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In the midst of volatile trading conditions, lending securities in your portfolio can provide a 
stable source of income, with the loan fully secured by liquid collateral and further protected by 
BNY Mellon borrower default indemnification. 

In this article, BNY Mellon’s Agency Securities Finance team explains some of the basics of 
securities lending and details how lending can deliver meaningful performance enhancement to 
your portfolio even in the face of market volatility.  

What is securities lending?

A securities lending transaction is a temporary loan of securities between a lender (known as a 
beneficial owner) and an approved borrower. The loan is typically short-term and secured with 
collateral, either cash or high-quality securities, such as government bonds. 

Why should I lend my securities?

Assets sitting in your investment portfolio may have incremental revenue potential beyond 
dividends and price appreciation. By lending out those assets, you can unlock that potential by 
collecting fee income from a borrower who wishes to temporarily obtain securities you own. 

What securities can I lend? And what collateral would I receive against the loan?

You can lend global equities, corporate bonds, government securities and supranational debt.

The collateral you can receive includes cash (in US dollars, Euros, British pounds, Japenese yen, 
Canadian dollars or Australian dollars) and non-cash collateral including sovereign debt, global 
equities, investment grade corporate bonds, specific supranational debt and specific equity 
index baskets.

Adding Value Through 
Securities Lending



2  BNY Mellon Markets  | Adding Value Through Securities Lending | 

    This information is proprietary and confidential and provided solely for informational purposes.  

How does agency securities lending work? 

1.	 As a beneficial owner, you onboard 
with BNY Mellon as a member of our 
Agency Securities Lending Program. You 
stipulate the securities in your portfolio 
you are willing to lend out and identify 
the types of borrowers to whom you are 
willing to lend.

2.	 As your agent lender, we share your 
inventory of lendable securities with 
our community of approved borrowers. 
A borrower instructs us that they wish 
to borrow a lendable asset, posting 
cash collateral or non-cash collateral 
against the loan in excess of 100% 
of the market value of the borrowed                      
securities.

3.	 We invest cash collateral in money 
market instruments for the duration of 
the loan. When collateral consists of 
securities, a fee is negotiated for the 
loan shared between the beneficial 
owner and the agent lender.

4.	 When cash collateral is pledged, a 
rebate on the posted collateral may 
be paid to the borrower. The rest of 
the revenue is shared between the 
beneficial owner and the agent lender 
based on a pre-negotiated split.

5.	 The revenue from the loan is credited 
back to your account. At the conclusion 
of the loan, the borrowed securities are 
returned to your portfolio.

APPROVED                 
BORROWER

SECURITIES
CASH COLLATERAL

LENDER                                  
(BENEFICIAL OWNER)

F
E

E
 I

N
C

O
M

E

S
E

C
U

R
IT

IE
S

3

5

4

CASH/NON-CASH COLLATERAL

2

CASH INVESTMENT                   
ACCOUNT

Investment Revenue Rebate

Agent Lender

1



3  BNY Mellon Markets  | Adding Value Through Securities Lending  | 

    This information is proprietary and confidential and provided solely for informational purposes.   

Why should I consider lending my securities during this period of market 
volatility?

Securities lending is a countercyclical investment product that typically generates increased 
revenues for lenders during volatile market conditions. This is due to higher transaction volumes, 
an increase in the number of in-demand securities (“specials”), wider spreads in turbulent 
markets and increased demand for certain sovereign bonds, especially US Treasuries, during a 
flight to quality. 

In addition, securities lending can act as a hedge, especially for passive strategies and 
strategies that track or seek to replicate an index.

If I decide to lend my securities, what safeguards are in place to protect them? 

Risk in securities lending is managed using a range of tools designed to protect you and your 
assets. 

Overcollateralization

All loans are overcollateralized. This means that the borrower generally posts collateral equal to 
102% of the value of the securities being borrowed. If the collateral is denominated in a currency 
other than that of the borrowed security, the overcollateralization rate increases to 105%. In 
some cases, certain transactions, such as upgrade trades, are collateralized as high as 110%. 

Mark-to-Market Valuations 

We apply daily mark-to market valuations to ensure that all loans maintain collateral sufficiency. 
In the event that more collateral is required, as your agent lender, we will issue a margin call on 
your behalf and collect top-up margin that reflects the change in the value of the loan and the 
collateral supporting it.

Netting

Netting arrangements may allow you to share in a pool of excess collateral in the event of a 
default of a borrower, further reducing risk.

Ongoing Monitoring and Stress Testing 

To ensure that all borrowers remain within applicable credit limits and to evaluate the 
robustness of our lending program, we periodically run simulated market shock events. 
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Indemnification 

BNY Mellon provides borrower default indemnification, supporting you with the strength of 
our balance sheet and high capital levels, enabling you to extract additional alpha from your 
portfolio without a material increase in risk.

What happens if a borrower defaults while in possession of my securities? 

If a borrower fails to meet a margin call or fails to return loaned assets when they are recalled, 
posted collateral is liquidated and the proceeds used to purchase replacement securities that 
are then placed into your portfolio. Overcollateralization, daily mark-to-market valuations and 
borrower default indemnification mitigate the risk of a collateral shortfall when replacement 
securities need to be purchased.

Has BNY Mellon made any recent changes to strengthen its agency lending 
program? 

Among the additional protections we’ve introduced in recent years, rather than commingling 
client cash collateral in investment vehicles in a pooled account, cash is reinvested via 
segregated accounts, eliminating client concerns that they may be “last out.” In addition, we 
have shortened durations and increased liquidity in the cash reinvestment program.

What role is new market infrastructure like central counterparties (CCPs) playing 
in lending and funding markets? 

The past two years have seen the launch of central clearing for certain securities lending and 
cash reinvestment transactions. Central clearing allows lending transactions to be guaranteed 
by a highly regulated CCP. It is also the only distribution channel in securities lending in which 
demand exceeds supply and borrowers are willing to pay premium prices to clear trades.

Using BNY Mellon as lending agent, lenders can enjoy the benefits of CCP membership but 
without many of the obligations, such as contributing to a default fund and exposure to 
risk mutualization. With our borrower default indemnification layered on top of this, these 
transactions tend to be extremely low risk, even in current market conditions.

We are currently the only agent lender offering clearing of securities lending transactions 
through Eurex Clearing. Repo transactions involving a lender posting US Treasuries as collateral 

https://info.bnymellon.com/rs/651-GHF-471/images/BNY_Eurex_FAQ_082219_Final.pdf
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and cash collateral invested in US government repo can also be centrally cleared through the 
Fixed Income Clearing Corporation (FICC) via a sponsored membership arrangement with us.

Is securities lending beneficial for global financial markets? 

Yes. Lending your securities, especially during a time of stress, provides much-needed liquidity 
into the market. Securities loans help borrowers to avoid settlement fails, access high-quality 
liquid assets to meet regulatory requirements and assist in facilitating hedging strategies.

There is also an extensive body of literature on the positive role that securities lending plays 
in providing market liquidity. Central banks including the Federal Reserve and the Bank of 
Canada have published research on this issue, while regulatory bodies including the Bank 
for International Settlements and IOSCO have reached similar conclusions after a thorough 
analysis of the sector.

For more details about how you can earn supplemental yield through participating in BNY 
Mellon’s securities lending program, please email: BNYMSecuritiesFinance@bnymellon.com 

https://www.federalreserve.gov/econres/feds/files/2019011pap.pdf
https://www.bankofcanada.ca/wp-content/uploads/2011/12/fsr-0610-dreff.pdf
https://www.bankofcanada.ca/wp-content/uploads/2011/12/fsr-0610-dreff.pdf
https://www.bis.org/publ/work768.pdf
https://www.bis.org/publ/work768.pdf
https://www.iosco.org/library/pubdocs/pdf/IOSCOPD96.pdf
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BNY Mellon is the corporate brand of The Bank of New 
York Mellon Corporation and may be used as a generic 
term to reference the corporation as a whole and/or its 
various group entities. This material and any products 
and services may be issued or provided under various 
brand names of BNY Mellon in various countries by duly 
authorized and regulated subsidiaries, affiliates and joint 
ventures of BNY Mellon, which may include any of those 
listed below:

The Bank of New York Mellon, a banking corporation 
organized pursuant to the laws of the State of New York, 
whose registered office is at 240 Greenwich St, NY, NY 
10286, USA. The Bank of New York Mellon is supervised 
and regulated by the New York State Department of 
Financial Services and the US Federal Reserve and is 
authorized by the Prudential Regulation Authority (“PRA”) 
(Firm Reference Number: 122467).

The Bank of New York Mellon operates in the UK through 
its London branch (UK companies house numbers 
FC005522 and BR000818) at One Canada Square, London 
E14 5AL and is subject to regulation by the Financial 
Conduct Authority (“FCA”) at 12 Endeavour Square, 
London, E20 1JN, UK and limited regulation by the PRA 
at Bank of England, Threadneedle St, London, EC2R 8AH, 
UK. Details about the extent of our regulation by the PRA 
are available from us on request.

The Bank of New York Mellon SA/NV, a Belgian limited 
liability company, registered in the RPM Brussels with 
company number 0806.743.159, whose registered 
office is at 46 Rue Montoyerstraat, B-1000 Brussels, 
Belgium, authorized and regulated as a significant 
credit institution by the European Central Bank (“ECB”) 
at Sonnemannstrasse 20, 60314 Frankfurt am Main, 
Germany, and the National Bank of Belgium (“NBB”) 
at Boulevard de Berlaimont/de Berlaimontlaan 14, 
1000 Brussels, Belgium, under the Single Supervisory 
Mechanism and by the Belgian Financial Services 
and Markets Authority (FSMA) at Rue du Congrès/
Congresstraat 12-14, 1000 Brussels, Belgium for conduct 
of business rules, and is a subsidiary of The Bank of New 
York Mellon.

The Bank of New York Mellon SA/NV operates in Ireland 
through its Dublin branch at Riverside II, Sir John 
Rogerson's Quay Grand Canal Dock, Dublin 2, D02KV60, 
Ireland and is registered with the Companies Registration 
Office in Ireland No. 907126 & with VAT No. IE 9578054E. 
The Bank of New York Mellon SA/NV, Dublin Branch is 
subject to limited additional regulation by the Central 
Bank of Ireland at New Wapping Street, North Wall Quay, 
Dublin 1, D01 F7X3, Ireland for conduct of business rules 
and registered with the Companies Registration Office in 
Ireland No. 907126 & with VAT No. IE 9578054E.

The Bank of New York Mellon SA/NV is trading in 
Germany as The Bank of New York Mellon SA/NV, Asset 
Servicing, Niederlassung Frankfurt am Main, and has 
its registered office at MesseTurm, Friedrich-Ebert-
Anlage 49, 60327 Frankfurt am Main, Germany. It is 
subject to limited additional regulation by the Federal 
Financial Supervisory Authority (Bundesanstalt für 
Finanzdienstleistungsaufsicht, Marie-Curie-Str. 24-28, 
60439 Frankfurt, Germany) under registration number 
122721.

The Bank of New York Mellon SA/NV operates in 
the Netherlands through its Amsterdam branch at 
Strawinskylaan 337, WTC Building, Amsterdam, 1077 
XX, the Netherlands. The Bank of New York Mellon 
SA/NV, Amsterdam Branch is subject to limited 
additional supervision by the Dutch Central Bank (“De 
Nederlandsche Bank” or “DNB”) on integrity issues only 
(registration number 34363596). DNB holds office at 
Westeinde 1, 1017 ZN Amsterdam, the Netherlands.

 The Bank of New York Mellon SA/NV operates in 

Luxembourg  through its Luxembourg branch at 2-4 rue 
Eugene Ruppert, Vertigo Building – Polaris, L- 2453, 
Luxembourg. The Bank of New York Mellon SA/NV,  
Luxembourg Branch is subject to limited additional 
regulation by the Commission de Surveillance du Secteur 
Financier at 283, route d’Arlon, L-1150 Luxembourg for 
conduct of business rules, and in its role as UCITS/AIF 
depositary and central administration agent.

 The Bank of New York Mellon SA/NV operates in France 
through its Paris branch at 7 Rue Scribe, Paris, Paris 
75009, France. The Bank of New York Mellon SA/NV, Paris 
Branch is subject to limitted additional regulation by 
Secrétariat Général de l’Autorité de Contrôle Prudentiel 
at Première Direction du Contrôle de Banques (DCB 1), 
Service 2, 61, Rue Taitbout, 75436 Paris Cedex 09, France 
(registration number (SIREN) Nr. 538 228 420 RCS Paris 
- CIB 13733).

The Bank of New York Mellon SA/NV operates in Italy 
through its Milan branch at Via Mike Bongiorno no. 13, 
Diamantino building, 5th floor, Milan, 20124, Italy. The 
Bank of New York Mellon SA/NV, Milan Branch is subject 
to limiteed additional regulation by Banca d’Italia - Sede 
di Milano at Divisione Supervisione Banche, Via Cordusio 
no. 5, 20123 Milano, Italy (registration number 03351).

The Bank of New York Mellon SA/NV operates in England 
through its London branch at 160 Queen Victoria Street, 
London EC4V 4LA, UK, registered in England and Wales 
with numbers FC029379 and BR014361.  The Bank of New 
York Mellon SA/NV, London branch is authorized by the 
ECB (address above) and subject to limited regulation by 
the FCA (address above) and the PRA (address above). 

Regulatory information in relation to the above BNY 
Mellon entities operating out of Europe can be accessed 
at the following website: https://www.bnymellon.com/
RID.

The Bank of New York Mellon, Singapore Branch, is 
subject to regulation by the Monetary Authority of 
Singapore. The Bank of New York Mellon, Hong Kong 
Branch (a branch of a banking corporation organized and 
existing under the laws of the State of New York with 
limited liability), is subject to regulation by the Hong 
Kong Monetary Authority and the Securities & Futures 
Commission of Hong Kong.

For Clients located in Australia

The Bank of New York Mellon is exempt from the 
requirement to hold, and does not hold, an Australian 
financial services license as issued by the Australian 
Securities and Investments Commission under the 
Corporations Act 2001 (Cth) in respect of the financial 
services provided by it to persons in Australia. The Bank 
of New York Mellon is regulated by the New York State 
Department of Financial Services and the US Federal 
Reserve under Chapter 2 of the Consolidated Laws, The 
Banking Law enacted April 16, 1914 in the State of New 
York, which differs from Australian laws.

The Bank of New York Mellon has various other branches 
in the Asia-Pacific Region which are subject to regulation 
by the relevant local regulator in that jurisdiction.

The Bank of New York Mellon Securities Company Japan 
Ltd, as intermediary for The Bank of New York Mellon.

The Bank of New York Mellon, DIFC Branch, regulated 
by the Dubai Financial Services Authority (“DFSA”) and 
located at DIFC, The Exchange Building 5 North, Level 
6, Room 601, P.O. Box 506723, Dubai, UAE, on behalf of 
The Bank of New York Mellon, which is a wholly-owned 
subsidiary of The Bank of New York Mellon Corporation.

Past performance is not a guide to future performance 
of any instrument, transaction or financial structure 

and a loss of original capital may occur.  Calls and 
communications with BNY Mellon may be recorded, for 
regulatory and other reasons.

Disclosures in relation to certain other BNY Mellon group 
entities can be accessed at the following website: http://
disclaimer.bnymellon.com/eu.htm.

This material is intended for wholesale/professional 
clients (or the equivalent only), is not intended for use 
by retail clients and no other person should act upon 
it. Persons who do not have professional experience 
in matters relating to investments should not rely on 
this material. BNY Mellon will only provide the relevant 
investment services to investment professionals. 

Not all products and services are offered in all countries.

If distributed in the UK, this material is a financial 
promotion. If distributed in the EU, this material is a 
marketing communication.

 This material, which may be considered advertising, is 
for general information purposes only and is not intended 
to provide legal, tax, accounting, investment, financial or 
other professional advice on any matter.  This material 
does not constitute a recommendation or advice by BNY 
Mellon of any kind. Use of our products and services is 
subject to various regulations and regulatory oversight. 
You should discuss this material with appropriate 
advisors in the context of your circumstances before 
acting in any manner on this material or agreeing to 
use any of the referenced products or services and 
make your own independent assessment (based on 
such advice) as to whether the referenced products or 
services are appropriate or suitable for you. This material 
may not be comprehensive or up to date and there is no 
undertaking as to the accuracy, timeliness, completeness 
or fitness for a particular purpose of information given. 
BNY Mellon will not be responsible for updating any 
information contained within this material and opinions 
and information contained herein are subject to change 
without notice. BNY Mellon assumes no direct or 
consequential liability for any errors in or reliance upon 
this material.

This material may not be distributed or used for the 
purpose of providing any referenced products or services 
or making any offers or solicitations in any jurisdiction or 
in any circumstances in which such products, services, 
offers or solicitations are unlawful or not authorized, or 
where there would be, by virtue of such distribution, new 
or additional registration requirements.

Any references to dollars are to US dollars unless 
specified otherwise.

 This material may not be reproduced or disseminated 
in any form without the prior written permission of BNY 
Mellon. Trademarks, logos and other intellectual property 
marks belong to their respective owners.

Neither BNY Mellon nor any of its respective officers, 
employees or agents are, by virtue of providing the 
materials or information contained herein, acting as an 
adviser to any recipient (including a “municipal advisor” 
within the meaning of Section 15B of the Securities 
Exchange Act of 1934, as amended, “Section 15B”), do 
not owe a fiduciary duty to the recipient hereof pursuant 
to Section 15B or otherwise, and are acting only for their 
own interests.

The Bank of New York Mellon, member of the Federal 
Deposit Insurance Corporation (“FDIC”).

© 2020 The Bank of New York Mellon Corporation. All 
rights reserved

DISCLAIMER AND DISCLOSURES:


