer activity.
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Figure 1: Cleared activity (% total) Figure 2: Cleared activity growth (Dec-23=100)
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Rising volume...

Although the SEC delayed the mandatory implementation date by a year, the repo market is
steadily moving toward clearing all its non-central bank activity. Cleared bilateral and sponsored
repo volumes have increased since the SEC mandate was released in December 2023. Volumes are up
40 and 125%, respectively (Figure 2). A recent paper highlights this rapid growth. Between December
2020 and August 2022, the number of sponsored participants in FICC increased by 38. But in the following
two years, 555 participants signed up.? While both cleared bilateral and sponsored repo are centrally
cleared through FICC, sponsored repo gives non-members (such as hedge funds) remote access to
clearing. The sponsor guarantees the non-member’s transaction to the FICC. The FICC is the
counterparty to every trade. And as the dealer faces the same counterparty on all cleared transactions it
can net its borrowing against its lending provided these offsetting trades have the same end date. Netting
shrinks the size of the dealer’s exposures and reduces its use of balance sheet capital. A smaller balance
sheet footprint gives dealers more intermediation capacity in the repo market. In return, the dealer
contributes to the FICC’s loss fund and pays VaR margin tied to the maturity of the collateral pledged.®

If all transactions had the same maturity end date, then every cleared repo trade would theoretically net
automatically. Of course, while there is robust demand for overnight financing, some borrowers prefer to
lock in their financing to protect against temporary rate shocks. Mechanically, it is easier to match the
demand and supply of short-maturity funding (largely overnight but up to 7d). Coordinating end dates
for longer maturities is complicated because cash lenders such as money funds face liquidity

1 Most (~80%) of the activity in cleared bilateral repo is against CUSIP-specific collateral

2 See “The Rise of Sponsored Service for Clearing Repo”, A. Copeland and R. Jay Kahn, Liberty Street
Economics, Federal Reserve Bank of New York, October 8, 2025.

3 Their margin is also sensitive to the direction and concentration of their trades and collateral.
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regulations that limit the tenors of their lending and these often do not match those looking for
term financing.

...but overnight activity will grow

Overnight lending has been a bigger share of dealer-provided financing in the cleared repo market than
for uncleared transactions. Roughly 60% of uncleared funding provided by dealers has an overnight
tenor compared to 70% or so in the cleared bilateral market (Figure 3). Daily uncleared funding from
dealers is about $1.5trn. Thus, as these transactions shift into the cleared market, their tenors will tilt more
toward overnights. We estimate this might increase dealer funding at overnight tenors by about 20% or
$150-200bn. Of course, nearly $900bn of this overnight activity is currently not cleared, so in aggregate,
overnight cleared activity might climb to $1.8trn by the mid-2027 deadline.

We made no distinction between the types and tenors of the collateral that dealers are now financing in
the uncleared market. However, the overnight share is higher for general collateral than for specific
CUSIPs (Figure 4). This likely reflects the type of activity that dealers are intermediating. In the uncleared
general collateral market, dealers are passing along financing raised in tri-party from money market funds
and other cash lenders. The borrower is merely looking for funding. By contrast, in the uncleared market
for specific collateral, borrowers may be looking for the equivalent of a left sock to match the right one.
Generally, once they have located the right “sock”, they may need to hold onto it for more than a day — for
example, to deliver into a futures contract. As a result, securing term financing may be more important to
these investors.

Figure 3: Overnight activity (% total) Figure 4: Overnight uncleared activity (% total)
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Higher term funding rates?

We think the shift toward clearing has so far not caused a spike in funding rates for two reasons. First,
bank reserves have remained ample to abundant. This has kept tri-party rates comfortably below IORB
although recently the spread has started to narrow (Figure 5). Second, demand for funding has been
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relatively balanced between overnight and term. This has kept the overnight shares in the cleared bilateral
and sponsored markets relatively stable (see Figure 3).

But recently, the demand for term funding has risen. In figure 6, we index dealer sponsored lending
to December 2024 to gauge growth in funding demand this year. Beginning in early August there was a
sharp increase in the volume of dealer sponsored lending — led by tenors shorter than 30d. While it is too
soon to know if this a temporary shift related to uncertainty around funding rates at quarter-end and the
effect of the Treasury’s cash restocking, we think it highlights a key potential issue in the market. An
increase in the demand for term funding could push these term rates higher as they are harder to fit into
a “nettable package” even within a larger cleared market. That is, while the trade will still be centrally
cleared, the dealer may struggle to find an offsetting term trade that allows it to net down its balance sheet.
Instead, it may be easier for the dealer and the borrower to roll overnight financing day-by-day. But that
leaves both exposed to swings in overnight interest rates.

Figure 5: Tri-party less IORB (bp) Figure 6: Term sponsored funding (Dec-24=100)
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