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(1) 

SEMI-ANNUAL TESTIMONY ON THE FEDERAL 
RESERVE’S SUPERVISION AND REGULATION 

OF THE FINANCIAL SYSTEM 

Tuesday, April 17, 2018 

U.S. HOUSE OF REPRESENTATIVES, 
COMMITTEE ON FINANCIAL SERVICES, 

Washington, D.C. 
The committee met, pursuant to notice, at 10:05 a.m., in room 

2128, Rayburn House Office Building, Hon. Jeb Hensarling [chair-
man of the committee] presiding. 

Present: Representatives Hensarling, McHenry, Royce, Lucas, 
Posey, Luetkemeyer, Huizenga, Duffy, Stivers, Hultgren, Ross, 
Pittenger, Wagner, Barr, Rothfus, Tipton, Williams, Poliquin, Love, 
Hill, Emmer, Zeldin, Trott, Loudermilk, Mooney, MacArthur, Da-
vidson, Budd, Kustoff, Tenney, Hollingsworth, Waters, Maloney, 
Velazquez, Sherman, Lynch, Scott, Green, Cleaver, Moore, Ellison, 
Himes, Foster, Kildee, Delaney, Sinema, Beatty, Heck, Vargas, 
Crist, and Kihuen. 

Chairman HENSARLING. Committee will come to order. Without 
objection, the Chair is authorized to declare a recess of the com-
mittee at any time, and all members will have 5 legislative days 
in which to submit extraneous materials to the Chair for inclusion 
in the record. 

This hearing is for the purpose of receiving the Semi-annual Tes-
timony on the Federal Reserve’s Supervision and Regulation of the 
Financial System. I now yield myself 3 minutes for an opening 
statement. 

Today, we are very, very pleased—I am very pleased to welcome 
the Honorable Randy Quarles, Vice Chairman for supervision for 
the Fed. We have been waiting, Mr. Quarles, 8 years for your ar-
rival. We would like to know what took you so long. 

I think what we know is, under Dodd-Frank, the statute says the 
President shall—‘‘shall’’ appoint a Vice President of Supervision, 
not ‘‘may.’’ And yet President Obama refused to. 

We all know that Governor Tarullo de facto filled the position, 
but he did it without oversight and without checks and balances. 
Fortunately, President Trump has a very different view of the stat-
ute, Constitution, and his respect of Congress. 

We all know that, today, Governor Quarles is appearing on Tax 
Day. We also know that, thanks to the President and Republican 
Congress, we now have a 3 percent growth tax code. 

We know that 90 percent of all Americans are now receiving bet-
ter take-home pay because of this act. And people are seeing pay 
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increases, 401(k) increases, and job expansion all over the Nation. 
That is the good news. 

We may have a 3 percent tax policy in America, but we do not 
yet have a 3 percent of capital markets and banking policy in 
America. And we need one; 3 percent growth makes a huge dif-
ference in the lives of our countrymen. 

Since the time that I have been on the face of the planet, a little 
over half of the years have seen 3 percent growth, and a little less 
than half the years have seen less than 3 percent growth. 

Chairman HENSARLING. In those years that have seen 3 percent 
growth, four-fifths of all the jobs that were created in my lifetime 
were created in 3 percent growth years. Poverty fell by almost 
three-quarters and real median household income grew by approxi-
mately $20,000. 

In the years since I was born where the economy grew less than 
3 percent, only one-fifth of the jobs were created, the poverty rate 
rose by over a third, and household income fell by over $10,000. 

For the average family in America, 3 percent growth is the line 
of demarcation which determines whether all their work and sac-
rifice for the year will actually translate into getting ahead. So it 
is important that we get it right. 

And we all know that Dodd-Frank, regardless of what it may 
have done for financial stability, is perhaps the most complex, cost-
ly, confusing regulatory onslaught onto our capital markets that we 
have seen. Many market participants, in fact, believe that it has 
cut 0.5 percent to 1 percent of GDP. 

That is why, Governor Quarles, we very much welcome your call 
for efficiency, transparency, and simplicity in regulation, because 
we also know that, in a post-Dodd-Frank world, the Fed is now our 
uber-financial regulator. And I particularly appreciate your call for 
efficiency to make sure that ‘‘the cost of regulation in reduced eco-
nomic growth or increased frictions in the financial system is out-
weighed by the benefits of the regulation,’’ to quote you. I look for-
ward to hearing more in your testimony. 

The Chair now yields 4 minutes to the Ranking Member for an 
opening statement. 

Ms. WATERS. Thank you, Mr. Chairman, and welcome, Vice 
Chairman Quarles. I look forward to hearing Vice Chairman 
Quarles’ testimony today on the Federal Reserve Bank’s super-
vision and enforcement activities. 

I want to point out that the position of Vice Chairman for Super-
vision was created following the financial crisis as part of the 
Dodd-Frank Wall Street Reform and Consumer Protection Act as 
one of several steps to address the Fed’s insufficient supervision 
and enforcement leading into the crisis. 

Vice Chairman Quarles is, in fact, the first person to officially 
hold this important role that is critical in keeping our financial sys-
tem safe and sound. 

I was encouraged when the Fed took action under then-Chair 
Janet Yellen and initiated a strong enforcement action against 
Wells Fargo for its egregious consumer abuses and capped the 
bank’s growth until it cleans up its act. 

Of particular significance is the fact that this enforcement action 
is not just a fine, but it comes attached with real consequences for 
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Wells Fargo, which is a repeat offender with a terrible track record 
of harming consumers, including by opening up millions of fraudu-
lent accounts without their customers’ consent. 

I hope to see that they continue to strongly use its enforcement 
tools. We need our independent regulators to be vigilant in car-
rying out their statutory duties and make robust use of their au-
thorities to crack down on bad actors. 

Sadly, that independence is under attack. Just last week, Office 
of Management and Budget Director Mick Mulvaney, who was un-
lawfully appointed by President Trump to serve as acting director 
of the Consumer Financial Protection Bureau, testified before this 
committee. 

Mr. Mulvaney’s illegal appointment—there have been zero en-
forcement actions by the Consumer Bureau since his appointment, 
and he has taken a series of actions to weaken the agency’s ability 
to carry out this important mission and benefit the predatory ac-
tors that the agency is designed to police. 

Indeed, the Trump Administration and my colleagues across the 
aisle are working to move our system of banking regulation in ex-
actly the wrong direction in their efforts to dismantle the crucial 
reforms that Democrats put in place in Dodd-Frank. 

These efforts at deregulation come at a time of record bank prof-
its for banks of all sizes. But, even though the banks are making 
money hand over fist, this President and Republicans in Congress 
are pushing hard to help out the Nation’s largest banks. 

Nearly every week, Republicans push through harmful legisla-
tion that undermines Dodd-Frank. I am also very concerned by the 
recent proposal from the Fed that would lower the capital buffer 
at the eight largest banks by a combined $112 billion. 

Under this proposal, Wells Fargo, for example, would be allowed 
to hold 20 billion less in capital than the current standard for a 
well-capitalized bank of its size. 

I look forward to discussing these and other important issues 
with Vice Chairman Quarles here today. And thank you. I yield 
back the balance of my time. 

Chairman HENSARLING. The gentlelady yields back. 
The Chair now recognizes the gentleman from Missouri, Mr. 

Luetkemeyer, the Chairman of the Financial Institutions and Con-
sumer Credit Subcommittee, for 1 minute. 

Mr. LUETKEMEYER. Thank you, Mr. Chairman. Vice Chairman 
Quarles, welcome. 

As we all know, the Federal Reserve Board was without a des-
ignated Vice Chair for Supervision for almost a decade. With your 
appointment, that position has finally been filled, and we are 
pleased to have you here today, Mr. Quarles. Welcome. 

Since your initial confirmation in October, you have made many 
statements outlining your agenda and your intentions. I whole-
heartedly agree that it is time to step back and do a comprehensive 
examination of the previous Administration’s regulatory regime. 

Looking forward, there is an immense amount of work to be 
done. As we assess the Federal Reserve’s role, we must ensure a 
more practical approach to supervision, one that extends from the 
top, all the way down to each and every field examiner. 
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We also need to ensure the Federal Reserve adequately and ap-
propriately tailors its supervisory approach on an institution-by-in-
stitution basis and puts more thought into the manner in which it 
regulates and examines. 

I am confident you will make the critical changes needed to ben-
efit our economy and improve the stability and productivity of our 
financial system. I look forward to your testimony today. 

With that, Mr. Chairman, I yield back. Welcome. 
Chairman HENSARLING. The gentleman yields back. 
The Chair now recognizes the gentleman from Michigan, Mr. Kil-

dee, the Vice Ranking Member, for 1 minute. 
Mr. KILDEE. Thank you, Mr. Chairman and Madam Ranking 

Member. And, Mr. Quarles, welcome. We appreciate your testimony 
today. 

I have been an advocate for pushing our Federal Government, at 
every level, to focus more attention on the struggles that America’s 
older industrial cities, old cities and towns face, many of them that 
continue to be left behind even during periods of economic growth. 

The regional banks have done some interesting work in this 
space, particularly the Cleveland and Boston banks recently, but 
the Philly and Minneapolis banks have also focused some attention 
on this. 

What I am interested in hearing from you are any thoughts you 
have about how the supervisory authority of the Fed—the levers 
that come with that authority can be used not just for the purposes 
of streamlining the regulatory process, but those levers could be 
used in ways to increase the efficiency, the efficacy of the Commu-
nity Reinvestment Act, access to credit—essentially trying to use 
the tools you have to ensure that there is equity in the way the 
financial system works, particularly in those places with high un-
employment, high levels of poverty, like my hometown of Flint, 
Michigan. 

So thank you for your appearance here today and I look forward 
to your testimony. 

Chairman HENSARLING. Time of the gentleman has expired. 
The Chair now recognizes yet another gentleman from Michigan, 

Mr. Huizenga, the Chairman of the Capital Markets Subcommittee, 
for 1 minute. 

Mr. HUIZENGA. Thank you Mr. Chairman, and happy Tax Day, 
Vice Chair Quarles, I—I would use air quotes, but, for many of us, 
we believe that this is the beginning of a better situation. 

As the former Chair of the Monetary Policy and Trade Sub-
committee that had oversight of the Fed, I watched very closely as 
the enactment of Dodd-Frank supercharged the Federal Reserve, 
bestowing on it even more power, influence, and control over the 
financial system, all while remaining shrouded in mystery to the 
American people. That is something we hear consistently, is that 
people don’t understand what the Fed does. 

Specifically, Title 11 of the Dodd-Frank Act created a new posi-
tion of the Vice Chair of Supervision. And we are very pleased that 
you have taken that position. 

On February 22, in a speech that you gave, you mentioned that 
the Federal Reserve and other regulatory agencies have completed 
the bulk of the work of post-crisis regulation. 
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And I quote, ‘‘as such, now, it is eminently natural and expected 
time to step back and assess those efforts. It is our responsibility 
to ensure that they are working as intended. And, given the 
breadth and complexity of this new body regulation, it is inevitable 
that we will be able to improve them, especially with the benefit 
of experience and hindsight.’’ 

Mr. Quarles, as has been noted, we have been waiting a long 
time, and I appreciate this thoughtful retrospective view is hap-
pening as we drive this economy forward. 

I yield back. 
Chairman HENSARLING. Time of the gentleman has expired. 
Indeed, today, we now welcome the testimony of the Honorable 

Randal K. Quarles, the first Vice Chairman for Supervision at the 
Federal Reserve. Pursuant to Section 1108 of the Dodd-Frank Act, 
President Trump nominated Mr. Quarles to serve as Vice Chair-
man for Supervision. 

He became a member of the Board of Governors of the Federal 
Reserve on October 13 of last year to fill an unexpired term. He 
was sworn in as Vice Chairman for Supervision on October 13, 
2017, for a term of 4 years, through October 13, 2021. 

Prior to his appointment to the board, Mr. Quarles was Founder 
and Managing Director of the Cynosure Group, a Utah-based in-
vestment firm. Before founding that group, Mr. Quarles was a part-
ner at the Carlyle Group, a private equity firm based here in 
Washington, D.C. 

Mr. Quarles has previously served in public service, having 
served as Undersecretary of the Treasury for domestic finance, As-
sistant Secretary of the Treasury for international affairs, policy 
Chair of the Committee on Foreign Investment in the United 
States, and the U.S. Executive Director of the International Mone-
tary Fund. 

Mr. Quarles received an A.B. in philosophy and economics, 
summa cum laude, from Columbia and earned a law degree from 
the Yale Law School. Without objection, the witness’s written state-
ment will be made part of the record. 

The Chair wishes to inform all members that I expect to excuse 
the witness no later than 2 p.m. this afternoon and no intervening 
floor votes are expected at this time. 

Mr. Quarles, you are now recognized to give an oral presentation 
of your testimony. Again, welcome. But you do need to press the 
button for the microphone. 

STATEMENT OF THE HON. RANDAL QUARLES 

Mr. QUARLES. Thank you very much, Chairman Hensarling, 
Ranking Member Waters, other members of the committee. It is a 
pleasure to appear before you today. And I appreciate the oppor-
tunity to testify on the Federal Reserve’s regulation and super-
vision of financial institutions. 

The Federal Reserve, along with the other U.S. banking agencies, 
has made substantial progress in building stronger regulatory and 
supervisory programs since the global financial crisis, especially 
with respect to the largest and the most systemically important 
firms. 
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These improvements have helped to build a more resilient finan-
cial system, one that is well-positioned to provide American con-
sumers, businesses, and communities access to the credit they 
need, even under challenging economic conditions. 

At the same time, we are mindful that, just as there is a strong 
public interest in the safety and soundness of the financial system, 
there is a strong public interest in the efficiency of the financial 
system. 

Our financial sector is the critical mechanism for directing the 
flow of savings and investment in our economy in ways that sup-
port economic growth. And economic growth, in turn, is the funda-
mental precondition for the continuing improvement in the living 
standards of all of our citizens that has been one of the outstanding 
achievements of our country. 

As a result, the regulation of that system should support and 
promote the system’s efficiency just as it promotes its safety. And, 
moreover, our achievement of these objectives will be improved 
when we pursue them through processes that are as transparent 
as possible and through measures that are clear and simple, rather 
than needlessly complex. 

In my testimony today, I will review our regulatory and super-
visory agenda to improve the effectiveness of the post-crisis frame-
work through these principles of efficiency, transparency, and sim-
plicity. I have also included an update on the condition of the in-
dustry and the Federal Reserve’s engagement with foreign regu-
lators in my written testimony. 

So, to begin with efficiency measures, last week, the board and 
the Office of the Comptroller of the Currency (OCC) issued a pro-
posal that would recalibrate the enhanced supplementary leverage 
ratio, or the ESLR, applicable to our global systemically important 
banks, or G-SIBs. 

The proposal would calibrate the ESLR so that it is less likely 
to act as a primary constraint, which can actually encourage exces-
sive risk-taking, while still continuing to serve as a meaningful 
backstop. 

Last year, the board also adopted a rule that eliminated the so- 
called qualitative objection of the Federal Reserve’s CCAR (Com-
prehensive Capital Analysis and Review) exercise for mid-size 
firms that pose less systemic risk. As a result, deficiencies in the 
capital planning processes of those firms will be addressed in the 
normal course of supervision. 

And I believe this approach should also be considered for a 
broader range of firms. And, last week, we called for comment on 
that potential expansion. 

On the subject of tailoring, I support Congressional efforts re-
garding tailoring as offered in both the House and Senate. In addi-
tion to this potential legislation, there are further measures I be-
lieve we can take to match the content of our regulation to the 
character and risk of the institutions being regulated. 

For example, I believe it is time to take concrete steps toward 
calibrating liquidity coverage ratio requirements differently for 
non-G-SIBs than for G-SIBs. I also think we can improve the effi-
ciency of our requirements regarding living wills. 
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U.S. banking agencies have also taken a number of steps to ad-
vance more efficient and effective supervisory programs. For exam-
ple, the agencies recently increased the threshold for acquiring an 
appraisal on commercial real estate loans from $250,000, to 
$500,000, which doesn’t pose a risk to safety and soundness. 

The Federal Reserve has also instituted various measures to 
clarify and streamline its overall approach to the supervision of 
community and regional banks in particular, which is detailed in 
my written testimony. 

Transparency is essential to the Federal Reserve’s mission in su-
pervision, no less than in monetary policy. Late last year, in the 
first material proposal following my confirmation, the board re-
leased for public comment an enhanced stress testing transparency 
package. 

The proposal would provide greater visibility into the supervisory 
models that often determine their binding capital constraints. And 
we are continuing to think about how we can make the stress test-
ing process more transparent without undermining the strength 
and usefulness of the supervisory test. 

Looking ahead, we are also in the process of developing a revised 
framework for determining control under the Bank Holding Com-
pany Act. A more transparent framework should, among other 
things, facilitate the raising of capital by community banks, where 
control issues are generally more prevalent. 

Simplicity of regulation promotes public understanding and com-
pliance by the industry with regulation. Just last week, the Federal 
Reserve issued a proposal that would effectively integrate the re-
sults of the supervisory stress test into our non-stress capital re-
quirements. For the largest bank holding companies, that would re-
duce the loss absorbency requirements from 24 to 14. 

We estimate that the proposed changes would generally main-
tain—in some cases, modestly increase—the minimum risk-based 
capital required for the G-SIBs, although no bank would actually 
be required to raise capital because their existing capitals are well 
above those minimums, and generally modestly decrease the 
amount of risk-based capital required for most non-G-SIBs. 

Our fellow regulators are also working with us to further tailor 
implementation of the Volcker Rule and to reduce burden particu-
larly for firms that do not have large trading operations and don’t 
engage in the sorts of activities that may give rise to proprietary 
trading. 

In conclusion, the reforms we have adopted since the financial 
crisis represent a substantial strengthening of the Federal Re-
serve’s regulatory framework, should help ensure that the U.S. fi-
nancial system remains able to fulfill its vital role of supporting the 
economy. We will do everything we can to fulfill the responsibility 
that has been entrusted to us by the Congress and by the American 
people. 

Thank you again for the opportunity to testify before you this 
morning. I am looking forward to answering your questions. 

[The prepared statement of Mr. Quarles can be found on page 56 
of the Appendix.] 

Chairman HENSARLING. Thank you, Chairman Quarles. The 
Chair now yields himself 5 minutes for questions. 
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As you heard in my opening statement, I am very concerned with 
the policies and the implementation of the policies that are nec-
essary to sustain long-term, 3 percent plus economic growth. 

And I am somewhat fearful, sometimes, that one day, I may 
wake up and find out that our financial firms have been turned 
into the equivalent of public utilities, which will not be commensu-
rate with 3 percent economic growth. 

So I have raised this issue before, and that is the whole issue of 
supervision versus corporate governance. A number of institutions 
have come to this committee to say that representatives of the Fed 
have insisted on attending meetings of the board of directors or 
committee meetings of the board of directors. 

So my question is, do you believe that the Fed has the legal au-
thority to demand attendance at board meetings? And, if so, why 
is this a wise policy? 

Mr. QUARLES. I actually can get back to you on the answer of 
what our legal authority is. 

I think the more important question is, is it a wise policy? And 
we ought to be focusing as supervisors on ensuring that boards are 
structured in order to be able to do their jobs and that our super-
visory and regulatory requirements of them support their fulfilling 
their roles in the corporate organization. 

We came out, as you know, with a board effectiveness guidance 
proposal last August, when now-Chairman Powell was then respon-
sible for the supervisory and regulatory affairs of the board. And 
the purpose of that guidance was precisely to scale back some of 
the excessive micromanagement and misdirection of board— 

Chairman HENSARLING. So that is its purpose. I must admit, I 
have heard from several who believe that it may have the opposite 
impact in bringing the board more into day-to-day management. So 
I am heartened to hear that you think it will have the opposite ef-
fect. 

Let me run a couple of other situations by you. This committee 
has heard that some Fed examiners have made recommendations 
to management that certain board members, if you will, be fired. 
Again, does the Fed have the legal authority to make those rec-
ommendations? And, if so, is that wise policy? 

Mr. QUARLES. So, again, on the legal authority, I will get back 
to you with a legal analysis of what our legal authority is. 

Chairman HENSARLING. I would appreciate that. 
Mr. QUARLES. I do think that, at the highest level, it probably 

shouldn’t be something that, at the direct supervisory team level, 
would be engaged. 

At the highest level, if there were serious concerns about the fit-
ness of a director, I think that probably is something that, at the 
highest level of the Fed, we should weigh in on. But those would 
be extremely rare cases, I think. 

Chairman HENSARLING. Something else we have heard that the 
Fed has weighed in on—we had representatives from one large di-
versified financial services company say their examiners question 
them about their lobbying activities. 

Now, the right to petition your Government for the redress of 
grievances is enshrined in the Constitution. I assume you would 
agree that the Federal Reserve Act of 1913 does not trump the 
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Constitution. Why would it be appropriate supervisory questioning 
to question one’s lobbying activities? 

Mr. QUARLES. I can’t think of any reason. 
Chairman HENSARLING. Is that going to continue under your 

watch? 
Mr. QUARLES. Now that I am aware of it, no. 
Chairman HENSARLING. OK. 
Again, as you know, typically, corporate governance is deter-

mined by State laws. There are, frankly, hundreds of years of case 
law. I am somewhat concerned, is the Fed trying to supplant itself 
over State corporate governance law? Where is the line to be drawn 
between supervision and corporate governance? Because it is get-
ting rather murky. 

Mr. QUARLES. So it certainly is our intention, actually, to de- 
murkify that whole area. And that was the intention behind the 
board effectiveness guidance. 

We are receiving comments on that. We have received comments 
on that and are evaluating them. And I will certainly be looking 
at those comments through the lens of ensuring that we are pro-
viding a clear framework for—that allows bank directors and bank 
holding company directors— 

Chairman HENSARLING. Well, to borrow your phrase, there ap-
pears to be a lot of de-murkification to go. 

My time has expired. The Chair now yields to the Ranking Mem-
ber. 

Ms. WATERS. Thank you very much. 
Could you tell me why you have recused yourself on all matters 

related to Wells Fargo? 
Mr. QUARLES. Thank you. Well, as you know, I do not have a 

legal conflict with respect to Wells Fargo. I completely cleared that 
legal conflict. 

In reflecting on some of the issues that were facing the board, 
I thought that it was appropriate to go beyond the mere require-
ments of the law and avoid even any appearance of an issue. 

As some of the members of the committee know, my wife’s family 
had a historical connection with a bank that was acquired by Wells 
Fargo. It was many years ago now. 

So even though it was not required by the law and I do not have 
a conflict, I thought that it was appropriate for me to go above and 
beyond and avoid even the question. 

Ms. WATERS. The Center for Investigative Reporting published 
several articles after a year-long investigation of 31 million records 
publicly available under the Home Mortgage Disclosure Act—that 
is, HMDA—to identify lending disparities. 

Using Philadelphia as a case study, the reporters wrote, I quote, 
Lending patterns in Philadelphia today resemble redlining maps 
drawn across the country by Government officials in the 1930’s, 
when lending discrimination was legal, quote, unquote. 

The report noted that, despite this evidence of discriminatory 
lending, 99 percent of banks were deemed satisfactory or out-
standing based on inspections administered under the Community 
Reinvestment Act, a 40-year-old law designed to reverse rampant 
redlining. 
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Would you agree that the CRA (Community Reinvestment Act) 
test is not vigorous enough if nearly all banks get good grades on 
the CRA exams, and yet discriminatory lending practices remain 
pervasive in 2018? 

Put another way, if 10 banks lend to one side of a city and no 
banks lend to the other side of the city, how can regulators change 
this dynamic and implement CRA to ensure banks which are 
backed by all of that city’s residents as taxpayers fully serve the 
convenience and needs of entire city’s residents? 

Mr. QUARLES. In reflecting on the current state of the Commu-
nity Reinvestment Act and ways to improve its application, I think 
that is an important focus for the regulatory agencies currently. 

As you know, the Treasury Department recently put out a report 
for ways to improve and invigorate the application of CRA. I think 
that that is something that we should be strongly engaged in. 

Ms. WATERS. So do you support the Treasury’s recommendations? 
Mr. QUARLES. As I have reviewed them, yes, I think that it lays 

out a good framework for consideration. There are a lot of details 
that will remain to be decided by the regulatory agencies. But I 
think that it is a good map. 

Ms. WATERS. Do you have any concerns at all about the satisfac-
tory reports of these banks—99 percent, I suppose, satisfactory rat-
ings, even though we have redlining? What do you think about 
that? What would you do about that? 

Mr. QUARLES. Well, I think one of the issues that I, at least, have 
seen with respect to CRA is that, over the years, it has become a 
little formulaic and ossified. 

And the ways in which both banks themselves and community 
development institutions themselves would like to—the activity 
that they would like to see happen really isn’t the path of least re-
sistance under practices that have developed under the CRA. 

I think moving CRA off autopilot, which is one of the principal 
benefits, I think, of the Treasury review and of the efforts that are 
being undertaken by the banking regulators currently, is some-
thing that we should be doing and that would help address some 
of the issues that you have raised. 

Ms. WATERS. So when you say you would move them off auto-
pilot, have you determined that they simply get these satisfactory 
ratings without requirements that would make them better and 
more effective? Or are you saying that they are just ignored—the 
requirements now? What are you saying? 

Mr. QUARLES. No, I am saying that the banks have developed 
ways of complying with the law out of genuine desire to comply. 
The examiners have developed expectations about what they know 
will be viewed by the community as passing. 

Community development institutions have developed, again, 
practices and expectations. And all of that could be, really, broad-
ened to have greater effect, as opposed to moving down the path 
of least resistance. 

It is not as though the law is being ignored. It is just we have 
gotten comfortable in how it can be applied, and we really ought 
to think about ways to apply it more effectively. 

Ms. WATERS. Thank you. I yield back. 
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Chairman HENSARLING. Time of the gentlelady has expired. The 
Chair now recognizes the gentleman from Missouri, Mr. 
Luetkemeyer, Chairman of our Financial Institutions Sub-
committee. 

Mr. LUETKEMEYER. Thank you, Mr. Chairman. 
Mr. Quarles, over the years, a large amount of agency guidance, 

handbooks and circulars have been issued. Almost none of it has 
ever been withdrawn or rescinded. 

Almost none of it went through notice and comment rulemaking 
or was submitted to Congress, pursuant to the Congressional Re-
view Act. Should banks and examiners be treating this guidance as 
binding rules? 

Mr. QUARLES. No. I do think that there is a role for guidance. 
I think that it is clear that, in some instances, the practices of the 
banking regulators have blurred the role between guidance and 
rules. 

If something is to be a binding rule, both our obligation of demo-
cratic accountability, as well as our desire to see that rule be as 
effective as possible and therefore receive as much comment as pos-
sible, would require us to go through a transparent rulemaking 
process. That is good for both of those reasons. 

Guidance does have a role. The banks, in fact, want to know, 
once a rule has been made, if there are—where there are questions 
of interpretation. But we need to make sure that that guidance 
really is just guidance and doesn’t supplant the rulemaking proc-
ess. 

Mr. LUETKEMEYER. Well, I appreciate that. 
I think, we hear consistently and frequently from banks that, 

these rules are sometimes being enforced as something more than 
just—guidance is being enforced as a rule, versus whatever. 

The other day, we had Chairman Powell here. He made a com-
ment that guidance is guidance and rules are rules. So I look for-
ward to some progress on this. So thank you for your comment. 

The DOJ (Department of Justice) has issued a memorandum pro-
hibiting the department from issuing guidance documents that ef-
fectively bind the public without undergoing the notice and com-
ment process. 

It goes on to prohibit DOJ from using guidance to require regu-
lated parties to take any action beyond what is required by the 
terms of the applicable statute or lawful regulation. Would you 
support the Fed issuing a guidance policy along the lines of what 
DOJ just put out? 

Mr. QUARLES. We are considering—we have communicated that 
message that guidance is guidance and rules are rules to our exam-
iners and throughout the supervisory system. We are considering 
the right way to further formalize that. I think that is a salutary 
process, yes. 

Mr. LUETKEMEYER. One of the—I have got a couple more ques-
tions here, but I want to make sure I get to this one with regards 
to cost-benefit analysis. 

Although Executive branch agencies are subject to mandatory 
cost-benefit analysis requirements, independent agencies, such as 
the Federal Reserve, are not. There is no statute that generally im-
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poses on the Fed a requirement to perform regulatory impact anal-
ysis or cost-benefit analysis. 

However, during a January 19th speech at the American Bar As-
sociation Banking Law Committee Annual Meeting, which is a 
mouthful, Vice Chairman, you indicated additional efforts to imple-
ment cost-benefit analysis. And I won’t go into your comment, 
but—because it is quite lengthy, but it is—also is very instructive. 

Furthermore, it has been reported that the Federal Reserve has 
created a new department named the Policy Effectiveness and As-
sessment Committee, charged with conducting cost-benefit analysis 
on regulations. 

No. 1, would you like to elaborate on these comments? And, No. 
2, can you explain the creation of this new department, and is it 
being used? 

Mr. QUARLES. As you have indicated, the thrust of my com-
ments—and as I indicated in my opening remarks to the testi-
mony—we have a very strong public interest in ensuring that our 
financial system and our regulation of the financial system are effi-
cient, as well as that they are promoting safety and soundness. 

And that necessarily involves an assessment of the costs versus 
the benefits of regulation, both the direct costs of compliance that 
are imposed on institutions, as well as the larger question of the 
effectiveness of the regulation in achieving an objective, versus the 
broader costs that are created by that regulation. 

We are looking at that at the Fed. We have stood up a group of 
economists that are examining the body of post-crisis regulation 
through those lenses to determine exactly how we measure the ef-
fectiveness of the key areas of capital and liquidity and resolution 
effectiveness. 

And I will be looking—that—that is a complicated and lengthy 
process, and I am looking forward to the results of their work. 

Mr. LUETKEMEYER. Well, as you know, with Dodd-Frank, we 
have a lot of community banks and credit unions going out of busi-
ness because of the cost of compliance. And I would hope—this is 
a really important question I would just ask you with regards to 
cost-benefit analysis. 

While a rule may be well-intentioned, if it is going to drive busi-
nesses out of business so there is a limit—access to credit, or raises 
cost for that credit or ability to do financial services work, it really 
harms the consumer, and we have to really think about that. 

Thank you very much. 
Chairman HENSARLING. Time of the gentleman has expired. 
The Chair now recognizes the gentlelady from New York, Mrs. 

Maloney, Ranking Member of the Capital Markets Subcommittee. 
Mrs. MALONEY. Thank you, Mr. Chairman. 
Governor Quarles, as you know, the Senate’s banking bill, spon-

sored by Senator Crapo, includes a provision that would allow cus-
tody banks to exclude reserves that they hold at the central bank 
from the supplemental leverage ratio, or SLR. 

And then, just last week, the Fed and the OCC proposed an 
amendment to the SLR that is intended to address the same cus-
tody bank issue that Section 402 does. So in your view, do the 
Fed’s proposed changes to the SLR make Section 402 of the Crapo 
bill unnecessary? 
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Mr. QUARLES. No, I wouldn’t say that they make that unneces-
sary. Both our objective and the objective of that provision, as you 
know, are to adjust the ESLR so that it is not a primary binding 
measure, because, when you have a leverage ratio that is creating 
the incentives for decisions at the margin, because that leverage 
ratio isn’t risk-sensitive, that means that your decisions at the 
margin will not be risk-sensitive. You will have an incentive to ba-
sically take on more risk. 

So I think it is important to calibrate that down. There are two 
ways to do it. The Crapo bill has proposed one way. Our regulatory 
proposal, it would accomplish it in a different fashion. 

Mrs. MALONEY. So you see them coexisting? You see them coex-
isting? 

Mr. QUARLES. Yes. If that provision in the Senate bill were to be-
come law, I think we would then have to consider how to calibrate 
our proposal to take account of the fact that certain banks would 
have had the denominator of the ESLR changed for them. That 
would be appropriate, if that does become law. 

Mrs. MALONEY. And, as you know, the Fed proposed a package 
of changes designed to increase the transparency of the Fed’s stress 
test last December. Personally, I believe that the Fed’s proposal is 
more than adequate to address transparency issues. 

You have stated that you believe that these disclosures should, 
quote, go further, and that the proposed changes don’t go far 
enough to provide visibility into the stress test models. So my ques-
tion is, what additional disclosures do you think should be made 
about the stress test models? 

Mr. QUARLES. So we have received a lot of comments, as you 
might expect, on that proposal, and we are in the process of care-
fully examining those comments. So I don’t want to, at this point, 
say exactly where we would land. 

I think it is clear from the thrust and the strength of the argu-
ments in those comments that there are areas where we will be 
able to provide more transparency without undermining the effec-
tiveness of— 

Mrs. MALONEY. But which areas? Do you know which areas? 
Mr. QUARLES. I think one example that we do want to consider 

and where we had called for comment is with respect to the sce-
nario design itself, as opposed to simply the models of that are 
used in the stress test. 

You know, I think that we would actually benefit, and the credi-
bility of the scenarios would benefit, from some period—not an ex-
cessively long period—but for some appropriate period of input 
from the public on those scenarios, each year. 

Mrs. MALONEY. Thank you. 
I want to ask about the Financial Stability Board, or FSB, which 

is an international body of all the major financial regulators, in-
cluding the Fed, to monitor—where they monitor the global finan-
cial stability. Do you believe it is in the country’s interest to par-
ticipate in the FSB? 

Mr. QUARLES. I actually do, yes. I think it is actually—we have 
a strong national interest with respect to— 
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Mrs. MALONEY. What about—my time is almost up—what about 
the—is it important for the U.S. banking regulators to participate 
in the Basel Committee on Banking Supervision? 

Mr. QUARLES. Yes. To ensure a level playing field for our banks, 
we need to be able to influence those decisions and not— 

Mrs. MALONEY. And so do you believe that it would harm the 
American banking system if they pulled out of Basel and the FSB? 

Mr. QUARLES. I think that the processes of those institutions can 
be improved. I think that we can improve their transparency. Even 
they have acknowledged that. But I do think that we should re-
main engaged in them, yes. 

Mrs. MALONEY. Thank you, my time has expired. 
Chairman HENSARLING. The gentlelady yields back. 
The Chair now recognizes the gentleman from Michigan, Mr. 

Huizenga, Chairman of our Capital Markets Subcommittee. 
Mr. HUIZENGA. Thank you, Mr. Chairman. 
And I want to—Mr. Quarles, I want to revisit the issue that you 

had talked about with the Chairman, in his questioning, and 
that—you twice said that you would need to, quote, get back to you 
on the legalities of the Fed involvement at the board level. 

And it seems to me that this is a crucial question to—to what 
the boundaries of intrusion into the day-to-day management of a 
company that the Fed has as a regulator. 

Somewhat to that—to that point, I would like to, Mr. Chairman, 
submit for the record a joint letter that myself and Chairman Barr 
and Chairman Duffy have sent you. I haven’t expected that—since 
it was dated Friday, you probably haven’t seen it as of yet, unless 
you were in the office on the weekend, so— 

Chairman HENSARLING. Without objection. 
Mr. HUIZENGA. The—and what it is, is specifically the super-

visory expectations for board directors. It was docket number OP- 
1570 on guidance. We write you with some concern that potential 
to further empower the Federal Reserve to manage—to address the 
regulatory overreach in the boardroom has placed undue burdens 
on bank boards. 

I don’t want to read the whole letter here, but, although the pro-
posed guidance purports to distinguish between the role of the 
board, one of oversight and guidance, and the role of management, 
day-to-day functions, it continues to inappropriately blur these 
lines by creating numerous new requirements that a board, quote, 
‘‘ensure, establish, approve, set, develop or detail’’—all of those 
were in closed quotes—items that simply do not reflect boards’ 
oversight of and guidance to management. 

As such, these terms would impose new legal and managerial re-
quirements on a board that would have the board direct a bank 
holding company’s daily business decisions. 

I think this really gets to what both the Chairman and a number 
of us have said is, if you have a financial institution that is not in 
trouble, that hasn’t tripped any of these legal wires. Really, what 
is the legal standing for the Federal Reserve and its regulators to 
come in and be involved with board decisions, much less discus-
sions with committees of that? 
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So, again, as I said, we must establish those legal boundaries of 
intrusion by the Fed. So I look forward to your response to this let-
ter. 

I do want to— 
Mr. QUARLES. And I actually have seen the letter, Congressman. 
Mr. HUIZENGA. Well, I commend you for that. So glad to hear 

that. 
I do also want to move on, real quickly, to Volcker. And, on page 

10 of your testimony, you address it briefly. And I think you ac-
knowledge what many of us are concerned about, is that it is very 
complex and it has not been working well. 

And, as you say, while the fundamental premise of the rule is 
simple, the implementing regulation is exceedingly complex. And 
you talk about the fellow regulators working to further tailor im-
plementation of that. Could you tell us exactly who you are work-
ing with as those fellow regulators and what they are doing? 

Mr. QUARLES. Yes. There is engagement from the top of the five 
Volcker agencies, down. That is the CFTC (Commodity Futures 
Trading Commission), the SEC (U.S. Securities and Exchange 
Commission), the FDIC (Federal Deposit Insurance Corporation), 
the OCC, and the Fed. 

Mr. HUIZENGA. All an alphabet soup of regulators, I might add. 
Mr. QUARLES. Yes. 
Mr. HUIZENGA. We have five regulators that are in charge of this. 
Mr. QUARLES. Yes. It is a five-headed hydra. And there are cer-

tain collective action issues with that. But I would say that over 
the last few months, we have been working together. The other 
regulators have been working with the Federal Reserve to develop 
a revised Volcker Rule proposal. 

Mr. HUIZENGA. Is the Volcker Rule, as it is written, detrimental 
to capital markets right now? 

Mr. QUARLES. I think that is unarguable. The extent of the effect 
on liquidity is something that economists do argue about. But that 
there is a consequence and simply that there is an excessive bur-
den as a result of the Volcker Rule—great deal of uncertainty, a 
great deal of cost—I think that part is unarguable. 

Mr. HUIZENGA. And do the board or any other regulators tasked 
with implementation—those five others—can you repeal the 
Volcker Rule, given the Volcker Rule is technically under the Bank 
Holding Company Act? 

Mr. QUARLES. We can’t repeal the Volcker Rule, and there are 
certain limits on our ability to make changes that we might other-
wise have thought appropriate because of the terms of the statute 
itself. 

But there is a lot that we can do to increase the certainty of ap-
plication, to reduce the burden of application. And the other agen-
cies are working with us, really, quite well together in order to ef-
fect that. 

Mr. HUIZENGA. We will be watching closely. My time has expired. 
I appreciate it. Thank you. 

Chairman HENSARLING. Time of the gentleman has expired. 
The Chair now recognizes the gentlelady from New York, Ms. 

Velazquez. 
Ms. VELAZQUEZ. Thank you, Mr. Chairman. 
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Mr. Quarles, news reports indicate that the Fed and the FDIC 
have been participating in discussions with the OCC over potential 
changes to the C.R. But it remains unclear whether the Fed and 
the FDIC will sign on to the OCC’s advance notice of proposed rule-
making. 

What can you tell us about these discussions? Do you agree with 
the direction the OCC is taking? 

Mr. QUARLES. So those discussions—they have had the full en-
gagement of all three of the banking regulators. And, so far, they 
have been—and I have no reason to expect that that would 
change—they have been collaborative among all three of us. 

Ms. VELAZQUEZ. Do you anticipate the Fed signing on to the 
OCC’s ANPR (advanced notice of proposed rulemaking)? 

Mr. QUARLES. So I think that there will be a joint ANPR that 
comes out. Right now, I do expect that to be a joint proposal. 

Ms. VELAZQUEZ. Well, Mr. Quarles, I just would like to say that 
the C.R. is extremely important for LMI communities. While I 
agree that there is a need to look at the CRA, I would be very con-
cerned with any proposal that drives investment away from these 
communities. 

Mr. Quarles, I have a question about Wells Fargo—submitted 
plans. But I hear you. You said that you have recused yourself 
from any matters as it relates to Wells Fargo. 

But my message to you and to Wells Fargo is that we are watch-
ing Wells Fargo. And we want to make sure that the concerns— 
or the consumer abuses that Wells Fargo engage in are put to an 
end. 

Mr. QUARLES. Thank you, ma’am. 
Ms. VELAZQUEZ. Regarding the asset cap, I echo the statement 

of the Ranking Member with regard to Wells Fargo as a cap. And 
I will be concerned if it is removed too soon. 

Chairman Quarles, last week, the Fed proposed loosening the 
supplementary leverage ratio for the eight largest U.S. banks. 
While the OCC joined the Fed in the proposal, the FDIC did not. 
And FDIC Chairman Martin Gruenberg specifically cited the reduc-
tions in the capital requirements as the reason the FDIC did not 
join the Fed and the OCC. 

And he went on to say that strengthening the leverage capital re-
quirements for the largest, most systematically important banks 
was among the most important post-crisis reforms. What do you 
think of the FDIC’s decision not to join the proposal? And how 
would you respond to Chairman Gruenberg’s statement? 

Mr. QUARLES. I agree that the emphasis on leverage capital ra-
tios after the crisis has been important. And, frankly, that was 
something that I learned from the crisis. I have a higher estimation 
of the role of leverage capital ratios in the overall capital regime, 
given the consequence of the crisis, than I did before. 

I do think, however, that their role is as a backstop and that the 
most effective and efficient capital ratios are those that are risk- 
sensitive. 

If we allow the—any of the various leverage ratios that we 
have—but if we allow a leverage capital measure to be the margin-
ally effective capital measure for an institution that drives deci-
sions at the margin, then we are creating a regulatory incentive for 
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that institution to add risk, rather than to reduce risk, and we 
probably shouldn’t do that. 

And so, in evaluating the changes that we proposed to the SLR 
last week I looked at what was a relatively modest capital reduc-
tion under that leverage ratio—it was a few hundred million dol-
lars out of the many, many, many billions of dollars of capital in 
the system, against the benefit of changing that incentive, and I 
thought that this was the right time to do it. 

Ms. VELAZQUEZ. Wouldn’t that be a slippery slope? You are going 
to start with a low reduction, and then go on to reduce it more? 

Let me just say this: We took substantial steps to raise capital 
to ensure that the largest banks do not threaten the financial sys-
tem. And I will tend to agree with Chairman Gruenberg that any 
proposal to lower the capital requirements is a bad idea. 

I yield back. 
Chairman HENSARLING. The gentlelady’s time has expired. With 

that the Chair recognizes the gentleman from Wisconsin, Mr. 
Duffy, the Chairman of the Housing and Insurance Subcommittee. 

Mr. DUFFY. Thank you Mr. Chairman. And, Mr. Quarles, wel-
come. It is, as my colleagues have mentioned, nice to have you here 
and testifying before the committee. As we have complained, it has 
been long overdue. So, welcome. 

I first want to thank you for your ongoing work to evaluate the 
systemic risk, or lack thereof, of our U.S. insurance industry; thank 
you for that. Now, we all know that you have direct oversight over 
our savings and loan holding companies and those that have been 
designated as SIFIs (systemically important financial institutions) 
by FSOC (Financial Stability Oversight Council). 

But you have a more indirect role through international insur-
ance standards setting with the Fed’s seat on the FSB and the 
IAIS (International Association of Insurance Supervisors). The 
IAIS is developing international capital standards similar to our 
European solvency standards. First for you, do you believe that our 
State-based insurance regulatory model has been effective in the 
U.S.? 

Mr. QUARLES. Yes. I think that, over the long life of insurance 
regulation that has been— 

Mr. DUFFY. A hundred-plus years, it has been pretty effective, 
right? 

Mr. QUARLES. Yes. 
Mr. DUFFY. OK. And so will you commit that the Federal Reserve 

and your work with Treasury will make clear that we will not cede 
our regulatory system and move forward with the development of 
a European-centric international capital standard unless IAIS lead-
ership acknowledges the U.S. insurance regulatory system has—as 
satisfying any IAIS credit standards—making sure that we are pre-
serving our U.S. model, not ceding our U.S. model to a now Euro-
pean-centric model? 

Mr. QUARLES. In those discussions, the Federal Reserve has been 
a voice for the so-called building-block approach to capital regula-
tion that is, that has been supported through the U.S. processes. 
And we will certainly continue to do that. 
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Mr. DUFFY. So—but in regard to trying to preserve our State- 
based model here, what is your view as you negotiate with the 
IAIS? 

Mr. QUARLES. Well, we certainly—we both wouldn’t and couldn’t, 
just given the nature of those bodies, do anything that would affect 
the Federal distribution of—well, by—Federal with a small f—dis-
tribution of insurance regulation in this country. 

Mr. DUFFY. Some of us might disagree with what you actually 
can do through international negotiations and agreements. But 
let’s leave that aside, and hopefully we can work together further 
on this issue. 

I want to move—and you have had this issue brought up a cou-
ple of times by the Chairman and by Mr. Huizenga, in regard to 
board management and the Federal Reserve pressuring boards to 
fire certain members—are you aware of that actually happening? 
Because we have had a number of people come in and—given us 
feedback that that has taken place. 

Mr. QUARLES. No, I am not aware of that happening. But I am 
not challenging that it has happened, either. I think that that is 
disturbing. 

Mr. DUFFY. OK. And, if you are hearing this, does—as you sit 
here today, maybe for the first time, are you concerned that that 
would take place? 

Mr. QUARLES. Yes. I would think that that is the—I would think 
that that is the sort of supervisory engagement—as I indicated 
with the Chairman, I don’t know that it is—I don’t think that it 
is always inappropriate that the Fed might have a view on that. 

Mr. DUFFY. Let’s hold on for a second—who elects the board? 
Give me 101 here. 

Mr. QUARLES. The shareholders, obviously. 
Mr. DUFFY. The shareholders do. So does the Fed have a role in 

electing a board? 
Mr. QUARLES. If there were a profoundly unsatisfactory direc-

tor— 
Mr. DUFFY. So, the answer is yes, that the Fed does have a role 

in electing board members? 
Mr. QUARLES. Well, not in electing the board members, but— 
Mr. DUFFY. But firing board members that the shareholders ac-

tually elected, is that your position? 
Mr. QUARLES. In very rare circumstances, I think that could be 

appropriate, if there is a completely unsatisfactory board member. 
But it should not— 

Mr. DUFFY. As determined by the Fed, not by the shareholders? 
Mr. QUARLES. If determined by the Fed, yes, I do think that that 

could be appropriate in some circumstances. 
Mr. DUFFY. So, in essence, we can say the Fed, really, can step 

in at any point and say, We don’t like—we don’t like board mem-
bers, we can supersede shareholders and we can put pressure to 
have them fired, is what you are saying today? 

Mr. QUARLES. Well, the law, for example, would not allow the 
shareholders to elect people who have committed certain crimes 
from being board directors. And, if they did, it would be appro-
priate for the Federal Reserve to say that that is not an appro-
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priate director. I think I am really on your side on this. I think 
that should be something that is extremely rare. 

Mr. DUFFY. I think this is a space that you—I think you need 
to take a look at. It is concerning, the Fed’s role here. And I think, 
if you take some time, we are going to be on the same page on this 
issue. 

Mr. QUARLES. Exactly. 
Mr. DUFFY. I want to look to examiners, in their exams, asking 

questions of financial institutions about their lobbying efforts. 
Would that concern you? Is that a proper role of the Fed, to ask 
questions about how a financial institution is lobbying the Con-
gress? 

Mr. QUARLES. I can’t imagine how it would be. 
Mr. DUFFY. OK. And are you going to implement policies or pro-

cedures to root this problem out? 
Mr. QUARLES. Absolutely. 
Mr. DUFFY. And does that come by memo, directive, e-mail? And 

I think you have to think about, How do I actually stop this prac-
tice—get it down to the boots on the ground and make sure this 
practice actually stops? And my—tapped— 

Mr. HUIZENGA [presiding]. Gentleman’s time has expired. 
Mr. DUFFY. —tapping and I yield back. 
Mr. HUIZENGA. Gentleman’s time has expired. 
With that, the Chair recognizes the gentleman from Georgia, Mr. 

Scott, for 5 minutes. 
Mr. SCOTT. How are you, Vice Chairman Quarles? Good to have 

you in the committee. 
Mr. Quarles, in your testimony, you said this—you said that you 

personally believe that our stress-testing disclosures can go further, 
and you said that we should consider additional measures, such as 
publishing our stress testing scenarios out for public comment. 

Well, with all due respect, I couldn’t disagree with you more. Let 
me explain why. 

I was the Democratic lead and negotiator on the stress-testing 
bill that we marked up in committee last week, as you know. We 
passed that out. 

And, when I negotiated with my Republican partner, Mr. Zeldin, 
I negotiated out that language that would have required the Fed 
to publish their stress-test scenario. And let me tell you why. 

I think the Fed must be very, very careful not to expose how they 
are going to conduct these stress tests. Because, as you all know, 
stress tests are meant to evaluate what happens and what may 
happen to a bank’s assets under stress. 

But if a bank knows and is aware in advance of how you are 
going to do the stress testing, then that bank will be able to opti-
mize its balance sheet for that particular day on which you are 
doing the stress test. 

So I hope you will consider that. We passed a bill. It is in there. 
With all due respect to you, I think your point is well taken, but 
I hope you understand that you can’t let the cat out of the bag be-
fore it is time to get the fair adjustment. 

Now, on another point on fintech, there are many people who 
think that fintech businesses are just in California and New York. 
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But, in Georgia and in Atlanta, especially, we are becoming the 
burgeoning capital of this new and exciting industry. 

And so you also mention in your testimony, when we talked 
about that, that the innovations in this industry can expand access 
to credit, you said, including to underserved communities and 
small businesses, which can really benefit the economy. 

I agree with you 100 percent. But I also believe that fintechs can 
be the answer to so many other serious problems. But here is 
where we are: The GAO did a report, as you know, and we talked 
about that. And there is a problem. 

There is a lack of coordination, a lack of harmonization. Now, I 
am working on legislation that would give the fintechs a voice, be-
cause they need to have a point of entry into this new regulatory 
stream. 

Second, they need to have harmonization. It is not just you in the 
Fed that is seeking to regulate these fintechs. You have got the 
OCC. You have got the CFPB (Consumer Financial Protection Bu-
reau). You have got the CFTC. You have got all of them clamoring 
here. 

So I wanted you to know about our legislation. I would like to 
work with you on that, because, of all of the regulators, it is the 
Fed that is the anchor of our financial system. You are the point 
person for that in this very good and new position that we created 
as the supervisor for regulation for the Fed. 

And, finally, I want to just ask you if you could help us with 
something. My good friend, Mr. Luetkemeyer, got a bill, the SIFI 
bill. It passed, too. Much of what means something is coordinated 
into Senate bill 2155. But it is sitting in the House. People say it 
is going to die. 

Can you help us? Can you get on the phone over there and help 
us move this bill and get it going? 

Mr. QUARLES. Well, I am very supportive of the efforts in both 
the House and the Congress to further increase the legislative 
framework for tailoring the application of our regulation and super-
visory principles to institutions, and particularly to relieve the bur-
den on smaller institutions. I am very supportive of that. 

Chairman HENSARLING [presiding]. Time of the gentleman has 
expired. 

The Chair now recognizes the gentlelady from Missouri, Mrs. 
Wagner, Chairman of the Oversight and Investigations Sub-
committee. 

Mrs. WAGNER. I thank you, Chairman Hensarling. Vice Chair-
man Quarles, welcome at long last. Since I have a couple of topics 
that I wanted to touch on today, I will get right to the point. 

In your testimony this morning, you noted that the Federal Re-
serve is very focused on the increased risk to all financial institu-
tions and are working to strengthen the cyber resiliency of the fi-
nancial sector. 

Further, you have stated previously that cyber attacks are often 
connected to poor basic information technology hygiene and firms 
must continue to devote resources to these basics. We also know 
that attackers always work to be one step ahead, and we need to 
prepare for cyber events. Those are your words. 
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Recognizing that cyber attacks have increased dramatically over 
the last decade, do you think it is more important that 
cybersecurity staff at financial institutions are better using their 
time to protect their—their company and other critical infrastruc-
ture, or to help answer regulatory exam questions from a multitude 
of different regulators? 

Mr. QUARLES. I think you put your finger on something that is 
very important. I do think—and, across the Government, there is 
an effort to approach this in a systematic and effective way. 

You know, I do think that our supervisory engagement on the 
cyber issue can be improved to be better directed at actually sup-
porting the ability of these firms to be resilient to a cyber attack. 

There is a fair bit of pure compliance, as opposed to real focus 
on the cyber risk in our current engagement. And we need to work 
to improve that, and we are. 

Mrs. WAGNER. I think so. We need to make sure that the compa-
nies are actually protecting themselves, thus the consumer, as op-
posed to dealing with a constant flow of regulatory exams and 
things of this nature, doing the real work that keeps us safe, keeps 
our information, our data, our privacy safe when it comes to cyber 
attacks. 

Mr. QUARLES. Completely agree. 
Mrs. WAGNER. Thank you. 
You talked also about continuing to collaborate with our Federal 

agencies on this topic. Are there any specific examples of collabora-
tion where the Federal Reserve is aligning its supervisory activity 
with other financial services regulatory agencies as it relates to 
cybersecurity? 

Mr. QUARLES. So there are existing interagency processes of the 
Government that we participate in, and there are also—and, 
through the FSOC, these consider—these issues are also being con-
sidered. 

So there is a fair bit of interagency engagement in trying to de-
termine exactly what the right way to improve our focus on actual 
resilience, as opposed to pure compliance, if you will, can be done. 
We are still in the process of doing that. It is a difficult question, 
but an extremely important one. 

Mrs. WAGNER. You say, then, you are collaborating with the 
FSOC? 

Mr. QUARLES. Yes, with the FSOC and the FBIIC—the FBIIC, I 
think, is the acronym. 

Mrs. WAGNER. OK. Great. Thank you. 
Switching topics somewhat, I want to go back to something you 

said in your testimony about innovation. You talked about making 
sure that regulations don’t stifle innovation. 

But, as regulators, it is your job to make sure it is done in a re-
sponsible way. What are you doing to ensure banks understand 
and manage these risks? 

Mr. QUARLES. So that is part of our regular supervisory engage-
ment with the firm. You know, as part of that, we also look at the 
connections of a banking institutions to both their technology expo-
sure, as well as their technology engagement. And a lot of that is 
individual to each type of institution, and the direct supervisory 
teams have individual assessments of each firm. 
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Mrs. WAGNER. Concerned that, by putting a large focus on sys-
temic risk, are we discouraging innovation? Are we putting com-
petition for consumers at risk? 

Mr. QUARLES. Well, it is our job to ensure that we don’t. I think 
that is something that we need to keep in mind. 

And one of the themes that I have tried to stress in general 
about our regulation and supervision currently is that, I think, in 
the decade following the crisis, the focus was entirely on systemic 
risk and safety and soundness. And all—those are important, but 
we also need to focus equally on efficiency and innovation and sup-
porting that. 

Mrs. WAGNER. Completely agree. My time has lapsed. I thank 
the Chairman for his indulgence, and I thank and welcome you. 

Chairman HENSARLING. Time of the gentlelady has expired. 
The Chair now recognizes the gentleman from Missouri, Mr. 

Cleaver, Ranking Member of our Housing and Insurance Sub-
committee. 

Mr. CLEAVER. Thank you, Mr. Chairman. Thank you very much 
for being here today. 

Fintech is rapidly becoming a financial behemoth, and I would 
like to get your reaction to, first, this phenomenal and continuing 
growth, and then, secondarily, what, if any involvement in or moni-
toring of fintech will the Fed look at? 

Mr. QUARLES. There clearly is a lot of innovation that is going 
on in the fintech space currently—has been for some years. And 
the opportunities that that creates for improvement of consumer 
service, I think that they are real. And we are seeing that happen. 

Most of what people think of as fintech—the startup firms in var-
ious parts of the country that are creating different types of user 
interface to the financial system—do plug into the traditional fi-
nancial sector at one point or another. They have behind them a 
traditional bank that is proving the funding or providing the actual 
payments—payment system services that the fintech firms are the 
interface for. 

And, in the supervision of the traditional banks, we both have in-
sight into what is happening in the fintech sector, we can look into 
their activities through our ability to examine them under the 
Bank Service Act—for example, if they are, when the connection is 
such that it allows that kind of examination. 

And so we—I think that we do have tools, currently, that allow 
us to look at that sector and understand what is happening there. 

Mr. CLEAVER. But nothing alarms you? 
Mr. QUARLES. I wouldn’t say there is anything alarming, cur-

rently. I think that there are issues that are raised, and we think 
about them and are addressing them. 

Mr. CLEAVER. Do you believe that there is some way that fintech 
can help resolve the payday loan issue that impacts millions of low- 
income Americans? 

Mr. QUARLES. Well, one of the hallmarks of fintech generally is 
reducing cost, and particularly for retail transactions. It is not real-
ly my role as a supervisor to make suggestions as to how that issue 
ought to be addressed through a particular commercial means, 
but— 
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Mr. CLEAVER. We don’t care. I mean, we are not—we don’t—you 
can do it. Go ahead. 

Mr. QUARLES. But I can certainly imagine that happening. I 
would certainly be something that would be beneficial. 

Mr. CLEAVER. Well, I am just curious, because they really are not 
being regulated right now. And so it would seem to me they have 
enormous flexibility that could be used for something that most 
people believe to be important. 

I don’t have much time left, so I apologize, but—I wanted to get 
into that even more with you. But let me move to the—one of the 
other issues that I am concerned about. And it is unemployment 
among African-Americans and Latinos in this country. 

Through the Obama Administration, and then the Trump Admin-
istration continuing, the unemployment in the country has, bless-
edly, dropped significantly. All of us should be happy about it. 
However, the minority communities are still not dropping at the 
same rate as non-minorities. 

Is there anything that can be done, in your portfolio, there is this 
issue of employment that—do you have anything in the toolbox 
that you think would be of help in trying to reduce minority unem-
ployment? 

Mr. QUARLES. In the Fed’s toolbox, our mandate, which we pur-
sue assiduously, is maximum employment, maximum aggregate 
employment. And, obviously, that has an effect, because, as max-
imum aggregate employment has been increasing, unemployment 
decreasing. Unemployment for all segments of the population, in-
cluding minority segments, has been going down. 

That differential remains. We don’t really have the tools to ad-
dress it. But we do try to provide information and analysis of it to 
help others who do have the tools. 

Chairman HENSARLING. Time of the gentleman has expired. The 
Chair now recognizes the gentleman from Kentucky, Mr. Barr, 
Chairman of our Monetary Policy and Trade Subcommittee. 

Mr. BARR. Congratulations, Mr. Vice Chairman, on your con-
firmation. And thank you for your testimony today recognizing that 
regulation should support and promote financial system efficiency 
just as much as regulation should support safety and soundness, 
because, I think as you would agree, overregulation and cost-bur-
dening our banking system can just as much weaken our financial 
system and contribute to illiquidity as inadequate supervision 
could. 

As you know, the Federal Reserve’s performance as a bank regu-
lator in the lead-up to the financial crisis has been subject to scru-
tiny and criticism on both sides of the aisle and across the political 
spectrum. 

Despite having teams of resident examiners embedded in the 
largest financial institutions in the run-up to the financial crisis, 
the Fed failed to identify material weaknesses in these firms’ oper-
ations and failed to identify risks that were lurking in those port-
folios until it was too late. 

Yet, instead of scaling back the Federal Reserve’s authority, the 
drafters of the Dodd-Frank Act chose to double down, and they con-
ferred broad new power on the Fed to regulate virtually every cor-
ner of the financial sector. And it can be argued that the Dodd- 
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Frank Act made the Federal Reserve our Nation’s most powerful 
bureaucracy. 

So, given the Fed’s enormous new supervisory and regulatory 
powers now, an argument can be made that the Fed should be 
made more, not less accountable to Congress. 

My question to you is, in reference to my colleague, Congressman 
Davidson’s proposal, the Federal Reserve Regulatory Oversight Act, 
which would bring the non-monetary-policy-related functions of the 
Board of Governors into the appropriations process, what is your 
take on that proposal? 

Mr. QUARLES. I have thought a lot about these issues and wres-
tled with them, because the importance of the democratic account-
ability of the Federal Reserve is something you know that I share. 
And it is important to our ability to do our jobs. 

Similarly—and I know it is something that everyone in this com-
mittee shares, as well—I think that a democracy can appropriately 
determine, and wisely determine, to create a buffer of independ-
ence around certain functions of the country, some of the law en-
forcement functions, some of the monetary policy functions. 

So the question is, does a proposal to bring the non-monetary- 
policy functions of the Federal Reserve—how does it balance those 
two objectives—democratic accountability and independence around 
the monetary policy function? 

I am concerned that it would, because of the fungibility of money, 
create the possibility for some future Congress to put pressure on 
the monetary policy side. 

Mr. BARR. Well, I would like to work with you on that. My time 
is running out, so I want to move on, but I want to work with you 
on that— 

Mr. QUARLES. And I very much so— 
Mr. BARR. I think there are—I respect the Fed’s independence, 

as Chairman of the subcommittee oversight over monetary policy, 
I respect Fed independence with respect to monetary policy. 

But, with respect to your jurisdiction and supervision and regula-
tion, the Fed arguably is the most significant, powerful regulator 
in America with respect to financial services. 

And I think it is altogether appropriate, no matter what your 
perspective—whether there is too little or too great regulation— 
there should be accountability. And I want to work with you on 
that, and Mr. Davidson, to make the Fed more accountable with re-
spect to regulation. 

And, to that end, the Fed’s decision to reduce the burden of 
stress tests on non-complex firms by focusing the qualitative review 
and CCAR to the largest, most complex financial institutions, I be-
lieve, is a good first step. And I compliment the Fed on that. 

However, with regard to the Fed’s newly proposed stress capital 
buffer, do you agree also with your predecessor, who was not 
known as a deregulator—Mr. Tarullo, Governor Tarullo—that the 
qualitative assessment in CCAR be phased out for all banking or-
ganizations, especially in light of the recent stress capital buffer 
rule? 

Mr. QUARLES. Yes, I think that is something that we should con-
sider and have called for a comment on, definitely. 
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Mr. BARR. Well, I appreciate you considering that. And, with re-
spect to that proposal to create a stress capital buffer, as you know, 
the main driver of these stress tests is the severely adverse sce-
nario. And it has been published by the Fed without the benefit of 
any public comment or external review. And the model that will be 
employed to calculate the bank’s stress losses using that severely 
adverse scenario is the Fed’s proprietary model. 

But is there no transparency regarding the elements used in de-
termining a significantly and potentially highly variable component 
of the minimum capital requirement? And is the Fed open—pub-
lishing these scenarios and models for notice in comment? 

Mr. QUARLES. I think that we need to get more public input on 
them. A full APA (Administrative Procedure Act) notice and com-
ment process, which could take years—I think that might be 
logistically difficult. But I think that there are ways that we can 
get genuine, serious input and still be consistent with the purposes 
of the test. I agree with you. 

Mr. BARR. Thank you. Thank you. My time is expired. 
Chairman HENSARLING. Time of the gentleman has expired. 
The Chair now recognizes the gentlelady from Wisconsin, Ms. 

Moore, Ranking Member of the Monetary Policy and Trade Sub-
committee. 

Ms. MOORE. Thank you so much, Mr. Chairman, and welcome to 
you, here today, Mr. Vice Chairman Randy Quarles. I welcome you 
to your new position and I hope that you are prosperous. 

I would just like to hear, since you are new, what lessons that 
you learned from the financial crisis that you can share with us. 

Mr. QUARLES. I would say that there are some specific ones; 
there are some general ones. Probably the most general one is a 
sense of humility about the omniscience of the regulators. 

You know, as has been mentioned and is certainly widely known, 
the regulators were closely involved with the financial system at a 
very granular level. And, for a period there, at least on a policy 
level, when I was at the Treasury Department, I certainly was in-
volved with policy regarding the financial sector. 

And while we considered issues about potential financial stress, 
none of us believed—none of us knew that the financial—that this 
sort of financial stress was coming. And, indeed, most people didn’t. 

I approach my current responsibilities with a great sense of hu-
mility about the ability of even very well-meaning, smart, engaged, 
informed people to know the future. And I think that has to inform 
how we think about what we think are good ideas currently. 

There are some specific examples, as well. I mentioned one of 
them—the leverage ratio. I did not have a sufficient regard for the 
role of leverage capital requirements in the overall capital system— 

Ms. MOORE. I mean, before the crisis, or since Dodd-Frank? 
Mr. QUARLES. Before the crisis. 
Ms. MOORE. OK. 
Mr. QUARLES. And since then— 
Ms. MOORE. So Dodd-Frank has helped in that regard? 
Mr. QUARLES. Well, I would say that the regulatory response, in 

general, has been appropriate, following the crisis. 
Ms. MOORE. OK. All right. So banks are doing really well right 

now. Their profits are up. Their shares are up. And so—but we see 
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a constant drumbeat of complaints, I think, from some of the larger 
banks and maybe even some of the regional banks regarding so 
many regulations. 

So, very specifically, I would like to know: Do you support the 
Volcker Rule? Do you support what Dodd-Frank has done with the 
new derivative framework provided to FSOC? As examples of two 
things, do you support those things? 

Mr. QUARLES. So the Volcker Rule, as it has been implemented, 
I do think isn’t working well. I think that it is excessively burden-
some. I think it creates uncertainty. And so I think it is not really 
an effective implementation of the statutory requirements. 

Ms. MOORE. So you are not—you are not afraid of proprietary 
trading at all and ratcheting things up to where we were? 

Mr. QUARLES. Well, there as a regulator, we can’t change the 
Volker Rule, so that will remain the law of the land. I think that 
we can implement the statutory intent in a way that is actually 
more effective by clarifying, simplifying the rule, and reducing the 
burden of complying with it. 

Ms. MOORE. OK, just let me just briefly share with you. The Fed 
Chair Powell has recently been with us and he has talked about 
the profitability of the banks and their return and their returns on 
capital and buying back stock and so on. And so I am wondering 
if—if you are concerned about the—any negative or adverse im-
pacts that you see with the banks enriching themselves and buying 
back stock, harm to our economy overall? Is there any concern on 
your part? 

Mr. QUARLES. I think that a healthy financial sector is in our in-
terest. It is one of the—having a robust financial sector ensures 
that we have got robust support for the real economy and for eco-
nomic growth in the real economy. And as long as that sector is 
healthy and is safe and sound, our job as regulators is to ensure 
that they are operating the safe and sound manner. And then the 
distribution of their profits is up to the shareholders and manage-
ment and some of that will go to customers and some will go to em-
ployees and some will go to shareholders. 

Chairman HENSARLING. Time of the gentlelady has expired. The 
Chair now recognizes the gentleman from California, Mr. Royce, 
Chairman of the House Foreign Affairs Committee. 

Mr. ROYCE. Thank you very much, Mr. Chairman. And Vice 
Chairman Quarles, thank you. I think in your analysis the re-
sponse that you gave in terms of the regulatory community and 
what you did not see coming is partially true but there was one 
thing the regulatory community did see coming and tried to do 
something about, it was the overleveraged—the GSEs (government- 
sponsored enterprises), Fannie Mae and Freddie Mac, which 
reached 100 to 1. 

In 2003 and 2004, I had legislation that tried to control for sys-
temic risk. Tried to transfer the authority to the regulatory commu-
nity to take down the overleveraged in terms of those portfolios, 
and the regulatory community, the Fed in particular was very sup-
portive of that. We could not get that legislation through. 

I would say that they saw that coming. What perhaps they didn’t 
see coming was also the investment banks—the four big invest-
ment banks in doing their own modeling had leveraged up the ratio 
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from what should have been 10 to 1, probably 30 to 1. And so the 
combination, first housing collapsing with the GSEs, and then on 
top of it, the big investment banks, I think that was a major blow 
here. 

I think what we are rediscovering in this generation is that this 
cyclical nature of the economy because we fail to adjust or regulate 
for these kinds of problems are with us and I think unfortunately 
Washington tends to exacerbate in some ways, may be exacer-
bating, rather than mitigating the booms and the busts, and I just 
wanted to ask you about that because Washington is willing to 
come in and scale back capital requirements when times are good. 
When times are bad, as we saw during the last crisis, Washington 
overshoots and limits the ability of banks to aid in the economic 
recovery. 

We all saw countless examples of that with community banks. 
What is your view on regulation in terms of the economic cycle? 
Where do you think we are in the cycle, and how does that impact 
your assessment of regulatory changes, especially now as it relates 
to capital? 

Mr. QUARLES. So those are extremely good questions. In general, 
the banks should, and I think that they are, build their capital dur-
ing good times so that they can survive stress when it comes. And 
we know that there will be periods of stress in the future. I think 
that it is an open question. There are regulatory tools that are de-
signed to provide those countercyclical incentives. 

The stress test is one of them, it becomes known as asset values 
increase, as times become good, the stress necessarily if you as-
sume that asset values are going to fall to a certain level, that 
stress is going to be greater and that provides a certain counter-
cyclical incentive. 

There are other tools that we could use. At the same time, the 
efficiency of the system does—is supported by predictability—the 
ability of the—of the CFOs and the banks to predict how their 
bank ought to respond to the overall regulatory system, and bal-
ancing that is the difficulty that we wrestle with. 

Mr. ROYCE. Let me ask you another question. Is it possible for 
businesses around the world to take advantage, you said of the fact 
that we are in a world of opportunity, but it is an opportunity that 
is unbalanced, that the developed world will face strong significant 
headwinds, for quite an amount of time, the emerging world has 
both robust growth and growth that is being driven by consumer 
consumption? 

So that was your—that was your point. Shouldn’t we be looking 
outward to the emerging world for growth? We have got 5 percent 
of the population, 25 percent of the GDP. Shouldn’t we support a 
renewed interest in the Trans-Pacific Partnership as a net positive 
for the U.S. economy in terms of that engagement? Just your view 
on that. 

Mr. QUARLES. Well the Fed’s responsibility is not trade partner-
ships, but in general, certainly, the United States has benefited 
from an open trading system and from open trade and that has 
been in our interest over a long period of time. 

Mr. ROYCE. Thank you, Vice Chairman Quarles, very much. And, 
Mr. Chairman, I thank you as well for this hearing. 
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Chairman HENSARLING. The time of the gentleman has expired. 
The Chair now recognizes the gentleman from Minnesota, Mr. 
Ellison. 

Mr. ELLISON. Good morning, Mr. Quarles, how are you? 
Mr. QUARLES. Thank you. 
Mr. ELLISON. So the Center for Investigative Reporting looked at 

31 million mortgages using HMDA data and they found evidence 
that redlining is still alive in about 61 major American cities. Did 
you see that report? 

Mr. QUARLES. I have not had a chance to study it, no. 
Mr. ELLISON. We will send it to you. I think this is absolutely 

unacceptable; 50 years since the passage of the Fair Housing Act, 
which banned discrimination in lending, 41 years since the passage 
of the Community Reinvestment Act, which requires banks to lend 
and to invest in communities which they operate, including low- 
and moderate-income communities. 

In a recent speech you said that you want to improve and I will 
quote you, ‘‘the current supervisory and regulatory framework for 
the CRA to further the statutes objective of promoting access to 
credit and financial inclusion.’’ 

What did you mean by that? 
Mr. QUARLES. Well, I think that the objective of the CRA is a 

broad one, which is to— 
Mr. ELLISON. I will reclaim my time. I was hoping you had some 

things in mind. Do you have specific things you want to do with 
the CRA that you could identify today? 

Mr. QUARLES. Well, we are working with the other regulators on 
specific proposals. And since those aren’t out yet, I don’t want to 
prejudge that process. 

Mr. ELLISON. You don’t want to mention them just yet? Well, yes. 
So where—it is in the process. So, look, can you assure the mem-
bers of this committee today that you will not support any changes 
to the CRA that will result or cut lending in low- and moderate- 
income communities? 

Mr. QUARLES. The objective of the changes we are considering is 
to improve support to communities, not to— 

Mr. ELLISON. Right, right. 
Mr. QUARLES. —cut it. 
Mr. ELLISON. So that is the objective. But the outcome is what 

I am asking you about. Can you assure us today that you will not 
support changes to the CRA that will cut lending in low- and mod-
erate-income communities? 

Mr. QUARLES. That certainly wouldn’t be my intention. 
Mr. ELLISON. OK. So what assurance can you give us, that your 

intentions will be fulfilled regarding the CRA? 
Mr. QUARLES. Well, I will—I will be here again shortly, and you 

can hold me accountable for the outcome of our proposals. We will 
seek comments, and—on the proposals that we make, and take se-
riously people’s comments as to whether we are achieving our ob-
jectives. 

Mr. ELLISON. OK. Well, earlier this month, the Treasury released 
a series of recommendations for revising the CRA, which you have 
alluded to already. 
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One of those recommendations related to penalties lenders face 
for failing CRA exams. Only about, I don’t know, 1 percent or 1.5 
percent fail, right? 

Mr. QUARLES. It is rare to fail. 
Mr. ELLISON. Yes. It is rare to fail. But the report says, a bank 

with a less-than-satisfactory CRA reading—about 1 percent of the 
people—banks—should continue to receive enhanced scrutiny. But 
more consideration should be given to the bank’s remediation ef-
forts to date, and whether improving the application would benefit 
the communities served by the bank. 

Do you believe Treasury’s plan to relax penalties for banks who 
fail the CRA exam will achieve the CRA’s intention—and your in-
tention—of increasing lending and investment in low-income com-
munities? 

Mr. QUARLES. Well I don’t think that Treasury’s intention there, 
in that reference, is to relax penalties, but rather to consider the 
overall consequences of a particular transaction that may be pro-
posed. 

There are certainly circumstances where the low- and moderate- 
income portions of a community can be, actually, helped by a par-
ticular transaction that, under current practices, might not be al-
lowed for— 

Mr. ELLISON. You mean like payday lending and rent-to-own? Is 
that what you have in mind? 

Mr. QUARLES. No. Simply the increasing the ability of a par-
ticular institution to service a low-and moderate-income community 
might be helped. I think they are saying we ought to look at the 
facts and circumstances of the case, and that I would support. And 
try to decide whether we are actually achieving our objective. 

Mr. ELLISON. Well, when you think about 61 major American cit-
ies having evidence of redlining based on home mortgage disclosure 
data, and still 98 percent pass, I think that the exams should be 
tougher, not easier. 

And I hope that you will carry that forward. Because for the peo-
ple who are denied mortgages after they have qualified based on, 
sometimes, the color of their skin, I hope you share my concern 
with that and will use your authority to uphold people’s rights. 

Mr. QUARLES. I definitely share the concern that there should 
not be discrimination in lending. 

Mr. ELLISON. Thank you. 
Chairman HENSARLING. Time of the gentleman has expired, the 

Chair now recognizes the gentleman from Florida, Mr. Ross. 
Mr. ROSS. Thank you Chairman, and Chairman, thank you for 

being here as well. I am one of those people who firmly believe that 
access to capital and liquidity are probably the lifeblood of a stable 
and vibrant flow of commerce. 

I have seen the accumulation of capital, but yet I have not seen 
until recently the investment of capital. 

And what concerns me about that is that while—those that form 
capital for investment purposes to strengthen an economy do so 
and choose to do so in environments that are more conducive to in-
vestment and consumer satisfaction, just has not been what Dodd- 
Frank resulted in for us as a Nation. 

VerDate Sep 11 2014 11:53 Oct 23, 2018 Jkt 000000 PO 00000 Frm 00033 Fmt 6633 Sfmt 6633 G:\GPO PRINTING\DOCS\115TH HEARINGS - 2ND SESSION 2018\2018-04-17 FC FED REns
ha

ttu
ck

 o
n 

F
S

R
29

7 
w

ith
 D

IS
T

IL
LE

R



30 

And now that we see some tax reform, we see the opening up of 
capital, we see the availability of more liquid markets, some people 
have said that regulation has impaired market liquidity. What is 
your position on that? 

I mean, is it making it—had it made it more harder and costlier 
to transact business? 

Mr. QUARLES. So I think that there are instances where it has. 
I think that the Volcker Rule is an example of that. Again as I 
mentioned, economists will argue over measures of liquidity and 
how great the extent is of its effect on liquidity. 

Certainly practitioners believe it has been great and it is inargu-
able that it is existent. And I think that it is unnecessary. I think 
that we can have an implementation of the Volcker Rule that 
doesn’t have those costs, or at least reduces those costs. 

Liquidity regulation itself has also had an effect. As I indicated 
in my testimony, I think that we can and will and should give con-
sideration to how to further tailor liquidity regulation along the 
scale of firms. Because that also can have an effect that you are 
describing. 

Mr. ROSS. And as we talk about, and I think my colleague Ms. 
Moore talked about, access to capital for small business. That to 
me is so fundamental to regrowth of a vibrant economy. Thirty 
years ago when I started my law practice, I had very limited access 
to capital. 

And I had to actually go and borrow some from friends to get 
started. And granted, after the track record and solvency and the 
growth of my business came, well the access to capital was there. 
Today, I am not so sure we have that access to capital. 

Apparently some former members of the Federal Reserve have 
dismissed concerns about access to capital, and I have expressed 
the current state of small business lending. For example, a Sep-
tember 2017 Federal Reserve report entitled, ‘‘Availability Of Small 
Credit To Businesses’’ cited a survey from the NFIB. 

Which found that polls suggest credit availability is a relatively 
minor concern for small businesses. I don’t agree with that. I think 
access to capital is one of the huge, most important concerns of a 
small business. 

During a March 26 speech, you discussed the findings of a survey 
published by the 12 reserve banks. Can you tell us what that sur-
vey revealed in terms of access to capital to small businesses? 

Mr. QUARLES. Well without getting into the terms of any par-
ticular survey, I think that lending to small businesses is an issue. 
And one of the things that I did earlier in my career was— 

Mr. ROSS. Is an issue as that there are—there is a regulatory im-
pediment to the access to capital? 

Mr. QUARLES. I think that there is. Certainly at the commu-
nity—I think that the cost of regulation on community banks has 
been an impediment. Community banks are an important source 
for credit for small businesses. 

Earlier in my career when I was an investor in smaller banks, 
I was very aware— 

Mr. ROSS. And so the lifting of that regulatory burden would 
allow community banks the ability to lend more, and in turn grow-
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ing those communities and in turn building a more vibrant and 
productive economy? 

Mr. QUARLES. Yes, I believe that. 
Mr. ROSS. And we should be doing what is necessary to see that 

that is done? 
Mr. QUARLES. Yes, we should. And some tailoring has happened. 

I think that there is more that we can do in order to reduce the 
burden on smaller institutions. 

Mr. ROSS. Thank you, and I have just got just a couple seconds 
left, and I just want to reiterate what the Chairman of the Housing 
Insurance Committee had talked about with regard to the sanctity 
of State-regulated insurance. 

I think that we, and I hope that you would continue to advocate 
on behalf of our system of the State-based regulatory scheme, not 
only in terms of capital standards, not only in terms of solvency, 
but also in terms of consumer protection. So thank you for being 
here. I yield back. 

Mr. QUARLES. Thank you. 
Chairman HENSARLING. Time of the gentleman has expired. The 

Chair now recognizes the gentleman from Massachusetts, Mr. 
Lynch. 

Mr. LYNCH. Thank you, Mr. Chairman. Welcome, Vice Chairman 
Quarles. I would like to follow up on Ms. Moore’s earlier question 
regarding the Volcker Rule. On January 19th of this year, you gave 
a speech to the American Bar Association Banking Law Committee. 

And you outlined plans to review and modify numerous bank reg-
ulations. During your remarks, you said, and this is a quote, ‘‘The 
relevant agencies have begun work on a proposal to streamline the 
Volcker Rule. It will naturally take a bit of work, but Volcker Rule 
reform remains a priority.’’ 

I am not sure that was the same response that Ms. Moore got. 
I just want to ask you about that. So the Volcker Rule—at least 
the core of the Volcker Rule says no more proprietary trading. We 
had a disaster back during the housing crisis. 

A lot of these banks were engaging in speculative activity, very, 
very highly speculative and risky activity in terms of credit default 
swaps and all that. A lot of these banks got in trouble, we had to 
bail them out. 

So we said no—the Volcker Rule basically said no more propri-
etary trading, OK? So my question is how do you streamline no 
more proprietary trading? How does that actually work? 

Mr. QUARLES. Well again, I don’t want to directly front run pro-
posals that we are working on with four other regulators and that 
aren’t yet— 

Mr. LYNCH. Just conceptually, then. Don’t go into their stuff, but 
just—if it is a stop sign, don’t proprietary trade, don’t put the 
American taxpayer at risk. How do you streamline that? I am just 
wondering. 

Mr. QUARLES. The key issues will be around the definition of pro-
prietary trading and providing enough certainty that institutions in 
fact know what it is that we will consider to be proprietary trading. 

Mr. LYNCH. So you are going to change the definition of propri-
etary trading? 
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Mr. QUARLES. Well I think that there is a scope to provide addi-
tional certainty around that in order to better affect the intention 
of the statute. 

Mr. LYNCH. So what Congress was trying to prohibit was what 
I just described. So those bets, the speculatory trading, defaults— 
credit default swaps—all of that. We were unwilling—as taxpayers 
we were unwilling partners on that activity and we ended up when 
they lost money the American taxpayer was a loser as well, even 
though we didn’t authorize that—we didn’t support it. Are we going 
back to that? 

Mr. QUARLES. No. I mean, absent statutory change the statutory 
injunction is clear. 

Mr. LYNCH. Right, but you were telling me 2 minutes ago that 
you were going to redefine what proprietary trading is and that 
makes me nervous because Congress spoke in terms of what we 
wanted to prohibit, and no is no. There is no streamlining no. 

Mr. QUARLES. Right, and we are not proposing to say yes. The 
question is, if it is impossible to understand and to implement the 
definition of proprietary trading that the regulators have come up 
with, not the Congress. I mean, we took the statutory language and 
have turned it into a virtually—certainly a very difficult, some 
would say impossible standard. 

Mr. LYNCH. We wanted it to be difficult. We did. We saw what 
happened. So, I just hope you are not trying to disrupt the intent 
of Congress. We wanted it to stop, and it has stopped. 

Mr. QUARLES. I am not even sure that you could say that. 
Mr. LYNCH. If you want to have that debate, we think we are the 

ones that should have that debate about whether it should be re-
laxed or refined but that is a decision for Congress. We certainly 
sent a clear message in Dodd-Frank and in the Volcker Rule that 
we wanted proprietary trading stopped, we wanted the American 
people to be out of that casino. 

We didn’t want them being partners of that. We didn’t want to 
have another bailout. Everybody on both sides said no more bail-
outs—that is enough. So, we looked at the risky activity and we 
said we don’t want any more of this. 

So, I just want you to take that back if you would and incor-
porate that as one ingredient in your discussions. 

Mr. QUARLES. No, I deeply appreciate that. We are not seeking 
to undermine the intent of Congress at all. 

Mr. LYNCH. Thank you so much. Mr. Chairman, I yield back. 
Chairman HENSARLING. The gentleman yields back. The Chair 

now recognizes the gentleman from Illinois, Mr. Hultgren. 
Mr. HULTGREN. Thank you Mr. Chairman. Thank you, Vice 

Chairman for being here today and for your work. I want to jump 
right into questions if I might. I am very concerned with the use 
of the current exposure method and requirements for banks who 
cleared the trades of liquidity providers. 

As Chairman Powell noted last year, CEM—and I quote—he 
said, ‘‘ignores whether a derivative is margined and undervalued, 
netting benefits,’’ end quote. The current exposure method is sen-
sitive to risks, so its mandatory use artificially caps market liquid-
ity, particularly in large-cap index options which are crucial hedg-
ing vehicles by making it more expensive to hedge artificially con-
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strained liquidity in S&P 500 index options has knock-on effects 
that increase overall market volatility, as we have seen in recent 
months. 

Rulemaking is the long-term answer but that is a slow process, 
taking years. Liquidity providers are dealing with this issue now. 
There is no reason to believe volatility is going to decrease anytime 
soon. What short-term steps can you take to fix current exposure 
methods damaging effect on market liquidity? Short of rulemaking, 
what can be done? 

Mr. QUARLES. Well, I think that the most effective method is for 
us simply to proceed in making that rule effective. Where I com-
pletely agree with your assessment of the difficulties that that has 
caused, and I think that we should proceed at pace and simply 
have the final rule that will address that effective. 

Mr. HULTGREN. Again, my concern is just that we get answers 
for people soon. The Treasury Department’s October 2018 report on 
capital markets calls for a near-term solution of risk-adjusted ap-
proach for valuing options for purposes of a capital rules to better 
reflect the exposure such as potentially weighting objects by their 
delta. 

Moving on, the Federal Reserve’s current large financial institu-
tions risk-management proposal contains expectations for business- 
line management that would apply to both business lines and crit-
ical operations. 

I believe this is duplicative. It is regulatory inefficiency that 
could be addressed. Why is the holding company regulator, the Fed, 
reviewing the same activities as the bank regulator—banking regu-
lator? If the Fed reviews a bank’s credit card business, for example, 
it is reviewing the same thing the FDIC has already reviewed. 
What is the justification for the Fed to conduct core business line 
reviews of activities contained within a holding company’s bank’s 
subsidiary when those activities are already subject to examination 
by the bank’s primary regulator? 

Mr. QUARLES. Well, I think that to the extent that we do that 
and frequently we ought to be able to rely on the bank’s primary 
regulator. If there are cases where, for a particular supervisory rea-
son, we think that we should also be involved, we should do that 
in a way that doesn’t duplicate the burden on the institution. 

Mr. HULTGREN. With respect to Volcker Rule reform, you have 
said publicly that it is important to, among other things, redefine 
the market-making exemption which is admittedly an important 
issue both for the banks that are market makers as well as for the 
broader economy. 

However, what can be done specifically for smaller banks, say 
those in the $10 billion to $50 billion range to reduce the burden 
of Volcker Rule compliance? There are a number of regional banks 
in Illinois that fall into this category. 

Mr. QUARLES. Well, that is one of the things that we are dis-
cussing among the four regulators. I think an approach might be— 
either to be more clear about what it is that would be proprietary 
trading and therefore that they can be clear that it is not some-
thing that they are engaged in and supervisors can be clear it is 
not something that they need to look at because we have a very 
clear definition. 
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There may be a way to look at the risks of particular institutions 
and determine that simply as an allocation of supervisory resources 
matter the burden of proof in an examination changes, for example. 
But that you will be presumed not to be in compliance with the 
Volcker Rule unless there is a reason to think otherwise, there are 
a variety of approaches one could use. 

Mr. HULTGREN. My last minute here. I want to get into some 
fintech issues. Technology has significantly changed the way we do 
most everything including access to financial products and services. 
Banks must comply with extensive regulations especially in the 
post Dodd-Frank regulatory environment which other financial 
services companies may not be subject to. 

Are you concerned about nonbanks often times with the competi-
tive advantage of lower regulatory cost, offering nearly identical fi-
nancial products and services without being subject to the same 
regulation? And if so, how would you address this in your role as 
Vice Chair of Supervision? 

Mr. QUARLES. So, I think that our regulatory system should not 
create unlevel playing fields. That is across a whole range of issues, 
whether it is banks or nonbanks or different banks and different 
types of regulated entities—small banks and big banks. I mean, we 
should not be creating an unlevel playing field. 

And so, on the specifics of how to address that with banks and 
nonbanks, that then gets very complex given the limitations of our 
statutory framework that we have to operate under but something 
that is a high priority for me. 

Mr. HULTGREN. Thanks, Vice Chairman. I yield back. 
Mr. MILLER. The time of the gentleman has expired. The Chair 

now recognizes the gentleman from California, Mr. Sherman. 
Mr. SHERMAN. I believe Mr. Huizenga pointed out that the people 

don’t know what the Fed does. That is not by chance, that is by 
design. The bank is an example of the fact that the elites of this 
country believe in democracy for every country in the world except 
ours. 

And it is undemocratic in at least three ways. First, both parties 
seem to have agreed that monetary policy is too important for poli-
ticians to talk about or for citizens to try to influence. 

Second, the Fed has a structure where the Class A voters are 
banks; not one person, one vote, one bank, one vote, or 1 billion, 
one vote. And then the Class B directors are selected by the Class 
A directors. So it is undemocratic in that it is partially bank-con-
trolled. 

And then finally, geographically, 1/5 of all Americans live in the 
western area, and yet that bank is not entitled to a permanent seat 
on the FMOC. Eight percent of Americans live in the New York 
Bank area. That bank is guaranteed. 

So if you ever want an example in the United States, not of de-
mocracy, but of the Chinese system of government, the Confucian 
system of government where learned, according to Confucius, men 
self-select a renewable group of people who have the mandate of 
heaven, though not the mandate of voters, there is no better exam-
ple of the Chinese system in the United States. 

Mr. Vice Chair, believe it or not I have a question. Are there any 
financial institutions in this country that are too big to fail? 
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Mr. QUARLES. I think that we have made really tremendous 
progress since the financial crisis— 

Mr. SHERMAN. That was the exact answer your chairman gave 
until Senator Kennedy pushed him further and asked—and 
pressed, is any single bank right now too big to fail? Do you agree 
with your chairman when he said no? 

Mr. QUARLES. Well, I don’t want to be in the position of dis-
agreeing with my chairman. 

Mr. SHERMAN. You are supposed to. That is why we pay the sala-
ries for more than one person at the Fed. If they are all going to 
agree, then any one of them would be superfluous. 

Mr. QUARLES. But I do think that all of the large banks are 
much more resolvable than they have been before— 

Mr. SHERMAN. Resolvable—are they too big to fail? Could the— 
could a—could a disaster at one bank bring down our whole econ-
omy the way we saw in 2008? 

Mr. QUARLES. Currently, I think that the system is much more 
resilient— 

Mr. SHERMAN. I didn’t ask you that. Not going to let you slip 
away. Senator Kennedy was good enough to get your chairman to 
be specific in an answer. Is there any bank whose failure could 
bring down our entire economy? Yes or no? 

Mr. QUARLES. We think that we have made sufficient progress— 
Mr. SHERMAN. That is not an answer. I know you have made 

progress. Is there any bank the failure of which could bring down 
our entire economy? 

Mr. QUARLES. At the moment I don’t see how that could happen. 
Mr. SHERMAN. OK, then would you support getting rid of the lim-

ited bailout provisions that were in Dodd-Frank since, if any one 
of those banks were to go under, we should, as good capitalists, 
simply wave and say that is business? Toys R Us are going out of 
business and America will survive and you have described a situa-
tion where any one bank would pretty much have the same effect. 

Mr. QUARLES. Well, in response to a previous question, someone 
asked what I had learned from the financial crisis, and the prin-
cipal lesson I learned was the humility that we all ought to have 
around— 

Mr. SHERMAN. We should all—the— 
Mr. QUARLES. —our judgments of the future at any particular 

time. 
Mr. SHERMAN. I am going to sneak in one more question. Back 

in the old days there used to be banks that would make, to a small 
portion of their—of their loans would be prime-plus-four, prime- 
plus-five loans, made to local businesses that you and I would 
agree aren’t creditworthy enough so that a bank could make a prof-
it made with a loan of prime-plus-one or prime-plus-two. 

Do your regulators allow banks to use 10 or 20 percent of their 
portfolio to make prime-plus-four loans to businesses like the pizze-
rias in my district where that would be the appropriate rate? Or 
are those folks closed out of the banking system and having to call 
late night television commercial lenders? 

Mr. QUARLES. I hope that we don’t have supervisors that are pre-
venting that type of credit extension. 

Mr. SHERMAN. I will talk to you privately. You do. 
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Chairman HENSARLING. Time of the gentleman has expired. The 
Chair now recognizes the gentleman from North Carolina, Mr. 
Pittenger. 

Mr. PITTENGER. Thank you, Mr. Chairman. Thank you, Chair-
man Quarles, for being with us, for your leadership. And congratu-
lations. In your March 26th speech at the Hope Global Forums An-
nual Meeting, you stated, quote, ‘‘Loans entail high fixed costs that 
are roughly the same regardless of whether a loan is for $100,000 
or $1 million, reducing the profitability of smaller dollar loans,’’ end 
of quote. 

Has the composition of credit that is being offered changed? 
Mr. QUARLES. That is an interesting question. I think that inevi-

tably that evolves over time. I don’t think that it has changed in 
a dramatically disadvantageous way. 

Mr. PITTENGER. Well, then are larger financial institutions play-
ing a larger role in financing small businesses because of their abil-
ity to better eat the cost of high—of higher underwriting stand-
ards? 

Mr. QUARLES. That I definitely think is true. Yes, I do think that 
larger institutions are providing a larger share of the credit to 
small business than happened in the past. 

Mr. PITTENGER. Surely. Well, the Dodd-Frank’s numerous regu-
latory rules have constrained the flow of bank credit, holding back 
small businesses that depend on bank lending while large cor-
porate—corporates benefit from the nonbank sources of finance. 

In your March 26th speech, you recognized that, quote, ‘‘The 
economy, small businesses need adequate and affordable credit in 
order to form, grow and succeed. Otherwise, they may underper-
form, slowing growth and employment.’’ What are the side effects 
of reduced access to adequate and affordable credit for small busi-
nesses? 

Mr. QUARLES. Well, I think the—small businesses as we all know 
are a principal engine of generating employment. They are an im-
portant engine of the economy, and credit to small businesses is an 
important element of allowing them to grow. 

Traditionally, that has come—and a large portion of the credit 
extended to small businesses has come from community banks. 
Community banks are closer to the communities in which these 
small businesses reside, are able to make credit decisions that larg-
er banks sometimes might not be able to make with respect to a 
particular borrower in a community. 

So all of those are issues that are having an effect, clearly. 
Mr. PITTENGER. Yes, sir. Thank you. On another matter, as you 

are fully aware that the Fed Bank of New York, on April the 3rd, 
began publishing its new reference rate, SOFR, the Secured Over-
night Financing Rate, which is intended to be an alternative to 
LIBOR (London Inter-bank Offered Rate). Mr. Vice Chairman, has 
there been a robust cost-benefit analysis conducted by the Fed re-
garding the potential economic impact to consumers and commer-
cial borrowers from shifting from LIBOR to SOFR? 

Mr. QUARLES. So the shift to the extent happens would be en-
tirely voluntary. So this isn’t something that the Fed is going to re-
quire. So while that is a question that we have looked at, we also 
think that in determining whether any particular institution would 
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make the shift, that cost is something that they would evaluate as 
well. 

So since we are not mandating it, that is a different kind of anal-
ysis. Now obviously, we have been told that LIBOR as a potential 
standard will be disappearing. So I think that our providing this 
alternative is an important option. I think it will be very useful, 
but it is voluntary. 

Mr. PITTENGER. Have you looked at the impact that this change 
would have on the borrowing costs for businesses? 

Mr. QUARLES. In the context of LIBOR disappearing, I think that 
that will be—I think inevitably the alternative of not having it 
available would be a problem. 

Mr. PITTENGER. Yes, sir. Well since repo rates move in the oppo-
site direction of LIBOR during the market stress would any new 
systemic risk arise of the banking sector by shifting to SOFR? 

Mr. QUARLES. That is a question that we have looked at. I don’t 
think that we are increasing systemic risk. And again, when one 
considers the alternative of the current widespread standard dis-
appearing, the provision of an alternative is important I think. 

Mr. PITTENGER. Have you all sought the input from community 
or regional banks concerning the potential costs associated in shift-
ing away from LIBOR? 

Mr. QUARLES. Yes, we have. 
Mr. PITTENGER. Did you find favorable input? 
Mr. QUARLES. Yes, and you know, and as that process continues 

to move forward, we are continuing to evaluate input. 
Mr. PITTENGER. Could you give us a reaction that you have had 

from the smaller banks? 
Mr. QUARLES. You know, again our assessment in general has 

been that since the shift is going to be voluntary, each institution 
will decide of itself whether the costs outweigh the benefits. 

Mr. PITTENGER. Thank you. My time has expired. 
Chairman HENSARLING. The time of the gentleman has expired. 

The Chair now recognizes the gentleman from Pennsylvania, Mr. 
Rothfus. 

Mr. ROTHFUS. Thank you, Mr. Chairman. Vice Chair Quarles, I 
want to start by commending you for the posture you assumed ear-
lier in your tenure by setting efficiency, transparency, and sim-
plicity as guiding principles for your regulatory improvement agen-
da. The mistakes of the last 8 years demonstrated just how impor-
tant it is that we have regulations that are straightforward and ap-
propriately tailored. 

As you know, the implementation of the Dodd-Frank Act— 
through the implementation of the Dodd-Frank Act, insurance com-
panies have—that have depository institution subsidiaries were 
brought under Fed supervision. This created a situation in which 
many of these insurance companies are supervised at the holding 
company level by both the Federal and State insurance regulators. 

This leads to duplicative supervision that is disproportionate to 
the risks that these insurance companies pose. And I would argue 
that this violates the principles of efficiency and simplicity. Would 
you support a more streamlined regulatory approach for these in-
surance companies that would uphold the State insurance super-
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visory and regulatory regime while rightsizing the Federal Re-
serve’s examination authority? 

Mr. QUARLES. Yes, the devil is in the details of that. But I have 
spoken to a number of these insurance companies, and I think it 
is clear that the burden of our regulation is, has been excessive rel-
ative to the scope of the issue. 

So I think that that is something that we need to work on. Now 
as long as the insurance companies have depository institution sub-
sidiaries, I think that that is something that we need to have an 
appropriate regulatory relation to. But we need to do a better job 
of ensuring that that regulatory engagement is felt by the firms as 
proportional to the scope of the issue. 

Mr. ROTHFUS. I look forward to following up with you on that. 
Mr. QUARLES. Yes, very much so. 
Mr. ROTHFUS. As you know, the FSOC has begun work on re-

viewing the objective criteria used for designating non-bank SIFIs. 
I support that effort. And I look forward to seeing the formal rule-
making. Can you give us an update on the status of that project? 

Mr. QUARLES. Not a satisfactory one. Beyond that it is underway, 
but I support as well the effort to look at an activities based ap-
proach for designation, which is where the—where the rest of the 
thinking is going. 

Mr. ROTHFUS. You mentioned the bank exams tailored to risk or 
BETR (Bank Exams Tailored to Risk) program for regional and 
community banks in your testimony. BETR uses financial metrics 
to differentiate the level of risk between banks before exams and 
ensures that examiners tailor their procedures to minimize regu-
latory burden for firms engaged in low-risk activities. 

I can see how this approach could make sense for all banks, not 
just community and regional banks. For instance, an institution 
that is not engaged in consumer activities should not have to go 
through the same examination process or modeling review of con-
sumer losses as a bank that has a large credit card or mortgage 
business. Will the Fed expand this risk-based tailoring to super-
visory programs for all banks? 

Mr. QUARLES. So we haven’t given consideration yet as to that 
particular program. However, the tailoring of supervision to the 
character and risk of particular institutions is something that I 
completely agree extends along the spectrum of institutions from 
the smallest to the largest. And it doesn’t stop at any particular 
level. And we need to be giving thought as to how we do that. 

Mr. ROTHFUS. Before my time expires, I want to commend you 
for recognizing the negative impacts of the supplementary leverage 
ratio. I know that Congresswoman Maloney had touched on this, 
especially the effect on custody banks. 

As you know, the Fed is currently undertaking a rulemaking to 
alter the application of the enhanced supplementary leverage ratio, 
the rulemaking proposal says the following. Over the past few 
years, concerns have arisen that in certain cases, the standards in 
the ESLR rule have become a generally binding constraint rather 
than a backstop to the risk-based standards. 

Thus, although the ESLR standards provide incentives to main-
tain a strong capital base, the current calibration also has created 
incentives for banking organizations to reduce their participation in 
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lower risk, low-return business activity, such as taking custody de-
posits, notwithstanding client demand for those services. This is an 
issue that we have discussed extensively in this committee. 

As you know, we unanimously passed a proposal to address this 
problem earlier this Congress. This solution has also passed the 
Senate. While I applaud the Fed for beginning to address this 
issue, I also want to reiterate my support for a legislative solution. 

With that, I would yield back to the Chairman. 
Chairman HENSARLING. The gentleman yields back. The Chair 

now recognizes the gentleman from Colorado, Mr. Tipton. 
Mr. TIPTON. Thank you, Mr. Chairman. And thank you, Vice 

Chair Quarles, for being here today. First of all, I do want to com-
mend you in terms of comments that you made to my colleague Mr. 
Ross in regards to the banks and wanting to be able to see that 
more tailored to be able to create those access areas. 

But wanted to go on a little bit of a different track in regards 
to some of the proposed rulemaking that is being put forward by 
the Fed regarding the 2-hour recovery time objective (RTO) from 
cybersecurity attacks. In February of this year, you stated that you 
had worked with other financial regulatory agencies on harmo-
nizing cyber risk management standards and regulatory expecta-
tions across financial services sector. 

The Fed’s proposal for the 2-hour RTO, obviously, differs signifi-
cantly from the standards and principles that are established by 
other domestic and foreign regulators. 

As head of the Committee on Supervision and Regulation, have 
you studied the risks and benefits of the 2-hour RTO proposal, its 
lack of harmonization with other regulators, and where it is being 
exercised elsewhere? 

Mr. QUARLES. So those are all important issues. And as part of 
receiving comments on a proposal, we will certainly take all of that 
into account. 

Given the importance of resiliency, the Fed at the time believed 
that that was an important issue to get comment on, but we will 
take into account the comments that we are receiving. 

Mr. TIPTON. Great, yes. I think some of the concern was simply 
the timeframe, 2 hours. And to be able to have the recovery end 
of it, given all of the different challenges that were there, so we 
will look forward to hearing back on that. 

Also in December, you stated that cyber threat to the financial 
system is a matter of national security. I assume that is still your 
position. Do you plan to review the Fed’s proposals for cyber-secu-
rity? 

Mr. QUARLES. Yes, yes. As I stated a little earlier, I think that 
we really do need to focus our engagement in that area on cyber- 
security, to seeing how we, in the bank regulatory community and 
across the Government as a whole, can really support the efforts 
of these firms to be resilient against cyber-attack. 

And because it is such a difficult issue, I do think that a lot of 
our engagement currently is more focused on compliance than real 
resiliency, and I don’t want to denigrate the importance of compli-
ance, but I think we can do more and better. It is a high priority 
for me. 
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Mr. TIPTON. Great. And thank you. Governor Quarles, the Fed-
eral Reserve Board is making progress in simplifying the capital 
rules and stress-testing requirements, particularly for smaller in-
stitutions. 

I have heard positive feedback from the industry on these goals, 
but I have also heard some concerns that the evaluation of risk 
management can be subjective. And that compliance requirements 
change depending on which supervisor is in charge. 

Are efforts being made to be able to evaluate and potentially 
modify current risk management expectations and supervisory 
practices, to allow for improved effectiveness and greater reliance 
on the rule of law? 

Mr. QUARLES. Yes. I think that ensuring the uniform application 
of principles across a diverse body of supervisors is a difficult man-
agement task. 

But it is one that, again, is a high priority for me and that we 
are working, and that we definitely are working on, both within the 
Federal Reserve and across the other bank regulators, to try to en-
sure that we have more predictability and consistency. 

Mr. TIPTON. Can you give us a couple of ideas on what you are— 
when you say you are looking at it, how trying to be able to pursue 
that? 

Mr. QUARLES. Well, some things that we have actually done 
about trying to ensure consistency. We do have a structure in place 
for the largest institutions, that is designed to try to ensure con-
sistency of supervision. 

On the—with respect to smaller institutions, that is principally 
a matter of training. And so we regularly have, when there is a 
new regulation that comes out or new guidance that comes out, we 
have various training seminars for the supervisors. 

I meet regularly with the leadership in the supervisory function 
at the Fed, to ensure that those messages are going down to indi-
vidual supervisors. It is a blocking and tackling management func-
tion as opposed to a silver bullet. It is something we have to work 
at every day. 

Mr. TIPTON. Well, I appreciate that and that is, probably, one of 
the bigger issues that we are hearing out of our smaller institu-
tions, is the trickle-down effect. 

Mr. QUARLES. Yes. 
Mr. TIPTON. So, obviously, the training will put in a plug for 

some of the legislation that we have passed through the House 
with a lot of bipartisan support to try and make sure that we are 
getting real continuity for the smaller institutions and the oppor-
tunity to be able to make those loans for small businesses. I come 
from a rural community and that is a real challenge, thank you for 
being here today. 

Mr. QUARLES. Thank you. 
Chairman HENSARLING. The gentleman yields back. The gen-

tleman from Texas, Mr. Williams, is recognized for 5 minutes. 
Mr. WILLIAMS. Thank you, Mr. Chairman and Vice Chairman, 

good to have you with us today. I am glad to see—finally see a 
Presidentially appointed, Senate confirmed Vice Chairman for the 
long unoccupied post. 
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It has been 8 years since Dodd-Frank was enacted and only now 
is the economy showing signs of recovery, in spite of the overall 
burdensome regulatory environment that we have, not because of 
it. 

The role you play as Vice Chairman for Supervision is crucial in 
tackling some of the regulatory issues that have been plaguing this 
economy for so long. I hope that you will be a catalyst for change, 
inside an agency that has, far too long, become immune to change 
and reform. 

Our economy is as strong as it has ever been thanks to this Con-
gress and this Administration’s folks on deregulation and a mod-
ernized tax code that is propelling Main Street toward landmark 
gains. 

My first question, Mr. Vice Chairman, is we must protect small 
businesses and consider their credit needs. The 12 Federal Reserve 
banks recently completed a small business credit survey, which 
concluded that credit needs continue to go unmet. 

As a small business owner, myself, for 47 years, I know, all too 
well, the difficulty some of these companies face. So, now that Con-
gress has passed tax reform to help spread the development of 
Main Street. What actions will you take to ensure that small busi-
nesses can have their credit needs met? 

Mr. QUARLES. Well, I think the principle action that we can take 
and we have begun this, there is more that we can do, is to reduce 
the burden on smaller banks, the banks that tend to provide this 
credit and that are best positioned to provide this credit to smaller 
businesses. 

Through the EGRPRA process, for example, we have reduced 
some regulatory burden on the community banks, but that is some-
thing that we are always continuing to look at. Are ways to reduce 
the cost of compliance and ensure that the regulations that we are 
applying to particular banks are appropriate to the activities they 
are engaged in and the risks that they pose, which, for community 
banks, is relatively minor. 

Mr. WILLIAMS. Great. In your testimony you state that the finan-
cial conditions of the community banks also had strengthened sig-
nificantly since the financial crisis. So, I want to unpack that a bit 
because I know, first hand, that main—the challenges Main Street 
has continued to face in the last 10 years. 

One credit union or community bank is going out of business 
each working day. Now, this must be addressed and these critical 
institutions have forwarded the relief necessary, which you talked 
about. So, as you examine ways to improve the effectiveness and 
efficiency of supervisory programs, how do you plan to ease the reg-
ulatory burden on the community financial institutions? 

Mr. QUARLES. Well, I think, it is through a continuing examina-
tion of where it is that we are imposing costs that aren’t necessary 
in order to achieve our objectives. I think that we can. I think that 
over the course of the last couple of years, I think that we have 
reduced those costs. 

As I had mentioned in response to an earlier question. When I 
was an investor in smaller banks, the level of that compliance cost 
was much greater than it had been in the past and was a signifi-
cant factor in decisions. I think that is a little less over the last 
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couple of years. And, going forward, I think we can make it even 
less. 

Mr. WILLIAMS. Well, that is important because it just hits their 
bottom line and— 

Mr. QUARLES. Precisely. 
Mr. WILLIAMS. —keeps it from getting out in the system. 
Mr. QUARLES. Yes. 
Mr. WILLIAMS. So, as you reflect back on the regulatory actions 

of the Federal Reserve over the past 8 years, you have recently dis-
cussed the need to review the costs and benefits of past initiatives. 
While I understand that the Federal Reserve is not like most other 
agencies who are required to adhere to cost-benefit analysis in 
their rulemakings, I would like to see more consideration given to 
the consequences of the board’s regulatory actions. 

So, as you undergo the review of the effectiveness of past initia-
tives, what factors are you look for and will you make the conclu-
sions of these and reviews available to Congress to examine? 

Mr. QUARLES. We are looking, in general, across a broad range 
of measures of effectiveness of the core elements of regulation. And, 
clearly a significant portion of that is the cost that they impose 
upon institutions particularly, both, direct cost and then a broader 
concept of cost that are imposed on the system and on society. 

We are still determining, as this process go underway, exactly 
how we will deal with the results and how we will make the results 
public, but certainly, that we will inform our interaction with Con-
gress and our public statements, as to the—as we think about im-
proving the efficiency of regulation. 

Mr. WILLIAMS. OK. Mr. Chairman, I yield my time back to the 
Chair, thank you. 

Mr. QUARLES. Thank you. 
Mr. ROTHFUS. [Presiding.] The gentleman yields back. The gen-

tlewoman from Utah, Mrs. Love, is recognized for 5 minutes. 
Mrs. LOVE. Thank you for testifying today, Mr. Quarles. Last 

week, the House passed the Volcker Rule Regulatory Harmoni-
zation Act, which would conclude community—which would exclude 
community banks from compliance with the Volcker Rule by ex-
empting banks under $10 billion with limited trading activity. Does 
the Federal Reserve support exempting community banks from the 
Volcker Rule? 

Mr. QUARLES. Yes, I think that that is a decision that Congress 
makes. I think that would be, entirely, appropriate. 

Mrs. LOVE. OK. So, you would—you would support the—OK. 
Does the Federal Reserve believe the Volcker Rule is an appro-
priate or necessary response to the financial crisis or do you think 
we need to tailor it back a little bit? 

Mr. QUARLES. I do think that certainly, the way that we have im-
plemented the Volcker Rule—and that is less Congress’s fault than 
the regulator’s fault—it has been excessively burdensome. 

Probably the scope of the Volcker Rule limits our ability to really 
focus on what the Volcker Rule is trying to get at. I just—I think 
that it does limit our ability to respond. 

Mrs. LOVE. Would the Federal Reserve support other changes to 
the Volcker Rule such as, what we talked about, maybe even ex-
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panding the range of banks that are exempt from the rule or even 
repealing it altogether? 

Mr. QUARLES. Yes, in terms of supporting them, I think that 
those are decisions for Congress to make. And if Congress makes 
them, we would have no difficulty implementing them. Obviously 
everything depends on the scope of the particular proposals, but I 
don’t that doing that would create any risk to the safety and sound-
ness of the financial system, at all. 

Mrs. LOVE. OK, so, you don’t—it almost sounds like you don’t 
really have an opinion about it. You are just saying we are going 
to take direction from Congress whether it is repealed or not. I just 
want to get some expertise and experience. Would you support ex-
panding the range of banks that are exempt or just— 

Mr. QUARLES. Yes, I don’t think that doing that would create any 
financial stability risk, at all. 

Mrs. LOVE. OK. We are also learning more and more about the 
other unintended consequences with the rule. One that has come 
up has to do with non-financial companies that own depositories, 
such as ILCs (industrial loan companies) or unitary thrifts. As the 
Volcker provision is drafted, if a non-financial company owns a de-
pository, the Volcker requirements apply to all their operations, 
even those not engaged in any financial services. 

This means that non-financial company’s ability to carry out 
some basic risk management could be seriously impacted. Do you 
believe that the intent of the Volcker provision was to apply it to 
the non-financial affiliates of an industrial company that owns a 
depository? 

Mr. QUARLES. I am not sure whether that was the intent of the 
provision, but it may be what the statute says. That is among the 
issues that we have to deal with in the current statutory con-
struct—statutory language of the Volcker Rule. 

Mrs. LOVE. OK, the health and the viability of industrial banking 
sector is something that is really important to me. As a representa-
tive from Utah, I can attest to the importance of our ILCs, the vi-
tality of our State’s economy, the size and strength and diversity 
of our State’s banking sector, even to the health of our non-profits, 
which benefit not just from the financial contributions, but also the 
intellectual capital that they are able to draw from their colleagues 
in the banking sector. 

It was a big loss to our State when GE decided to give up their 
banking charter due to the current regulatory environment includ-
ing the Volcker Rule. I would just be really interested in your 
thoughts regarding industrial bank sectors. Have you had a chance 
to review the safety and soundness records of the ILCs at all? 

Mr. QUARLES. As a citizen of Utah, I am very familiar with them, 
and it hasn’t been a—and I am familiar with all of the facts that 
you cite and they are all true and meaningful. It hasn’t been a 
project of the Federal Reserve up to now to consider our regulatory 
system and how that applies to the ILCs but I am very aware of 
the importance of the issues that you are stating and the impor-
tance of ILCs. 

Mrs. LOVE. So you are—you would agree that ILCs have been a 
stable source of capital in our communities, even during the finan-
cial crisis? 
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Mr. QUARLES. That certainly was my experience, yes. 
Mrs. LOVE. OK, thank you, Mr. Chairman, I yield back the rest 

of my time. 
Mr. ROTHFUS. The gentlewoman yields back. The Chair recog-

nizes the gentleman from Arkansas, Mr. Hill, for 5 minutes. 
Mr. HILL. Thank the Chairman, thanks Mr. Quarles for being 

here. I want to echo Chairman Hensarling and Chairman 
Luetkemeyer’s comments about cost-benefit analysis. I noted that 
back during disco days in 1979, that the Fed agreed to be—abide 
by OMB’s cost-benefit analysis rules, but really hasn’t as a general 
matter over that 35 years. 

So I was really heartened by your speech in January where you 
thought cost-benefit analysis was important, and you have set up 
a group to look at policy assessment. Does that imply that you are 
supportive of a regular look at all Fed rules on a cost-benefit basis? 

Mr. QUARLES. Yes, I think that we need to do a better job of that. 
We haven’t decided as a board, exactly how we will implement 
that. But I think that we can do a better job, I think that is evi-
dent. 

Mr. HILL. And I think, just from my past experience of being in 
the regulated industries for those same 3 decades, this issue that 
economists frequently look at marginal cost of a rule, but not at av-
erage costs, not at the cumulative cost. 

And so this idea of looking at compliance cost by bank size on 
a percentage of average assets or a percentage of pretax earnings 
I think should be part of that cost-benefit analysis, and not just 
look at the particulars of the rule that a group of analysts are con-
sidering. 

It is the idea that it is—you have heard the old expression of the 
final straw that breaks the camel’s back, let’s measure that whole 
pile of straw and how the marginal rule impacts it. So thank you 
for that. 

Recently I was looking at FINRA (Financial Industry Regulatory 
Authority), a rule that is gone—going final within Rule 4210, which 
has to do with mortgage-backed security agency securities and put-
ting up margin on those securities. 

This is something the commission has asked FINRA to do and 
the SEC has approved this rule, and it is going to final, but from 
reading it, it appeared to me to be two issues. First of all, this says 
that if we are doing a when-issued mortgage-backed securities pool, 
that during that 30-day inter-when-issued basis, we would be put-
ting up margin on those securities based on a mark-to-market, 
which I understand. 

And this is integral to every consumer in our country, because 
that would get a 60-day lock for individual home mortgage, which 
is very important to consumers. But in looking at this rule, it ap-
pears to me two problems with it I would like you to look into it. 

One, it appears anti-competitive to me for a bank-owned dealer 
has an advantage over a non-bank-affiliated broker dealer. Why? 
Because if FINRA just applies to the broker dealer, a broker dealer 
that has a bank affiliate, could simply move this one issued busi-
ness over to the bank, therefore being anti-competitive with non- 
bank-owned dealers. And I have a problem with that. I think that 
is unfair in public policy. 
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And second, you may want to have a little jurisdictional concern 
because I am not sure that the SEC has the authority to regulate 
margin and agency securities. I think last time I checked, that was 
a Federal Reserve prerogative. So would you commit to me that 
you will look into this rule and see how we can assure a level play-
ing field in the agency market? 

Mr. QUARLES. Yes, absolutely. I think that needs to be a very 
high principle in regulation generally, is that regulation should not 
be tilting a playing field one way or the other across a whole range 
of issues. 

Mr. HILL. Appreciate that, and in the time I have remaining, an-
other issue I think that is—I think the Fed should weigh in on is— 
is this issue where under Dodd-Frank, the TLAC (total loss-absorb-
ing capacity) process, putting up abundant capital to resolve poten-
tial bank crisis. 

I think now appears to me to be in conflict with our new and— 
tax reform and tax cut package that we are very proud of in the 
Congress. We believe this is why CBO says we are growing at 3.3 
percent now, a big increase from the past decade. And that is great 
for all Americans. 

But part of that was, as you know, on the international tax re-
gime, this base erosion anti-abuse tax feature of the tax reform bill, 
now appears to me to be in conflict with financial services policies 
on TLAC. Are you familiar with this and have you talked to the 
Treasury about this potential conflict? 

Mr. QUARLES. Yes, I am familiar with the issue, I have talked 
with the affected banks, with the Treasury, and what we are trying 
to do or asking the banks to do is to first quantify the issue be-
cause quantifying it is very complex, as you know, because it de-
pends on their whole tax position. 

And that has taken them some time, we are beginning to come 
back with some estimates now from at least some banks at what 
they think the quantifications are, and then the question is—is the 
best way to do that through a Treasury rulemaking, through think-
ing about Federal Reserve regulatory policy, and we are just begin-
ning to start working with the Treasury on that. 

Mr. HILL. Good, well best wishes and please keep up apprised on 
your thoughts there. Thank you very much, I yield back, Chair-
man. 

Mr. QUARLES. Thank you. 
Chairman HENSARLING [presiding]. Time of the gentleman has 

expired. The Chair now recognizes the gentleman from Georgia, 
Mr. Loudermilk. 

Mr. LOUDERMILK. Thank you very much, Mr. Chairman, and 
thank you for being here with us. A couple areas I just—I want to 
talk about with you is—is first a 1977 bill, the Community Rein-
vestment Act, to start with, then I want to talk a little bit about 
cybersecurity, if we have time for it. 

But, as you know, this bill was implemented in 1977, and I, as 
many others believe, it is time to revisit and revise this bill. And 
last month I wrote a letter with Mr. Tipton and Mr. Luetkemeyer 
to the three banking agencies and the Treasury Department about 
modernizing the implementation of the CRA. 
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And we received back from the Treasury Department, which re-
cently released its recommendations for CRA reform, and the OCC 
will be doing the same, and the FDIC Chairman, Mr. Gruenberg, 
wrote us back and said he agrees that we need to revisit this. 

And the three areas that I—I think—that we have been focusing 
on and I think we need to pay attention to, is, first, the taking in 
account of the recent developments in fintech; two, is being trans-
parent with banks about which loans receive CRA credit; and the 
third is giving banks timely CRA exam results. 

And so, my first question is simple. Do you agree that there is 
a need to revisit the implementation, particularly in these areas? 

Mr. QUARLES. Very much so. As you have noted, it is a law from 
1977, and the world is very different today than it was in 1977, 
and achieving the same objectives will probably require different 
measures now than it did then. 

Mr. LOUDERMILK. And it—I am often reminded, when I go back 
and I watch movies from 1977, how much has changed. And it is 
not just the hair styles, but the economy and technology has 
changed, and we have been extremely slow in keeping up with 
technology and the regulations for that. And so I appreciate your 
answer. 

Follow up on that, do you think the CRA can be modernized 
without detracting from its core purpose? 

Mr. QUARLES. Not only without detracting from its core purpose, 
I think that for it to achieve its core purpose in the modern world, 
I think it can better achieve it if we take a fresh look at it. 

Mr. LOUDERMILK. Well, I appreciate it, and I agree with you on 
that. So I look forward to working with you as—as we do this. Shift 
over a little bit on cybersecurity, I spent 20 years in the IT busi-
ness, this is an area that is very important to me. 

And I know during your speech at the Financial Services Round-
table in February, you stated that you support the private sector’s 
efforts to harmonize cybersecurity efforts across the financial serv-
ices industry, and I agree with that. 

But I also think there is a need for Federal regulators to har-
monize the many overlapping and sometimes conflicting 
cybersecurity standards that are applied to private sector compa-
nies. 

Especially a lot of banks will have multiple cybersecurity require-
ments—or financial institutions, I should say—that are differing 
from the different regulating agencies. In fact, I had one tell me 
one time, Well, if I am in compliance with Regulator A, I am out 
of compliance with Regulator B in certain instances. 

What is the Federal Reserve doing to coordinate these 
cybersecurity supervisory activities with the other regulatory agen-
cies? 

Mr. QUARLES. There are some standing processes—interagency 
processes that are intended to help coordinate that are focused on 
the IT infrastructure exams, and the infrastructure of the financial 
system, generally. 

But, as I have indicated, I do think that we need to, in those 
processes, and within the Federal Reserve, we really need to reju-
venate the way we are thinking about it, and focus on real resil-
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iency, and what we can do to support that, as opposed to pure com-
pliance. 

Mr. LOUDERMILK. So do you think there is more that we can do 
to coordinate between the— 

Mr. QUARLES. Very much so. 
Mr. LOUDERMILK. —various agencies? You say, when you have 

conflicting requirements, it actually harms cybersecurity than actu-
ally strengthens it, so I think— 

Mr. QUARLES. Absolutely. 
Mr. LOUDERMILK. —the same thing that you were saying about 

the CRA, I think we can apply to cybersecurity. Last question: In 
your testimony, you said that you are focusing on mitigating 
cybersecurity risk to financial institutions. Can you just hit on a 
few of the things that you are doing in that arena? 

Mr. QUARLES. Right now the principal effort is in these inter-
agency discussions, to think about where are the real risks in the 
system. So it is behind the scenes, as to figure out exactly what we 
ought to be doing, and then we work on how to affect what we 
ought to be doing. 

And they are difficult questions, and we are still working on 
them, but at very high priority. 

Mr. LOUDERMILK. Well, thank you. I see my time is expired, and 
I yield back. 

Chairman HENSARLING. Gentleman yields back. Chair now recog-
nizes gentleman from Ohio, Mr. Davidson. 

Mr. DAVIDSON. Thank you, Chairman, and thank you Vice Chair-
man Quarles. I really appreciate your testimony today, both writ-
ten and in the Q&A session, so thanks for helping with the trans-
parency that is part of the role. 

But I will confess that the average constituent, the average per-
son who is maybe looking at the clock, saying, Hey, I am coming 
up on my second-shift job, catching lunch or something—they may 
know that the Federal Reserve’s out there. They may know that 
the Federal Reserve Chairman deals with setting interest rates. 
They might not differentiate that as monetary policy. 

Could you succinctly describe, in a basic way, where the distinc-
tion between monetary policy and regulatory supervision is drawn? 

Mr. QUARLES. I will try to do that succinctly, but because the two 
are related in important ways, and that gets very complicated to 
try to describe. 

But our regulation of the financial sector and of the banking sys-
tem is the development of rules to ensure the safe, sound, and effi-
cient operation of the system. 

And then we have a supervisory function, where we examine all 
of the banks that are subject to our jurisdiction to ensure that they 
are complying with the rules and operating in a safe, sound, and 
efficient manner. 

Mr. DAVIDSON. Thank you. And having been the first person to 
fill this role, I appreciated your testimony earlier with Mr. 
Luetkemeyer, when he was differentiating guidance from rule-
making. 

And, of course, rulemaking is generally subject to more oversight 
from Congress, and we struggle with the guidance. And, frankly, 
there is very little accountability for what guidance is given, except 
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reactionary after the fact, and then it is hard to substantiate, and 
it is finger pointing—no, he didn’t, yes he did—kind of events. 

But it has a profound impact on the economy. In your role, how 
do you see you personally and your team being able to contribute 
to clarity around that? 

Mr. QUARLES. I think that transparency in all of our processes 
ought to be something that is a high priority for us. And it has 
been a priority, but I think it is becoming a higher priority. 

And that means that when we—when we are taking an action 
that we think is going to have the effect of a rule that we intend 
to apply as a rule, then we should take that through a fully APA- 
compliant process, and seek notice and comment, and put that for-
ward as a rule. 

And then, perhaps in the past at the margin that sometimes 
hasn’t happened. I mean, that distinction has been blurred. I do 
think there is a role for guidance. I don’t think that, it is never the 
case that we would—that we would put out guidance. The banks 
ask us for guidance, right? Once we have gone through the com-
plex— 

Mr. DAVIDSON. We appreciate that distinction from the Fed’s ac-
tivity and the CFPBs, for example, where they don’t want to be ac-
countable for even giving guidance. 

Mr. QUARLES. Precisely. 
Mr. DAVIDSON. Yes. 
Mr. QUARLES. And with respect to our guidance, I think that we 

can be, as opposed to that, which sometimes in the past—that is 
less than the case of the recent past, but sometimes in the past 
has—has just gone out to the examiners and the banks. 

I think we can go out for comment on guidance, even when some-
thing is not a rule. I think that we—I think we benefit from that 
process. It is not just—again it is not just a question of being fair 
to the regulated industry, it is not just a question of being account-
able to the public. It is also a question of improving the content of 
what it is that we do by getting as much comment on it as possible. 

Mr. DAVIDSON. Well, thank you and thank you for that role in 
the ability to protect the average American in their safety and 
soundness of the financial markets in that way. 

And Chairman Barr alluded to a bill that I have introduced that 
would provide a way to do more of that accountability through put-
ting the regulatory side, the supervision side of the Fed on appro-
priations. And so I look forward to working with you and Chairman 
Barr on that as you committed to do, so thank you. 

Another important role is the engagement with international 
agreements, and I will confess I have been very concerned about 
the previous path and personally affected by some of those deci-
sions. How do you plan on having the Fed represented at these 
international accords in the future given your leadership role? 

Mr. QUARLES. So, as I have indicated, I do think that it is in our 
interest. I know that there has been frustration with these bodies 
in the past. I think that our engagement with them is in our inter-
est, in part precisely because of that reason. We have particularly 
for our institutions that do operate globally; we don’t want the deci-
sions made in those bodies made without our strong and effective 
engagement. 
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I think that we need to argue for them to continue their evo-
lution toward more transparency. I think they have been. I think 
that as we implement the rules we need to be transparent about 
how to do that. 

Mr. DAVIDSON. Thank you, my time is expired and I yield. 
Chairman HENSARLING. Time of the gentleman has expired. The 

Chair now recognizes the gentleman form North Carolina, Mr. 
Budd. 

Mr. BUDD. Thank you, Mr. Chairman, and also thank you, Vice 
Chairman Quarles, for coming today and again for your service. 
You are a breath of fresh air. 

My questions are about a smaller part of your portfolio but no 
less important. It is about insurance oversight. 

Mr. QUARLES. Yes. 
Mr. BUDD. So specifically I want to talk about the ongoing work 

on international capital standards that are being developed by the 
International Association of Insurance Supervisors. So in Novem-
ber of last year at a meeting in Kuala Lumpur, IAIS announced 
that it was moving forward with an ICS (Insurance Capital Stand-
ard) version 2.0. It will be very similar to European Solvency Regu-
lation and will use European accounting rules and European cap-
ital resource determinations. 

So in my view, this European-centric approach is unworkable for 
the U.S. Insurance Regulatory system. So with that being said, my 
first question is do you believe existing State-based capital require-
ments promote the solvency of the U.S. insurance companies? 

Mr. QUARLES. I think they do, yes. 
Mr. BUDD. OK, very good. Last week I received a response from 

Chairman Powell to a letter I sent him on this same topic. Specifi-
cally, Chairman Powell cites two rationales for the creation of ICS. 
One was to provide a level playing field. The second was to prevent 
regulatory arbitrage. So while I know the response I received was 
not from you, you and Chairman Powell work very closely together 
on these, and so I have two brief questions on Chairman Powell’s 
response. 

First, why is capital the only component when EU regulators and 
EU insurers talk about a level playing field? And I will go on. So 
does Europe have the robust insured—consumer protection insurer 
resolution mechanisms that we have here in the U.S., and where 
is the level playing field on these very important topics? 

Mr. QUARLES. I agree with you that we need to be thinking about 
a level playing field across the whole regulatory regime— 

Mr. BUDD. And not just with capital standards? 
Mr. QUARLES. And not just with capital, certainly yes. That is— 

that is—that ought to be an important part of our general engage-
ment. 

Mr. BUDD. Could you elaborate other areas where we would want 
to have a level playing field? 

Mr. QUARLES. As you have indicated, I think that all the ele-
ments of a regulatory regime affect the burden and competitiveness 
of an institution and it is in our interest to look across all of the 
elements. And different fora—there may be different fora that are 
the right places to try to push those arguments, depending on dif-
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ferent types of regulation, but it is in our interest to ensure that 
the whole playing field is level. 

Mr. BUDD. So beyond the capital standards insurance and con-
sumer protections and insure resolution mechanisms, level the 
playing field there, as well, is fair to say? Next question, should the 
Federal Reserve as a prudential or safety and soundness regulator 
be concerned about an international level playing field. Isn’t that 
more of a focus of trade policy and not just monetary policy? 

Mr. QUARLES. Well, as a financial regulator though, I do think 
that it gets a little weedy. You know our trade policy generally 
stands back. Our trade representative and trade negotiations stand 
back from financial regulation and those are separately nego-
tiated—positions are simply negotiated because we do have an in-
terest in ensuring that our internationally active firms are treated 
equally and—and—and not subject to differing rules in different ju-
risdictions in ways that might be deleterious to them. 

I do think that we have an interest in engaging in those fora to 
try to ensure level rules in those areas, and I think that it is appro-
priate for that to be done in the financial regulatory sphere, both 
with the Federal Reserve and with other participants. 

Mr. BUDD. I appreciate the clarification. Mr. Chairman, I yield 
back. Thank you. 

Chairman HENSARLING. Would you yield to the Chairman? 
Mr. BUDD. I yield to the Chairman. 
Chairman HENSARLING. Mr. Chairman, under the living will re-

quirements, and I think we may have touched upon this once, you 
are really given—the Fed is given unreviewable discretion to really 
fundamentally restructure a number of private businesses that 
seemingly lack objective standards. And so the entirety of the an-
nual living will process is all predicated on a quote, unquote, cred-
ible plan, whatever that is. 

So you have talked about transparency. What is it you can do to 
increase transparency to the living will process? And with respect 
to having to do this on an annual basis, do you have it within your 
power to do it on a less frequent basis? 

Mr. QUARLES. With respect to transparency, I do think that as 
with many of our regulatory and supervisory issues we have with 
firms, I think that we can just be more interactive and open about 
what our expectations are, get more comment from them about— 
about our expectations, ask more questions, all of that is something 
I think that we can do better. 

On the frequency, yes, we do have it in our power to have these 
assessments done less frequently and I think we are probably at 
a time where it is appropriate to do that. Whatever the merits of 
the prior process of restructuring, it is largely complete. 

Chairman HENSARLING. Time of the gentleman from North Caro-
lina has expired, and the Chair now recognizes the gentleman from 
Tennessee, Mr. Kustoff. 

Mr. KUSTOFF. Thank you, Mr. Chairman, and thank you, Vice 
Chairman Quarles, for being here with us today this afternoon. I 
am going to go a little bit more broad than some of the other ques-
tions. 
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Obviously the Federal Reserve—community bank background 
and, I saw that firsthand with good community banks, especially 
in my area of West Tennessee. 

You gave a speech a few weeks ago to the HOPE Global Forums 
annual meeting and in that speech, the way I read it, you acknowl-
edge that the small business credit needs are in many instances 
not being met. Do you believe that there is a need to reduce the 
regulatory burden on our small community institutions so that they 
can continue to meet the needs of our small local businesses? 

Mr. QUARLES. Yes, I think that there is a need to do that and 
that it is important for us to address it. 

Mr. KUSTOFF. And you talked in your speech about the easing, 
and in particular, are there particular types of companies that you 
have identified or that you would identify as having the most dif-
ficulty finding adequate access to credit? 

Mr. QUARLES. So I am sure that that study has been done. I do 
not know the facts, but I can certainly get them for you as to our 
assessment of whether there are particular companies that have 
the most difficulty getting access credit. 

Mr. KUSTOFF. Thank you very much. As it relates to—as it re-
lated to fintech, can you explain, if you would how the Fed carries 
out a supervisory role in new and expanding markets to protect 
consumers from fraud and cyber attacks? 

Mr. QUARLES. With respect to fintech, our supervisory relation-
ship with fintech principally comes from where the fintech firms 
connect with the directly regulated financial system of the banking 
system, which most of them do. They receive their funding or ac-
cess to the payment system through a regulated bank usually in 
one place or another. 

And when they do that, then we both supervise the bank as it 
engages with the fintech company and in certain cases, we have 
the ability to look at the fintech company and its connection to the 
bank, and then we look and determine the compliance of that activ-
ity, both with safety and soundness regulation, as well as with con-
sumer compliance regulation. 

Mr. KUSTOFF. Thank you very much, and I yield back the bal-
ance of my time. Thank you, sir. 

Chairman HENSARLING. Would you yield to the Chairman? 
Mr. KUSTOFF. I yield to Chairman to the gentleman. 
Chairman HENSARLING. I thank the gentleman for yielding. 

Chairman Quarles, back to the living wills. As I understand it Sec-
tion 165 of the Dodd-Frank Act would allow you to publicly disclose 
the assessment framework. Is that your understanding, as well? 

Mr. QUARLES. Yes, I think that we could disclose it. 
Chairman HENSARLING. OK. Are you familiar with H.R. 4292 of 

Congressman Zeldin’s Financial Institutions Living Will Improve-
ment Act? 

Mr. QUARLES. I am. 
Chairman HENSARLING. Well, it would—it would do just that. 

And are you familiar that this bill passed the House 414–0? 
Mr. QUARLES. I knew that there was a bill that had and now I 

know it is that one. 
Chairman HENSARLING. You might want to just take my word for 

it. Anyway, please take this as a very strong suggestion of the 
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House of Representatives. So, you do have the authority to publicly 
disclose this assessment framework. The House unanimously is 
suggesting that you do that. I hope that you will give it careful, 
careful consideration. 

In addition, I believe one—Section 165 of Dodd-Frank would also 
allow the Federal Reserve to provide feedback on Section 165D, liv-
ing wills. Is that your understanding, as well? 

Mr. QUARLES. Yes. 
Chairman HENSARLING. And I suppose you could do this in a 

timeframe of, say, 6 months? 
Mr. QUARLES. That would be possible. 
Chairman HENSARLING. OK. Just for your edification, you will 

also find this in H.R. 4292—and I would suggest that the Fed take 
a very serious look at doing just that. 

Time of the gentleman has expired. The Chair now recognizes 
the gentleman from Indiana, Mr. Hollingsworth. 

Mr. HOLLINGSWORTH. Well, good afternoon. Thank you so much 
for being here. You have reached the end of the line here. Like 
Chamberlain at Little Round Top. Well, I wanted to reiterate a few 
things. I know you have talked a lot about cost-benefit analysis, 
comprehensive analysis, the importance of that overall, and obvi-
ously I am working on a bill specifically that we have dropped that 
really helps and drives the Federal Reserve to do cost-benefit anal-
ysis where their regulations are in excess of the international 
standard. 

And just the statement that says, look, if it needs to be in excess 
than it should be delivered through a cost-benefit analysis. People 
deserve to know the reasons why we have done this right and if 
the analysis itself does not bear out that it should be in excess of 
international standards then we want to know that as well. 

And so it does nothing to force it to match international stand-
ards, does nothing to change existing standards, but just as you 
have said in your testimony as you said in the Q&A period here 
how important transparency is really helps with that process. So 
I would love it if you take a look at that as well. 

Mr. QUARLES. Absolutely. 
Mr. HOLLINGSWORTH. On a very, very different topic I also want 

to talk about G-SIB surcharge, and how important that is and I am 
actually reading a book right now that talks a lot about Wheeler 
and Feynman’s collaboration on quantum mechanics. And one of 
the things that really stuck with me was they said the hardest part 
about quantum mechanics is the constant change as well as the 
variables. 

And that brings me back to some of the coefficients in the meth-
od, too. They have been in place and they have been set since 2015 
but the economy, the world, the environment, the risk profile have 
all changed since then. And so, I wondered if you might comment 
a little bit about the potential to update some of those coefficients 
to reflect the new reality and specifically with regard to economic 
growth. We don’t want our firms to be penalized because the econ-
omy is growing, because the world has gotten bigger. I wonder if 
you might comment on that a little bit. 

Mr. QUARLES. I think that those are very good points. I think 
those are things that we have to look at with respect to the calcula-
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tion of the G-SIB surcharge in general. The original calculation of 
that was made a number of years ago and in part in relation to 
the living will process that we have just been talking about—were 
just talking about. 

If we leave, which I do believe I think we—I think it is generally 
accepted that that has resulted in improvement in resolvability of 
the firms and that means that the consequence of their default is 
less. And the reason for the G-SIB surcharge is precisely our as-
sessment of the heightened consequence of their default. 

If we have reduced that consequence, we ought to be able to 
think about—now I don’t know exactly what the size of that effect 
is, what the outcome of that would be, but then a process of think-
ing about is appropriate now. 

Mr. HOLLINGSWORTH. Yes. And, we should reflect that with the 
reality that we see on the ground, like you said, not only with their 
lowered risk profile, but the enhanced economic environment, as 
well. 

Ultimately, we haven’t slaughtered the business cycle. But we 
want to make sure that at every step of the way, that the coeffi-
cients themselves reflect reality, because if they don’t, they start to 
drive reality and cause firms to make decisions that might not be 
in the best interest of a stable, safe, secure, but also efficient finan-
cial system like you pointed out. 

Specifically, one of the things that I wanted to talk about within 
the method to and within the coefficients is how the short-term 
wholesale funding is measured and how certain—are treated. And 
I just wanted to draw your attention to those, as well. 

Obviously, like you talked about, I think in your written testi-
mony, you even refer to the great changes that have been made 
over time, specifically with the G-SIBs in reducing their reliance, 
but making sure that ultimately we have that reflected in the 
equations themselves. And I appreciate your work. 

And then, as David mentioned, how important it is to overall 
step back, and how much we appreciate the work that you are be-
ginning, and really looking at, and as you say in your testimony, 
the fact that it is not incompatible to say we want a safe and se-
cure system, but we also need an efficient, effective system, as well, 
and making sure that those two go in hand. And I really appreciate 
the fact that you have been willing to look at so many things, re-
calibrate so many things. 

Because I think this is very much an iterative process and mak-
ing sure that the things that we have done in the past, whether 
that is Congress or regulators, haven’t had a deleterious effect on 
the economy, either credit availability, but also on U.S. firms’ abil-
ity to compete around the world. 

Because ultimately financial services is something we do excep-
tionally well in this country. I will make sure that that continues 
to be the case and that public policy doesn’t stand in a way of that. 
So thank you for being here today. With that I go back, Mr. Chair-
man. 

Chairman HENSARLING. Would you yield to the Chairman? 
Mr. HOLLINGSWORTH. I would, indeed. 
Chairman HENSARLING. Mr. Chairman, going back to the CCAR 

process, recently, the Fed announced that it would no longer object 
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to a company’s capital plan based upon the qualitative deficiencies 
for banks under $250 billion, is that correct? 

Mr. QUARLES. Yes. 
Chairman HENSARLING. So, under Section 165 of the Dodd- 

Frank, you also have the power to do that for all banks, is that cor-
rect? 

Mr. QUARLES. That is also correct. 
Chairman HENSARLING. Are you considering doing that for all 

banks? 
Mr. QUARLES. We are. 
Chairman HENSARLING. Excellent. 
The time of the gentleman has expired. There being no further 

members in the queue. The Chair notes that some Members may 
have additional questions for this panel, which they may wish to 
submit in writing. Without objection, the hearing record will re-
main open for 5 legislative days for Members to submit written 
questions to these witnesses and to place their responses in the 
record. Also, without objection, Members will have 5 legislative 
days to submit extraneous materials to the Chair for inclusion in 
the record. 

[Whereupon, at 12:58 p.m., the committee was adjourned.] 
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A P P E N D I X 

April 17, 2018 
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