
By Elec ronic Mail

Board of Governors of  he Federal Reserve Sys em 
20 h S ree  and Cons i u ion Avenue, NW 
Washing on, DC 20551

Office of  he Comp roller of  he Currency (OCC) 
250 E S ree , SW 
Washing on, DC 20219

Federal Deposi  Insurance Corpora ion
550 17 h S ree , NW,
Washing on, DC 20429

21 June 2019

SUBJECT  FBOs tailoring proposals

Dear Sirs and Madams,

On behalf of  he European Banking Federa ion ("EBF"),  he Japanese Bankers Associa ion 
("JBA") and  he Canadian Bankers Associa ion ("CBA") (join ly referred  o as  he 
"Associa ions"), we would like  o express our gra i ude for  he oppor uni y  o commen  
on  he no ices of proposed rulemaking published on April 8, 2019 by (i)  he Board of 
Governors of  he Federal Reserve Sys em ("FRB") rela ed  o  ailoring of Enhanced 
Pruden ial S andards ("EPS") for Foreign Banking Organiza ions ("FBOs"), and (ii)  he 
Office of  he Comp roller of  he Currency ("OCC"),  he FRB and  he Federal Deposi  
Insurance Corpora ion (collec ively referred  o as  he "Agencies") regarding proposed 
changes  o  he applicabili y  hresholds for cer ain regula ory requiremen s rela ed  o 
capi al and liquidi y  ha  were aiming  o ma ch rules for foreign banks wi h  he risks  hey 
pose  o  he U.S. financial sys em ("FBOs  ailoring proposals" or "Proposals").

We are key s akeholders in  he FBOs  ailoring proposals. 19 ou  of  he 23 firms named in 
 he Proposals are our members, of which 12 are EBF members, 4 are JBA members and 
3 are CBA members. While we will provide more de ailed commen s on  he Proposals in 
our individual le  ers,  his join  le  er by  he EBF, JBA and CBA provides our views and 
concerns wi h respec   o  he Proposals from a high-level s andpoin , focusing on  heir 
po en ial adverse impac  on  he global financial marke s.



General comments

Overall, we welcome  he Agencies' effor s  o increase  he efficiency of banking 
organiza ions and  he resilience of  he financial sec or by  ailoring  he EPS and aligning 
 he requiremen s for foreign banks wi h  hose for domes ic banks.

The U.S. marke  has been open and fair  o bo h domes ic and foreign banks and we 
believe  his has benefi ed  he U.S. significan ly. Foreign banks in  he U.S. con ribu e  o 
 he diversi y and dep h of  he financial marke   ha  charac erises  he U.S. as one of  he 
larges  financial marke s in  he world. Foreign banks also con ribu e  o economic grow h 
and employmen  in  he U.S.  hrough  heir role as financial in ermediaries. Their global 
ne work, including  he ne work in  heir home coun ries, plays an impor an  role in 
enabling U.S. clien s  o expand  heir business overseas. The diversi y and global reach 
brough   o  he U.S. financial marke  by FBOs is no  necessarily a  hrea   o  he U.S. 
financial sys em, bu  ra her con ribu es  o i s financial s abili y.

However, we are concerned  ha  par s of  he Proposals would undermine  hese impor an  
con ribu ions and, ul ima ely lead  o marke  fragmen a ion. While some of  he proposed 
changes may indeed be  er align regula ory obliga ions wi h  he size and complexi y of 
 he U.S. opera ions of FBOs, some cri ical requiremen s, especially in  he con ex  of 
liquidi y s andards, lead  o fragmen a ion as well as crea e compe i ive disadvan ages for 
FBOs in comparison wi h U.S. banks of a similar size and complexi y.

In par icular, we are concerned abou   he imposi ion of liquidi y s andards and single 
coun erpar y credi  limi s ("SCCL") requiremen s upon In ermedia e Holding Companies 
("IHCs") based on  he Combined U.S. Opera ions ("CUSO") of  he FBOs. We would like  o 
poin  ou   o  he fac   ha  since  he in roduc ion of  he EPS and  he IHC requiremen s, no 
new IHC has been es ablished. Imposing addi ional requiremen s on  he IHCs will make 
 heir es ablishmen  even more cos ly and una  rac ive.

We are also concerned abou   he po en ial applica ion of Liquidi y Coverage Ra io 
requiremen s for branches of FBOs in  he U.S. We consider  ha   his poses a serious risk 
of increasing global fragmen a ion and duplica ive regula ion by ring-fencing addi ional 
liquidi y buffers a   he U.S. branch level. We believe  his is no  necessary as  hose 
branches are legally par  of  he home legal en i y and covered by  he home jurisdic ion's 
liquidi y regula ions as well as OCC or s a e banking regula or oversigh  and cer ain EPS 
requiremen s regarding risk managemen , liquidi y s ress  es ing and buffer 
requiremen s.

As no ed in  he recen  Financial  tability Board Report on Market Fragmentation1, "[ ]he 
segmen a ion of ins i u ions and marke s across jurisdic ional lines can reduce 
oppor uni ies for cross-border diversifica ion and risk managemen , par icularly by 
inves ors and ins i u ions  ha  manage  heir capi al and liquidi y on a global basis". The 
repor  also no ed  ha  "[f]ragmen a ion of ins i u ions' opera ions across borders may 
preven  capi al and liquidi y from being channelled  o  hose en i ies in need of addi ional 
resources during periods of s ress".

1 FSB Repor  on Marke  Fragmen a ion
h  ps://www.fsb.org/wp-con en /uploads/P040619-2.pdf



To consider  he effec  of fragmen a ion, simply imagine if comparable FBO regula ions 
were  o be imposed in all hos  jurisdic ions on all foreign banks (including American, 
European and Japanese banks) based on  he s and-alone risk profile of  heir branches or 
subsidiaries. In such scenario, all capi al and liquidi y would become ring-fenced and 
fragmen ed along geographic lines, even  hough a   he global level,  heir capi al and 
liquidi y are well managed and sufficien ly mee  pruden ial requiremen s. This resul ing 
loss in flexibili y  o address s ress si ua ions will defini ely damage global financial 
s abili y and significan ly reduce  he efficiency of global financial marke s.

As s ressed in  he G20 Buenos Aires Summi  Declara ion2, "an open and resilien  
financial sys em, grounded in agreed in erna ional s andards, is crucial  o suppor  
sus ainable grow h". We respec fully reques   ha   he FBOs  ailoring proposals be 
modified  aking a holis ic view of global financial s abili y  o crea e an efficien  and 
in egra ed global financial marke .

Specific Issues

While we will provide more de ailed commen s on  he Proposals in our individual 
submissions, below we provide our high-level commen s on  he FBOs  ailoring proposals' 
key issues for our member banks:

1) Risk-based indicators (RBIs)

While  he Proposals nominally use  he same framework of risk-based indica ors for 
FBOs as used for domes ic Bank Holding Companies ("BHCs"),  he Proposals penalize 
FBOs for  heir unique s ruc ure and heavier reliance on capi al marke s ac ivi ies in 
 he U.S. compared  o  heir domes ic BHC coun erpar s. In addi ion, using CUSO-wide 
risk-based indica ors  o de ermine an IHC's ca egorisa ion for liquidi y and SCCL 
requiremen s pu s IHCs more of en in more severely regula ed ca egories  han BHCs 
of  he same size and risk profile. This po en ial puni ive  rea men  is a  ribu ed  o  he 
new RBIs no  reflec ing  he global s ruc ures of FBOs. As men ioned in  he Proposals, 
FBOs have limi ed access  o re ail deposi s  o fund  heir lending  o U.S. companies, 
and  herefore mus  rely on shor - erm wholesale funding and loans from  he paren .

However,  his funding s ruc ure does no  necessarily pose a  hrea   o  he U.S. 
financial sys em, because liquidi y pools including  hose of U.S. branches are 
managed globally. In addi ion,  he soundness of each FBO in  erms of bo h capi al 
and liquidi y is sufficien ly secured on a global basis, due  o home jurisdic ion 
regula ions. RBIs  ha  do no  reflec   he above charac eris ics would serve as 
addi ional binding cons rain s on organic grow h of US-booked business, and would 
have a cliff effec , especially, since each RBI can lead  o a firm being ca egorized as 
Ca egory II or III, which come wi h an arsenal of addi ional onerous EPS 
requiremen s.

Hence, overly puni ive elemen s from  he Proposals should be elimina ed and  he 
RBIs adjus ed by considering  he diversi y of foreign banks' business models and risk

2 G20 Leaders' declara ion Building consensus for fair and sus ainable developmen  
h  ps://www.consilium.europa.eu/media/37247/buenos_aires_leaders_declara ion.pdf



profiles. In par icular, we respec fully reques   ha   he following poin s be 
reconsidered:

a) Bearing in mind na ional  rea men  of FBOs,  he Proposals should focus solely on 
 he IHC and no  on  he CUSO when ca egorizing banks for EPS applica ion. A   he 
very leas , IHC requiremen s should no  be based on  he CUSO. These 
adjus men s allow for a be  er recogni ion of  he diversi y of FBOs' business 
models and risk profiles.

b) In er-affilia e  ransac ions should be excluded from all RBIs. The exemp ion for 
cross-jurisdic ional ac ivi ies ("CJA") should include more  han jus  in ercompany 
liabili ies and colla eralized in ercompany claims (by exemp ing all claims from 
CJA calcula ion)

c) Asse s held  o sa isfy regula ory requiremen s or liquidi y risk managemen  
should no  coun   owards any of  he RBIs. For ins ance, clearing of deriva ives for 
affilia es and securi ies borrowing / repo of U.S. Treasuries in ended  o crea e a 
liquidi y buffer should be excluded from  he off-balance shee  exposure scope. 
Shor - erm liabili ies  ha  are used  o fund shor - erm asse s (e.g.  rade finance 
and supply chain finance) for pruden  asse -liabili y managemen  prac ices should 
also be excluded.

d) Transac ions should be excluded from all RBI calcula ions where  heir exposures 
 o an en i y carry a 0% risk-weigh ing under  he liquidi y coverage ra io (or o her 
exis ing rules), or o her forms of high-quali y liquid asse s.

e) Transac ions  o mee  cus omer demand should be excluded from all RBI 
calcula ions. For ins ance, saving and checking deposi s should be excluded from 
weigh ed shor - erm wholesale funding ("wSTWF"). FBOs accep   hese kinds of 
deposi s from non-U.S. clien s for  he purpose of providing se  lemen  services 
ra her  han as a means of shor - erm funding. The wSTWF me ric, in general, 
overs a es  he risk of cer ain  ypes of funding and should be revised  o recognize 
 he rela ive s abili y of funding sources, consis en  wi h o her U.S. liquidi y rules.

2) Liquidity requirements for branches

Ins ead of enhanced liquidi y requiremen s for branches, grea er deference  o home 
coun ry regula ion and coopera ion should be considered. Addi ional liquidi y 
requiremen s should no  be imposed on  he U.S. branches provided  ha   heir 
respec ive home coun ry regula ions are comparable wi h  he Basel III liquidi y 
requiremen s.

U.S. branches of foreign banks are no  individually-capi alised, s and-alone legal 
en i ies, bu  ra her form a par  of a larger global ne work. We do no  agree wi h  he 
view  ha   he s and-alone branch-based liquidi y s ruc ure poses a  hrea   o  he U.S. 
financial sys em. Liquidi y, including  ha  of U.S. branches, is managed globally and 
main ained in a sound manner under global capi al and liquidi y requiremen s. 
Placing addi ional liquidi y requiremen s on  he U.S. branches of FBOs will resul  in 
fur her fragmen a ion of  he branch ne work's regula ory requiremen s. This will 
impede  he global financial sys em by crea ing fric ions in  heir global and USD-based 
ac ivi ies.

Consequen ly, we believe  ha  imposing a U.S.-specific liquidi y requiremen  on U.S. 
branches of FBOs, above and beyond  hose already in place  oday under S a e laws, 
by  he OCC and FRB liquidi y s ress- es ing and buffer requiremen s, would add



limi ed value from a financial s abili y s andpoin , while breaching an impor an  
principle, which is  ha  branches (unlike subsidiaries) are under  he supervision of  he 
home coun ry. We urge  he U.S. au hori ies  o address any legi ima e concerns abou  
USD liquidi y  hrough reliance on and coopera ion wi h  he home regula or, ra her 
 han by increasing fragmen a ion and ring-fencing. We consider addi ional branch 
liquidi y requiremen s unwarran ed and believe  hey only serve  o accelera e  he 
recen , unfor una e  rend  owards  he ring-fencing of global banking marke s, bo h in 
 he U.S. and abroad. Fur her re alia ory measures by o her jurisdic ions mus  be 
avoided.

3) Transition Period and Reporting

Adequa e  ransi ion periods should be provided,  aking in o accoun  addi ional 
burdens imposed on  he FBOs.

The FRB should no  lose sigh  of  he fac   ha   he RBIs, and associa ed FR Y-15 
repor ing, crea e new burdens for a number of FBOs wi h $100B or more of CUSO 
asse s, some of which are no  even close  o  he RBI  riggers and should be allowed 
 o ins ead repor  simple, s reamlined da a.

Moreover, all FBOs would be repor ing  hese indica ors wi h respec   o  heir 
CUSO/branches for  he firs   ime,  hus should be given sufficien   ime  o build  he 
necessary repor ing infras ruc ure. In  he in erim, in order  o achieve  he desired 
visibili y in o risk classifica ion, banks should be allowed some  ime  o produce pro 
forma figures.

Under  he curren  Proposals, if an FBO becomes subjec   o a differen  Ca egory and 
rela ed s andards,  hen  he new s andards would be effec ive on  he firs  day of  he 
second quar er following  he da e on which  he FBO me   he cri eria for  he new 
Ca egory. We believe  his  ransi ion period is  oo shor ,  aking in o accoun   he 
deadline3 for submission of  he FR Y-15.

As such we sugges   ha   he Agencies se  adequa e  ransi ion periods, which should 
be longer  han  wo years. This includes  ransi ion periods upon ini ial implemen a ion 
as well as upon subsequen  change of an FBO's Ca egory  o a higher bucke  for  he 
firs   ime. We believe  his is warran ed because  he FBO would need  o change  heir 
IT sys ems and opera ing procedures in response  o  he new Ca egory and 
accompanying more s ringen  s andards

For  hese reasons, we propose  ha  rules for FBOs be  ailored consis en ly wi h  he 
reforms made since  he financial crisis of 2008 and  he G20 ini ia ive for addressing 
marke  fragmen a ion. We believe  ha  ins ead of resor ing  o unila eral ac ions, 
supervisors from home and hos  jurisdic ions of in erna ionally ac ive banks should 
deepen  heir coopera ion  hrough bila eral and mul ila eral fora.

3 The FR Y-15's submission da e is 50 calendar days af er  he March 31, June 30, and Sep ember 
30 as-of da es and 65 calendar days af er  he December 31 as-of da e.
h  ps://www.federalreserve.gov/apps/repor forms/repor de ail.aspx?sOoYJ-i-5BzDaRHakir9P9vg



Yours fai hfully,

Hideharu Iwamo o 
Vice Chairman and Senior 
Execu ive Direc or 
Japanese Bankers Associa ion
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Darren Hannah
Vice-Presiden  Finance, Risk 
and Pruden ial Policy 
Canadian Bankers Associa ion

Wim Mijs
Chief Execu ive Officer 
European Banking Federa ion


