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[*] CRAPQO  This hearing will conme to order.

Wl cone, everyone. | apologize that we had to set the hearing back a few
m nutes, and you'll see there are no Republicans in the roomright now.

They' re having a conference right now on health care.
(UNKNOMWN) :  Can we have a few conmittee votes here

(i naudi bl e)?

(LAUGHTER)

(UNKNOWN) :  Where's the roonf?
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( LAUGHTER)

( CROSSTALK)

CRAPG  1I'Il tell you where -- if you | ook at where al nost
every reporter in the conmplex is, it's right in the mddle of that circle.
(UNKNOWN) : " Conference" woul d suggest "confer."

( LAUGHTER)

CRAPOC  That's right. | figured we might get into that.

( LAUGHTER)

( CROSSTALK)

CRAPG  But anyway -- thank you.

They should be coming. | don't -- | had to | eave that conference earlier --
early, and | expect that we'll see nore Republicans coning.

( CROSSTALK)

CRAPG  You're going to the conference now?

(UNKNOWN): | am  Yes.

( LAUGHTER)

(UNKNOWN):  And I'mas well informed as the rest of them
( CROSSTALK)

( LAUGHTER)

CRAPG Al right. W do get along on this comittee.

( CROSSTALK)

CRAPG  Thank you, Heidi. You did well after Sherrod.

And so now | 'mgoing to recollect ny thoughts.

The hearing is already in order. W will hear fromour financial regulators
today to receive legislative and regul atory recommendati ons that would foster
econom ¢ growt h.

Based on conversations |'ve had with current and former regul ators,
recomendati ons, and Treasury's recent report, testinony at hearings before
this committee, and the recent AGRPA (ph) report, I'mconvinced that there is
growi ng support for legislation that pronotes econom c grow h.

I've had conversations with nenbers on both sides of the aisle who've told ne
that they are committed to pursuing bipartisan inprovenents. One of ny key
priorities in this Congress is passing bipartisan legislation to inprove the
bank regul atory framework and pronote econonic grow h.

In March, Senator Brown and | began our process to receive and consider
proposals to help foster economic growmh, and | appreciate the val uable
insights and recomendati ons we've received. Most recently, we heard from
small financial institutions and fromm d-size and regi onal banks about the
need to tailor existing regulations and laws to ensure that they are
proportional and appropriate. For exanple, sonething that w tnesses
hi ghlighted is that bipartisan agreement -- in this bipartisan agreenent is
that the regulatory regine for small |lenders is unnecessarily burdensone.

There al so seens to be genuine interest by nmenbers in assessing whether certain
rul es applied based on asset threshol ds al one reflect the underlying systemc
risk of financial institutions. Specifically, there is interest in finding
bi parti san solutions ainmed at tailoring regulation based on conplexity of
banki ng organi zati ons, changing the $50 billion threshold for SIFls, exenpting
nmore banks fromstress testing, sinplifying the Vol cker rule, and sinplifying
smal | bank capital rules.

These are just a few of the nmany issues that the conmttee is review ng. Today,
I look forward to hearing the recommendations fromour financial regulators on
these issues. And as this process continues, I'Il be working with all menbers
of the conmittee fromboth sides of the aisle to bring strong, robust,
bi partisan | egislation forward.

Senat or Brown?

BROM: Thank you, M. Chairman, for holding today's

heari ng.

I'd like to welcone our five witnesses. Thank you for joining us, those have
been here a while and done this, and those who are newto this commttee and to
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this process.
' m guessi ng that none of our wi tnesses today had their hones foreclosed on in

the |l ast decade. | would nmake the assunption that none of you | ost your jobs
because of what happened -- because your conpany went out of business. | would
bet that none of you saw al nbst your entire savings -- retirenent savings

di sappear

But perhaps you know soneone that did. Perhaps, as Lincoln said, we all need to
get out and get our public opinion baths (ph) nore than we do as el ected
officials and as regulators, or as Pope Francis said, adnoni shed his parish

priests, go out and snell like the flock. Perhaps we all need to do that better
than we do.

Wall Street greed, the resulting financial crisis -- what it did to mllions of
Chi oans and so nany of our constituents, is a |lesson -- collective amesia in
this body notwithstanding -- is a lesson we need to learn, to renenber, and to
act on. W nust never forget those stories.

Many of you have heard, ny coll eagues have, ny wife and | live in devel and

Chio, ZIP Code 44105. Ten years ago right now, they had nore foreclosures in
nmy ZI P Code 44105 Cl evel and than any ZIP Code in the United States of Anerica.
BROM: Wall Street reformcreated a nore stable financial
sector by strengthening the capital positions of -- position of the nation's
| argest banks. Anerican consuners have recovered $12 billion of their
har d- ear ned noney because we now have an i ndependent agency, the CFPB
protecting themfrom scanms and abuse
Senat or Reed, the npbst senior denocrat on this committee, is working on

| egislation particularly aimed -- that the work -- and to expand the work Hol |y
Petraeus did at CFPB on behal f of service nenbers.
And we all know, if we have nilitary bases in our states -- we all know what

ki nd of characters hang right outside these nmilitary bases: payday |enders
ot her predators scamm ng these servicenen and wonen, who are often vul nerabl e
in their econonic situation

It's a question, as Ms. Petraeus and Senator Reed said yesterday -- it's a
question of national security when they have their financial security so
chal | enged by scamartists

That's why the report that the Treasury Department rel eased | ast week is just
m sgui ded. The report's a Wll Street wish list specifically targeting the
capital and liquidity rules for the |argest banks and seeking to undermnine the
CFPB. The report takes as gospel that nore lending and | everage is the best
way to create econom c growth.

Data shows that |ending has in fact been healthy and at sustainable |evels since
the crisis. The last thing we should advocate for is going back to the levels
of 2001 and 2002 and 2003, which led to the subprine crisis, a time period
whi ch the treasury report holds up as an exanpl e.

There's no evidence that relaxing rules will |ead banks to lend nore. |It's just
as likely that bank executives will pass any savings -- if history is an
indication, it's just as likely they will pass any savings along to thensel ves,
shocki ngly, and their sharehol ders.

I'"'mconcerned that many of Treasury's recommendations will undernine or del ay
the effectiveness of bank supervision, sonething -- was severely |acking,
|l eading up to the crisis. These m sguided ideas include additional |ayers of
cost-benefit analysis, nore obstacles to supervisory actions, weakened | everage
rul es, changes to stress tests that will allow banks

to gane the stress test and changes to living wills. These

recomendati ons woul d make t he wat chdogs' jobs harder and prevent them from
spotting risks before they again balloon out of control. They would nake our
system |l ess stable. They would | eave consunmers nore vul nerable. Treasury
report mssed an opportunity put -- to put forth an agenda that actually does
create real economc growth for our country.

At every turn, the adm nistration has advocated for an agenda that hurts average
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Anmericans: nore handouts for Wall Street, nore tax cuts for mllionaires and
billionaires, less health care for working people, cuts to prograns that help
those who need it the nost.

There are ideas worth considering in the Treasury report, as evidenced by the
overlap with sone the reconmendations in the agency's EGRPRA review for snal
institutions. But many of Treasury's recomendations seemlike a steep price
to pay for our country after the 2008 financial crisis.

W' ve seen the damage t hat happens when an admini stration pushes financia
wat chdogs to prioritize special interests over working people. It's pretty
telling that Treasury met with 17 representatives for every one advocate for
ordi nary Anericans. Seventeen representatives for every one ordi nary Anerican

-- only one advocate for ordinary Americans -- and that 31 out of 40 requests
made by those representing the biggest banks were included in the reports.
The five of you have a very, very inportant job. | hope that you don't have

that same bias that this Treasury Departnent do (ph). Again, 31 out of the 40
requests put forward by the |argest banks were included in this report.

| hope this conmittee can focus on the issues that will reduce burdens for snall
institutions and struggling comunities, will help consumers and, in the end
will create | ong, sustainable economc growh

BROM: M. Chairman, | |ook forward to working with you
and our coll eagues, but it'd be a shame if we got -- forgot so soon in |ess than
a decade -- or in about a decade, the |essons of the G eat Recession

CRAPCG.  Thank you, Senator Brown.

Now we will turn to oral testimony, and first we will receive testinony from
Governor J. Powell, a nmenber of the board of governors of the Federal Reserve
System Next, we will hear from Chairman Martin G uenberg, chairman of the
Federal Deposit Insurance Corporation. Then we will hear from Acting Chairnman
Mark McWatters, acting chairman of the National Credit Union Adninistration

Next, we will hear from Acting Conptroller Keith Noreika. Did | get that right?

NOREI KA:  ( OFF- M KE)

CRAPO  Thank you, and who's acting conptroller of the

Ofice of the Conptroller of the Currency. And finally, we will hear from
Commi ssi oner Charl es Cooper, conm ssioner of the Texas Departnment of Banking
on behal f of the Conference of State Bank Supervisors. Each witness is
recogni zed for five mnutes.

M. Powell, you may proceed
POAELL: Thank you, Chairman Crapo, Ranking Menber Brown,
and nenbers of the conmittee. | appreciate the opportunity to testify here

today on the rel ationship between regul ati on and econonic growh. W need a
resilient, well-capitalized, well-regulated financial systemthat is strong
enough to withstand even severe shock, and support econom ¢ growh by | ending
through the economic cycle. And the Federal Reserve has approached the post --
post-crisis regulatory and supervisory refornms with that outcone in mnd

There's little doubt that the U S. financial systemis stronger today than it
was a decade ago. As | discuss in significantly nmore detail in ny witten
testinony, |oss-absorbing capacity anong banks is substantially higher as a
result of both regulatory requirements and stress-testing exercises. The
banki ng i ndustry and the | argest banks, in particular, face far less liquidity
risk than before the crisis.

And progress in resolution planning by the largest firns has reduced the threat
that their failure would pose. These efforts have nade U S. banking firns
bot h nore robust and nore resolvable. Turning to the subject of today's
hearing, evidence overwhel mi ngly shows that financial crises can cause severe
and | asting damage to the econony's productive capacity and growt h potenti al

Post-crisis reforns to financial sector regulation and supervision have been
designed to significantly reduce the likelihood and severity of future
financial crises. And we've sought to acconplish this goal, in significant
part, by reducing both the probability of the failure of a |l arge banking firm
and the consequences of such a failure were it to occur. As | nmentioned, we
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substantially increased the capital, liquidity and other prudentia
requirenents for large banking firns. These neasures are not free.

H gher capital requirenents increase bank costs, and at |east sonme of those
costs will be passed along to bank custoners and shareholders. But in the
l onger term stronger prudential requirenents for large banking firnms will
produce nore sustainable credit availability and econom c growth through the
cycle. Qur objective should be to set capital and other prudentia
requirenents for large banking firns at a level that protects financia
stability and maxim zes long-term through the cycle credit availability and
econom ¢ growt h.

And to acconplish that goal, it's essential that we protect the core el enents of
these reforns for our nost systemic firnms in capital, liquidity, stress testing
and resolution. Wth that in nmind, | will highlight, briefly, five key areas
of focus for regulatory reform

The first is sinplification and recalibration of regulation of snmall and
medi um si zed banks. We're working to build on the relief that we have provided
in the areas of call reports and exam cycl es by devel oping a proposal to
sinplify the generally applicable capital framework that applies to conmunity
banki ng organi zati ons.

The second area is resolution plans. The Fed and the FDIC believe that it's
worthwhil e to consider extending the cycle for living will submi ssions from
annual to once every two years -- every other of these filings on topics of
interest and material changes fromthe prior subm ssion

POAELL: We're al so considering other changes, as detail ed

on ny witten testinony.

Third, the Fed and others are | ooking at the Vol cker Rule inplenmenting
regul ati on and asking whether it nost efficiently achieves its policy
objectives. And we |ook forward to working with all four other Vol cker
agencies to find ways to inprove that regul ation
In our view, there is roomfor elimnating or relaxing aspects of the
i mpl ementing regulation in ways that do not undernine the Vol cker Rule's main
policy goals.

Fourth, we will continue to enhance the transparency of stress testing and CCAR

We will soon seek public feedback concerning possible forns of enhanced

di scl osure, including a range of indicative |loss rates predicted by our nodels
for various |loan and securities portfolios and information about risk
characteristics that contribute to loss estimate ranges. W'IlIl also provide
nmore detail on the qualitative aspects of stress testing in next week's CCAR
announcenent .

Finally, Federal Reserve is taking a fresh | ook at the enhanced suppl enentary
|l everage ratio. W believe that the ratio is an inportant backstop to the
ri sk-based capital framework, but that it is inmportant to get the relative
calibrations of the I everage ratio and the risk-based capital requirenents
right.

In conclusion, U 'S. banks today are as strong as any in the world. As we
consi der the progress that has been achieved in inproving the resiliency and
resol vability of our banking industry, it's inmportant for us to | ook for ways
to reduce unnecessary burden. We also have to be vigilant agai nst new risks
t hat devel op.

In all of our efforts, our goal is to establish a regulatory franmework that
hel ps ensure the resiliency of our system the availability of credit, econonic
growt h and financial market efficiency, and we ook forward to working with our
fell ow agenci es and with Congress to achi eve these goal s.

Thank you.

CRAPG  Thank you, M. Powell. M. Guenberg?

GRUENBERG. Thank you, M. Chairman. Chai r man

Crapo, Ranking Menmber Brown and nenbers of the committee, | appreciate the

opportunity to testify today on legislative and regul atory relief
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reconmendat i ons.

It has been nearly a decade since the onset of the worst financial crisis since
the 1930s. In that tine, the U S. banking industry has experienced a gradua
but steady recovery that has put it in a strong position to support the credit
needs of the econony.

The econoni c expansion that began in 2009 is now approaching its ninth year
meking it the third | ongest expansion on record. While this expansion has been
mar ked by the sl owest pace of economic growth and the | owest short-term
interest rates of any expansion of the past 70 years, the sustained period over
which it has occurred, conbined with the regulatory changes inplenmented in the
post-crisis period, have enabled FDI C-insured institutions to nmake substantia
progress in strengthening their capital and liquidity, inproving their asset
quality and in raising their net incone to record highs.

These i nprovenments have occurred across the industry, including at community
banks, whi ch have outpaced non-community banks by a nunmber of neasures during
this post-crisis period. The experience of the crisis and its afternmath
suggests that a strong and well- capitalized banking systemis a source of
strength and support to our national econony.

The reforns inplenented in the post-crisis period, particularly in regard to
large institutions, have been ainmed at nmaking the systemnore resilient to the
effects of future crises or recessions and better able to sustain credit
availability through the business cycle.

GRUENBERG  Nonet hel ess, the FDIC rerai ns cogni zant of the

costs inposed by regulatory requirenments, particularly for smaller institutions
whi ch operate with fewer staff and other resources than their |arger
count erparts.

In March, the FDIC, along with the OCC and the Federal Reserve, submitted a
report to Congress pursuant to the Econonic Growh and Regul atory Paperwor k
Reduction Act, or EGRPRA. The agencies jointly have taken or are in the
process of taking a nunber of actions to address coments received during the
EGRPRA process

In addition to actions already taken to reduce exam nation frequency, reduce
reporting requirenments, and ease appraisal requirenments, the agencies are
devel oping a proposal to sinplify the generally applicable capital framework
for small banks

Addi tionally, the FD C woul d support three legislative reforns rai sed by EGRPRA
comenters. First, the FDI C woul d support raising the $10 billion in tota
assets threshold to $50 billion for conducting annual stress tests required by
statute, while remaining supervisory authority to require stress testing if
war rant ed by a banking organi zation's risk profile or condition

Second, the FDI C woul d be receptive to legislation further increasing the asset
threshol d for banks eligible for an 18-nonth examcycle, from$1 billion in
total assets to $2 billion

Finally, the FDI C supports |egislative changes that woul d create a new apprai sa
residential real estate threshold exenption that would mnimze burden for nmany
communi ty banks.

In addition to these ECRPRA reforns, the FDI C and the Federal Reserve are
exploring ways to inprove the living will resolution planning process. W
believe it is worthwhile to consider extending the cycle for living will
subm ssions from annual to once every two years, and focusing every other
filing on key topics of interest and the material changes fromthe prior ful
pl an subm ssion

In addition, there may be opportunities to reduce the subm ssion requirenments
for a large nunber of firnms due to their relatively small, sinple and
donestically focused banking activity. Such an approach could limt full plan
filing requirenents to firnms that are large, conplex or have a systenically
critical operation

M. Chairman, it is desirable that financial regulations be sinple and
straightforward and that regul atory burdens and costs be m nimnzed,
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particularly for smaller institutions. |In considering ways to sinplify or
stream i ne regul ati ons, however, it is inportant to preserve the gains that
have been achieved in restoring financial stability and the safety and
soundness of the U.S. banking systemin the post-crisis period.

M. Chairnman, that concludes ny statement and 1'lIl be glad to respond to
questions

CRAPCG.  Thank you, M. G uenberg.

M. MWitters?

MCWATTERS: Good norni ng, Chairman Crapo, Ranki ng Menmber

Brown and menbers of the conmttee. Thank you for the opportunity to
participate in this inportant hearing on regulatory relief for financial
institutions.

Since the 1987, the NCUA has undertaken a rolling three-year review of all of
our rules, and although not required by law, the NCUA is an active participants
in the EGRPRA process. After independent analysis, the agency has agreed to
conply with the spirit of the recently issued executive orders addressing the
regul ation of the financial services section -- sector and the overal
structure of the federal financial regulators.

MCWATTERS:  The NCUA is uni que anong federal financia

regul ators because of its structure as a one-stop shop. The NCUA insures,
regul ates, exam nes, supervises, charters and provides liquidity to credit
unions. M nmandate to staff is to nmake the NCUA even nore efficient,
effective, transparent and fully accountable, while protecting Anerica's $1.3
trillion credit union comunity, its 108 mllion -- largely m ddl e-cl ass
account holders, and the safety and soundness of the National Credit Union
Share | nsurance Fund.

The NCUA is conmmtted to pronulgating targeted regul ati on, acconpanied by a
thoughtfully tailored supervisory and exam nation program as ill-considered
scattershot rules and conpliance protocols, stifle innovation and the ability
of credit unions to offer appropriately priced services to their nenbers. The
agency endeavors to identify emerging adverse trends in a tinely nmanner and
remai ns m ndful that regulators should learn fromthe past, yet focus on the
future.

Fighting the |ast battle gave us the S&, |everaged buyout and dot-com cri ses,
and laid the foundation for the near-collapse of our econony in Septenber 2008.

A prudently regulated credit union conmunity grows, thrives, and prospers
and, as such, protects the taxpayers frombail-out risk. This approach is
consistent with the thene of the report recently issued by the U S. Treasury
Department, in the view that well-capitalized and appropriately managed
financial institutions warrant a reduced regul atory burden

Along these lines, within the past 18 nonths, the NCUA has, one, inplenmented a
br oad- based change to our nenber business |ending rule. Two, nodernized our
Fi el d-of - Menbership Rule. Three, revised our entire exam nation approach
Four, worked to enhance the due process rights of credit unions and their
menbers.

Fi ve, issued a proposed regul ation requiring the disclosure of conmpensation
paynents related to a voluntary nmerger. Six, devel oped an approach to
stream i ne and noderni ze the rules for corporate credit unions and the
stress-testing of the largest credit unions. Seven, issued an ANPR requesting
coments on the issuance of supplenental capital for risk-based net worth
pur poses.

Ei ght, invited comments and revisions on our call report. N ne, inplenmented our
Enterprise Sol uti ons Mdernization Program Ten, undertaking the devel opnent

of a credit union advisory council. And 11, initiated a full review of the
NCUA' s operation and managenent. In addition to these actions, | intend to
consider revisions to the Agency's risk-based net

worth rule, before its effective date in 2019. The recent

EGRPRA report also highlights three beneficial |egislative neasures that woul d,
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one, provide the NCUA with greater flexibility in designing capital standards
for credit unions. Two, permt all credit unions to add underserved areas to
expand access to financial services for the unbanked and the underbanked.
Three, provide credit unions with nore flexibility to extend credit to smal
busi ness to fuel economc growth

In closing, the NCUA renmains comitted to proving regulatory relief for the
credit union conmunity, in conpliance with the Federal Credit Union Act, and
streamnl i ni ng and noderni zi ng the operations of the agency, while focusing on
our prine role as a prudential regulator. W also stand ready to work with you
and your colleagues on your legislative priorities. | look forward to your
questions, thank you

CRAPC.  Thank you, M. MWitters

M. Norei ka?

NOREl KA:  Thank you, M. Chairman.

NOREI KA:  Chairman Crapo, Ranking Menber Brown and menbers

of the committee, thank you for the opportunity to testify. W all share the
goal of a strong national econony.

Si nce beconing the Acting Conptroller, | have worked with staff and col | eagues
to pronpte econom ¢ grow h and opportunity. | amhonored to serve in this role
until the Senate confirnms the 31st controller

During nmy service, the OCCwill carry out its mssion to maintain the safety and
soundness of our federal banking system and will do so consistently with the
president's executive order on core financial principles and the recent
Treasury report.

Qur country has the world's nost respected banking system Wen running well, it
powers econom ¢ growh and prosperity. To run well, we nust bal ance prudent
regul ations with sound opportunities for expansion. It has been 10 years since

the Great Recession began

It is time again for a constructive bipartisan conversation, about how to
recalibrate our regulatory franmework. In doing so we nust carefully consider
the cumul ative effects of our actions, especially on conmunity and m d-size
banks.

When | arrived at the OCC, six weeks ago, | sought the views of all effective
parties on the issues facing the agency and the industry. | sought ideas from
our boots on the ground to reduce unnecessary regul atory requirenents and
encourage econom ¢ grow h

Qur staff has submitted nore than 400 suggestions and are excited to use our
collective expertise to contribute to nore efficient and effective regul ation
I al so sought the views of colleagues at the federal and state |evels, bankers,
trades, scholars, comunity groups and others on what we can do to make our
regul atory framework better for everyone.

The response has been overwhelming. People fromall sectors have accunul ated 10
years of experience and want to share it so that we can continue to have the
strongest banking systemin the world. M testinony offers |egislative options
for your consideration that address two general issues that have become
apparent in my canvassing of effected parties.

First, | repeatedly hear about regulatory redundancy. M support of |egislative
action to rationalize our regulatory framework relies on our organically
devel oped decentralization of authority and responsibility. |ndependent
regul ators, for different and uni que financial sectors, ensure nmultiple points
of view and inportant checks and bal ances, but we nmust be mi ndful that as our
system has evolved it has created unnecessary regul atory burden and overl ap
The need now is to recalibrate roles and responsibilities to naximnze
efficiency and elimnate growth inhibiting redundancy.

Second, it has becone apparent that we need a right sizing of regulation to
elimnate inflexible one size fits all requirenents that result in banking
regul ation that simultaneously under and over regul ates bank activities.
want to highlight four ideas fromnmy witten testinony that respond to these
i ssues.
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First, Congress could streamine the regulation of smaller, |ess conplex, bank
hol di ng conpani es by anending the | aw so that when a snall depository
institution constitutes the majority of its holding conpany's assets, the
federal regulator of the depository institution woul d have sol e exam nation and
enforcenent authority for the hol ding conpany, as well.

Second, Congress could elinmnate 19th century inpedinents for smaller, |ess
conpl ex, national banks to operate w thout a hol ding conpany by allow ng these
banks to have the same access as state banks to the publicly traded markets.

Third, Congress could elimnate a statutory barrier to entry for new community
banks by allow ng de novo banks to obtain deposit insurance autonatically when
chartered by the OCC. Finally, a bipartisan consensus is enmerging that the
Vol cker Rule needs clarification and recalibration to eliminate burden on banks
that do not engage in covered activities and do not present systemc risk

Various options exist that can be pursued at both the congressional and agency
levels. | hope that we, the agencies, can nove forward on seeking public
comrent on this topic soon. My testinony provides a summary of the EGRPRA
report, as well as other ideas to consider

Today's conversation is a healthy one and | | ook forward to working with the
conmittee as we nove ahead. Thank you and | |ook forward to answering your
questions

CRAPO  Thank you, M. Noreika

M. Cooper?

COOPER:  Good norni ng, Chairman Crapo, Ranking Menber

Brown, and nenbers of the committee. M nanme is Charles Cooper. | amthe
conmi ssi oner of the Texas Departnent of Banking. And, | serve as the inmediate

past chair of the Conference of State Bank Supervisors.

It's ny pleasure today to testify on behalf of CSBS. W applaud the conmittees
focus on econonic grow h and banking. | have nore than 47 years in the
financial service industry, both as a banker and as a state and federal
regul ator. Over these years, few things have becone nore evident than the
val ue of comunity banks. They are vital to our econony and our financia
stability. Also, over these years | have seen nmany swings in the regul atory
pendul um Swings -- extrene swings, to either side are wong. W nust al
seek ways to ensure a bal anced approach

St at e banki ng regul ators charter and supervi se over 78 percent of our nations
banks. W continue to see, first hand, that comunity banks are
di sproportionally burdened by oversight that is not tailored to their business
nodel or activities. Looking beyond the industry's aggregate performance data,
we have | ost 2,156 banks over the |ast eight years. That's 300 banks a year,
nearly a comunity bank every day. And we have had only five new banks com ng
in.

This consolidation can not continue if we are to have a robust banki ng sector.
There are many factors to blame for this consolidation but regulatory burden is
certainly one of them W may have the best opportunity in years to
appropriately calibrate our regul atory approach, especially for community based
institutions. | believe that this can be done while maintaining strong and
ef fective regul ation that ensure safety and soundness, protects our consuners
and neets the econonic needs of our conmunities

State regulators were part of the EGRPRA process and we engaged with the
Treasury Departnent in their recent work. Wth nearly 100 recomendati ons in
the Treasury report, and 440 pages of coments and recommendations in the
EGRPRA report, there's no denying that we have a problemwth the vol une,
conpl exity and overall approach of the regulatory framework.

COOPER: | would like to point out that the sheer vol ume of

regul ati ons confounds the best of our bankers, but the issue of regulatory
burden goes well beyond the laws and regulations. It includes the
interpretations and supervisory techniques that are utilized. How we operate
our agencies can contribute to regulatory burden. How or why we got to this
point is not as inportant as the opportunity we have to conme together to
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address it.

There are tangi bl e recommendations in these reports that present opportunities
for both Congress and regulators to have a positive inmpact on the banking
industry and our citizens.

Qur witten testinony makes several recommendations for right sizing bank
regul ation. Number one, reducing the conplexity of the capital rules for
snal |l er banks. Two, nortgage rule relief for community banks holding |l oans in
portfolio. Three, greater transparency and tinmeliness in fair |ending
supervision for comunity banks. And nunber four, an activities based approach
to defining comunity banks for regulatory relief.

Qur comunity banks need the relief to do what they do best. And that is to
service their comunities and their custoners, regardl ess of the chartered or

agency, we are all in this together. W nust ensure that sound judgrment and
appropriate flexibility are central to our supervisory approach. Thank you for
the opportunity to testify today, and | | ook forward to your questions.

CRAPO  Thank you, M. Cooper, and | want to also thank al

of you for the work that you do and for the excellent testinony you just
provided. You each provided sone significant insights and sonme significant
suggestions for how we can inprove, and | appreciate that. My first question
is, and 1'd like to have each one you answer, and when we do this it sonetines
takes up our whole tinme if we get |Iong answers. So, if you could, | would
appreci ate the panel being as concise as you can be so that | can get through a
few questions.

The first question is, over the past few years, congress has been working with

the regul ations to change the $50 billion SIFI threshold. | appreciate your
willingness to work with me on this issue. Do you agree that changing the $50
billion SIFI threshold would be appropriate?
And |1'Il start with you, Governor Powell.

POANELL: Yes.

CRAPG That's a good short answer.

M. G uenberg?

GRUENBERG  Aaron, | would have sone caution in regard to

that. | wouldn't argue that a $50 billion institution is necessarily systemc.
On the other hand, fromthe perspective of the deposit insurer, | would note
that the nobst expensive bank failure in this crisis in the history of the FDIC,
was a failure of a $30 billion thrift institution, IndyMac, which ultimtely

cost the deposit insurance fund over $12 billion. | would just note that, even
though, an institution of that size might not raise systemc inplications, it
coul d have -- still have significant consequences certainly for the deposit

i nsurance fund
CRAPO  So are you saying, you do not believe that we

shoul d address the $50 billion threshold or that we should have sone tailoring
and adequate ability to analyze the risk?

GRUENBERG | would be nore inclined toward tail oring

Senat or .

CRAPO  Alright, thank you
M. MWitters?
MCWATTERS: Yes, but when it cones to the credit union

comunity itself, in concepts of an increasing that nunmber to $50 billion for

stress testing, | think we need to be thoughtful on the range between $10 and
$50 billion, and what a $30 billion credit union | oss would nean to the share
insurance fund. It would be quite a bit nore dramatic than the $30 billion of

the FDI C fund. Thank you.

CRAPOG  Thank you.

M. Noreika?

NOREI KA:  Thank you, Chairnman Crapo.
Yes, we believe that the $50 billion threshold needs to be changed or
re-evaluated. And primarily, what concerns us is that it is being used as a
competitive barrier to entry. So you have | arge banks, the costs of regulation
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increase dramatically as you cross that $50 billion threshold. And the |argest
banks, the largest gap, is about 33 tinmes in assets. The | argest banks get a
conmpetitive advantage off that. And we've only ever seen, | think, one or two

banks cross that threshold. That's not good for the conpetitive environnent or
consurmers to risk profiling

CRAPO  All right, thank you. And ny next question is also

one that I'mgoing to ask each of you to address. It's a nore general question
but again, if you can be very concise, | would appreciate it.

I'd just like to ask each of you to identify one area that we would shoul d

exam ne, and you may have already done so in your testinony if that's what you
want to pick, of where
tailoring of our regulation is needed. Governor Powel | ?

PONELL: 1'Il start with Volcker. Vol cker was design to

address propietary trading and the insight that that shouldn't happen at a
depository institution, probably could have been linmted to a hand full of
firns, but the law applies to all banks.

So, we probably have sone authority under the statute to do this, but it really
-- 1 think we would support, significant tailoring of the application in

Vol cker so that really it falls on the banks that have big tradi ng books. And
it falls much nore lightly as you go down. It's very inportant that the
intensity of regulation be tailored appropriately for the risk of the
institution present.

CRAPG Al right, thank you.

M . G uenberg?

GRUENBERG Well, M. Chairman, | think | would focus on

the issues related to snall bank capital conpliance, particularly risk based
capital. | do think there's an opportunity for smaller institutions, say,
under $10 billion. They're strongly capitalized on the |leverage ratio to
provide sone relief in regard to risk based capital, particularly, if they're
not engaged in a linmted set of specified activities

CRAPG  Thank you

M. MWitters?

MCWATTERS: | would like to see, added to the Federa
Credit Union Act, the ability of all credit unions to add underserved areas to
fulfill the nmenbership. Currently, that's linmted, believe it or not. So

peopl e are unbanked and underbanked, where there may be a credit union with a
specific build a nenmbership, sinply cannot join that credit union

CRAPO  Thank you.

M. Noreika, and M. Cooper, | have 22 seconds.

NOREI KA: Al right, thank you. | would just prefer you to
our testinony where we tal ked regulatory traffic light system where there are
over |l appi ng jurisdictions between the regulators, to have system where one
regul ator can have the |lead, and then the others then can join or be

forecl osed.
CRAPOG  Thank you

M. Cooper?
COOPER: Reduce the conplexity of capital rule for smaller
banks.

CRAPG  Thank you, and | appreciate you working with ne on

the tine frame.

Senat or Brown?

BROM: Last week treasury, as | mentioned in ny opening

statement, put out a report suggesting changes to the regulatory structure. W
know the i npact of deregulatory policies advocated by Departnments of Treasury

and past administrations. |In following the Chairman's construct, 1'd like to
ask a series of questions, and | think these can -- | think you can do these
with yes or no, I'd ask you if you woul d.
You all -- you all represent -- the five of you represent independent agenci es.
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And starting with you, Governor Powell. Do you commit to being independent from
the admini stration?

POAELL: Yes.

GRUENBERG  Yes.

MCWATTERS:  Yes.

NOREI KA:  Yes.

COOPER:  Yes.

BROMWN: Thank you. Do you, again, do you conmit to

speaking out if you think a legislative or regulatory recommendation threatens
the financial stability of our econony, or the safety and soundness of our
banki ng systen®? Governor?

POAELL: Yes, sure.

CRUENBERG  Yes.

MCWATTERS:  Yes.

NOREI KA:  Yes.

COOPER: O course.

BROMWN:. And last, do you conmit to nake consuner protection

a priority?

PONELL: Absol utely.

GRUENBERG  Yes.

MCWATTERS:  Absol utel y.

NCOREI KA:  Yes.

COOPER:  Yes.

BROMWN: OK, thank you.

Last year, the Fed -- this is for Governor Powel |, thank you. Thanks for your
years of service and your work with this

conmittee over the years. And M. G uenberg, you too.

BROAN: CGovernor Powel |, |ast year the Fed proposed addi ng

capital surcharges under the biggest banks, stress test. Governor Tarullo, |ast

week, said the biggest banks capital requirenments quote "are still somewhat

bel ow where they should be" unquote. And that is incorporating the surcharges

into CCAR will protect against contagion fromone of these banks, infecting --

spreading to the rest of the financial system

By your testinony, you suggested the Fed will integrate the stress test into the
bank's regulatory requirenents. | assune that nmeans the Fed is noving forward

wi th adding the capital surcharge into the stress test?

PONELL: That is the plan, yes. W' ve asked staff to work

up some options on that. W're working on it. There's no specific date upon

which we bring that forward, but we'd -- we'd like to have it in place.
BROM: |'d like to encourage you to do that as quickly as
possible. |Is there a reason you can't nove quickly?

POAELL: No, just, we want to get it right.
BROMWN: And you -- you don't -- you don't plan to wait

until new board nenbers on the Fed are nom nated and confirned -- that's not
part of the delay?
POAELL: No, you know, we have -- | nean, we're -- we have

an ongoing thing, we're doing stuff all the tinme, we're announcing CCAR results
this afternoon. So, this is another thing that's in the pipeline and we'll --
we'll get to it when we need to get to it.

BROM: OK. Thank you, Governor.

M. G uenberg, there have been recent press reports that any additional profits
that the make from deregulation will go to stock buybacks and dividends, up to
$30 billion in one estimate. |Is that what banks will do with their profits if
we relax the stress test?

GRUENBERG | don't know that we have evidence to the

contrary in regard to that, Senator.

BROMWN:  Governor Powel |, your comrents on that?

POAELL: Wth what -- what banks would do with the profits?
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BROM:  Yeah

POAELL: | think it's hard to know. Sonme of it would go to

sharehol ders. Sone of it would go to managenent. Sone of it would go to -- in
pricing, and custonmers, | suppose

BROM: Shouldn't we want to know whether a decreased

regul atory burden on banks will lend to nore | ending and econonmic growh if the
noney goes to stock buy -- certainly an inperfect anal ogy, but what happened
with the bank holiday of -- or the holiday -- the tax holiday on overseas --

nmoney kept overseas from corporations brought back
It didn't exactly work, because there were no strings attached, the way a | ot of

the policyhol ders thought. So shouldn't we knowif -- if banks are going to
save noney because of a decreased regulatory burden that it will, in fact, |end
to nore | ending and econonic growth or just increase dividends?

PONELL: | -- 1 -- 1 guess | look at fromthe other end

which is, we should make sure that we don't inpose unnecessary costs --
unnecessary costs due to regulation. Regulation shouldn't cost any nore than
it needs to, it doesn't nake the econony any better to rai se banks costs. |If
we can cut those costs without effecting safety and soundness, we cut them

And | think - | think, that -- you know, that funding will help the econony.
And it should help the econony in a very general way, but -- and a broad way,
woul d t hi nk.

BROMW: So one of the two of you -- the two, M. Guenberg,

and M. Powell, what -- what -- what do you think of the idea that if noney, if
banks, do better, nore profit -- nore profitabl e because of -- because of
deregul ation, that nmaybe the best way to increase economic growth would be to
ban buybacks and linmit dividends, in order to ensure the banks increase |ending
and contribute to econonic growh?

M. Guenberg first.

GRUENBERG ~ Senator, let me say, | think in terms of

reduci ng regul atory burden, the biggest bang for the buck is to reduce burden on
smal ler institutions that serve their comunity and will either strengthen
those institutions or strengthen their ability to serve their communities. |
woul d be cautious in ternms of naking changes, particularly for the large
systemic institutions. | think there we really need to preserve the prudentia
standards that we've established

BROM: Thank you, Chairman G uenberg

M. -- CGovernor Powell, if you would just answer that, |'m done.

POAELL: Sure. Yes, | would be wary of prescriptive things

like limting dividends and that sorts of thing. And again, | would just go
back to -- thisisn't a -- | don't think what we're tal ki ng about here ambunts
to deregul ation or broad deregulation. | think it anmounts to making regul ation
more efficient, protecting the inportant gains that we've nade. W' re not
really tal king about, you know, sone nassive program

here. CRAPO  Senat or Shel by?

SHELBY: Right. Thank you, M. Chairman.

One of the main tenants, that all of you know, of the recently rel eased Treasury
Department report, regarding core principles for financial regulation, is
calling for federal financial regulators to conduct cost-benefit analysis for
all economically significant regulations. That's sonething |I've |ong advocat ed
for, right here in this Committee

"Il start with you, Governor Powell. Do you believe that conducting
cost-benefit analysis, when you' re deternining or considering financia
regul ations, is very inportant, not only to the regulatory body itself, but to
the consuner, to the bank system all of it?

POMELL: Yes, | do. And | -- | also think that we -- we do

try to -- we've always tried to, inplenent regulations in -- in the way that is
faithful to what Congress has asked us to do, in the |least costly and
burdensome -- | east burdensome way. Mre recently, we -- we've actually tried
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to up our gane nore and take a nore anal ytical approach to that. W' re doing

nore on that front. W actually -- we're actually planning on hiring a few
people but we're waiting until the -- until the hiring freeze rolls off, to do
t hat.

SHELBY: But that could be very inportant to the whole

banki ng systemand to the Anerican systemand to the Anerican people, could it
not ?

POAELL: | think it's our -- it's our obligation and -- and

it is an inportant obligation

SHELBY: Marty?

GRUENBERG. | -- | agree with that, Senator. | think doing

cost- benefit analysis has value, and particularly including -- including it in
proposed rul emaki ngs, to give the industry to conment and get their feedback in
eval uating both the inpact of the proposed rule, as well as alternatives to the
rule. Does have value and that's something we're doing in the preanbl e of
every -- every rulemaking that we -- that we do

SHELBY: M. MWitters?

MCWATTERS: Yes. Yes, Senator, | do. But we have to be

t hought ful about this. 1t's an art nore than a science. And it would be
hel pful if all of us had a consistent nethodol ogy, as to how to conpute and
conduct the cost-benefit anal ysis across the board.

So the NCUA is not doing one on an ad hoc basis, or the FDIC, the Fed, the OCC
But we had sone consistency in well thought out, bring sone economists in, work
through this, come up with a protocol that can be inplenented in a transparent
way that people will take a step back and say, yes, that's fair.

SHELBY: Yes, sir.

M. Norei ka?

NOREI KA:  Thank you, Senator. M own viewis in regulating

a dynamic industry. W mnust always | ook at the cost and benefits, not only of

the new regul ations, but of the existing ones as well. And inportantly, what
we' re doing here, looking at the -- the statutory basis as well.

SHELBY: M. Cooper?

COOPER:  Senator Shelby, |I -- | certainly agree with --
with cost-benefit analysis on the regulations. | did feel very strongly that it
has to go beyond just regulations. It has to include the way we operate our

agencies. W have to be efficient, and not only efficient in the use of our
tinme, but efficient in the use of our bank's tine.

SHELBY: "Il direct this to the Conptroller. So, in your
testinmony, M. Noreika, you stated that financial institutions risk should not
be determined strictly matter of size, | agree with that. In your view what

shoul d be consi dered when tailoring regulations for small and mi d-sized banks?
And, could you el aborate on what specific regulations should be further
tailored through administrative or congressional action?

NOREI KA:  Sure. | think..

( CROSSTALK)

SHELBY: That's a | ot of work.

NOREI KA:  That's a lot of -- lot of question and a | ot of

work to be done. Look, | think we -- we have nmany options about how to gauge

the risk, and institution size is one of them but it's not the only one of
them there are risk profiles as well.
Just because you're bigger, doesn't mean you're riskier. Just because you're
snal l er, doesn't nean you're less risky all the tine, so | think we have to
make both a quantitative and a qualitative judgnment for people or what we

i mpose.
And then those regul ations that can follow, based on the riskiness, would

include, capital requirenments, liquidity requirenents, perhaps activity

restrictions, as well. So | think all of those would go into that cal cul us,

Senat or .

SHELBY: M. Powell, | think the word redundancy was
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brought up earlier and that's inportant. There are a |lot of overlapping
regul ations in the banking field. Wat could be done to do away with sone of
t he redundanci es, which costs noney to banks to conply with.

PONELL: | think that's -- | think that's part of the

exerci se now we're -- what we're undergoing, is to try to identify those, and
limt themor elimnate them if possible. | wuld say, if you think about
Vol cker, to cone back to that. You know, the insight of -- of not wanting

proprietary trading in these big firms probably nakes sense, but before the
crisis we didn't have strong capital requirenents under the tradi ng book, we
didn't have liquidity requirenents, we didn't have the stress tests, which are
very tough on those things.

So -- you know, trading, by the big banks, is -- is supported by several other
policy initiatives, so | think we can -- it gives us a little nore freedomto
t hi nk about how we can -- how we can draw back the scope of Vol cker, and nake

it | ess burdensone.
SHELBY: Thank you
Thank you, M. Senator.
CRAPO  Thank you.
Senat or Menendez?
MENENDEZ:  Thank you, M. Chairnan
Thank you all for your testinony. Chairman Mc\Watters, let nme ask you, there are
nore than 300 credit unions that have been certified as CDFls, Conmunity
Devel oprent Credit Union's, like the North Jersey Federal Credit Union and
Total One New Jersey have stepped up to supply banking services in underserved
nei ghbor hoods and comunities across the country.
The very conmunities that President Trunp said he wanted to help, and in terns
of doing that, the CDFl fund is critical to those credit unions that work in
|l ow i ncome communities. So do you believe that Congress should elininate the
CDFlI fund as proposed in the president's budget?
MCWATTERS: No, | do not. No | do not. | appreciate that,
because the Treasury Departnents released a report just a few weeks ago that
said quote, "CDFls are often the only source of credit in a financial services

in inpoverished urban and rural, |ow and noderate inconme areas with limted
access to the banking system"”
So it defies their own logic and -- 1'mglad to see that you share a -- the view

that it's critical to maintain the fund. Chairman G uenberg, the treasury
report includes recomendations to reformthe community reinvestnent act,
exam nation process and rating system The report argues that the CRA
examinations plan a role in preventing certain banks mergi ng and openi ng new
branches. What's you view of this argunent?

GRUENBERG. First of all, Senator, CRA's an inportant

statute that encourages banks to neet the credit and basic banki ng services
needs of all of their comunities, so that function it perforns is a very
i mportant one.

Mbst institutions, as you know, get satisfactory or better ratings under CRA
There are authorities for |ocal organizations to raise issues when an
institution seeks an application for a nerger, or other activity, as part of
the statue that happens in relatively few cases. So as a general propositions
I don't think it's a significant inpedinent.

MCWATTERS:  So nost of themreceive satisfactory ratings,

therefore that shouldn't inpede nergers of those who design a nerger

GRUENBERG. Local organizations still have an opportunity

to raise the issue, but in terms of actually inpacting significant activity,
don't think it does.

MENENDEZ: | appreciate that response, because it seens to

me that the administration should be focused on ensuring that the evaluation and
rating systemis holding institutions accountable and providing equitable
access to credit, rather than focusing its efforts on weakening the Conmmunity
I nvest ment Act (ph).
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And frankly, it's a little difficult to take seriously the recommendati on of the
Treasury secretary when his only experience on the matter is running a bank
that so struggled to neet its obligation to provide equitable access to credit
in and of itself.

Governor Powell, let ne ask you -- just shy of nine years ago, Lehnman Brothers
filed for a bankruptcy, the I argest bankruptcy in history, one that sent
shockwaves t hroughout the entire financial system

In short order, nunmerous other entities failed, |eading to unprecedented support
fromthe U S. government and taxpayers to bail out the institutions that had
been playing fast and | oose w thout guard rails, and subjecting Anmericans'
har d- earned savings to unjustifiable risk

It becane abundantly clear, in that nonent, that we needed a process to dea
with the adverse nmarket effects of the failure of a |arge, conplex and
interconnected financial firm In response, we created the Orderly Liquidation
Aut hority, or Title Il of Dodd-Frank

This process, thankfully, hasn't been needed. But if it were to be utilized, it
is designed to protect taxpayers and the nmarket at |arge by ensuring that the
burden of the failure falls on the owners and nmanagers of the firm that you
don't privatize profit and collectivize risk

Do you agree, Governor, that this authority to resolve firns whose failure woul d
present a threat to U S. financial stability is critically inportant?

POAELL: | do, Senator. Working with the FDI C, we've nade

a lot of progress under Title I, but | think it's absolutely essential that we
keep Title Il as a backup

MENENDEZ: And, Chair G uenberg, you have anything to add

to that?

GRUENBERG | strongly agree with that. The Oderly

Liquidation Authority really is the |l ast recourse, but a critically inportant
backstop to assure an orderly failure, even of a systenmic firm and, as you
poi nt out, Senator, to assure that the stakeholders in the firm the

sharehol ders, the creditors, the nanagenment of the firmare hel d accountabl e.
MENENDEZ: Finally, the Federal Reserve Bank of New York

hi ghli ghted in Novenber that there's been an uptick in delinquency rates on auto
| oans made to borrowers with subprinme credit scores. I'd like to hear from each
of you your thoughts regarding this trend. Is this sonething that you're
concerned about ?

| see it going since 2013, 90-day delinquency rates nade to (ph) borrowers with
subprine credit scores has risen by nore than 40 percent. |Is that an early
bird warni ng here?

NOREI KA: Wl |, Senator, our agency has been tracking this

since about 2014, and we do notice an uptick and it's sonething that we're
certainly nmaking our regulated entities aware of, to keep track of.

MENENDEZ: |s there sonething we shoul d be doing?

NOREI KA:  Well | think -- look, our job as regulators is to

wat ch and manage credit risk, and we have to flag where we're seeing increased
risks, and this is one of those areas.

MENENDEZ: Thank you, M. Chairman.

CRAPO  Thank you.

Senat or Hei t kanp.

HEl TKAMP:  Thank you, M. Chairnan

Coupl e qui ck questions, because | know that Chairman wants everyone to keep this

brief. | just want to associate nyself with the comments on the Vol cker Rul e.
When you | ook, many current and forner regulators also publicly state that the
Vol cker Rule is way too conplicated. |It's nmy experience, when a rule is too

conplicated, there isn't nmuch conpliance, so it doesn't really get you what you
need

I think that what |'m hearing today is no one wants to go back, but everybody
wants to tailor a rule or find a rule that can in fact acconplish the purpose
wi t hout overly burdening, you know, all manners of banks, and certainly
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sonet hing that nakes comon sense. And so -- want to just kind of put that on
the record and thank you all for your coments.

My questions are to Governor Powell. Are you aware of the bills that have been
introduced by -- bipartisan bills that have been introduced at this commttee

regarding relieving md-sized banks from Dodd-Frank stress tests and exenpting
community banks fromthe requirements of the Volcker Rule and the qualified
nort gage rul e?

PONELL: Cenerally, yes.

( CROSSTALK)

HEl TKAMP:  Have you had a chance to review those tests --

or those proposal s?

PONELL: Qur staff has. | have not had a chance to review
themcarefully, but I'"mgenerally aware that they're there
HEI TKAMP: OK. | think it's critically inportant that we

get your input, noving forward. W obviously think there's broad bipartisan
support for these kind of changes, and would | ove to see the banking conmittee

produce sone bills that would fulfill the commtnent that we all privately have
made to not only our small conmunity banks, but al so our md-size banks.
I think the tine for talking is over and the time for doing is now. Marty, |'m

really concerned about what's happening right noww th ag lending in ny state.
And | think you guys frequently can be on the tip of the spear, the |eading
i ndi cator of challenges that we're going to have

| obviously have argued before for flexibility in these kinds of cyclica
environnents, especially in agriculture. And so just a couple questions: Have
you experienced or observed neaningful changes in terms of the risk in the ag
econony? And how is the FDI C approaching ag | enders who continue to provide
credit -- absolute essential credit to our producers, who now are being
squeezed by | ow commodity prices?

GRUENBERG. So, Senator, we do have a changi ng environnent,

as you know well, in the ag sector. W' ve seen -- seen |ow commopdity prices and
sone decline in land values in the agricultural areas. And we are starting to
see sone pressure in regard to the banks that are focused on agricultura
| endi ng.

So, from a supervisory standpoint, the institutions are still, as a genera
matter, in pretty good shape. But they're under sonme pressures, and the trend
seens to be toward increasing pressure. So froma supervisory standpoint, this
is something we're paying close attention to

HEI TKAMP: | think it's critical that we be aware of what

those indicators are, and that we work together with the private |ending
industry to nake sure that we do not let cyclical changes in agriculture shut
down especially our small family farmers, who struggle the nost in this kind of
envi ronnent .

And so | think, before we see wi despread pressure fromthe examners to do

things in that -- in that space that would, in fact, cut off liquidity for
farmers, we need to have a conversation here, because what you do will have
ripple effects in the ag econony. Can | have your conmtnent that you'll stay

on top of this and | et us know?

GRUENBERG.  You do, Senator

HEl TKAMP:  OK.  Want to just close out with a question on

appraisals. As part of the EGRPRA process, regulators identified access to
timely appraisals, especially in rural Anerica, as a major challenge for small
lenders. Yet the report itself did little to address residential appraisa
requirenents.

Governor Powel |, do you share ny concerns that the appraisal systemin rura
Anerica really doesn't work and that we need to have special attention paid to
how we can meke those changes?

PONELL: Yes, Senator. | think we're sensitive to the

probl em and woul d i ke to do nore.

HElI TKAMP:  Right. And have you had any di scussi ons about
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what that "do nore" would | ook |ike?

POAELL: Not recently, but this is sonething we're going to

cone back to

HEl TKAMP:  Well, we'll follow up, because..

XXX woul d | ook Iike?

POMNELL: Not recently, but this is something we're going to

cone back to

HEl TKAMP:  Well, we'll follow up because, nost of you know,

| come froma small town of 90 people. People say you want to see, kind of, the
average sale, good |luck getting that.

It's not going to happen, and it's a huge challenge in terms of nortgage |ending
for us small comunity banks. And so, this appraisal issue is not going to go
away. We want to cone up with solutions to this and cut our small community
banks sone slack. OK?

CRAPG  Thank you

Senat or Kennedy?

KENNEDY: Thank you, M. Chairnan.

And | will thank all of the menbers of our panel today for your service and for
being here. | want to tal k about flood insurance which, of course, is
extraordinarily inportant to ny state, Louisiana, but frankly npost states. The
current national flood insurance program expires Septenber 30th. W have to
renew it. This conmittee will be working hard to do so under the |eadership of
our Chai rman and our ranking nenber

But, here's a question that | think goes to what undernines the entire program

About 53 percent of the people that should carry -- excuse ne -- or are
required to carry flood insurance, carry it. Wat do we do about that? |'m
sorry, excuse ne. What do you think we should do about that?

Well I'"mgoing to put it another way. Let nme ask our FDI C Chairnman, before
choke to death

( LAUGHTER)

I'mjust so overwhel med with enotion at that health insurance bill, that |I'm
al nost speechless. M. Chairman, do you think it would be a good idea to ask
FEMA to conpile a list of nortgages in high risk flood areas, so we'll know

who' s supposed to carry insurance and who doesn't?

GRUENBERG. Actually, | think that is a good idea. One of

the challenges in this area is a lack of reliable data

KENNEDY: Yes, sir.

GRUENBERG Really to access the extent of conpliance with

the flood insurance requirement. And so, getting better data woul d have rea
val ue here, and | think FEMA is the agency responsible for the national flood
i nsurance program would probably be the appropriate agency to do that.
KENNEDY: How do we get FEMA to do that, other than just

asking pretty pl ease?

GRUENBERG Wl | sir, our next questioner would probably

woul d have a better feel for that than we woul d.

KENNEDY: K

Governor Powell, | saw where we recently had a bank -- a SunTrust Bank was fined
$1.5 million for violations regarding a mandatory conpliance with the Nationa
Fl ood I nsurance Act. How did the Fed determ ne that they had a pattern and
practice of nonconpliance? What's their pattern in practice?

PONELL: Senator, | renenber that particular thing --
don't renenber the specifics of that case, though, to be honest. The pattern of
practice would be -- | think what it sounds |ike which is sonething that

happens repeatedly.
KENNEDY: Weéll, what triggered the revi ew?

PONELL: | shouldn't be -- | shouldn't tal k about a
particul ar enforcenent action, and |I'mactually not deeply fanmiliar with the
i ndividual facts of that case. | could get back to you on that.

KENNEDY: Wbul d you? That would be very hel pful. Let me
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open this up to anyone. | don't want to add to the regulatory burden on our
community banks, | don't. But at the same tine, when sonebody doesn't carry
flood insurance, who is required to carry flood insurance, and they flood,
somebody el se has to help themrecover.

And that's not fair to the Anerican tax payer, and it's not really fair to the

peopl e who do the right thing and carry flood insurance. 1'mgoing to go to
each of you, | only have a minute, but give ne your thoughts about what we can
do to increase participation fromb53 percent. That's not -- that's

enmbarr assi ng.

PONELL: This is for flood insurance?

KENNEDY: Yes, sir.

POAELL: Well, | can't inprove on your idea of FEMA
KENNEDY: How about, M. Cooper?

COOPER:  Senator, obviously knowing a little bit about what

happened in your state, | would agree with the director -- your recommendation
One of the concerns that | have is that, | believe in several places in your
state -- several of the cities that have never flooded before have been fl ood
this time. And so..

( CROSSTALK)

KENNEDY: That's true

COOPER: It is hard with these Iines of who floods and who

doesn't flood, they blur, and quite frankly, we have to deal with that and I'm
not sure how to do that, quite frankly.

KENNEDY: K

NOREI KA:  Senator, certainly this is something very high

priority for our agency and we take very seriously our supervisory obligations
to exam ne our banks to nmake sure that | oans have the proper flood insurance
for those areas.

So while I'"'m-- | don't know the percentages off the top of ny head, this is
sonet hing that | know our supervisors and our exam ners in our institutions
take very seriously and there are nmandatory penalties that cone if they don't.

KENNEDY: Well, I"mout of tine, but | will be contacting

you individually to talk about what we can do to help get this -- the conpliance
right. W need to do a better job.

NOREI KA:  Thank you

KENNEDY: And we need to start with our friends at FEMVA

NCOREI KA:  Yes.

KENNEDY: Thank you M. Chairman.

CRAPO  Thank you.

Senat or Warren?

WARREN: Thank you M. Chairman, thank you all for being

here today. So |ast week, the treasury secretary issued a report that included
about 100 recomendati ons for changing our financial rules. And these
recomrendati ons were basically cut and paste fromthe banking industry's
| obbying priorities. |In fact, one bank | obbyist was brutally honest saying
"The report is basically our entire wish list."

Now, nost of these changes don't require any congressional action. Federa
agenci es can nmake the changes all by thenselves, and that neans all of you at
the banki ng regul atory agencies have a | ot of power to decide whether to hold
the line on financial rules or to make every wi sh cone true for giant banks.

So, Governor Powell, the Federal Reserve is responsible for many of the rules
governing the country's biggest banks, and you are now the point person at the
fed for regulatory issues. You' re also on record as being a fan of cost-benefit
analysis. So let's do that here, the potential cost of inplenenting
recommendations, fromthe report, seens pretty clear to nme. It could increase
the risk of another financial crisis and another bail out.

So, | want to ask about what the potential benefit is? Letting banks add to the
al ready record profits they' ve generated in the past several quarters? Were's
the benefit side?
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PONELL: Well, Senator, | guess | see it as a m xed bag
There's sone ideas in the report that makes sense, maybe not exactly as
expressed there, but it would enable us to reduce the cost of regulation

wi t hout affecting safety and soundness. There's sone ideas, of course, that |

woul d not support -- that we would not support, as well. But, | guess | see it
as m xed.
WARREN. So, well | get your point about mx, the only
benefit you see then is just cost reduction?
PONELL: | think we have an obligation to nmake our
regulation no nore costly than it need be.
WARREN: Fair enough. Fair enough. But I'm-- |'mjust
aski ng about any other benefits, because | was -- the Treasury report actually

-- 1 -- 1 want to read a direct quote fromit about our financial rules on
capital and liquidity, and explain the rules on capital and liquidity, saying
that these can decrease the resources -- the current rules -- can decrease the
resources a bank has avail able for custoner |oans.

So let ne ask it that way, since that's what the Treasury Departnent clains is

the reason for reducing capital. Do you agree with that, M. Powell?

POAELL: Let ne just (ph) say this. | -- | do not support

and we do not support reducing risk-based capital requirenents. So that is not
-- that's not the idea. But I -- | think of it alittle bit differently.

Hi gher capital is nore -- capital is nore expensive than debt, so when you raise

capital standards, you're raising costs. Sone of those costs will be passed
through to custoners. The question is, where is the cost-benefit anal ysis?
And | happen to think we've got it about right today.

WARREN:  Yeah, you know, because |I'mreally worried about

this, because the big banks obviously would like to see capital requirenents
reduced. And | started | ooking at what happened recently with JPMorgan Chase.
You know, biggest bank in the country, spent $26 billion in the last five years
on stock buybacks.

They had $26 billion they could have spent on anything they wanted to spend it
on. And they could have spent it on lending to custoners, but, no. Wat they
decided to do with the nmoney is to spend $26 billion to punp up their share

price.

And in fact, every one of the big banks in the country has spent billions and
billions of dollars in the past five years on stock buybacks. So it sounds
like, to me -- that these banks have plenty of capital available to them
Gover nor Powel | ?

PONELL: Well, | think their obligation is to nmeet their

m ni mum capi tal standards, and, even nore relevant for the biggest banks, to
meet their CCAR requirements. And once they do that, you know, they're
entitled to pay dividends or buy back stock, as |ong as post- stress and
post-m ni munms -- you know, they neet -- as long as they neet those capita
requi renents.

WARREN: But what |'m hearing you say..

PONELL: They do have plenty of capital, though. You're

right.

WARREN: ... that's right -- that they have plenty of

capital and there's no reason to reduce their -- their capital standards here
PONELL: We're not -- not in favor of that.

WARREN: Al right. | -- | think that's very hel pful

because, you know, the team at Gol dnan Sachs that's running financial policy for
this administration really wants to boost profits for the Wall Street banks
And | think that's what the Treasury report is all about.

And here's what's going to happen if regulators make the big -- the changes for
the big banks that they want: and that is that bank stock prices will go up.
Bonuses for bankers will go up. Bank stock buybacks will go up. And the risk
of another financial crisis and bailout will go up

You know, | -- | recognize that the bank | obbyists will be thrilled by this
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report, and be thrilled if that happens. CEGCs will be thrilled. But we won't
see any increase in lending, and | don't think we're going to see a boost to
our econony fromit.

Thank you, M. Chairnan.

CRAPG  Thank you

Senator Cotton

COTTON:  Thank you. And thank you, gentlenen.

You know, since that Treasury Report cane out, |'ve heard a |ot of conplaints
like Senator Warren's conpl aint today, but many others -- not just from
Senators and Congressnen outside -- or in the Congress, but outside observers
as well -- about how many of those changes could be made wi t hout Congressiona
action.

I think I've heard sonmething like two-thirds of the proposed changes coul d be
made w t hout Congressional action. That may be the case. It may not. | don't
know. But | would suggest that that would counsel us to stop giving so nmuch
power to unelected regulators in Washington D.C., not just in the financia
services arena, but in every single area.

Al'l you gentlenen are extrenely capable professionals. W may have our
di sagreements here or there, but none of you are in Washi ngton because you won
an election and are therefore accountable to the American people. W are on
this dais. There's 537 people who are. They should be making the rules that
govern the conduct of the American people, so they can be held accountabl e at
the next el ection.

|'ve got to break the news to everyone watching at honme. I'msorry that | have
to bring the scales down fromyour eyes. Many Congressnen and Senators like to
punt the ball to regulators |like these gentlemen. They like to pass laws like
Dodd- Frank or Obanmacare or anything el se that doesn't require themto nake a
hard choice and be hel d accountabl e.

Because what do they do? They declare victory when the | aw passes. And then
two or three years later, when the CFPB, or the SEC (ph), or the Departnent of
Labor, or the EPA nakes the regul ation, they declare victory a second tine by
denounci ng the unel ected bureaucrats who make the rules, that don't inplenent
their guidance. That's not the way we should govern ourselves in this country.

A second point: we're having a hearing today about financial regulators. And
we have five gentlenen here at the table, four fromthe federal government, one
representing a consortiumof state regulators. That's a |ot of people to | ook
to.

You know, on the Armed Services Conmittee, when we had a hearing about strategy
in Afghanistan or the Islamic State, there's one person sitting at a table
the Secretary of Defense. Wy is that? Because the mlitary believes in the
unity of chain of comand, and if you're a private in Nangarhar province today,
or outside Msul, you know exactly who is in your chain of conmand, from your
squad | eader all the way up to the president of the United States.

And one of the nost conmon conplaints | hear fromour bankers in Arkansas is
that they have to answer to nultiple masters, who, if they don't issue
conflicting rules, they at |least give conflicting interpretations, guidance or
even attitudes. And | think that's sonething that we need to address

So, M. Noreika, of all the banking agencies, you were the only one that
provi ded what Bl oonmberg News called a sweeping |ist of recommendations to
streanl i ne oversi ght.

My question about this nmultiplicity of regulators is this: In the context of
today's nmeeting, how do you think we ought to approach your reconmendati ons,
and how should we prioritize them given howdifficult it's been to get
anyt hi ng done in Washington D.C. |ately?

NOREI KA:  Thank you, Senator, and thank you for the

question. Look, | think, as you point out, there's a real risk and -- and
actually, in practice, regulatory redundancy happening here in Washington, with
respect to the financial services industry.

And one of the things that we propose in -- in our proposals is -- is having a
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statutory traffic light systemanong the federal regulators so that, when one
regul ator acts to effectuate regulation, others will be forecl osed.

And what we're seeing in practice is both under and overregul ation at the sane
time. And the CFPB is -- is a great exanple. Wwen we go over $10 billion
where the CFPB so-called (ph) has exclusive jurisdiction up to $50 billion, we
-- we don't see nuch activity of the CFPB regul ating those institutions at all

So they've actually, in nmany ways, gotten |less regul ation since Dodd-Frank has
passed.

And yet, if we go in and we exam ne themw th our backup authority, as we do if
there's an issue, you may see the CFPB cone. And so there's -- while they're
underregul ated until we regulate them then they becone overregul ated

So | think what we're trying to do in our testinmony, with the long list of --
long list of regulatory suggestions for consideration, is to start a dial ogue

and identify what the problens are -- and you've put your finger on one of the
-- the biggest problens -- and to start a bipartisan, constructive conversation
about how we recalibrate our regulation of this dynam c industry.

COTTON:  Thank you. M tine is -- is al nost expired.

| just want to suggest to the nenbers of this committee, the chairman and the
ranki ng menber, who | know have been working together very carefully to try to
craft some bipartisan conpromses, that this is something we should | ook at.

| don't see any reason why we couldn't have bipartisan agreenent on an effort to
put nore accountability in our own hands, since we're the ones el ected to nmake
these decisions, and the only ones accountable to the Anerican people

And second, to streamine sonewhat the nultiplicity of regulators that our
bankers, especially our snmall bankers who don't have the capital base to
respond to multiple requests fromnultiple regulators, to give thema little
bit of an eased burden

Thank you.

CRAPO.  Senator Cortez Masto.

CORTEZ MASTO.  Thank you, M. Chair.

Thank you gentlenmen for -- for your testinmony today. |t has been very hel pful
enlightening and | really appreciate it. 1, however, would like to start with
M. Norei ka

Your testinony, including your witten testinony, includes a |ot of ideas about
how to restructure our financial regulatory system | want to focus on your
recommendations related to the Consunmer Financial Protection Bureau. And |et
me put this in perspective. |1'ma new senator. | wasn't here..

( CROSSTALK)

NOREI KA:  |'m new too, Senator.

CORTEZ MASTO. Well, and | recognize that. But where | was previously was the
attorney general of the state of Nevada, during the worst crisis we've ever
seen. And | will tell you this, | support the CFPB after what | had seen

And | know the CFPB was created because, before the crisis, we in our states
trusted the safety and soundness regulators, |like the OCC, to oversee consuner
protection, and they failed to do so. Threatening both the honeowners in ny
state and

across this country. In fact, one forner state

prosecutor who tried to stop the banks predatory | ending said about the OCC, and
I quote, "Not only were they negligent, they were aggressive players attenpting
to stop any enforcenent action. Those guys should have been on our side."

In that particular case, you were actually representing the bank that was being
sued. Yet, in your testinony, you suggest that we return exam nation and
supervision authority for all depository institutions back to their primary
banki ng or credit union regulator. In other words, this would strip the CFPB of
its ability to go in and routinely supervise big banks for nonconpliance with
the laws that protects consuners, seniors, students and service nenbers. This
represents a return to the bad old days, and woul d underm ne an essenti al
pillar of the Wall Street Reform
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You cone to the OCC, as you said, on an interimbasis froma prominent law firm
where you represented big banks. Under special hiring authority, you can serve
for only 130 days, but in exchange, you get to avoid Senate confirnmation, and
you don't have to sign the typical ethics pledge. And here, we get a
recommendation fromyou to roll back the regulations for CFPB. That concerns
me. And how is the CFPB supposed to catch wongdoing and enforce the law, if
they aren't able exam ne and supervise the | argest banks?

As a former |aw enforcenent official, I know how difficult it is to identify
fraud as it is happening. It seens like it would be nore difficult for the
bureau to quickly stop the nortgage servicing, debt collection and credit card
abuses, if it's not inside the big banks nmonitoring them How do we address
t hat ?

NOREI KA: Al right. Well thank you, Senator. And thank

you for the opportunity to respond to your question. As | responded to Senator
Cotton earlier, thisis a-- a-- a big concern of ours, to actually increase
the -- the conpliance -- the consunmer conpliance. And -- and nonitor the
snal | er banks. And yet, within the CFPB s exclusive jurisdiction conpliance
with the rel evant consumer protections |aws.

Si nce Dodd- Frank, we do now have a CFPB that wites rules. And as you'll see
fromny witten testinony, that's sonething we support themdoing. The rea
question, now, is the correct allocation of scarce regulatory resources to
enforce those rul es.

And what we're seeing in practice is that the CFPB is not enforcing those rules
agai nst the mid-size banks -- the large-small banks to the small-bi g banks
And so we do have a problem of both over- and under-inclusion

And so when we get up to the bigger banks, we have a little bit of overlap and
overkill there. So we need sonme better system of coordination

Now, whether that involves taking that responsibility and putting it back with
the prudential bank regul ators who can bal ance, as they traditionally have
those supervisory priorities of the bank, or adopting, as | have said tw ce
before, a statutory traffic-light system | think both of those are options,
and yet we have to talk about what the problens are first.

CORTEZ MASTO. | appreciate the conments. | don't understand them quite
frankly. |In one breath, you're saying that there are scare regul atory
resources with the CFPB, so that nmeans that we should give themthe resources
they need to supervise. And then in the other breath, giving it back to the
sanme regul ators who weren't there when | was in ny state trying to help
honmeowners who were not enforcing the laws. And it doesn't nmake sense to ne

NOREI KA |'m happy to neet with you to discuss it nore

CORTEZ MASTO.  Chai rman Gruenberg, as a banking regulator, would you say that
havi ng the independent consunmer bureau has been successful? And do you think
that the CFPB' s existence is a threat to the FD C?

GRUENBERG. Yes to the first; and no to the second

Senat or .

CORTEZ MASTO.  Thank you

CRAPOG  Thank you

CORTEZ MASTO Let ne just say this finally, M. Chair. Thank you

The CFPB has returned $12 billion to 29 mllion consuners. | really don't
understand the notivation behind stripping the bureau of its powers. And
will tell you this, as sonebody who has focused for eight years on consuner
protection, there is a need for the CFPB

And to roll back any regul ations and say that we can't find a bal ance sonmehow

and still |ook at how we address the regul atory burdens that are happening
right now with our banks, and particularly with our comunity banks and our
credit unions, | think we need to calibrate there. There's no doubt about it.

I think we need to work in that space. But we need to find this balance. And
bal ance isn't doing away with consuner protection conpletely, because it is
working. And that's all I'"mlooking for in this day and age i s sonebody
reasonabl e to come up and figure out how we find that bal ance.
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| amnot for rolling back any of those regul ati ons because that's going to
continue to harmthe honeowners that | fought for for eight years in ny state.
And |' m concerned about the future.

CRAPO  Thank you.

Senat or Rounds?

ROUNDS: Thank you, M. Chairnman.

It's one of the nice things on the Banking Conmittee, you get to hear sone

di verse points of view. Rest assured, when it conmes to the CFPB, | think
there's a group of us out here that feel that they are flat-out out of control
that there are no controls on themthat Congress can cone in -- bring themin

and ask questions. Their budget is not part of the budget that we authorize

And we think that there nost certainly is roomto be able to allow for consuner
protection based upon the original agencies who had the responsibility. And if
you weren't living up to those responsibilities, | think it would have been
nore appropriate for Congress to cone back and demand that, or to provide you
with the tools in order to do that, as opposed to creating a new behenot h-type
of an agency there that is just flat-out in ny opinion out of control

And if | could repeal it, | wuld. And if | can't do that, the | east we ought
to do is put it under the control of the appropriations process up here. So
it's always interesting to hear the different points of view when it cones to
sonet hing as controversial as the CFPB.

| did want to spent just a few minutes and talk about the TAILOR Act. W're
reintroduced it again this year. The idea behind it is to allow for the
regulatory entities within the banking systemto be able to | ook at the
i ndi vidual types of business nodels that individual banks have. Comunity
banks have a different business nodel than some of those that do internationa
banki ng and so forth.

| -- it looks to ne like if you had the appropriate direction from Congress
that you nost certainly -- and in al nbost every phase of the regulatory process
-- you could really do a better job of tailoring the regulatory approach based
upon the size and business nodel, specifically the business nodel of the
i ndi vi dual banks thensel ves.

I would just like, if you could, can you just very, very briefly suggest whether
or not the introduction of the TAILOR Act or the adoption of the TAILOR Act
woul d be of benefit in giving direction to you as agenci es that oversee these
financial institutions.

PONELL: Senator, | haven't |ooked at the TAILOR Act in a

few nmonths, but just in general, | would say | agree with what you're
suggesting. You know, what Dodd-Frank did was it put these numerical cliffs
in. And those are, you know, they're nondiscretionary. They're sort of
arbitrary, in a way. And that was a choice that Congress nmade for that.

A different choice would have been to let us think about the size and business
nmodel. And | think we -- we can work with either. |In fact, for the |argest
institutions, there is nore discretion in who got designated. So Congress
really did both. | think if you wanted to change the way the threshol ds work
and put us in a situation of being nore discretionary in |ooking at size and
busi ness nmodel, we could -- we could certainly work with that. And it would --
it would help us.

ROUNDS: M. G uenberg?

GRUENBERG. Senator, 1'd want to | ook nore closely at the

statutory | anguage. The issue you raise is a critical one. Appropriately
tailoring regulation to the size and conplexity and business nodel of the
particular institution in some way is the core challenge for us as bank
regul ators.

So | think you're certainly focusing our attention on the right issue. dad to
engage with you on it, but | want to | ook at the specific statutory |anguage

ROUNDS: Fair enough

M. MWitters?

MCWATTERS:  Regul ations should be targeted with a | aser.
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Shot guns don't work. Shotgun regulation creates collateral damage, unintended
consequences. But in order to target a regulation to the real problemthat's
out there, the future problemthat's out there, you have to understand the
busi ness that you're regulating. You have to understand the busi ness nodel
You have to understand how they make noney. You have

to understand their amnbitions. So focusing in on that

will allowne to target regul ati ons and stay away fromthe scatter-shot approach
wi th uni ntended consequences and col | ateral danage.

ROUNDS: Thank you

M. Noreika?

NOREI KA:  Thank you, Senator.

Certainly, as | mentioned earlier in ny testinony, we're concerned about under-
and over-inclusiveness of regulation to nmake sure it's nost efficient and
effective. And certainly, the idea of tailoring regulation is very inportant.

Wth respect to your bill, we're happy to work with you to nake it -- make it

wor K.

ROUNDS: Thank you

M. Cooper?

COOPER:  Senator, | cannot renenber all the provisions of

your bill, but obviously the thought process behind it we woul d support. The one
thing I would Iike to say is, again, |'ve been around this for a long tine.

W' ve been tal king about this for a long tine, and we need to start working
toward maki ng sone sol utions.

ROUNDS: Thank you

| have one real quick one, and I'mjust going to ask this of Governor Powell and
M. Guenberg. The SLR and the ESLR -- you have diverging points of view
regarding that. |'mconcerned about nutual funds and where they place their
accounts.

Right now, it looks to ne |ike we've got a real problem between European banks,
whi ch have one capital requirenent, versus the American banks with the ESLR
makes them | ess conpetitive when it comes to the cost of providing those
cust odi al services.

ROUNDS: Shouldn't we be trying to address the costs for

nmutual funds when it comes to these custodial banks? There's not a |lot of them

Shoul dn't we be able to make our Anerican banks as conpetitive as those in
other parts of the country regardi ng custodi al accounts?

Can you explain to nme the reason why you have divergent points of view as to why

we haven't done sonething about the -- at least allowing for the -- for the
accounts that are being held where we -- we're placing deposits with the -- the
-- the central bank. It looks to ne |like we ought to be able to help these

folks out a little bit and bring down the cost of what it is for a custodia
bank bring in and maintain nmutual fund rel ationships
PONELL: Senator, briefly, we look at the |everage ratio as

a backup to binding risk -- risk-based capital and the | everage ratio sees a
junk bond the sane as a -- as a bank deposit, the sanme as a treasury and nmakes
it uneconom c for banks that have nodel -- a business nodel that involves

having a |l ot of deposits and cash and it puts that noney, for exanple, at a
reserve bank. So we want it to be a binding backstop so that banks can't gain

the risk-based capital, but we -- we feel it's tine to rethink the calibration
ROUNDS: M. Gruenberg, you had, kind of, a different point

of view.

GRUENBERG.  Yes, Senator. W do see the strengthening of

the | everage ratio as -- as one of the core refornms that have been put in place

for the large systemic institutions to deal with one of the inportant |essons
of the crisis, and that | esson was, that in the stressed environnent, it was

| everage capital that had credibility with the financial markets, as supposed
to risk-based capital

So we think it's really quite inportant froma safety and soundness and systemnic
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ri sk standpoint to have rough conparability between risk-based capital and
| everage capital. And the fact was that prior to the crisis |everage capita
requirenents were |ower. The changes we nade are really designed to produce

that conparability because both nmeasures of capital -- and | won't go -- I'II
keep this brief, both neasures of capital have strengthened and -- and -- and
i ssues.

Ri sk-based capital has the strength of -- of being linked to the risk of the
activities taken by the institution. It has the downsi de of being subject to
mani pul ati on, and frankly, we saw some of that during the crisis. Leverage
capital has the strength of being a sinple -- a | oss absorbi ng neasure of
capital. It's not nanipul atable, it has the downsi de of not being

ri sk-sensitive. The two together, roughly conparable, we think, nake the
strongest basis for a capital system

ROUNDS: M. Chairman, thank you for your patience. It

just seens as though we've really got an issue with regard to deposits, that are
central bank deposits, and whether or not we shoul d be not giving sone |eniency

for folks that are depositing with the central bank and -- and naki ng them very
unconpetitive with other banks around the -- around the world. Thank you, M.
Chai r man.

CRAPG  Senator Van Hol | en?

VAN HOLLEN: Thank you, M. Chairnan.

| thank all of you for your testinobny today. M. Noreika, as you know, many of
us were troubled by the mechani sm procedure that was used to put you in your
current position because it kind short- circuited the advice and consent
process. | knowit's not a permanent position, but it is a position of
incredible public trust. | think you would agree with that, would you not?
NCOREI KA:  Yes, senator.

VAN HOLLEN: And barring that process, one of the things that the Trunp

adm ni stration has touted as a nechani smfor uphol ding the public trust has
been their ethics pledge. So ny question to you today is will you uphold or
sign that Trunp administration ethics pledge?

NOREI KA:  Wel| senator, | don't have a position that's

subj ect to the ethics pledge

VAN HOLLEN: So, even though you've got the top position in the departnment in
OCC, you're saying that the Trunp adm nistration did not wite its ethics
protections in a way that would encover (ph) that position?

NOREI KA:  Well, | guess its President Cbhama who wote that

policy and the Trunp admini stration..

( CROSSTALK)

VAN HOLLEN: No, I'mtalking..

( CROSSTALK)

NOREI KA:  Well, no. Senator, it's President Cbama's policy

that the Trunp administrationis -- is following with respect to speci al
gover nnent enpl oyees. So, | think when you nake the characterization of
President Trunp witing the policy, | think that's the wong...

( CROSSTALK)

VAN HOLLEN: Well, OK  But | think you know that -- that President Trunmp tried
to sell his ethics pledge as much nore robust than that of the Cbhana

adm nistration, I'mgoing to go on. And I'd like to ask you, CGovernor Powell,
about the issue of federal -- of the foreign banking organizations, and
specifically Deutsche Bank, but the others as well.

As you know, during the financial crisis the fed provided about $538 billion in

energency | oans to European banks. And as part of that, we also provided sone
oversight. Recently, the Department of Treasury has suggested rolling back

sone of those provisions. | think all of us on this commttee want to | ook for
ways to provide relief for comunity banks and want to nake sure that all our
regul ations are -- are tailored to acconplish their purpose
We're tal king here about major foreign banks. | want to ask you if you support

their proposal that woul d | oosen or weaken the requirenents for |oss absorbing
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long-termdebt. If you -- are you fanmliar with that particular
reconmendat i on?

PONELL: For foreign banks?

VAN HOLLEN: Yes, they want to scal e back

PONELL: Is this fromthe treasury report?

VAN HOLLEN: This is the Treasury report.

PONELL: |I'd have to look at it, senator. | nmean, it's a
-- it's -- it's a lot of recomendati ons.
VAN HOLLEN: OK. | appreciate -- | would appreciate if you could get back to us

on that. How about their other recommendati ons regardi ng the foreign banking
organi zati ons? Have you had a chance to | ook at the other ones?

PONELL: There -- there is one. You know, we -- we

actually -- our view at the beginning was that we should |l ook to the U S

assets, rather than the gl obal assets in -- in designating these conpanies for
-- for purposes of section 165. And it went the other way, so we would
actually be confortable with -- with that change. But | would cone back to you
on the -- on the other one

VAN HOLLEN: Appreciate that. And | want thank you and M. Gruenberg for your
service. And M. -- M. Chairman G uenberg, if you could please conment both

on that proposal that was nmade by the Treasury Departnent regarding the

| ong-term debt, the |oss absorbing Iong-termdebt, but also this issue of just
|l ook at U. S. based assets. On the one hand, | understand that. On the other
hand, these are nmjor nultinational banking organizations, and nmy sense is, if
they neltdown in their operations outside the United States, it's going to have

a dramatic inpact here in the United States. |If you could conment on those?
GRUENBERG. So, | want to | ook at these specifics in regard
to | oss absorbing debt for -- inregard to foreign institutions. It's a genera

proposition, one of the inportant rules that the Federal Reserve has adopted
It's to require a mnimum | evel of |oss absorbing debt for large institutions,
whi ch include sonme of the foreign banking organi zati ons.

It's an inportant resource to have, so that if one of these institutions gets
into difficulty and goes to failure, that debt can be utilized in resolution to
recapitalize the bank, inposing the cost of the recapitalization on the
creditors of the institution and protecting the taxpayer.

W -- we view it as one of the key changes that have been nmade and we're highly
supportive of the -- of the fed rule that's been adopted, and we think it's
been properly calibrated to all ow appropriate | evel of debt to ensure that
these institutions, in resolution, could be recapitalized in a way that woul d
be credible with the narkets and allow for orderly failure (ph) of the
institutions, soit's -- it's quite inportant.

VAN HOLLEN: And the other...

GRUENBERG And to the other -- the -- the thing we do

think is -- is -- is inportant is in evaluating the U S. operations of these
institutions. Certainly the foreign operations can inpact them but in |ooking
at the U S. operations, we should not -- and have not allowed themto rely on

an expectation of support fromthe foreign parent.

Because of the | essons we |earned during the crisis is that support may not be
forthcom ng, and so that they need to have the appropriate standards here to
protect the U S. operations based on the U S. requirenent...

VAN HOLLEN: On a standal one basi s.

GRUENBERG ... yes.

VAN HOLLEN: OK. Thank you

CRAPO  Thank you.

Senator Tillis?

TILLIS: Thank you, M. Chair.

Gentl eman, thank you all for being here. Governor Powell, | know that a couple

of the -- former regul ators appoi nted by the Cbama Admi nistration have either

called for -- a reduction in the conplexity of Volcker, | think at |east one of

them has called for its outright repeal. Can you give ne an idea of where you
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think we need to be on that spectrum of just changes? Can you talk a little bit
about specific things that we should be | ooking at or expecting in ternms of
regul atory relief as it relates to Vol cker?

PONELL: Yes, Senator. So what we've been focusing on is

laying the statute side by side with the rule, and | ooking at the degrees of

freedom we have to nake the rule | ess burdensone, consistent with the -- with
the letter in the spirit of the law, and I1'd say our -- and i's conplicated

down in the weeds stuff. But | think we have a significant amunt of freedom
we do, to tailor for -- large institutions versus small institutions -- those

with big trading books in particul ar
TILLIS: Can you give ne an idea of sone of those weeds

that woul d get whacked? POMNELL: | would. 1'd be

delighted to. So, | think in general, we believe we have the authority to draw
a line belowthe -- those are the big trading books, you know maybe $10 billion
and up and have, sort of, that group regulated in one way and then everybody
else regulated a lot less -- a lot |ess.

I think we also can -- we can -- we believe we can change the definition of the
tradi ng account which -- and | think that sone of the choices that were made in

the regul ation go well beyond what's in the statute. For exanple, the
rebuttabl e presunption, the definition of a covered fund, when you get to the
fund side. Quite a lot of those things. Not all of them but quite a |ot of
those, were -- were drafting choices nmade in the regul ation
And so we believe, really based on two and a half years of experience and five
years of discussions, that we can go back and revisit those and do a |ot.

woul d say Congress could play a role here. It would -- in fact could -- could
exenpt banks, you know, below a certain |level, just conpletely exenpt them from
this. And it would be no loss to safety and soundness. And, you know, a -- an

appreci able gain to cost effectiveness.
TILLIS: And that's -- that's a point that | want to nake.

I think it was Senator Warren that brought it up. | don't see how those sorts
of changes create any significant risk. | see how it nmakes the regul ations
| eaner, but | don't really understand -- what would be the argument for saying

that considering those signs and changes are going to create a greater risk?
PONELL: Well, you know, we're conmitted to -- to not doing
things that would create...

( CROSSTALK)

TILLIS: That's a bad thing.

( CROSSTALK)

PONELL: ...a significantly greater risk. You know, the

while idea is to -- is to preserve, innmy view, and | think our view, that the
whol e idea is to preserve the inportant core reforns that we've nmade. But to
go back and clean up our work, | nmean, | think our obligation is to do that.

I think Volcker is a very, very difficult statute to inplenment, and | think if
you look at it, it's inplemented in a way that's too costly. | think it's on

us to address that, as supervisors and regulators. So, that's how | see it.
TILLIS: Anybody el se have a comment of (ph) that?
GRUENBERG. 1'd just add, Senator, | think the basic
prem se of the Vol cker rule, which is that risky proprietary trading shoul dn't
be supported by insured deposits by the -- the public safety net, is a prenise
that is generally accepted. | think the issue is the inplenentation of the
Vol cker rule.
| think there's a general view -- view that are opportunities to sinplify
compl i ance whil e achieving the purposes of the rule and | think there will be
an effort anong the regulators to do that. | think, obviously, here, the key
is to strike a balance between trying to sinplify conpliance while being sure
that we're achieving the purpose of the rul e nmaking.
I would say for -- on the exenption side, 1'd be nore inclined toward a
regul atory safe harbor for institutions -- smaller institutions that engage in
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traditional banking activities, rather than trying to have a flat exenption
because they're -- then that would capture the vast nunber of institutions, say
bel ow $10 billion, but you don't want to create a vehicle for a small nunber of
those institutions to be used for the proprietary trading activity. So

stri king your bal ance there seens to be what nmakes some sense.

NOREI KA:  And as the third Vol cker agency at this table, we

support very strongly a full review of the Vol cker rule putting out for coment
to get the views of the affected parties. Wat we should be doing, as far as
what we can do, what works, what doesn't work, where the costs vastly exceed
the benefits. W need to revise it and streamine it.

TILLIS: | -- M. Chair, I'"'mnot going to go too far over

even though | amthe | ast person here, because | have a another commitnment. But
I really believe that we have to go through the process of regulatory reform
And | think it was M. MWtters that said sonething about we shouldn't be
using a shotgun as a nethod for rightfully going in and making sure the
financial institutions are conplying with regul ations that expose our econony
to risk, or our financial sector to a risk

But | think we've got sone pretty dunmb ways for doing that today. | think that
we have to take a | ook at the ROTE risk profiles of banking institutions, get
away fromarbitrary thresholds, so that we're actually making sure that the
green light and the red light is being driven by commobn sense assessnents of
the risk that a given institution represents, and it goes far beyond nmany of
the regulations that | think that are driving our agencies today.

And | look forward to a |lot of recomendations that we can fast track to get to
that point, to get to the mnimum anmount of regulation to cover the risk, and
to free up financial services institutions, free up market nakers, do the kind
of the things that we know we need to do if we're going to be serious about
getting to the kind of economic gromh we need to get to in this country.
Thank you all for being here. | will have several questions for the record

Thank you, M. Chair.

CRAPO  Thank you very much. And that does conclude the

guestioning. | again want to thank our wi tnesses for, not only, your tine and
effort to appear here today, but the work that you do in helping us to
adm ni ster the financial governance of our systemin the United States. | also
appreciate the fact that each of you provided very hel pful suggestions to the
process that we're going through. Just -- |'Il be quick too in wapping up, in
line with what Senator Tillis was just talking about.

We are, as you know, engaged in an effort to identify where statutorily we can
meke things better. | don't think that it necessarily does, in fact, it often
does not cone down to trying to figure out how to analyze the costing benefit
of allowing risk to go up, in return for sone kind of efficiency in the system

There are many efficiencies in the systemthat we can achieve, that will not
cause increase in risk, and in fact, mght even reduce risk. And it's those
kind of efforts that | think we were primarily focused on today.

We need to get the right balance in our system so that we can have the
strongest econonic engine that we possibly can in our country. That's what
will provide the kind of strength and reduce risk, in maybe the biggest way
possible, in nmy opinion. But you are literally on the front lines, and the
advi ce that you provide is tremendously helpful for this coimmittee, and
appreciate it. You will receive some additional questions from Senators, as

Senator Tillis just indicated.
( OFF- M KE)
CRAPG  For the senators, their questions will be due
wi thin seven days, which will be next Thursday. | ask you to be very pronmpt in
your responses, because we are, literally, actively engaged right now in noving

forward with developing this legislation. Wth that, thank you again for
com ng today and this hearing is adjourned.
END

@ © 2017 The Bureau of National Affairs, Inc. All Rights Reserved. Terms of Service
Bloomberg Law . S o S

/I PAGE 29


http://www.bna.com/terms-of-service-subscription-products

PoliticalTranscr: S BANK HEARING ON FOSTERING ECONOMIC GROWTH

2017 Bl oonberg Governnent Provided by ProQuest LLC. Al Rights Reserved.

-0- Jun/23/2017 01:36 GMI

@ © 2017 The Bureau of National Affairs, Inc. All Rights Reserved. Terms of Service
Bloomberg Law . Trirs of St e


http://www.bna.com/terms-of-service-subscription-products

