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o ’The Honorable Thomas Curry
- Comptroller of the Currency = '
- Office of the Comptroiler of the Currency
" 400 7th Street SW, Suite 3218 '

o Washmaton D C 20219

o Thc Honorable Ben Bemanke o

 Chairman ' _
~ Boardof chemors of the Federal Reserve Systexn o
- 20th Street and Constitution Avenue, N W o
L Washmgton DC 20551 o

: 'I‘hc Honclable Maxtml Gruenberg
~ Federal Deposit Insurance Corporauon ’
550 17th Street NW -

o Washington, DC 20429- 9990

Dear Comptroﬂer Curry, Cha:rman Bernankc, and Chauman Gmenberg
o We write to commend you for tackimor a core problem in our ﬁnanc:la} system too much
. gambling with other people’s money, by banks that are often regarded as too bigto fail, As
~ Andrew Haldane, the Executive Director for Financial Stab:hty for the Bank of England has
e noted, every financial crisis has ¢ one critical xngredwnt excess leverage. This is because a
- financial institution with a lot of equity can absorb unexpected losses, whereas one wn‘h too
N much debt reiatwe 10 ﬁs eqmty wﬁl fail in the face of ﬁnanmai stress.

- 'We thmk that the standard you have proposed a supp}ementary Ieverage ratio (SLR) 1s less
- prone to manipulation and more hkely to succeed than many alternatives. At the same time, wc
~ also believe that the proposed ratio is simply too low. As Nobel Prize winner Eugene Fama,
-~ recently argued "The simple. solutton isto make sure these firms have a lot. more equity capxta} -
- -nota htﬂe Tiore, but a lot more - 50 they are not playxng With other peopie s money % We ‘
- agree : - .

PRGTED UM BECYCLED PAPER



: Thc pmblem the proposed ruie addresses isas fo]iows A system in thch banks or bank-hke _
institutions are ttghtiy coupl ed'with one another, and in which those institutions. have too much

debt relative to equity, is prone to me}tdowns that can Qpﬂi into the real economy s ‘and cause

~ massive damage. Whether these liabilities are'in the form of derivatives and off- baiance-sheet

assets or overvalued tulips pledged as collateral, too. much debt thhoui loss absorbnvr equlty to

match jtis SImply too dangerous to exzst

o It is d1fﬁcult to meaqure the exact cost to souety of our undercap;tahzed 1arge banks biowmg up
, [dunng the most recent ﬁnanc1a1 crisis, ‘but it was. certainly enormous. The nonprofit advocacy '
~ and research group Better Markets pegged the cost at roughly $12 trillion, whereas the U.S. B
~ Government Accountability Office put it at $22 trillion. Regardless of which figure one uses, itis
- obvious that the United States is a much poorer society because there was too much 1e\aerage o
“backed by ove r-valued coliaterai i our ﬁnancml system The proposed rule stnkes at this

S p:oblem

Of course all capxtai and acoountmg st'mdaids are not created equal and many are prone to o

o mampulatxon especially during a crisis. For example, in 2009, the Financial Accounting
~ Standards Board (FASB) Chairman Robert Herz compldmed of getting “calls and visits from
- some of those institutions that are now in government hands, about two weeks before. thay get

taken over, trying to get the accounting {stdnddrds} changed.” It 18 critical to set standards that o

~are as. sxmple and strong-as posszble so as to reduce the pressure on reﬂulatory bodies: to allow o
“bad actors into the market, as well as to create suff ment mfonnaﬁon n thc market to ensure that

mvestors are. pncmg mk accurately

o Thc proposcci mlc by the Off ice of the Comptx oller of the Curremy (OCC), thc Board of

» ~ Governors of the Federal Reserve System (Board), and the Federal Deposit Inburance _
~ Corporation (FDIC) would require large, systemically unportant financial institutions: (SIPIS) to' .

- hold more equity: relatwe to their amount of debt. This rule would require the apphcatz(}n ofthe

SLR to the institution’s balance sheet, in addition to a risk-adjusted capital ratio. An SLR -

o Exmeasures a financial institution’s tier one capital against its total assets, A nsk—adjusted C'\pital
__ratio measures a financial institution’s capital base against assets that are adjusted by rcguldtors,

: "based on how risky they are perceived to be. According to the rule, SIFls would be requiredto
have a minimum capitdhzatmn of 3%: to be allowed capxtai dlstnbuﬁons and exccutlve bonuses o

?thc capztaluatxon wouid be h) eher at 6% for the hoidmo company

- An mrhcr rule propoch a minifmum amount for the SLR. 'llm rule would def ine the amount

required for an institution to be deemed wel}—capztahzed and able to pay out executive bonuses

and dividends. It only applies‘to bank. holdmg companies (BHCS) with more than $700 billion of |
- consolidated assets or over $10 trillion in assets under custody: The institutions to which this rule

. "»would apply are Citigroup Inc.; JPMorgan Chase & Co.; Bank of America Corporation; The

- Bank of New York Mellon Corporation; Goldman Sachs Group Inc.; Morgan Stanley; State -

» Street Corporation; and Weils»Fargo & Company These are the mstltutxons tha‘f *u'e often ‘
»reg,ardcd&s tOObl}, to ﬁnl Wi : .

Wc believe that a SLR isa more accuratc measurement of how much nsk a ﬁnanm ai mshtutlon

o TS '1<.tudliy takmo on, \versus using ﬂsk-based Lapzta]




......

o models As the Vme~Chamnan of the Fedcrai Depcmt Insurance Corpo:anon (FDIC), Tom B
- Hoenig, has noted, there was a. steady downward trend in risk weights and. upward trend in . o
leverage leading into the crisis.” And less- c,aprahzed banks manipulated risk weights after their -
internal models were approved by regulators, The use of a leverage ratio in the United States by
- regulators meant that American banks were, relatively speakmg, better cap;tahzed ihan thelr ‘

o Europc.an counterparts

- Risk-wexc,hted caplt'd ratios also have the add ed downmde of incr easm , rather than reducing, -
- systemic risk. Reguiators deemed certain asset classes as less risky than others Mortgage backed
- securities, sovereign debt of Zone A states, agency debt, and interbank debt all effectively
L received subsidies because regulators determined that banks had to hoid limited capital agamst
“them. Thus; a crisis beginning in mortgage debt spread through agency debt, interbank debt and

into sovereign debt. Risk- adjusted capital allowed banks to treat Greek sovereign debt as'bearing A

 . - the same risk as German sovereign ¢ debt. Regulators cannot pr edwt the future but rxsk-adjusted
: capltai modeis reqmrc thcm to. Levm age ratios do not e ' C :

B '»As you contmue maftmcf and appiyxm7 ﬂus mle we beheve sevel al prxnuples Should appiy

i) When m Doubi Requxre Mou Capital Insufﬁclent capital requlrements fcu bankmﬂ o
7 mstltutlons mlght increase the return on equity of spec1ﬁc istitutions and help. banix

executives garner | bonuses, but it also caused a multl-mihon-dollar ﬁnancmi crisis. Emng ; . h

on the side of requiring, too little capital isnot a risk worth taking. It makes nosense that -

“sialler, simpler, less complex banks that have no-implicit backstop are better capltah?ed ;“‘: R

.+ than large, opaque, and. systemmall\, significant institutions that have spxawlmg
B mtcrmﬂonal opelatmns and an undeserved taxpayer—enabied ﬁmdmg advantage

. Stanford Umvelslty pmfessor Anat Admati 1ecommend'§ that large bf.mks hold capltal
~levels of 20 percent. Tom Hoenig has pomted out that the. average Tier 1 Ieveragc ratio -
- for banks that have between $250 million and $10 billion in assets is a little under 10°
percent. A 6% ratio, with a 3% minimum threshold, is insufficient. We urge you to
increase the SLR substantiaily for lar ge institutions, in accordance with bzpar’nsan

iglegzsl dthn backed by Senators Shenod Brown and Dawd V1ttcr

) Set the nghest Possxbie Standards Settmg, hxg,h oapnal standards is cri tlcal in a crisis,

. simplicity matters. An SLR is simpler and easjer to understand than a risk-based capital

tatio. Therefore, we think an SLR should be the primary measure for regulators, and that
risk-based capital standards should be the backstop During a crisis, mvestors bel 1eved

, thc Iwerage ratlo, i hereas they dld not trust n‘;k«bascd capzta] : :

- Ensurmg that the SLR 15 a hioh quahty fatio is ai 0 cutxc'ﬂ The numeratm i the 1atxo
should be Common- Eq uity Tier 1 capltai Tn addition, the SLR should conform to the

- proposed Basel revision of leverage ratio (from consultative document issued June 2013).

The Basﬂ Ievzsson upddte'; capziai s’scmdmds for dcnvatwes and off balancc sheet assets,



o aithcuch we’d pxcfcr the use ¢ of the more cautmus Intematzonal Fmancla} Reportmg
- Standards (IFRS) when accounting for derivatives exposure as opposed to Generally
v :Accepted Accountmg Prmcxpies (GAAP). Regulators should also ensure that loan’ loss

. reserves and. deferrcd tax crcdzts are. not bemg mc}uded asa part Of an mstmmon s '
o regulatory capltal - : .

- 3) Cast a Wide Net ’I'he apphcatxon of the Supplementary cherage Ratio should be o
- extended beyond the largest financial institutions. The Savings and Loan crisis mvolved- .
' thnf‘ts that were not particularly large, butiit still was costly to certain regional
economies. The fall of Long Term Capital Management, a highly leveraged hedge fund,

created enormous probiems for the large banks and nearly required a massive bailout. In o

-~ adeeply interconnected system without the firewalls of Glass-Steagall, therisks of
. inadequate- capltai ization are not confined solely to the largest institutions or solelyto
- banks, Regulators should consider using their authomy to extend it beyond the. Iargest

financial institutions, and into institutions that are smaliei institutions that are nonetheless e

: Z'm mtegral part of thc ﬁnanmal system

- 14){ ’ No Self-Regu}atmn There should beno se] f-reaulatmn when it comes to settmg cap1tal
R standarde Large banks are asking that reqmremems to hold capital agamst derivatives

exposure be. calculated based on intérnal bank models, which include the use. of Value- :

N ~At-Risk (VAR) calculations. Internal bank models are pmne to mampulatmn and VAR co
; v’faﬂs precxsc}y when a. ﬁnanmai crisis hits. S L

o .vThI‘; is alqo Why banks shouid not be aﬁowed to net between tradmg and bankmg boaks.« =
' We believe that the more reasonable fitewalls there are within and between mstltutmns
. the less mterconnected the- system is, and the less ms’i\ it poses to the real economy

- 'In addmon, we thmk that it 1s problematlc to treat msured depomtory mstztutmns (IDI";) o

 that are subsidiaries of bank holding companies differently from the holding companies o :
‘themselves. There is no reason for a 3% ratio for the IDIs and a 6% ratlo for the holdmg R

company Thrs 1§ an mw’tatmn to regu] atory arbltrage

Oncc, agam we thauk you for your attcntzon to ﬁns matter lnadequate Lapttahz:atmn of 1a1 ge

- financial institutions was at the heart 0f the ﬁnancl al crisis. Thank you for your work to’ addl esé R

thls er m cal pr obiem

 Sincerely,

AlanGrayson S , , R John Conyers © 4
Member ofCongless' e McmberofCongzess



