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FTX Debacle Shows Need for Crypto
Regulation, Yellen Says
The Chapter 11 bankruptcy protection �ling by FTX has rattled a crypto market
beset by months of price declines.

Nov. 14, 2022

By Christopher Condon, Bloomberg News (TNS)

U.S. Treasury Secretary Janet Yellen said the implosion of Sam Bankman-Fried’s FTX
crypto empire reinforced her view that the market for digital assets required “very
careful regulation.”

“It shows the weaknesses of this entire sector,” Yellen said Saturday in an interview
with Bloomberg News.
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An interconnected assortment of digital-asset entities founded by Bankman-Fried
�led for Chapter 11 bankruptcy protection Friday. The upheavals at FTX have rattled
a crypto market already beset by months of price declines. A court will now weigh in
on how to handle the interests of customers, creditors and business partners seeking
to be made whole.

The �ling represents a dramatic collapse for a company that last year said it had
more than 5 million users worldwide, and traded more than $700 billion worth of
crypto that year alone. Bankman-Fried’s $16 billion fortune has now been wiped out,
one of history’s greatest-ever destructions of wealth.

Yellen, who spoke on her way to the Group of 20 leaders summit in Bali, Indonesia,
contrasted the case with developed �nancial markets, where rules better protect
investors.

“In other regulated exchanges, you would have segregation of customer assets,”
Yellen said. “The notion you could use the deposits of customers of an exchange and
lend them to a separate enterprise that you control to do leveraged, risky investments
—that wouldn’t be something that’s allowed.”

Bankman-Fried conceded in a Twitter thread on Nov. 10 that FTX had “poor internal
labelling” of customer accounts.

President Joe Biden signed an executive order in March directing a number of federal
agencies including the Treasury to devote more attention to the study and
prospective regulation of digital assets.

While lamenting losses for retail investors, Yellen said the FTX debacle could have
been worse if crypto were more embedded in the �nancial system.

“At least it’s not deeply integrated with our banking sector and, at this point, doesn’t
pose broader threats to �nancial stability,” she said.

Yellen also responded to a question on another issue by saying a regulatory tool
criticized by big banks wasn’t the only factor constraining liquidity in the $24
trillion Treasury securities market.

Treasury debt outstanding has climbed by about $7 trillion since the end of 2019. But
big �nancial institutions haven’t been as willing to serve as market-makers,
burdened by the supplementary leverage ratio, or SLR, which requires capital to be
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set aside against a bank’s balance sheet holdings, including ultra-safe Treasuries. The
SLR is set by the Federal Reserve’s board of governors.

Yellen said there is a long-standing debate over whether banks are best protected by
leverage requirements or risk-based capital, but that regulators decided following the
2008-09 �nancial crisis that both played a role.

“When I was at the Fed, I thought it was important that the risk-based requirement
be what binds at the margin, and arguably now the SLR, for some of these important
banks, is what’s binding,” said Yellen, a former chair of the central bank.

“But how do we address this given its about safety and soundness?” she said. “It has
some relevance, obviously, to the Treasury market but it’s not the one and only thing,
and I think it’s really up to the Fed to weigh those considerations.”
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