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The Story… 
 
There have recently been some interesting developments in the Federal Reserve Bank’s (FRB) 
balance sheet that are worth mentioning. These developments do not necessarily reflect any change 
in the FRB’s monetary policy, though a few variables mirror the trends witnessed during the worst 
phase of the Great Recession in 2008-09 and could be a cause for concern if they continue. We will 
be keeping a close watch on these variables and their trends in order to keep our readers informed as 
and when required. 
 
Reverse repurchase agreements (RRAs) climb to a new high… 
 
What is most noteworthy is the steep rise in reverse repurchase agreements (RRAs), also known as 
reverse repo. When a party, FRB in this case, buys securities with a promise to sell them back on a 
specified date in the future at a fixed higher price, such a transaction is known as RRA. Chart 1 given 
below shows the outstanding amount of RRAs with foreign officials and international accounts 
(FOIA).  
 

Chart 1: RRAs with foreign officials & international accounts, USD mn, weekly 

 
                        Source: Federal Reserve Bank (FRB) 

 
* Shaded region implies the 2008-09 recession as per National Bureau of economic Research (NBER) from      
December 2007 to June 2009 

 
 
For the week ending August 17, 2011, the FRB conducted reverse repo worth $25.4 bn, marking the 

highest weekly transaction at least since 2003. Although the 
weekly transactions have reduced since then, the outstanding 
amount of RRAs with the FOIA was $95.3 bn as per the 
recent data for the week ending September 21, 2011 (down 
from its peak of $103.4 bn in the first week of September), 
much higher than $65.4 bn at the end of July 2011. While 
the amount appears insignificant in this world of multi-
trillion dollars debts and deficits, it is important to note that 
there are no offsetting repo transactions (wherein the FRB 
buys securities, thereby injecting liquidity, with a promise of 
selling them back) since February 2009.  

While the amount appears 
insignificant in this world of multi-
trillion dollars debts and deficits, it 
is important to note that there are 

no offsetting repo transactions 
(wherein the FRB buys securities, 
thereby injecting liquidity, with a 

promise of selling them back) since 
February 2009 



FIRST GLOBAL                            www.first-global.us 
US Macroeconomic Research 

 2

 

Are rising RRAs normal or a cause for concern? 
 
There are two implications of the rising trend in reverse repo transactions. Firstly, it implies that the 
Fed is sucking money from the system at historically high levels with a promise to inject it back in 
less than 15 days (the maturity of the reverse repo transactions). In other words, this is a form of 
reverse QE. But why would the Fed do that when it has been assuring the markets that it will take 
whatever measures that may be required to support the markets? If the amount of reverse repo falls at 
a similar pace in the weeks to come, or repo transactions take place, then the cash flow will be 
balanced. 
 
The rising reverse repo could also be attributed to foreign officials withdrawing their deposits 
from European banks and depositing the same with the FRB via reverse repo transactions. There 
are a number of anecdotal evidences available that support this argument and is hardly 
surprising, considering the turmoil in the Euro Zone.  
 
However, one could also view the rising reverse repo as normal shuffling of deposits undertaken 
between central banks in order to reduce volatility in local currencies. 
 
Required reserve ratio increases to decade-high level in August 2011… 
 
A look at Chart 2 given below provides a clearer picture and shows the amount of required reserves 
(RR) that commercial banks are required to maintain with the FRB. The amount of RR increased 
from $78 bn at the end of July 2011 to $93 bn, as per the data available for the recent week. In terms 
of Y-o-Y growth, the amount of RR has been growing at a faster pace (up 38.7% Y-o-Y in the recent 
week), as shown in Chart 2 given below, which is comparable to the Y-o-Y growth recorded in late 
2008 and early 2009. 
 
 

Chart 2: Required reserves with the FRB 
 

 
                     Source: Federal Reserve Bank (FRB) 
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In other words, the ratio of required reserves to total deposits at commercials banks has increased 
from 0.60% at the time of the collapse of Lehman Brothers, which was the lowest level since at least 

1975, to 1.11% in September 2011, marking the 
highest level in a decade. This shows that the FRB 
wants commercial banks to maintain a higher portion 
of their deposits as reserves. This has two obvious 
implications: 1.) The total amount left with commercial 
banks, which has already been significantly impacted 
by huge excess reserves, is lower than the earlier 
levels, thereby negatively affecting their ability to lend 
to the retail markets; 2.) Consistently rising required 
reserves ratio indicates that the FRB does not believe 
in a sustained recovery and hence, wants commercial 
banks to be in a better position in comparison to the 
2008-09 period. 

 
A look at Chart 1 and Chart 2 shows that the increasing trend in reverse repo agreements is a 
cause for concern instead of being a normal trend. 
 
 
 
 

In other words, the ratio of required 
reserves to total deposits at commercials 
banks has increased from 0.60% at the 

time of the collapse of Lehman Brothers, 
which was the lowest level since at least 

1975, to 1.11% in September 2011, 
marking the highest level in a decade. 

This shows that the FRB wants 
commercial banks to maintain a higher 

portion of their deposits as reserves 



FIRST GLOBAL                            www.first-global.us 
US Macroeconomic Research 

 4

 
 
 
 
 
 
 
 
 
 
 
 
 

 FIRST GLOBAL (UK) Ltd. 
13, Regent Street, London SW1Y 4LR, 

United Kingdom 
Dealing Desk (UK & Europe): 

Tel. No.: +44-203-189 0057  
Email: uk@fglobal.com 

The information and opinions in this report were prepared by First Global Securities Ltd. Information contained herein is based on data obtained 
from recognized statistical services, issuer reports or communications, or other sources, believed to be reliable. However, such information has not 
been verified by us, and we do not make any representations as to its accuracy or completeness. Any statements nonfactual in nature constitute 
only current opinions, which are subject to change. First Global does not undertake to advise you of changes in its opinion or information. 
 
First Global and others associated with it may make markets or specialize in, have positions in and effect transactions in securities of companies 
mentioned and may also perform or seek to perform investment banking services for those companies. 
 
Whilst all reasonable care has been taken to ensure the facts stated and the opinions given are fair, neither First Global (UK) Limited nor FG 
Markets, Inc. nor any of their affiliates shall be in any way responsible for its contents, nor do they accept any liability for any loss or damage 
(including without limitation loss of profit) which may arise directly or indirectly from use of or reliance on such information. 
 
First Global (or one of its affiliates or subsidiaries) or their officers, directors, analysts, employees, agents, independent contractors, or consultants 
may have positions in securities or commodities referred to herein and may, as principal or agent, buy and sell such securities or commodities. An 
employee, analyst, officer, agent, independent contractor, a director, or a consultant of First Global, its affiliates, or its subsidiaries may serve as a 
director for companies mentioned in this report. 
 
First Global and its affiliates may, to the extent permitted under applicable law, have acted upon or used the information prior to or immediately 
following its publication, provided that we could not reasonably expect any such action to have a material effect on the price. 
This memorandum is based on information available to the public. No representation is made that it is accurate or complete. This memorandum is 
not an offer to buy or sell or a solicitation of an offer to buy or sell the securities mentioned. 
 
The investments discussed or recommended in this report may not be suitable for all investors. Investors must make their own investment decisions 
based on their specific investment objectives and financial position and using such independent advisors as they believe necessary. Where an 
investment is denominated in a currency other than the investor's currency, changes in rates of exchange may have an adverse effect on the value, 
price of, or income derived from the investment. There may be instances when fundamental, technical, and quantitative opinions may not be in 
concert.  
 
Past performance is not necessarily a guide to future performance. Income from investments may fluctuate. The price or value of the investments to 
which this report relates, either directly or indirectly, may fall or rise against the interest of investors. There are risks inherent in international 
investments, which may make such investments unsuitable for certain clients. These include, for example, economic, political, currency exchange 
rate fluctuations, and limited availability of information on international securities. 
 
The value of investments and the income from them may vary and you may realize less than the sum invested. Part of the capital invested may be 
used to pay that income. In the case of higher volatility investments, these may be subject to sudden and large falls in value and you may realize a 
large loss equal to the amount invested. Some investments are not readily realizable and investors may have difficulty in selling or realizing the 
investment or obtaining reliable information on the value or risks associated with the investment. Where a security is denominated in a currency 
other than sterling (for UK investors) or dollar (for US investors), changes in exchange rates may have an adverse effect on the value of the security 
and the income thereon. The tax treatment of some of the investments mentioned above may change with future legislation. The investment or 
investment service may not be suitable for all recipients of this publication and any doubts regarding this should be addressed to your broker.  
 
While First Global has prepared this report, First Global (UK) Ltd. and FG Markets, Inc. is distributing the report in the UK & US and accept 
responsibility for its contents. Any person receiving this report and wishing to effect transactions in any security discussed herein should do so only 
with a representative of First Global (UK) Ltd. or FG Markets, Inc. 
 
First Global (UK) Limited is regulated by FSA and is a Member firm of the London Stock Exchange. 
 
Additional information on recommended securities is available on request. 
 
This report may not be resold or redistributed without the prior written consent of First Global. 


