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Dash for cash: Liquidity recycling during the Iran conflict  
 

The FHLBs play a key role in recycling liquidity between money funds and banks through discount 

notes and advances. While we see some evidence of a dash for cash following the Iran conflict it 

is difficult to separate the effect from a stronger economy and demand for working capital.  

• During episodes like the 2020 and 2023 “dash for cash” C&I loan demand suddenly 
increased. Banks typically meet this demand through FHLB advances. 

 

• In turn, the FHLBs’ finance these secured loans by issuing short-term debt largely to money 
funds whose balances increase during a cash dash. Significantly, this liquidity recycling 
occurs outside the Fed’s balance sheet.  

 

• There is some evidence of an Iran conflict-related dash for cash. FHLB discount notes 
outstanding increased 25% in April. Money funds absorbed roughly 80% of this supply. 

 

• But corroborating evidence from C&I lending and non-financial CP issuance is weak. Both 
were trending higher before the conflict. This makes separating precautionary liquidity 
effects from stronger demand for working capital difficult. 

 

• That said, if the issuance pattern of discount notes only reflected a dash for cash, its magnitude 
this April would make it roughly the same size as the one following the SIVB collapse. 

 

Liquidity ecosystem  

The FHLBs were set up during the Great Depression to facilitate mortgage lending. Commercial banks, 
insurance companies, and credit unions are system members and provide capital to the FHLBs. In return, 
they can borrow from the FHLBs through secured loans called advances. Advances are secured mostly 
with single family mortgages and commercial real estate.  

At the end of March, FHLB advances totaled $735bn, or 56% of their total assets (Figure 1). Demand for 
advances is variable; it rises sharply during periods of financial stress like COVID and the March 
2023 SIVB failure and then quickly falls off. More than half of outstanding advances have maturities 
shorter than a year – this share also increases in periods of stress. The FHLBs hold another $80bn worth 
of mortgage loans that were either originated or purchased by their member banks. These are generally 
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conventional loans that have a government guarantee or insurance. The FHLB’s regulator, the FHFA 
defines advances and mortgage loans held as “primary mission assets”.1  

The FHLBs finance their assets by issuing debt that trades at a tight spread to US Treasuries. Because a 
significant portion of their assets is short maturity, their debt is also shorter maturity. Under 1y debt 
(coupons and discount notes) was 78% of their total obligations in March (Figure 2). Money market funds 
hold a significant amount of this – we estimate that at the end of March they held about 86% of the FHLB’s 
debt under 1y.  

 

Dashing for cash 

FHLB advances are part of a liquidity ecosystem that expands in stress periods and contracts 
once the stress has abated. During episodes like COVID and March 2023, the demand for cash and 
immediately accessible liquidity rise. In a “dash for cash” bank clients rush to draw on their unused credit 
lines – even if they do not need the immediate liquidity. Instead, they raise precautionary cash like 
travelers use ATMs ahead of a trip; better to have extra liquidity than need to borrow it later. Ahead of the 
nationwide shutdown in mid-March 2020, banks C&I loan demand jumped $185bn or 7.3%.  

Similar – although significantly smaller – credit line drawdowns occurred following the invasion of the 
Ukraine (February 2022) and after the SIVB collapse (March 2023). C&I lending increased by about $20bn 
in the week of both episodes. In each case, the borrowing was larger-than-normal and higher than the 
trend in prior weeks. The extra liquidity raised is pushed toward the largest banks, Treasury bills, or gov-
only money funds. During SIVB failure uninsured deposits shifted from smaller to larger banks.  

 
1 Until this month’s recission, the FHLBs were required, on average, to maintain a ratio of 70% between their 
primary mission assets and the total outstanding debt. This created a tension between their liquidity investments in 
fed funds and repo (not counted as primary mission assets) and the debt issued to finance them (included in the 
denominator of the ratio). 

Figure 1: Total advances ($bn)   Figure 2: Sub-1y debt (%) 

  

  

Source: FHLB, SMBC Nikko Source: FHLB, SMBC Nikko 
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Banks can meet the sudden increase in loan demand by selling assets or borrowing against them. 
They face three alternatives for the latter – the repo market, the Federal Reserve’s liquidity programs 
(discount window and SRP) or FHLB advances. Repo is available for securities collateral across all three 
channels. By contrast, whole loans cannot be repo’d in the market. However, banks are reluctant to borrow 
from the discount window and despite over $3trn in pre-placed collateral at the Fed, they prefer to use 
FHLB advances. 

Iran-conflict 

This April FHLB advances increased 25% from a month earlier and C&I lending rose nearly $50bn 
in the month suggesting a cash dash occurred during the Iran conflict. But while the increase in 
April borrowings is larger than surrounding months, C&I lending was trending higher before the start of 
the conflict (Figure 3). Similarly, non-financing CP issuance (both AA and A2/P2) also accelerated before 
the conflict (Figure 4).  

 

Both C&I lending and non-financial CP issuance have cooled since spring which suggests that some of 
the April increase in discount note issuance may have been driven by a precautionary liquidity effect. 
Indeed, since peaking in April, discount notes outstanding have shrunk 27% ($143bn) and returned to 
their February level. On the demand side it is difficult to find evidence of a flight to quality because tax 
payments were pulling money out of gov-only money funds. That said, money funds increased their FHLB 
allocations – absorbing much of April’s increased supply. Their holdings rose $84bn (11%) in April 
accounting for most of the $107bn increase in FHLB debt. Since April, money fund holdings have 
continued to increase albeit at a slower pace. 

As a result, while we suspect there was a dash for cash in April, it is difficult to separate the 
precautionary demand for liquidity from an unrelated increase in working capital demand 
predating the conflict.  If the entire increase in April discount note issuance was driven by the demand 
for precautionary liquidity, then the Iran-conflict’s cash dash was about the size of the one following the 
SIVB collapse.   

Figure 3: C&I loans (chng, $bn m/m)   Figure 4: Non-financial CP daily issuance ($bn) 

  

  

Source: FHLB, SMBC Nikko Note: 20d average. Source: FHLB, SMBC Nikko 
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Disclaimers 

This document has been prepared by SMBC Group (including, collectively or individually, Sumitomo Mitsui Banking 
Corporation (“SMBC”), SMBC Nikko Securities America, Inc., SMBC Nikko Securities Canada, Ltd., SMBC Capital Markets, 
Inc., SMBC Leasing and Finance, Inc., and JRI America, Inc.) and is being furnished by SMBC Group solely for use by the 
client(s) or potential client(s) to whom such materials are directly addressed and delivered. SMBC Nikko Securities America, 
Inc. (“SMBC Nikko America”) is a U.S.-registered broker-dealer. SMBC Nikko Securities Canada, Ltd. (“SMBC Nikko 
Canada”) is a U.S. and Canadian registered broker-dealer. SMBC Capital Markets, Inc. (“SMBC Capital Markets”) is a U.S. 
swap dealer registered with the Commodity Futures Trading Commission (“CFTC”). SMBC Group deal team members may 
be employees of any of the foregoing entities. In the U.S., capital markets and other investment banking activities for SMBC 
Group are performed by a combination of SMBC Nikko America, SMBC Nikko Canada, and SMBC Capital Markets. Derivative 
activities may be performed by SMBC Capital Markets or SMBC. Lending and other commercial banking activities are 
performed by SMBC and its banking affiliates. SMBC operates in the U.S. through state-licensed branches, and 
representative offices, and does not accept deposits from the general public. SMBC is not a member of the Federal Deposit 
Insurance Corporation (“FDIC”) and is not an FDIC-insured institution. Deposits placed with SMBC are not insured by the 
FDIC. FDIC deposit insurance coverage only protects against the failure of an FDIC-insured depository institution. Non-
deposit products are not insured by the FDIC; are not deposits; and may lose value, subject to certain limited exceptions.  
 
This document is for informational purposes only and is not intended to be advice, a recommendation, an offer to sell or the 
solicitation of an offer to buy any securities, enter into any transaction or adopt any hedging, trading or investment strategy, 
or any commitment to underwrite, subscribe for or place any securities, is not an offer or commitment to provide any financing 
or extension of credit or service, and does not contain any tax, accounting, or legal advice. Any transactions or strategies 
discussed herein do not take into account the particular investment objectives, financial situations, or needs of any client, and 
may not be suitable for all parties. This document is not a research report, and neither this document nor its author(s) is 
subject to SMBC Group policies and procedures that apply to the globally branded research reports and research analysts of 
SMBC Group and its affiliates or to legal requirements designed to promote the independence of investment research. This 
document has been prepared for and is directed exclusively at Qualified Institutional Buyers, sophisticated institutional 
investors, and other market professionals.  It is not intended for distribution to or use by retail customers.  
 
SMBC Group makes no representations to, and does not warrant, this document’s accuracy or completeness. In preparing 
this document, SMBC Group has relied on information available from third parties, including public sources, and we have 
assumed, without independent verification, the accuracy and completeness of such information. Any specific prices, indices 
or measures, including ranges, listed in this document were determined at or around the time the document was prepared 
and are subject to change without notice. SMBC Group expressly disclaims any liability for any results in connection with use 
of the information set forth herein, including, without limitation, any use of the information in the preparation of financial 
statements or accounting material. SMBC Group does not provide tax, accounting, or legal advice. Accordingly, any 
discussion of tax matters contained herein (including any attachments) is not intended or written to be used in connection 
with the promotion, marketing or recommendation by anyone for the purpose of avoiding any tax-related penalties. Prior to 
participating in any transaction or strategy, you should consult your own independent legal, tax, accounting and other 
professional advisors.  
 
This document may contain forward-looking statements, which may include projections, forecasts, income estimates, yield or 
return, future performance targets, or similar analysis. Any such forward-looking statements, prices, indices, or measures are 
based upon certain assumptions. All forward-looking statements are based on the information available at the time the 
document was prepared and SMBC Group is not obligated to provide an update. Any opinions, projections, price/yield 
information or estimates are subject to change without notice. Actual events may differ from those assumptions or available 
information. There can be no assurance that any estimated returns or projections will be realized, that forward-looking 
statements will materialize, or that actual results will not be materially different from those presented herein. Past performance 
should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or 
implied, is made regarding future performance. The value, price, or income from transactions or strategies may fall as well as 
rise. SMBC Group or an affiliate may have a position in any of the underlying instruments, assets, indices or rates mentioned 
in this document, at any time.  
 
This document is confidential and is the property of SMBC Group, subject to copyright. Any reproduction of this document, in 
whole or in part, is prohibited, and you may not release this document to any person, except to your advisors and other 
professionals to assist you in evaluating the document, provided that they are obligated, by law or agreement, to keep the 
document confidential.  
 
©2026 SMBC Group. SMBC CONNECT is a trademark of Sumitomo Mitsui Banking Corporation. All rights reserved. 
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