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Key Message #1. Banks support business growth and keep the American economy competitive.

Banks Enable Economic Growth and Help American Consumers and
Businesses Reach Their Goals

$4.3T

in payments are safely processed every
day by U.S. banks

i
$436B

in equity was underwritten by U.S.
banks in 2021

=
$1.9T

in debt was underwritten by U.S. banks
in 2021

1]
$500B

in small business loans are held by U.S.
banks

@
$350B

in municipal bonds were underwritten

by U.S. banks in 2021
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Large banks, those over $100 billion in assets, support the deepest and most liquid capital markets in the world and
help keep America globally competitive.
Large banks help underwrite IPOs and provide federal, state and local governments financing for roads and
bridges, schools, libraries, and other public works projects that is not able to be provided by smaller
institutions. Debt, equity and municipal bond markets are sizable ($1.9 trillion, $436 billion and $480 billion
raised/underwritten in 2021, respectively).
Large banks safely process an average of $4.3 trillion in payments every day for their retail and business
customers.
Large banks have diverse business models, with some focused on capital markets and investment banking,
while others primarily provide traditional consumer and business banking services with scale.

Large banks help finance American households and businesses. They provide access to credit to help their customers
buy a home, start a business, purchase a car, or pay for college. Large banks also meet the funding needs of other
financial institutions such as mortgage finance companies, insurance companies, and community banks. Banks hold:

$2.4 trillion in residential mortgage loans (25% market share);

$2.3 trillion in commercial mortgage loans (50% market share);

$2.4 trillion in commercial loans (25% market share); and

$1.8 trillion in consumer loans (52% market share).

Banks are economic drivers and help local communities grow and future generations prosper. In every town in every
state across America, schools are built, bridges erected and fire stations financed with the assistance of a bank.
Large banks oversaw the underwriting of $350 billion in municipal bonds during 2021.

Large banks provide critical financing to every sector of the U.S. economy, such as the service industry,
manufacturing, real estate, logistics, and government contracts. This support helps fuel job creation in major cities
and rural towns across America.

Large banks hold about $5.2 trillion in loan commitments across all U.S. sectors.

About 1/3 of loan commitments are funding commercial loans to the services sector. This sector accounts

for 50% of jobs in the U.S. economy.

Large banks are key providers of small business loans including in low- to moderate-income neighborhoods.
Banks hold about $500 billion in small business loans.
Small businesses account for nearly 2 out of every 3 jobs added over the past 25 years.
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Key Message #1. Banks support business growth and keep the American economy competitive.

Large Banks in the United States Are a Bulwark Against, Not a
Source of, Financial Stability Risk

Banks must have strong balance sheets to support their clients Liquidity Holdings of Top 7 Retail Banks

2021

throughout both normal and stressed times. As the economy
struggled in response to the pandemic, banks were tested for the 2007

first time since the financial crisis and proved that their fortress
balance sheets were a source of strength and helped meet the Level 1 Assets $34B +$2,617B $2,6508

needs of their customers. Level 2A Assets $22B +$1,038B $1,060B
Large banks’ holdings of tangible common equity, the most High-Quality Liquid Assets $56B +$3,655B $3,710B

effective at absorbing losses, have more than tripled since the
2008 financial crisis.

$ Billions Loss Absorbing Resources of Top 7 Retail Banks

The Federal Reserve estimated that the top 7 retail banks' net 1,800

losses would reach $200 billion over the ensuing nine quarters '
of the 2022 stress tests. Even if this highly unlikely scenario 1,600
were to happen, these banks have plenty of capital to absorb
those losses. 2,400
. . 1,200
Large banks now hold unprecedented amounts of high-quality ot
liquid assets to ensure they can survive a period of persistent 1,000
liquidity stress. ~11%
800
Since the 2008 financial crisis, global reforms in the resolution
process (e.g., single point of entry, total loss absorbing a00
capacity requirements, ISDA protocol to address cross- 56 :
defaults) have made it safe for globally active banks to fail in
an orderly way, imposing losses squarely on shareholders and 200 .
long-term bondholders (not the public), and thereby ending

perceptions of too-big-to-fail by market participants. 0

2Q07 4Q21 7 DFAST Banks 2022 Projected
Pre-Tax Net Losses
Loan Loss Reserves, Preferred stock and TLAC long-term debt

b p I I Tangible Common Equity
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Key Message #1. Banks support business growth and keep the American economy competitive.

Banks Are Supporting America’s Energy Needs Today and the
Transition to Cleaner Energy Tomorrow

80% of the U.S. energy supply is made
up of fossil fuels, with only 11% made

up of renewable energy. A transition to
greater use of renewable energy will be
a decades-long process.

t
Citi committed $1 trillion in sustainable finance by 2030,
i ing $500 billion for envi finance and $500

billion for social finance. Citi financed and facilitated $222
billion in sustainable finance activity in 2020 and 2021.

@GPNC

PNC committed to mobilize $20 billion in environmental finance
over five years, starting January 2021. PNC achieved nearly 47
percent of its commitment just one year into its plan, as a result
of a 70 percent year-over-year increase in sustainable finance
activity.

[Ebank

U.S. Bank invested over $42 billion between 2008 and 2021 in
environmentally beneficial business opportunities —and set a
new goal to invest $50 billion by 2030. It commits more than
$1 billion annually in renewable energy investments, and to
date the USBCDC has committed more than $12 billion in solar,
energy storage, wind, biomass, and fuel cell technologies. As
part of that commitment, U.S. Bank has financed $10.7 billion
in solar, or more than 15% of all solar projects in the United
States, over the past 10 years.
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BANK OF AMERICA %7

Bank of America set a goal to deploy and mobilize $1.5 trillion
of capital in sustainable finance by 2030 that delivers for both
environmental transition ($1 trillion out of the total goal)

and inclusive development. Bank of America mobilized and
deployed approximately $250 billion in sustainable finance
activity, an all-time high and significant increase over 2020
levels. Bank of America has issued $11.9 billion across nine
Green, Social and Sustainability Bonds since 2013,

JPMorgan

JPMorgan set a target to finance and facilitate more than $2.5
trillion over 10 years ~ from 2021 through the end of 2030 - to
advance long-term solutions that address climate change and
contribute to sustainable development. JPMorgan Chase’s
broker-dealer subsidiaries underwrote approximately $60
billion in green, social, inability and inability-linked
bonds. JPMorgan has committed over $13 million in grants
since 2019 to advance resilience to climate change, including
over $5 million in 2021,

TRUIST fiH

Truist was involved in approximately $2.4 billion of clean
energy- and sustainable-related financing in 2020, broken

into the i i PProxi $580 million in
direct capital commitments to renewable energy projects
(debt and tax equity); $75 million in financing to help fund the
construction of an offshore wind turbine installation vessel;
Approximately $1.8 billion active bookrunner roles in green
bonds and sustainability-linked bonds.

Wells Fargo committed to deploying $500 billion in sustainable
financing by 2030. Financing will include: renewables, energy-
efficiency technologies, green buildings, green bonds, and
low-emission vehicles; companies and projects focused on
sustainable agriculture, conservation, recycling, resource

and other il beneficial efforts;
customers’ own emissions-reduction efforts.

Large U.S. banks provide essential financing to support America’s
national security goals and to move closer toward a secure
energy future. This includes financing oil and gas production to
meet today’s energy needs. Today, fossil fuels make up over
80% of U.S. energy supply, with only 11% made up of renewable
energy.
A transition to greater use of renewable energy will be a
decades-long process and likely only be incremental
over time.
U.S. banks are some of the largest lenders to fossil fuel
companies globally. Five out of the seven largest retail
banks rank in the top 40 for banks financing fossil fuels.
Financing of upstream fossil fuel expansion (i.e.,
resources under development and exploration) has
received the most financing as compared to other forms
of fossil fuel financing from 2016-2021, with U.S. banks
being the top 4 financiers with total financing of over
$350 billion.

U.S. banks are also some of the largest financiers of green energy
projects and provide the funding necessary to help diversify
America’s power grid.

The continued commitment of banks to lend to fossil fuel
companies helps ensure financing remains within the regulated
banking sector. Regulations that discourage investment in fossil-
fuel companies increase the role of the shadow banking sector
and reduce the efficacy of implementing meaningful climate

policy.

Pg. 5 | Last Updated on 9/1/2022



Key Message #2. Strong American banks help consumers reach their goals and obtain access to resources to build a better

future.

Large Banks Help Finance American Households and Businesses

Banks provide access to credit to help their customers buy a home, start a Billions Outstanding Loans at all Banks
business, purchase a car, or pay for college. Large banks also meet the
funding needs of other financial institutions such as mortgage finance 3,000

companies, insurance companies, and community banks.
2,500

Banks hold $2.4 trillion in commercial loans. 2,000
S.5 trillion is loans to small businesses.
Banks hold about 25% market share of commercial loans,
according to the Federal Reserve. 1,000
The top 7 retail banks hold about 45% of business loans on
banks’ books.

1,500

500

Banks hold $2.6 trillion in residential mortgage loans. Commercial & Mortgages Commercial Real Consumer
Banks have approximately a 25% market share of all mortgage ndustrial EwfE
loans (GSEs and FHA hold most of the rest); the top 7 banks hold Small Business Ao
50% of that.
Banks’ market share for home equity lines of credit is % Held by Top 7 Retail Banks
75%. 50.0
450
Banks hold $1.9 trillion in commercial mortgage loans. w00
Banks have nearly a 50% market share.
350
Banks hold $1.8 trillion in consumer loans. EME
Loans to purchase a vehicle account for nearly 1/3 of consumer 250
loans outstanding. 00
Banks have a 52% market share of consumer loans.
Banks’ market share for credit cards is 90%. e
1000

Large banks hold 43% of all consumer loans.

0o
Commercial & Mortgages Commercial Consumer
Industrial Real Estate
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Key Message #2. Strong American banks help consumers reach their goals and obtain access to resources to build a better

future.

Banks Help Unbanked and LMI Communities

Banks are investing in the prosperity of rural communities, including through digital
banking.
Large banks’ share of branches in rural areas has grown over the past two
e —— decades.
107 A 2020 study from the Federal Reserve Bank of St. Louis finds that “Large
banks are more dominant in the rural counties of the states that have

Residents Living in "Banking Deserts"

|

e permitted statewide branching for many years.”
Uian _T; . . . L
Large banks are key providers of small business loans including in low- and moderate-
e e income neighborhoods.
LMI consumers are particularly well served by branches, with 99 percent of
Middle Income ol . .o . . . .. .
I — residents living in low-income areas and 96 percent of residents living in LMI

owandadectehone e ! areas covered by a branch.
towncone S’ Banks offer low-cost, accessible bank accounts to underserved communities, including
through the Bank On program. Data on Bank On uptake shows that it is gaining traction
in communities that it targets, such as majority-minority census tracts.
! 2 ¢ ¢ ! 0 1 u Bank On certified accounts are offered at more than 39,540 branches in the
% of Population . . . .
U.S., according to data from the Cities for Financial Empowerment Fund.

ey B

2010 02017

Source: Summary of Deposits, Federal Deposit Insurance Company; S&P Global,

Pote:: Bankigdesrts aecnsus tractswthnbank ranch with 2l ot ceterftacnan rhan e, Banks have developed strong partnerships with MDIs and CDFls, including through
I s equity financing, staff, training, and technology support.
Banks are supporting financial resilience in the MDI and CDFI sectors by
investing in their equity and providing guarantees or credit facilities as
appropriate. The 7 largest retail banks pledged to provide $250 million in
Q2 $ 2 5 0 M direct equity investments, as well as millions of dollars in other support such
. as boosting minority-owned businesses, providing scholarship funding for

largest retail banks. HBCUs, offering technical assistance, investing in minority-focused funds and
bringing minority-owned banks into syndicated loan deals.

made significant progress, by implementing best practices that align with their

Banks are prioritizing diversity among their employees and their customers and have
b I individual business models.
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https://www.kansascityfed.org/documents/8159/EconomicReviewV106N2HanauerLytleSummersZiadeh.pdf
https://www.stlouisfed.org/publications/regional-economist/july-2000/big-fish-small-ponds-large-banks-in-rural-communities
https://joinbankon.org/accounts/
http://www.louisianaweekly.com/liberty-among-banks-receiving-a-capital-investment-from-wells-fargo/
https://www.pnc.com/insights/our-commitments/customers/pnc-group-helping-minority-businesses-thrive.html?lnksrc=pnc-insights-feed
https://media.truist.com/news-releases?item=122545
https://bizresourcenavigator.com/
https://newsroom.bankofamerica.com/content/newsroom/press-releases/2021/05/bank-of-america-surpasses-equity-investment-goal-of--200-million.html
https://www.bloomberg.com/news/articles/2022-07-29/citi-enlists-black-owned-banks-in-rare-1-2-billion-loan-deal?sref=9xX5rA0h
https://bpi.com/the-time-is-now-30-best-bank-practices-to-help-improve-outcomes-in-black-communities/

Key Message #2. Strong American banks help consumers reach their goals and access to resources to build a better

future.

Large Banks Are Key Providers of Small Business Loans Including
in Low- And Moderate-income Neighborhoods

bpi
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Lending by banks to small businesses is crucial for sustaining
and growing this vital sector of the U.S. economy, and
policymakers place high priority on maintenance of a robust
small-business lending environment.

The latest CRA data on small business loan originations by
banks above S1 billion in assets show continued expansion of
small business lending during the post financial crisis period
and a jump in 2020 (latest year available) reflecting banks’
commitments to small businesses during the pandemic.

Banks are the most important type of financial services
providers, with 90% of small businesses reporting having
used a bank as financial services provider during 2021. About
27% of small businesses reported having used a business
financial services company and 10% a fintech company.

About 56% of small businesses used a large bank as
a financial services provider during 2021, according
to the most recent Small Business Credit Survey
(May 2022).

Small business lending has continued to grow apace both
inside and outside of low- or moderate-income areas,
maintaining a robust, 25% share of loans made in LMI
neighborhoods.

— 450
400+
3504
300
250
200
150

100

Small business loan originations ($ Billions

50

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

|_ All banks Top 7

Source: Community Reinvestment Act.

Use of Financial Service Providers by Small Businesses
(% of employer firms) N = 10,865

small bank 47%
Business financial services company

credit Union

Online lender/fintech company

Finance company m

Alternative financial source | 3

CDF1 . 2%

Other | E3

None 2%
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https://www.ffiec.gov/cra/craproducts.htm

Key Message #2. Strong American banks help consumers reach their goals and obtain access to resources to build a better

future.

Banks Supported the U.S. Economy During COVID-19

< =

> —
1.5M+ 85M
loans funded jobs supported

<
= hod
$89k 80%

average loan amount of loans were for less than $100k

75% 52%

of loans went to businesses with less of loans went to businesses with less
than 10 employees than 5 employees

°

30%

of loans went to businesses in low- and
moderate-income neighborhoods

bpi
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Banks provided critical financing for small businesses during the
pandemic, including through the Paycheck Protection Program.

Banks were the first to help rescue the economy during the pandemic
via lending. A well-capitalized financial system allowed for
unprecedented drawdown in credit lines without increasing risk to
financial stability.

Weekly data from the Federal Reserve’s H.8 release shows that
commercial loans to businesses increased approximately $539 billion
between Feb. 26 and April 1.

The unprecedented increase in loans in the H.8 clearly
demonstrated that banks had the necessary strength to
provide a massive amount of funds to nonfinancial businesses
during a stress event.

The top 7 retail banks disbursed more than $140 billion in PPP funds.

Data show that that more PPP funds went to localities that
experienced the highest economic disruption as a result of
the pandemic, and that this alignment of need and funding
was particularly strong among large banks.

Also, data show that large banks were comparatively active in
in providing PPP loan dollars to firms located in
predominantly minority neighborhoods.
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https://www.federalreserve.gov/releases/h8/current/default.htm
https://bpi.com/using-loan-level-data-to-assess-the-ppps-effectiveness/
https://bpi.com/neighborhood-demographics-and-the-allocation-of-paycheck-protection-program-funds/

Key Message #2. Strong American banks help consumers reach their goals and obtain access to resources to build a better

future.

Banks Protect Consumers

Banks provide robust fraud protection to consumers and have a longstanding record of

responsive customer service in fraud incidents. In contrast, fintechs lack the fraud- Banks Are Committed To
protection infrastructure, customer service staff and expertise and regulatory oversight Protecting Customer Data
of banks.

and Privacy

Banks abide by more stringent data privacy protection standards than many other FEITc I It DS KERTInt it e e e e
industries and have developed sophisticated systems to detect, prevent and respond to and regulatory requirements and are subject to
cyber threats. Some of the requirements include: regular oversight and supervision by regulators.

The Gramme-Leach-Bliley Act;

FFIEC IT Examination Handbook;

The Fair Credit Reporting Act;

The Right to Financial Privacy Act; and

State and International Data Security and Privacy Laws.

These requirements include:

The Gramm-Leach-Bliley Act

Lax supervision of fintechs harms consumers, as fintechs are not subject to direct, regular
supervision for compliance with consumer protection requirements.
A growing body of evidence highlights consumer protection concerns associated
with neobanks, fintech lenders, cryptocurrencies, and DeFi platforms.
Fintech lenders were almost five times more likely than traditional lenders to be
involved with potentially fraudulent Paycheck Protection Program loans.
A BPI analysis and a study by the Project on Government Oversight found that
PPP loans being investigated by the Department of Justice (DOJ)
disproportionately were handled by fintech companies, online banks, or fintech-
related marketplace platforms.

FFIEC IT Examination Handbook

The Fair Credit Reporting Act

The Right to Financial
Privacy Act

State and International Data
Security and Privacy Laws

bpi
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https://bpi.com/lax-supervision-of-fintechs-harms-consumers/
https://ssrn.com/abstract=3906395
https://bpi.com/alleged-ppp-scammers-steered-clear-of-large-banks-an-analysis-of-the-dojs-reported-cases-to-date/#_ftn3
https://www.pogo.org/investigation/2020/10/lamborghinis-strip-clubs-bogus-companies-and-lies

Key Message #2. Strong American banks help consumers reach their goals and obtain access to resources to build a better

future.

Consumer Products Offered by Banks Are Well Regulated

Banks Are Subject to
Comprehensive Regulation
and Supervision

Over the past 150 years, Congress has enacted
several measures to strengthen the legal and
regulatory framework for banks in response to

episodic banking crises, and through its actions,

deepened the social compact with banks.

National Bank Act (1864)

Federal Reserve Act (1913)

Federal Deposit Insurance
Act (1950)

Bank Holding Company Act
(1956)

Gramm-Leach-Bliley Act
(1999)

Dodd-Frank Act (2010)

bpi
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The types and amounts of fees charged to cover a bank’s costs of providing services, including
deposit accounts, are the result of robust competition to attract customers, within a
regulatory regime that ensures transparent pricing and disclosure.

Bank fees are subject to extensive disclosure requirements to allow consumers to comparison
shop. Disclosure ensures fair competition in the highly competitive markets for consumer
financial products.
This framework has been administered and further refined by the CFPB through
multiple regulations, including:
Regulations DD and E (deposit account and electronic fund transfer fees);
TILA/RESPA (mortgage origination and settlement service fees); and
Dodd-Frank UDAAP principles.

Banks offer innovative products and services to meet their customers’ needs, and those
products must be designed and sold in ways that customers value.

Consumers realize significant benefits from their bank’s consumer financial products and
services. There is a complex set of factors that determines how these benefits get priced.
These factors consider both the cost of providing benefits and the need to incentivize safe
behaviors that reduce harm to consumers and ensure that banks can operate in a safe and
sound manner, as required by their prudential supervisors.

Allegations of “junk” fees for credit cards and other consumer banking products are simplistic
and not well supported by empirical data; such allegations fail to consider important factors
determining how these products are priced in the highly competitive market environment.
The CFPB’s characterization of fees associated with valued consumer products
offered by banks would benefit from some context. For example, consider fees
charged by public entities:
The fine for an unpaid parking ticket in Washington, D.C. costs double the
amount of the original ticket. Such fees have had a disproportionate effect
on minority communities, according to the Washington Post.
Unpaid water and sewer bills in New York City could result in a lien against
the property, and possible foreclosure. (Source)
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https://dmv.dc.gov/service/pay-tickets
https://www.washingtonpost.com/dc-md-va/2021/08/06/dc-traffic-parking-tickets-black-neighborhoods/
https://www1.nyc.gov/site/dep/pay-my-bills/overdue-water-sewer-charges.page

Key Message #3. America’s banks are guardians of the financial system, help preserve national security and keep the

economy in motion.

Banks Protect America’s Critical Infrastructure from Cyber Threats

Banks invest billions to protect consumers, businesses and their livelihoods against cyber threats so that the economy can continue to operate.
According to a recent spending forecast, banks will invest more in security solutions than any other industry.
These investments include modern technology, rigorous cybersecurity programs and resilient infrastructure to protect customers’
sensitive data and ensure products and services are available via mobile app, desktop application or in-person services at a local bank
branch.

Public and private partnerships remain the keystone of an effective national defense against cyber threats. Banks are coordinating with
Treasury, the Cybersecurity and Infrastructure Security Agency, regulators and other government partners to share information and protect
against national security threats before they take shape.
The financial services industry is the gold standard for cybersecurity best practices in the United States and was the first industry to
launch an information sharing and analysis center and a sector coordinating council.
Banks also comply with a long list of mandatory reporting requirements that include: incident notification within 36 hours to
prudential regulators; incident reporting within 72 hours to CISA; several international requirements including those of the General
Data Protection Regulation in the EU as well as the Network and Information System Directive; and forthcoming requirements from
the SEC to publicly disclose a cyber incident within 4 days. Moreover, all 50 states currently have a version of a data breach notification
law. The New York Department of Financial Services also has its own cybersecurity regulation for incident reporting separate from its
state data breach notification law.

Every grocery store, pharmacy and transit station in America relies on a bank and its team of cyber experts to exchange money, goods and
services safely and efficiently at all hours of the day.
Banks safely process an average of $4.3 trillion in payments every day for their retail and business customers.
Banks strive to ensure the products and services customers want are reliable, safe and secure through measures such as:
Customer on-boarding process — banks are required to collect and verify certain information from customers prior to opening
an account, helping reduce fraud and identity theft;
Multifactor authentication — use a layered approach to securing customers’ accounts;
Technology controls to validate and authenticate users;
Public education campaigns to raise awareness of scams and other tactics used to trick consumers;
Support and promotion for the adoption of more advanced technologies through organizations such as the FIDO Alliance; and
Coordination with other firms and law enforcement agencies to identify fraud and hold bad actors accountable.
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https://www.idc.com/getdoc.jsp?containerId=IDC_P33461
https://bpi.com/wp-content/uploads/2022/04/Cyber-Incident-Notification-and-Reporting-Requirements-for-Financial-Institutions-04-21-2022.pdf
https://www.banksneveraskthat.com/
https://fidoalliance.org/what-is-fido/

Key Message #3. America’s banks are guardians of the financial system, help preserve national security and keep the

economy in motion.

Banks Protect Americans from Financial Crimes

Banks provide essential support to law enforcement and national security experts to help
detect and deter dangerous and illicit activities, such as money laundering, terrorism, sex
trafficking and corruption by foreign governments.
A BPI survey found that 19 member banks employed over 14,000 individuals as part
of their AML compliance program.
One large bank may employ more individuals dedicated to BSA/AML/OFAC
compliance than the combined staffs of Treasury’s Office of Terrorism and Financial
Intelligence, OFAC and FinCEN.

- Recent efforts, supported by the banking industry, to modernize the AML/CFT framework —
l l including applicable regulations — and improve information sharing between the public and
private sectors will help banks better detect and deter illicit financial activity.

Banks should be encouraged to implement innovative new technologies to better detect
suspicious activity rather than exhausting resources on check-the-box compliance exercises.
A BPI survey found that 19 member Regulators expect banks to dedicate significant resources to anti-money laundering

. ba_n_ks employed over 1‘.}’000 compliance exercises that are not calibrated to produce optimal results.

individuals as part of their AML . . . . , -

compliance program. In particular, the Financial Crimes Enforcement Network’s new beneficial owner
directory should serve as a central source of information for law enforcement, banks

and other financial institutions to identify illicit actors.

Existing AML/CFT rules must be reviewed and updated to ensure they account for digital
assets so that these novel technologies cannot be used to launder illicit funds and evade
detection.
The FBI’s 2021 Crime Report stated that “cryptocurrency is becoming the preferred
payment method for all types of scams.”
34,202 complaints involving cryptocurrency were received by the Internet
Crime Complaint Center in 2021, per the report.
$1.6 billion was reported lost to crypto scams in 2021, approximately seven
times higher than 2020, per the report.
b I Cryptocurrency theft rose 516% from 2020, according to data from

Chainalysis.

BANK POLICY INSTITUTE Pg. 13 | Last Updated on 9/1/2022


https://endanonymousshellcompanies.com/
https://bpi.com/wp-content/uploads/2019/05/BPI-Reviewing-AML_CFT-Effectiveness.pdf
https://bpi.com/implementing-the-corporate-transparency-act/
https://bpi.com/bpi-supports-fincen-effort-to-stem-shell-company-enabled-money-laundering/
https://www.ic3.gov/Media/PDF/AnnualReport/2021_IC3Report.pdf
https://www.ic3.gov/Media/PDF/AnnualReport/2021_IC3Report.pdf
https://www.ic3.gov/Media/PDF/AnnualReport/2021_IC3Report.pdf
https://www.cnbc.com/2022/01/06/crypto-scammers-took-a-record-14-billion-in-2021-chainalysis.html

Wh h Banks are safer than ever
at a re t e before, yet capital costs
continue to increase, making

pl‘OblemS With the credit to businesses and
current regulatory

consumers more expensive.

framework and
IlI- ived |ati
how can they be A e
- forcing businesses to rely on
fl xed ? unregulated and less safe

alternatives.
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Problem #1. Banks are safer than ever before, yet capital costs continue to increase, making credit to businesses and

consumers more expensive.

Regulations are Harming America’s Global Competitiveness

, . . . . . Growth in Global Banking Activity Between 2013 and 2020: U.S. vs. Chi
U.S. regulators’ gold-plating of international regulatory requirements is RRERRSE S IbE e o SRASRERS

hurting American competitiveness in the global market.

In 2008, the list of the top 10 largest banks included: 81%
3 banks from the U.K.; 80+
2 U.S. banks; Cross jurisdictional activity for the largest U.S. banks
2 French banks; and T e e
1 bank each from Germany, Japan and the Netherlands. SRS

As of 2021, the top 4 banks ranked by total assets are all from

China.

Percentage
D
o
1

N
o
1

The world's largest banks in 2021 also included 2 banks 28%
from the U.S., two banks from France and one bank each 20
from Japan and the United Kingdom.

U.S. banks face competition from banks in other countries, most notably ; . ;

from China. China us.
$19 trillion in combined total assets are held by China’s “Big Four” T —
banks, nearly twice the assets held by the top four U.S. banks. i o) oy M
Global activity of Chinese banks nearly doubled between 2013 and
2020, according to data compiled by the Bank of International $ Billons
Settlements. Global activity of the largest and most internationally o0
active banks increased 20% during that same period.
In terms of volume, U.S. banks still report higher cross-
jurisdictional activity relative to Chinese banks, but it may not last 00 —5eay
much longer.

World’s Largest Banks in 2021 (Ranked by Total Assets)

7000

4762
3000 4576

4207
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bonds, and municipal bonds that provide federal, state and local
governments financing for public works projects, which smaller

I institutions are unable to do. Large banks are also key providers of
international trade finance.
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Problem #1. Banks are safer than ever before, yet capital costs continue to increase, making credit to businesses and

consumers more expensive.

Th

e Capital Framework Should Be Rationalized

When capital requirements are set above what is needed to achieve financial stability it makes loans to businesses and households more costly and
reduces economic output.
Current U.S. capital requirements are already among the highest in the world and well in excess of minimum international standards.
U.S.-specific GSIB surcharge methodology generates higher surcharges for U.S. firms and is causing an upward drift in GSIB surcharge
amounts that is untied to risk levels.
Implementing Basel Ill Endgame in the United States could materially increase U.S. capital requirements and make them higher than
foreign counterparts, which can lead to higher borrowing costs in the U.S. A recent BPI analysis calculated that the possible differences in
Basel lll Endgame implementation between the U.S. and E.U. could lead an average commercial borrower in the U.S. to pay approximately
$68,000 in additional yearly interest expenses compared to a similar company in the E.U.

Many elements of the current capital framework are procyclical, which can limit the extent to which banks can help mitigate downturns in the
economy.
CECL causes banks to build reserves when the economy experiences trouble and to release reserves when the economy booms.
Leverage ratio requirements become binding on more firms when bank balance sheets increase, as they tend to do in periods of economic
stress.
Market risk capital requirements require banks to hold higher levels of capital during periods of market volatility—which typically coincide
with periods of stress.
Congress rightly rejected the “one-size-fits-all” regulatory capital model when it passed the bipartisan Economic Growth, Regulatory Relief and
Consumer Protection Act (S. 2155) which tailored requirements to a bank’s unique size and risk profile.
Any further changes to the capital framework should be similarly tailored to the unique risk profiles of different entities.

Applying GSIB resolvability requirements to regional banks doesn’t make sense.

The U.S. implementation of Basel Ill Endgame could further increase capital requirements for domestic banks at a time when large banks will be
relied upon more heavily to support the economy.
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Implementation of the Basel Ill Endgame changes in the U.S. could overstate the credit risk of U.S. corporate and small business
borrowers, resulting in higher capital requirements for U.S. banks that provide credit to these borrowers and higher borrowing costs for
U.S. businesses.

The effects will be felt broadly, first by the businesses seeking credit and secondarily by the communities they serve, including low- to
moderate-income communities.

U.S. regulators should adopt a version of Basel Il Endgame similar to the E.U. approach that recognizes the true creditworthiness of
business loans that banks must hold capital on. This outcome would reduce the cost of credit for U.S. businesses of all sizes, including
small businesses, and allow them to compete fairly with global peers.
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Problem #1. Banks are safer than ever before, yet capital costs continue to increase, making credit to businesses and

consumers more expensive.

The US. Implementation of the Basel III Accord Resulted in 70%
Higher Capital Requirements for U.S. Banks

U.S. capital requirements are already among the highest in
the world and well in excess of minimum international
standards defined in the Basel Ill Accord.

There are three main components that explain the higher
capital requirements of the 6 largest U.S. banks relative to the
Basel Il Accord:
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Collins Amendment. It requires banks to be
bound by the higher of their risk-weighted
assets, as calculated under internal models and
standardized approaches. We estimate a $137
billion, or 30 percent, increase in the CET1
capital requirement of the largest banks.

Stress capital buffer. The U.S. replaced the 2.5
percent capital conservation buffer (CCB)
requirement with the stress capital buffer (SCB).
The DFAST 2022 results set the SCB at 4 percent
on average. This corresponds to a 23 percent
increase in CET1 capital requirements.

Method 2 GSIB capital surcharge. The U.S.-
specific GSIB surcharge methodology (so-called
“Method 2”) generates surcharges that are 1.4
pp higher relative to Basel GSIB surcharge
methodology (“Method 1”). This corresponds to
another 20 percent increase in CET1 capital
requirements.

$ Billions

Capital Requirements of the Largest 6 U.S. Banks

$94B $811B
800
Method 2
GSIB: $221B
600
$471B
Method 1
400 - ©siB:$101B
200+ Min Req: Min Req:
$238B $309B
O -
T T T T T
Basel 11l Collins Stress Capital Method 2 U.S. CET1
Framework Amendment Buffer GSIB Surcharge Requirement

Source: Federal Reserve, BPI staff calculations.

Note: Sample includes 6 of the largest U.S. banks. The Method 2 capital surcharge is calculated using 4Q21 scores.
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Problem #2. lll-conceived regulations are disintermediating banks and forcing businesses to rely on unregulated and less

safe alternatives.

Uneven Costly Regulation between Banks and Nonbanks is Driving
Loans Outside the Regulatory System

2010 2021
If capital requirements are too high for banks to hold loans on their balance

sheet, then those loans will be originated by nonbanks. From the point of view of
investors, it is inefficient for banks to hold those loans and as a result those
activities will have to move to the unregulated financial sector.

Nonbank share of mortgage originations

2001 2021

Banks face growing competition from nonbanks, including shadow banks,
fintech, and large technology companies.

Banks were very well prepared to respond to the COVID-19 crisis, and NonkapKsharectlievezeadloans
helped their clients by extending credit, waiving fees and postponing debt
repayments.

2006 2016
However, lending from nonbanks collapsed due to the lack of funding and
the presence of financing constraints. Nonbank share of small business loans

Banks have other advantages relative to nonbanks besides stable funding
such as scale economies and franchise value. 2001 2021

However, banks face a significant disadvantage relative to nonbanks due to Nonbank share of unsecured
the uneven playing field in terms of regulations (e.g., capital and liquidity personal loans
regulations). As a result, the role of banks in financial intermediation is
diminishing in some cases quite rapidly. A few notable examples include:
Banks’ share of mortgage originations has gone from 91% to 32%
over the past decade.
Banks’ share of the leveraged loan market has decreased over

2004 2021

High-frequency trading

the ast 20 years from 46% o 13%,
A sizable portion of high frequency trading has moved to nonbank
trading firms. Nonbank share of mortgage servicing
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Problem #2. lll-conceived regulations are disintermediating banks and forcing businesses to rely on unregulated and less

safe alternatives.

Regulatory Hurdles Have Led Banks to Retreat from Offering
Mortgages

Mortgage lending has increasingly been driven out of the regulated
banking sector, partly because of capital regulations. Other factors
include the “put-back” risk — the risk that the GSEs or Ginnie Mae will
require a bank to repurchase a defaulted loan if there are
inaccuracies in the loan documentation.
Banks’ share of mortgage originations declined from 75
percent in 2010 to 40 percent in 2020.
The U.S. banking agencies could expand availability of
mortgage credit for low- and moderate-income households
by amending the capital rules to encourage the transfer of
credit risk to the private market, subject to rigorous rules.
Another important change would be to recalibrate capital
requirements for mortgage-servicing assets, which are
excessive for the largest banks (see here).

Share of Mortgages Serviced by Banks

90

80

Banks’ diminishing market share in servicing mortgage loans is bad
for consumers because banks are more closely supervised than
nonbank lenders and have much more stable funding sources during
economic downturns (e.g., evidence of nonbanks not giving
foreclosure relief to loans they were servicing due to lack of liquidity
during the COVID-19 pandemic).

% of Total Mortgage Loans
70
L

60
1

2 Banks’ share of mortgage servicing declined from 80
T T T T I T . .
2010 2012 2014 2016 2018 2021 percent in 2014 to about 58 percent in 2020.
Year
Source: Flow of Funds L218, HMDA data, FRY-9C and Call Regrts. Targeted regulatory changes — for example, amending the U.S.

capital rules to enable banks to apply securitization capital treatment
to transactions where the assets remain on the balance sheet of
banks but the risk has been effectively transferred to private
investors and the recalibration of capital requirements for mortgage
servicing rights -- could enable banks to provide more mortgage

b pl lending to low- and moderate-income consumers.
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Problem #2. lll-conceived regulations are disintermediating banks and forcing businesses to rely on unregulated and less

safe alternatives.

Regulatory Recalibration for Fintechs and Crypto is Necessary to
Ensure a Vibrant Banking Sector

The financial system (including banks and nonbanks) provides significant services to consumers through their products, and the regulatory

system exists to ensure consumers get these services in a safe way — protecting their privacy, keeping their data secure and protecting them
from fraud.

The regulatory system should focus on safeguarding activities rather than entities, so consumers are protected regardless of the entity
providing the service.

The Fed should establish clear eligibility guidelines for granting Federal Reserve master accounts to ensure consistent outcomes across
individual Reserve Banks and the safety and soundness of the payments and financial systems.

Banks support innovation but believe it must be conducted in a manner consistent with the safety and soundness of the financial system,
national security, and robust consumer and investor protection.
Fintechs and crypto firms offer many bank-like services without commensurate bank-like regulations, resulting in considerable risk.
Two indistinguishable institutions offering two indistinguishable products should be treated the same under the law.

The Fed does not have legal authority to issue CBDC without congressional authorization.
A retail CBDC available to individuals could destabilize markets by facilitating flights to quality, especially during times of stress, and
would not achieve many of its purported benefits, such as furthering financial inclusion.

Regulators should provide clear guidance to banks about what digital asset activities are permissible and the related risk management
expectations.
Banks should be permitted to provide permissible banking services so long as banks adopt sound risk management practices that are
effectively tailored to the level and type of risk inherent in the activity or service being provided.
Failure to provide clear guidance to banks on what activities involving digital assets are permissible hinders banks’ ability to innovate
and forces consumers to do business with riskier nonbank lenders.
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Problem #2. lll-conceived regulations are disintermediating banks and forcing businesses to rely on unregulated and less

safe alternatives.

Regulatory Moratoriums on Mergers and Acquisitions Reduce
Efficiency and Stifle Competition

Large banks’ size and scale helps increase lending capacity, enables greater innovation and tech investments, leads to a wider range of products
and services, supports stronger cybersecurity, and provides additional community investments.
Research finds that “changes in banking technology, such as computing and telecommunications, and environmental factors, such as a
relaxation of governmental restrictions on geographic and product expansion” have led to a larger efficient scale.

Commercial banking is highly competitive, both at the national and local levels. Furthermore, the bank merger guidelines understate the true
level of competition in the financial services marketplace because they do not consider fintechs or other nonbanks in their analysis.
Commercial banking is highly competitive, both at the national and local levels.
National concentration in commercial banking is modest compared with other consumer-facing industries.

Between 1998 and 2019, average, measured concentration across local markets has not appreciably changed, and indicates
robust competition.

Bank mergers do not create banking deserts or cause consumers to become unbanked.
A recent analysis from the Federal Reserve Bank of Cleveland concludes that consolidation “provides consumers access to larger
networks of branches and has caused no significant change in a customer’s physical proximity to branches on average.”
Research also finds little relationship between household financial inclusion and declining number of bank branches or increase in
proportion of branches owned by large banks over recent years.

Bank mergers often enhance financial stability — for example, by creating more diversified banks, and increasing competition by providing the
necessary scale to invest in products, services and digital tools to help customers bank how and where they want.

The regulatory approval process for bank mergers involves multiple agencies and is a deliberate, rigorous process.
Career staffs at the federal bank regulators and the DoJ have developed an effective framework for assessing proposed mergers under
leadership of individuals nominated by both Democratic and Republican Administrations.
The process winnows out applications that would not pass the robust antitrust, community reinvestment, BSA/AML, financial
resources, managerial competence, and financial stability standards in addition to the statutory concentration restrictions.

Any meaningful change to the bank merger review standards must come from Congress, not the banking regulators.

It is Congress’s role to enact any new substantive standards regarding the approval of proposed mergers, as it did, for instance, when it
b I added financial stability as a relevant factor in the Dodd-Frank Wall Street Reform and Consumer Protection Act.
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