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Ladies and Gentlemen:

The Financial Services Forum (the "Forum’)lappreciates the opportunity to submit
this letter to the Board of Governors of the Federal Reserve System (the "FRB”), the
Federal Deposit Insurance Corporation (the "FDIC”) and the Office of the
Comptroller of the Currency (the "OCC,” and collectively with the FRB and the
FDIC, the "Agencies”) regarding their proposal (the "Proposal”) to revise the capital
requirements for large banking organizations to implement the Basel Committee on
Banking Supervision’s ("BCBS”) revisions to the Basel 11l framework ("Basel

The Forum is an economic policy and advocacy organization whose members are the chief
executive officers of the eight largest and most diversified financial institutions headquartered in
the United States. Forum member institutions are a leading source of lending and investment in
the United States and serve millions of consumers, businesses, investors and communities
throughout the country. The Forum promotes policies that support savings and investment, deep
and liquid capital markets, a competitive global marketplace and a sound financial system.
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Framework”) finalized in 2017.> The proposed changes would apply to all of our
member institutions, the U.S. global systemically important bank holding companies
(“GSIB”).

Our member institutions are expected to experience an increase in required capital of
over 25%, far higher than the 19% the Agencies project based on incomplete and
outdated data and representing the largest increase among affected banks. The
increase would be even larger, 30%, when incorporating the impact of expected
changes to the GSIB surcharge. This significant expansion in capital requirements
necessitates a rigorous assessment of how the Proposal would impact businesses and
households, which the Agencies have not yet done.

Forum member institutions are essential to the economy

Our member institutions play an essential role in providing credit, liquidity and a
range of key financial services that benefit corporates, asset managers, smaller banks,
investors, savers and a wide range of consumers, and are fundamental to the
continued growth and prosperity of the U.S. economy. Collectively, Forum member
institutions account for roughly 40% of all bank lending, which supports the needs of
businesses and households, and 70% of securities underwriting, which supports the
needs of companies to invest and grow.”> Our member institutions also play a critical
role in providing liquidity to a wide array of financial markets, ranging from the U.S.
Treasury market to the IPO market for innovative start-up companies and manage
over $15 trillion in financial assets for families and businesses to support long-term
investment goals such as retirement, education and business expansion.

Ultimately, the ability of our member institutions to serve as a leading source of
lending and investment for U.S. consumers, businesses, investors and communities
critically depends on the efficient calibration of regulation that accounts for and
balances effective costs and benefits.

Regulatory Capital Rule: Large Banking Organizations and Banking Organizations With
Significant Trading Activity, 88 Fed. Reg. 64028 (Sept. 18, 2023).

Forum, “Essential to the U.S. Economy” (last visited Dec. 29, 2023), https://fsforum.com/our-
impact/essential-to-the-u-s-economy (“Forum members hold $4.55 trillion in loans, accounting for
38 percent of total lending by banks to businesses and households™); David M. Solomon,
“Testimony of David M. Solomon,” Testimony before the United States Senate Committee on
Banking, Housing, and Urban Affairs (Dec. 6, 2023),
https://www.banking.senate.gov/imo/media/doc/solomon_testimony_12-6-23.pdf (“As of the third
quarter, the institutions most impacted by this proposal accounted for two-thirds of both lending
and capital markets activities in the U.S.”).


https://fsforum.com/our-impact/essential-to-the-u-s-economy
https://fsforum.com/our-impact/essential-to-the-u-s-economy
https://www.banking.senate.gov/imo/media/doc/solomon_testimony_12-6-23.pdf
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As FRB Vice Chair for Supervision Michael S. Barr noted in his statement on the
Proposal, “capital requirements[] must be aligned with actual risk.”* Financial
regulations that do not adhere to this key principle result in an inefficient financial
system that misallocates capital in a way that can have a detrimental effect on the
businesses and households that our member institutions serve.

The Proposal would harm the real economy, households, and businesses

As Chair Powell and Vice Chair Barr noted, the Agencies must consider the costs of
high capital.” Of all these costs, the most concerning may be the potential effect on
the American economy as a whole.® Increased capital requirements directly increase
the cost for banks of providing financial services, which are an essential part of
supporting the U.S. real economy. Therefore, the cost of increased capital would be
borne not just by banks but also by individuals, families and businesses.

The breadth of this Proposal would materially increase the cost of all financial
services provided by our member institutions. Among other things, the Proposal
would decrease the availability and increase the cost of: (1) lending to households to
finance an array of important purchases such as a home or automobile and even
everyday purchases made via credit cards; (2) lending to small businesses to support
their ability to remain active in local communities and provide employment; (3)
providing credit and liquidity to asset managers, pension funds and other financial
institutions that manage money on behalf of retail investors, employees and retirees;
and (4) hedging products for commercial and financial end users (including pension
funds, insurance companies and regional/community banks), such as derivatives and
financial insurance, increasing the cost of goods and services for consumers. Credit
cards are also a vital part of the retail credit ecosystem that consumers rely on to
build their credit scores and thereby gain access to other forms of credit, and the
Proposal would negatively impact their ability to do so.

The Proposal also would impede market functioning by discouraging our member
institutions from intermediating in financial markets for the benefit of, for example:
(1) corporations that raise funding from public debt and equity markets to fund
investment and support jobs; (2) municipalities that raise funds from public debt
markets to fund critical public services and infrastructure that Americans rely on; (3)
insurance companies that invest in securities to provide income that is necessary to

FRB, “Statement by Vice Chair for Supervision Michael S. Barr” (July 27, 2023),
https://www.federalreserve.gov/newsevents/pressreleases/barr-statement-20230727 htm
[hereinafter, the “Barr Statement”].

Id., FRB, “Statement by Chair Jerome H. Powell” (July 27, 2023),
https://www.tfederalreserve.gov/newsevents/pressreleases/powell-statement-20230727 htm
[hereinafter, the “Powell Statement™].

Chair Powell specifically identified this issue as the first area in which he particularly invited
public feedback. Powell Statement.


https://www.federalreserve.gov/newsevents/pressreleases/barr-statement-20230727.htm
https://www.federalreserve.gov/newsevents/pressreleases/powell-statement-20230727.htm
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provide households with home, auto and life insurance protection; and (4)
households that invest in public securities to fund their retirement savings goals as
well as other important life goals such as saving for a home or sending their children
to college. In addition, the Proposal would impede the provision of asset and wealth
management services that are important for households that are planning for life
events ranging from retirement to the purchase of a home and funding the
educational needs of their family members.

Our estimates of the Proposal’s impact suggest that the Proposal would increase
required capital by roughly 25% (30% when considered together with increases in
the GSIB surcharge), significantly more than the Agencies’ 19% estimate the
Agencies provided (which excludes the impact of GSIB surcharge growth). Relying
on independent academic research, we also estimate that this increase in required
capital would cost the economy over $100 billion per year. As changes to capital
regulation are intended to be durable, the cost would be borne by the economy each
and every year that the heightened requirements are in effect and over a thirty-year
timeframe would cost the economy in excess of $1.5 trillion.

Moreover, these cost estimates are likely underestimates of the actual economic cost,
as they do not consider potential multiplier effects, particularly with respect to asset
and wealth management or the intermediation of financial markets. Accordingly, the
available cost estimates should be viewed as a lower bound on the cost to the
economy. In total, these costs would directly reduce the productivity, growth and
vibrancy of the U.S. economy.

Increasing capital is not free. In the case of the proposed changes, these costs would
inevitably be paid not just by U.S. banks but by every American family and business.

The Proposal would harm U.S. competitiveness

The Proposal’s many inconsistencies with the Basel Framework and Basel 111
endgame proposals in other jurisdictions — which Chair Powell acknowledged in his
statement on the Proposal — would worsen, rather than improve, already substantial
international discrepancies in capital requirements and undermine the BCBS’s
objective of enhanced comparability.” These proposed divergences from the Basel
Framework do not serve American interests — rather, they would impose additional
requirements on U.S. banks that would harm the American economy and the ability
of U.S. banks to compete internationally.

U.S. GSIBs are already subject to standards that are more stringent than the Basel
requirements and the requirements of foreign jurisdictions such as the European

! Powell Statement (noting that “the proposal exceeds what is required by the Basel agreement, and

exceeds as well what we know of plans for implementation by other large jurisdictions” and
cautioning that the Agencies will need to weigh the potential costs of these choices).
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Union (“EU”) and United Kingdom (“UK”). For example, U.S. GSIBs are bound by
the stress capital buffer (“SCB”), the method 2 GSIB surcharge and limitations on
internal credit models, which result in significantly higher levels of capital than
foreign peers are required to maintain.

The Proposal’s implementation of the Basel III endgame would exacerbate this
disparity, primarily because of the elimination of the use of internal models for credit
risk and the addition of operational risk into the binding capital stack. This disparity
is also exacerbated by multiple contributing factors, including the specific calibration
of residential mortgages and retail credit, which are substantially more stringent than
the requirements being proposed for Basel Il endgame in foreign jurisdictions. In
the Proposal, the Agencies also declined to make several changes relative to the
Basel Framework that have been proposed in European jurisdictions, further
reinforcing international divergence. The UK Prudential Regulation Authority
(“PRA”) estimates that its implementation of Basel III endgame would only result in
a 3.2% increase in tier 1 capital requirements® for major UK firms,” while the
European Banking Authority estimate increased tier 1 minimum capital requirements
for EU firms of 5.6%."° Moreover, whereas the PRA intends to further mitigate the
impact on UK firms by adjusting firms’ Pillar 2 capital requirements to address
“double counts,” and “rebase firms’ variable Pillar 2A requirements and PRA buffer
where the relevant risk level has not changed, U.S. regulators have declined to
acknowledge any potential overlap. These international discrepancies would only
increase the already wide gap between the capital requirements of U.S. banking
organizations and those of their foreign peers.

2

As a result, the ability of U.S. companies to compete both within the U.S. and abroad
would be diminished, as U.S. companies rely on large U.S. banks to provide them
with the banking and risk-management tools, such as currency hedges, that are a
precondition to successful international operations. Altogether, the inconsistencies
with both the Basel Framework and Basel III endgame proposals in other
jurisdictions would result in higher prices for American families, weaker U.S.
markets and economic activity being pushed outside the United States.

The cited percentage increases in the EU and UK are in terms of tier 1 capital. Translating the
percentage change results in Table 1 of Section 1.B.1 of this letter to tier 1 terms would result in an
immaterial change due to the fact that SCB losses are unrelated to the denominator changes.

PRA, “PS17/23 — Implementation of the Basel 3.1 standards near-final part 1 (Dec. 12, 2023),
https://www.bankofengland.co.uk/prudential-
regulation/publication/2023/december/implementation-of-the-basel-3-1-standards-near-final -
policy-statement-part-1?secureweb=Symphony.

European Banking Authority, “Basel III Monitoring Exercise — Results Based on Data as of 31
December 2022” (Annex — Analysis of EU Specific Adjustments)” (Sept. 26, 2023),
https://www.eba.europa.eu/risk-and-data-analysis/risk-analysis/risk-monitoring/quantitative-
impact-studybasel-iii-monitoring. The 5.6% increase is based on the EU’s transitional
arrangements. Non-transitional (end state) increases are estimated to be 9.9%.


https://www.bankofengland.co.uk/prudential-regulation/publication/2023/december/implementation-of-the-basel-3-1-standards-near-final-policy-statement-part-1?secureweb=Symphony
https://www.eba.europa.eu/risk-and-data-analysis/risk-analysis/risk-monitoring/quantitative-impact-studybasel-iii-monitoring
https://www.eba.europa.eu/risk-and-data-analysis/risk-analysis/risk-monitoring/quantitative-impact-studybasel-iii-monitoring
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The Proposal would increase the size of the nonbank sector and create financial
stability risks

The Proposal would exacerbate the movement of financial activity outside the
regulated banking system, undermine consumer protections in place at banks and
weaken financial stability. As Chair Powell specifically acknowledged, the proposed
increases in market risk capital in particular threaten “a movement of some of these
activities into the shadow banking sector.”"!

U.S. GSIBs compete directly with nonbanks across an array of business segments.
Since 2008, the size and scope of nonbanks relative to banks have increased
substantially. According to data collected by the Financial Stability Board (“FSB”),
in 2008, nonbanks owned or controlled roughly 43% of global financial assets.'” By
2022 (the latest year available) that proportion had grown to roughly 47.2%." For
example, banks have specifically lost ground to nonbanks in mortgage lending and
servicing, where most activity is now conducted outside the regulated banking
system, and equity market intermediation, where approximately 50% of all equity
trading is executed by nonbanks."* Quantitative analysis estimates that $40 billion,
or approximately 13%, of U.S. GSIB revenues could transition to foreign banks and
nonbanks."” U.S. financial history is replete with other examples of how inflexible
regulation creates regulatory arbitrage opportunities for nonbanks. '

Heightened bank regulation relative to nonbanks is a clear and primary driver of this
shift. Nonbanks are neither comprehensively regulated, nor subject to bank-style
capital regulations, nor overseen by prudential supervisors. The increased capital
requirements of this Proposal would only hasten and exacerbate this well-established

Powell Statement.

FSB, “Global Monitoring Report on Non-Bank Financial Intermediation 20237 6 (Dec. 18, 2023),
https://www.fsb.org/wp-content/uploads/P181223 pdf.

In addition, the data also underscores the concern that in times of stress, nonbank financial
institutions tend to withdraw from the market, potentially exacerbating market volatility. The data
shows sharp drops in market share following stress periods, i.e., the share dropped by 4.3% in
2008, 1.2% in 2011 and 1.3% in 2020. In each of these examples, the drop in nonbank financial
intermediation was partially offset by a market share increase by banking organizations.

Johannes Breckenfelder, “How does competition among high-frequency traders affect market
liquidity?,” European Central Bank Research Bulletin No. 78 (Dec. 15, 2020),
https://www.ecb.europa.eu/pub/economic-
research/resbull/2020/html/ecb.rb201215~210477c6b0.en html.

Morgan Stanley and Oliver Wyman, “Into the Great Unknown™ (2023),
https://www.oliverwyman.com/content/dam/oliver-wyman/v2/publications/2023/nov/Morgan-
Stanley-Oliver-Wyman-Wholesale-Banking-Report-2023.pdf.

See, e.g., Nicholas K. Tabor, et al., “A Brief History of the U.S. Regulatory Perimeter,” Finance
and Economics Discussion Series (Aug. 2021),
https://www.federalreserve.gov/econres/feds/files/2021051pap.pdf. For example, money market
funds were born in response to rising interest rates and the interest rate cap set by Regulation Q.


https://www.fsb.org/wp-content/uploads/P181223.pdf
https://www.ecb.europa.eu/pub/economic-research/resbull/2020/html/ecb.rb201215~210477c6b0.en.html
https://www.oliverwyman.com/content/dam/oliver-wyman/v2/publications/2023/nov/Morgan-Stanley-Oliver-Wyman-Wholesale-Banking-Report-2023.pdf
https://www.federalreserve.gov/econres/feds/files/2021051pap.pdf
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disparity. Further, a move towards a larger nonbank footprint outside the regulated

bank perimeter would result in greater financial stability risks, because as discussed

in this letter, non-banks are subject to heightened liquidity risks and are more likely

to pull back in times of stress.'” Therefore, the net effect of the Proposal would be a
growing nonbank sector, resulting in a riskier financial system overall.

The Proposal ignores the existing strong state of capital levels and bank prudential
standards for U.S. GSIBs

As Chair Powell and Secretary of the Treasury Janet Yellen have confirmed, the U.S.
banking system has “strong” levels of capital and liquidity."® For no institutions is
this more true than the U.S. GSIBs, which already hold historically high levels of
capital. As Chair Powell said in his confirmation hearing, “capital and liquidity
levels at our largest, most systemically important banks are at multi-decade highs.
Similarly, the 2023 Financial Stability Oversight Council Annual Report also
emphasized that, for U.S. GSIBs, “the Common Equity Tier 1 Capital (CET1) ratio
has trended up since early 2022 and is now on par with the highest levels observed in
more than 20 years.”*® By the Agencies’ own admission, our member institutions are
already well capitalized and an essential source of strength to the economy.

219

U.S. GSIBs have more than tripled their common equity tier 1 capital since 2008; in
2008, the U.S. GSIBs collectively maintained slightly less than $300 billion in CET1,
while today, that amount stands at over $900 billion.”' U.S. GSIBs also are subject
to annual supervisory stress testing and have maintained capital well in excess of
amounts required by those stress tests. Since 2012, stress test losses determined by
the FRB have averaged only about 15% of available capital resources, demonstrating
the extremely strong capital position of U.S. GSIBs.

As Governor Waller said, “a safe but needlessly narrow banking system doesn't necessarily result
in a safe financial system and vibrant economy.” FRB, “Statement by Governor Christopher J.
Waller” (July 27, 2023), https://www.federalreserve.gov/newsevents/pressreleases/waller-
statement-20230727.htm. See also BCBS, “Newsletter on bank exposures to non-bank financial
intermediaries” (Nov. 24, 2022), https://www.bis.org/publ/bcbs_nl31.htm.

Powell Statement. Janet Yellen, “Remarks by Secretary of the Treasury Janet L. Yellen at
Independent Community Bankers of America (ICBA) 2023 Capital Summit” (May 16, 2023),
https://home.treasury.gov/news/press-releases/jy1484.

Jerome Powell, “Nomination Hearing,” Testimony before the United States Senate Committee on
Banking, Housing, and Urban Affairs (Jan. 11, 2022),
https://www.federalreserve.gov/newsevents/testimony/powell20220111a.htm [hereinafter, the
“Powell Nomination Hearing™].

Financial Stability Oversight Council, “Annual Report 2023 at 52 (2023),
https://home.treasury.gov/system/files/261/FSOC2023 AnnualReport.pdf.
According to data from FR Y-9C reports, U.S. GSIBs maintained $297 billion in “common

equity” on December 31, 2008. According to data as of the second quarter of 2023, aggregate U.S.
GSIB CET1 is $914 billion (third quarter data is not yet available).


https://www.federalreserve.gov/newsevents/pressreleases/waller-statement-20230727.htm
https://www.federalreserve.gov/newsevents/pressreleases/waller-statement-20230727.htm
https://www.bis.org/publ/bcbs_nl31.htm
https://home.treasury.gov/news/press-releases/jy1484
https://www.federalreserve.gov/newsevents/testimony/powell20220111a.htm
https://home.treasury.gov/system/files/261/FSOC2023AnnualReport.pdf
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Beyond capital regulation, U.S. GSIBs are also subject to a host of additional
prudential requirements that interact with various parts of the capital framework and
further support and strengthen their resilience, including quantitative liquidity ratios,
total loss-absorbing capacity (“TLAC”), long term debt (“LLTD”) and recovery and
resolution planning requirements and enhanced supervision under the Large
Institution Supervision Coordinating Committee (LISCC) program. The presence of
these additional layers of (sometimes conflicting) prudential regulation directly
contradicts the Agencies’ contention that the Proposal is necessary to level the
playing field with smaller banking organizations.*

The Proposal as it relates to U.S. GSIBs is wholly unrelated to the 2023 regional
banking turmoil

Regulators have explicitly cited the 2023 regional banking turmoil as an impetus for
the Proposal.”> As they were during the COVID-19 pandemic, the U.S. GSIBs were
an essential source of strength to the industry. Despite that, inexplicably, the
Proposal would penalize U.S. GSIBs more than any other banks in a number of ways,
not least of which is the compounding effect of the GSIB surcharge requirement on
higher risk-weighted assets (“RWA”) resulting from the Proposal.

First, as it relates to U.S. GSIBs, there is no connection between the current Proposal
and the recent regional banking stresses. In fact, the Proposal’s starting point is a
capital framework adopted by the BCBS in 2017 — six years before the regional
banking turmoil occurred.

Second, there is no evidence that higher levels of capital at the U.S. GSIBs would
have had any impact on the spring 2023 regional bank instability, the backdrop
against which the Agencies have framed the Proposal. None of the instabilities
present in regional banks earlier in 2023 have any relation to the capital or financial
position of U.S. GSIBs. Rather, available evidence demonstrates that business and
households moved their deposits o U.S. GSIBs during the regional banking turmoil
in light of their clear and convincing capital strength and stability. Additionally, U.S.
GSIBs actively contributed $30 billion in the form of unsecured deposits to shore up
one troubled lender to provide much needed time for the resolution of that lender in
an orderly and cost-effective manner.

Finally, and critically, the aspects of this Proposal that may have some nexus to the
regional bank turmoil are wholly unrelated to U.S. GSIBs. For example, the
Proposal changes the extent to which non-GSIBs must reflect accumulated other
comprehensive income (“AQCI”) in their capital levels. However, U.S. GSIBs
capital levels already fully reflect AOCI (including unrealized losses on available-

2 Proposal at 64170.

3 Barr Statement.
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for-sale securities) and hence do not bear any relation to this aspect of the Proposal.
In fact, given that U.S. GSIBs are the primary market makers in derivatives that
regional banks use to hedge these risks, penalizing this type of intermediation (as the
Proposal would) may exacerbate vulnerabilities in the banking sector that the events
of March and April 2023 revealed.

The Proposal is not justified

The Agencies contemplate a significant increase in capital despite regulatory
statements in recent years and academic literature that have largely suggested capital
levels are appropriate. This is particularly true for the U.S. GSIBs, which, as
discussed above, have record high levels of capital. Any proposal to substantially
raise capital requirements must clear a very high bar to justify such an increase in the
face of clearly demonstrated strength and resiliency, particularly among our member
institutions. To the contrary, the Proposal offers no compelling analysis, data or
evidence to suggest that the proposed changes for U.S. GSIBs are at all warranted or
necessary.

The economic analysis provided by the Agencies is cursory and does not provide a
rigorous and comprehensive cost-benefit analysis of the proposed requirements that
considers the impacts on end users and the economy as a whole. In many instances,
the Proposal makes assertions that are not supported by evidence and that our
analysis shows to be incorrect. Moreover, the Proposal does not provide a
conceptually consistent analytical framework or explain key assumptions and data.
The public should have the ability to understand and respond to the Agencies’
analysis of bank capital that presumably serves as the key motivation for this
Proposal.

Finally, as we have previously noted,”* the Proposal is based on incorrect data. Any
assessment of the Proposal’s impact on capital must be informed by up-to-date data
pertaining to the Proposal itself, and we believe it must also take into account all
components of the Agencies’ regulatory capital framework. Moving forward with
this Proposal on the basis of such a lack of justification would represent a clear
public policy error that would only serve to weaken our economy.

The Proposal must be re-proposed

As discussed at greater length in the remainder of this letter, given the significant
analytical gaps in the Proposal and its incongruous implementation of the Basel 111
endgame as compared to other jurisdictions, the Agencies must make available a

* See Kevin Fromer, et al., “Regulatory Capital Rule: Large Banking Organizations and Banking

Organizations With Significant Trading Activity” (Dec. 22, 2023),
https://fsforum.com/a/media/associations-letter-re-b3e-impact-on-u.s.-gsibs.pdf.


https://fsforum.eom/a/media/associations-letter-re-b3e-impact-on-u.s.-gsibs.pdf
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more comprehensive analysis justifying the proposed requirements and re-propose
the rule in full, providing for a new 120-day comment period.

The re-proposal should articulate clearly the specific problem that needs to be
addressed by such large increases in required regulatory capital and explain
specifically how the proposed solution directly addresses the identified problem in a
manner that is not already addressed by the existing regulatory framework.
Moreover, the re-proposal must contain a robust economic analysis that clearly and
convincingly demonstrates the net social benefit of the Proposal in a data-based and
transparent fashion that can be subjected to meaningful review and comment. That
analysis must appropriately match the breadth and detail of the proposed capital
requirements.

To the extent that the Proposal is informed by, and is adjusted as a result of, ongoing
quantitative analysis being provided by affected banks, regulators have a public
policy obligation to make that analysis public, communicate how the Proposal would
be adjusted in light of that analysis and provide the public with an opportunity to
comment on the analysis and the proposed adjustment.

In this letter, we identify specific concerns and observations regarding the Proposal
and offer recommendations that would improve the calibration of the framework as
the Agencies consider how to re-propose the rule.
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EXECUTIVE SUMMARY

The Proposal would increase capital requirements for our member institutions by
$225 billion, which represents roughly 30% increase in required capital relative to
current requirements inclusive of the GSIB surcharge and 25% increase in required
capital disregarding increases in the GSIB surcharge, in each case significantly
higher the Agencies’ estimate of 19%. This significant increase appears to be
premised on the assumption that “there is room to increase capital requirements from
their current levels while still yielding positive net benefits.” As explained in
Section I.A, the analysis presented in the Proposal fails either to provide a
transparent, evidence-based justification for this assertion or to explain key
assumptions and data necessary to allow the public to understand and critically
evaluate the Agencies’ claims.

Any re-calibration of the current capital framework must be informed by both (1) a
top-down, evidence-based view of bank capital that ensures that any increases in
overall levels of capital are ultimately justified in light of their costs to U.S. business
and households and, ultimately, the economy and (2) a rigorous, bottom-up approach
that seeks to ensure that individual components are appropriately calibrated within
and across frameworks.

Our analysis, presented in Section I.B, demonstrates that the premise of there being
“room to increase capital” is incorrect. The Agencies’ economic analysis
significantly understates the Proposal’s potential economic impacts, which extend
beyond affected banking organizations, bank “lending activity” and bank “trading
activity” to the broader U.S. economy, with significant implications on the
availability of credit and other financial services for American households and
businesses. In the aggregate, estimates from leading academic studies suggest that a
capital increase of the magnitude contemplated by the Proposal would cost the
economy over $100 billion per year. Over a thirty-year timeframe, this would cost
the economy in excess of $1 trillion. Similarly, our analysis also demonstrates that
the calibration of various individual components is flawed as a result of: (1) adoption
of flawed methodologies that are not supported by analysis and (2) adoption of the
Basel Framework without proper regard for unique characteristics of the U.S.
markets.

In this letter, we raise concerns, offer observations and make recommendations that
should inform a re-proposal. Certain key recommendations are summarized below.

¥ Proposal at 64169.
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Structural and Overall Calibration Recommendations

Our analysis in Section I demonstrates that the Proposal is fu