

https://www.sifma.org/wp-content/uploads/2022/12/2023-Capital-Markets-Outlook-SIFMA.pdf

Securities Underwriting

Securities underwriting is a critical service that banks provide to companies and local
governments looking to raise funds in debt and equity markets to finance business growth or
fund new projects. Bank underwriters act as intermediaries between end-users that want to issue
new securities and investors, with the U.S. Global Systemically Important Banks (GSIBs) alone
representing roughly half of equity, corporate debt, and municipal debt securities underwriting.’

As proposed, the new capital rule could make securities underwriting activity significantly less
economically attractive, both due to the treatment of such activity under the Fundamental
Review of the Trading Book (FRTB) and the introduction of capital requirements for fee-based
services under the revised operational risk framework.* This means it could become more
expensive for companies to launch initial public offerings (IPOs) or issue corporate debt. It could
also become more expensive for states and localities to issue municipal debt used for public
projects such as roads and bridges.

Equity markets are the public face of finance and are often seen as a barometer of the overall
health of the economy. In that sense, a thriving IPO market is perhaps the most direct and
tangible evidence of an economy where new businesses have confidence in their future
prospects. Making U.S. capital markets less appealing for businesses looking to issue an IPO, as
the proposal could do, may reduce the United States’ ability to foster innovation and
entrepreneurship, and attract global capital.

Of course, increases in capital requirements can make banks better able to survive difficulties.
This must be balanced by the considerations described in the above paragraphs.

Derivative Hedging

The use of derivatives to hedge commercial risk benefits global markets by allowing businesses
across a wide variety of economic sectors to improve their planning and forecasting and offer
more stable prices to consumers — with commodity derivatives for price fluctuations in raw
materials, cross-currency swaps for international currency variations, and interest rate swaps for
interest rate changes on long-term liabilities. Large banking organizations serve as counterparties
to commercial end-users, pension funds, insurance companies, and municipalities for their
derivatives transactions. The combined impact of the introduction of new Credit Valuation
Adjustment (CVA) requirements on derivative transactions, FRTB, and operational risk charge
may decrease the banks’ ability or willingness to facilitate end user hedging, which could reduce
market liquidity and increase hedging costs. On the other hand, bank capital must be sufficient
given the risks taken by the bank under the derivative contract.

3 Ibid. Sections I and II.

* Two significant drivers of the anticipated increased capital requirements associated with securities underwriting in
the Notice of Proposed Rulemaking come from (1) higher credit conversion factors (CCFs) of 40% on off-balance
sheet commitments to purchase securities vs. the likely 20% under current rules, and (2) potentially higher
counterparty risk-weighted asset charges for derivative services under the Standardized Approach for Counterparty
Credit Risk (SA-CCR), although this would be portfolio-dependent. In addition, any fees earned from
underwriting activity will increase the Services component of the operational risk risk-weighted assets calculation.
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https://www.mayerbrown.com/en/perspectives-events/publications/2023/08/a-road-not-taken-where-the-us-capital-proposal-differs-from-basel
https://www.mayerbrown.com/en/perspectives-events/publications/2023/08/a-road-not-taken-where-the-us-capital-proposal-differs-from-basel
https://www.mayerbrown.com/en/perspectives-events/blogs/2023/09/the-final-stretch-securitization-in-the-us-under-the-proposed-basel-iii-endgame-rules
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