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Repo Markets 

Members from both sides of the aisle were concerned about the recent volatility in the repo markets, 

specifically the two-day spike. Secretary Mnuchin agreed and expressed his shared concerns. He 

reassured members that a lot of different issues caused the spike and that it won’t happen again or 

on a prolonged basis. Secretary Mnuchin explained that it was not an issue of bank profits and that 

banks had plenty of liquidity to take up repo but did not want to because of different regulatory tests. 

He added it was partially a result of a congruence of different factors such as Treasury’s tax 

recoupment, partial reserves, and the regulatory structure. Rep. Ed Perlmutter (D-CO, 7) was 

especially unconvinced by Secretary Mnuchin’s testimony. 

 
 
 

Transition from LIBOR to SOFR 

Several members were highly concerned with the transition from LIBOR to SOFR and Secretary 

Mnuchin shared those concerns. Essentially, Secretary. Mnuchin explained FSOC was trying to 

prepare the banks as much as possible so that the transition can be smooth. He advocated for SOFR, 

explaining that it was highly liquid compared to LIBOR and that it cannot be manipulated. Secretary 

Mnuchin urged bipartisan consensus on this issue and said he might have to come back to Congress 

to ask for legislation. 

 
 

Leveraged Lending 

Democrats were primarily concerned with leveraged lending and the continued rise of it. Rep. Carolyn 

Maloney (D-NY, 12) asked if FSOC had a grasp on this and what they are doing besides monitoring it 

to keep leveraged loans in check. Secretary Mnuchin explained FSOC was focused on this issue and it 

had examined the exposure in FDIC banks, but that there is limited exposure at banks. Most of the 

leveraged lending has moved to the CLO market and that there is less systemic risk in these markets. 

Rep. Perlmutter raised that we might be overextending ourselves with this lending which Secretary 

Mnuchin refuted, saying that it was a good thing there was lots of lending. Rep. Alexandria Ocasio- 

Cortez (D-NY, 14) asked Secretary Mnuchin if he considered this a major risk to the financial system 

and he responded that it was not to the banking or insurance system. 

 
 

Financial Transaction Tax 
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Rep. Ann Wagner (R-MO, 2) and Rep. Brad Sherman (D-CA, 30) stood on opposite sides of this issue. 

Both Rep. Wagner and Ranking Member Patrick McHenry (R-NC, 10) felt that it would place taxes on 

stocks and bonds and would result in fewer trades. They opposed the argument that it would only 

affect the wealthy and asked what impact this would have on the financial system. Secretary Mnuchin 

expressed his concern on this tax and said it would be detrimental to many aspects like burdening 

economic growth and hurting pensions and 401(k)s. Additionally, it would increase trading costs and 

affect the federal debt. Rep. Sherman retorted that there were pros and cons to the tax and that all 

the concerns would be avoided with taxing the wealthy. 

 
 
 

Exchanges 

Ranking Member Patrick McHenry (R-NC, 10) 

• Ranking Member McHenry: During [yesterday’s] hearing I stated my concern with the 

transition from the reliance on LIBOR to SOFR. I think the issues we have and concerns we 

have there are about financial stability. And it’s also magnified by recent Fed actions in the 

repo market that we could see more of at the end of the year. Back to this question about 

LIBOR to SOFR. LIBOR is the underlying bank reference rate for about 200 trillion dollars in 

financial contracts worldwide and it’s set to be phased out as a bank reference rate by 2021 

and replaced with SOFR. Given the recent volatility in the repo markets, I’m concerned about 

the subsequent volatility in mortgages, auto loans, business loans and other consumer loans 

as the new reference rate is derived from secured overnight financing. Additionally, 

transferring LIBOR based legacy contracts to SOFR will undoubtedly lead financial institutions 

to renegotiate with customers. This is also an issue of financial stability and economic growth. 

 
• Ranking Member McHenry: FSOC outlined and highlighted that ending LIBOR as a 

reference rate is a concern to financial stability and recommends that member agencies 

work closely with market participants to identify and mitigate risks during the transition 

from LIBOR to SOFR. Do you believe that financial regulators are adequately prepared for 

this transition? 

 
• Secretary Mnuchin: Well I can assure you that this is something that we are very focused on, 

it is a risk as you’ve highlighted, we’ve outlined. Yesterday, just as an example, Chair Powell, 

myself, Randy Quarles, members of the OCC, the FDIC and others met with ten bank CEOs to 

specifically talk about this issue of LIBOR and the transition. We’re working closely with the 

SEC because we’re also very concerned about securities and how securities will transition in 

the role of trustees. We may need to come back to Congress at some point and suggest some 

regulatory language in law to deal with this, but I can assure you this is one of the top risks 
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we are very focused on. 
 
 

Rep. Carolyn Maloney (D-NY, 12) 

• Rep. Maloney: You’ve recently talked about LIBOR and SOFR in the hearing today. Do you 

think that issues in the repo market indicate that SOFR may be more volatile than 

anticipated? We’ve seen a lot of turbulence that’s raised some questions about it. 

 
• Secretary Mnuchin: No, I mean I am concerned about the transition from LIBOR to SOFR and 

that’s something that we are very focused on because it is both a regulatory issue, it’s a 

technology issue, it’s a legal issue. As it relates to SOFR and the volatility in those two days, 

over a long period of time it would not have a large impact on SOFR. But the thing we like 

about SOFR is that it is a market that can’t be manipulated, it’s highly liquid and its 

demonstrated and calculated unlike the LIBOR markets. 

 
• Rep. Maloney: Well that sounds like it is a good move. 

 
Rep. Brad Sherman (D-CA, 30) 

• Rep. Sherman: LIBOR instruments out there relying on the LIBOR index to the tune of 10 

trillion dollars and the LIBOR rate will not be published or may not very well be published 

after 2021. Mr. Secretary, you said in your opening statement ‘we recommend any new 

instruments that reference LIBOR should include fallback language to mitigate the risk if 

LIBOR becomes 

unavailable.’ Good. But still leaves use with two trillion dollars of the LIBOR based contracts 

that will still be outstanding at the end of 2021, they’ve already been written. These LIBOR 

legacy instruments. And we can’t amend these instruments without the consent of every 

participant, that’s impossible. I’m working on legislation that would solve this problem and 

link these LIBOR denominated instruments to SOFR. But it occurs to me you might be able 

to tell me we don’t need legislation. Does Treasury have the authority to issue regulations 

or does any executive branch agency have the authority to issue regulations to simply say if 

you’ve got a LIBOR contract and it doesn’t provide for a backup rate here’s how to do the 

calculations? And if you don’t have the authority do you want the authority? 

 
• Secretary Mnuchin: Yeah, so first of all let me acknowledge I agree this is a bipartisan issue. 

This is something we should work on and the work on this predated me coming to Treasury. 

So, this has been a long time. And as I mentioned earlier, we may come back to Congress and 

suggest that you pass legislation. 
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• Rep. Sherman: I would ask you this is not on your 2021 calendar. This should be on your 

December calendar, on your January calendar. 

 
• Secretary Mnuchin: I agree with you. 

 
• Rep. Sherman: I look forward to working with you, I need to know whether you need 

legislation, I need to know what you need and we need to make sure there aren’t two trillion 

dollars of debt instruments outstanding where people can’t determine what interest is 

supposed to be paid. 

 

Rep. David Scott (D-GA, 13) 

• Rep. Scott: I want to make sure I’m clear on your level of concern about the continued 

volatility in repo market and its impact on the calculation of SOFR. SOFR is a designated 

replacement rate for LIBOR. Now, I’ve listened to your response to Mr. McHenry and to 

the gentlelady from NY. And I want to be clear because I read your report the FSOC’s 2019 

financial stability report. Here’s what you said, “that market participants with significant 

exposure to LIBOR remain vulnerable if they do not sufficiently prepare all the way to the 

end of 2021. What did you mean for that and what did you mean about prepare? What are 

you doing to help the industry participants prepare? 

 
• Secretary Mnuchin: Two different issues that are related. I am concerned about what 

happened in the repo markets, that’s not just a concern for SOFR, broader concern we rely 

on these repo markets and it affects many individuals and institutions. We have had active 

discussions with the Fed on that issue. That does impact the LIBOR transition, but the LIBOR 

transition is a much larger problem. As I said, yesterday we convened a much larger group of 

the banks and regulators on this. 

 
• Rep. Scott: So, what did you mean by they will remain vulnerable? 

 
• Secretary Mnuchin: If banks and trustees and securities holders don’t prepare for the 

transition, there are trillions of dollars that people could wake up in 2021… 

 
• Rep. Scott: And by prepare you mean to do what? 

 
• Secretary Mnuchin: It’s a list of everything from prepare technology so that they have the 

ability, prepare the legal analysis, prepare a transition. People literally have hundreds of 

thousands of transactions and as I said part of this may be coming back to Congress and 
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asking you to pass legislation. There may be serious legal issues that we are still exploring. 
 
 

Rep. John Rose (R-TN, 6) 

• Rep. Rose: FSOC’s transition away from LIBOR as a reference rate. LIBOR is set to be phased 

out as a bank reference rate by 2021 from the FSOC’s September notes I see that LIBOR is the 

underlying rate for approximately 200 trillion in financial contracts worldwide. I know this will 

likely cause a bit of disruption in our markets and that the alternative reference rate 

committee’s preferred alternative to LIBOR is SOFR. What makes the SOFR a 

suitable alternative? 

 
• Secretary Mnuchin: The most important issue is that we have a transition from all these loans 

and all these securities. The thing we like about SOFR and again this work predated me, is 

that it is a very liquid market that can’t be manipulated and is readily calculable. I met with a 

group of banks yesterday, there may also be no different than there were LIBOR loans and 

there were prime loans, there may be more of a credit-oriented index that develops as well. 

We are very focused on the transition. 

 
• Rep. Rose: How is Treasury engaging with stakeholders? 

 
• Secretary Mnuchin: We have a huge group working on as I mentioned, yesterday a bunch of 

regulators met with ten of the CEOs and continue to have outreach. 
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