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News for the Board of Directors, June 2021 
 
Dear members and friends, 
 
Acting Comptroller of the Currency Michael J. Hsu testified 
before the U.S. House Financial Services Committee on the 
condition of the federal bankings system, the agency’s 
response to the COVID-19 pandemic, and its efforts to 
promote diversity and inclusion.  
 
Mr. Hsu’s testimony also included a description of his priorities as head of 
the Office of the Comptroller of the Currency. 
 

Introduction  
 

Chairwoman Waters, Ranking Member McHenry, and members of the 
Committee, I am pleased to provide an update on the activities underway 
at the Office of the Comptroller of the Currency (OCC) to ensure that 
national banks and federal savings associations operate in a safe, sound, 
and fair manner.  

http://www.iambd.org/
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Throughout the pandemic, the OCC has placed a priority on the health and 
safety of its workforce and taken steps to safeguard employees while 
maintaining their ability to ensure that the banks we supervise meet the 
objectives of our mission.  
 
The banks have played an important part in our nation’s ongoing response 
to the COVID pandemic by providing essential banking services and 
needed capital and by extending credit to hundreds of millions of 
households and businesses.  
 
Last week I was sworn in as Acting Comptroller of the Currency. It is a 
tremendous honor to work with the 3,500 dedicated professionals of the 
OCC.  
 
I appreciate the confidence Secretary Yellen has shown in me by 
appointing me to this important post. I am looking forward to building on 
the agency’s long history and rich heritage.  
 
I am a career public servant and a bank supervisor at my core. My 
experiences at the Securities and Exchange Commission, U.S. Department 
of the Treasury, International Monetary Fund, and the Board of Governors 
of the Federal Reserve System over the past 19 years have spanned periods 
of growth, crisis, reform, and recovery.  
 
I have seen firsthand the benefits that financial innovation and healthy 
competition can bring, as well as the harm that excessive risk taking, 
ineffective risk management, poor internal controls and lax compliance can 
inflict on families and businesses, the banking system, and the economy.  
 
I am proud to have worked alongside some of the smartest and most 
dedicated public servants in the world to repair and restore confidence in 
the financial system so that consumers, businesses, and communities can 
save, borrow, and participate in the economy.  
 
Promoting fairness and inclusion in banking is a fundamental part of the 
OCC’s mission.  
 
The events of the past year have compelled me and many others to 
consider whether we are achieving fairness across many aspects of society, 
including banking.  
 
I look forward to working with members of the committee, fellow 
regulators, community groups, banks, academics, and the staff of the OCC 
to ensure that the banking system works for everybody, especially those 
who are vulnerable, underserved, and unbanked.  
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My testimony today is focused on my priorities for the OCC and the review 
of key regulatory standards and pending actions that I immediately 
initiated upon taking office. 
 
To read more: https://www.occ.treas.gov/news-issuances/congressional-
testimony/2021/ct-occ-2021-56-written.pdf 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.occ.treas.gov/news-issuances/congressional-testimony/2021/ct-occ-2021-56-written.pdf
https://www.occ.treas.gov/news-issuances/congressional-testimony/2021/ct-occ-2021-56-written.pdf
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Living in a Material World: Myths and Misconceptions about 
“Materiality” 
Commissioner Allison Herren Lee, U.S. Securities and Exchange 
Commission, Keynote Remarks at the 2021 ESG Disclosure Priorities Event 
Hosted by the American Institute of CPAs & the Chartered Institute of 
Management Accountants, Sustainability Accounting Standards Board, 
and the Center for Audit Quality 
 

 
 

Thank you, Neil [Stewart] for the introduction and for having me today as 
you discuss the important and timely topic of climate and ESG disclosures. 
I very much look forward to hearing from Janine [Guillot] and Julie [Bell 
Lindsay]. You both bring years of experience and significant expertise to 
these issues, and your organizations, SASB and CAQ, have contributed 
significantly to the development and understanding of ESG disclosure and 
assurance related to such disclosures. 
 
This is a highly sophisticated audience of accountants, auditors, attorneys, 
and other professionals, with deep knowledge concerning public company 
accounting and other disclosures – how to identify, prepare, and verify 
them. The SEC needs your advice, your thoughts, and your expertise as we 
endeavor to craft a rule proposal for climate and ESG disclosures. 
 
As we all debate and deliberate over these issues, a great deal of attention is 
focused on the concept of materiality. Materiality is a fundamental 
proposition in the securities laws and in our capital markets more broadly. 
The system for public company disclosure is generally oriented around 
providing information that is important to reasonable investors.  
 
Although the SEC must craft the rules, and companies, with the help of 
lawyers and accountants, must comply with them, the viewpoint of the 
reasonable investor is the lens through which we all are meant to operate. 
 
From a policy perspective, it is unfailingly simple and makes perfect sense: 
those with the money are the ones who decide how to spend it. And there is 
a clear corollary to that point – reinforced by Supreme Court precedent – 
which is that investors are also the ones who decide what information they 
need to make those choices. 
 
But as debates around climate and ESG disclosure have intensified, I have 
found through dozens if not hundreds of conversations that a number of 
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misconceptions about materiality – what it is and what it is not – have 
proliferated.  
 
For example, many appear to believe that materiality currently works 
almost preternaturally, on its own with no need for regulatory 
involvement, to produce all important information from all public 
companies at all times. Many have also come to believe (incorrectly) that 
the SEC is legally prohibited from requiring specific disclosures unless it 
can demonstrate that each such disclosure is individually material to the 
bottom line of every public company. 
 
Given the import of materiality to the current debate regarding climate and 
ESG disclosures, this is an opportune moment to discuss some of these 
myths and misconceptions – especially with this audience, one that is well-
equipped to bring careful thought and analysis to these issues. 
 
Myth #1: ESG matters (indeed all matters) material to investors are 
already required to be disclosed under the securities laws. 
 
Let me start with the myth that I believe is the most prevalent. We 
frequently hear that new climate or ESG disclosure requirements are 
unnecessary because the existing disclosure regime already requires the 
disclosure of all material information. 
 
This is simply not true, and reflects a fundamental misunderstanding of the 
securities laws. Public company disclosure is not automatically triggered by 
the occurrence or existence of a material fact. There is no general 
requirement under the securities laws to reveal all material information. 
Rather, disclosure is only required when a specific duty to disclose exists. 
 
In a seminal Supreme Court case on materiality, Basic v. Levinson, the 
court found that preliminary merger negotiations may be material, 
affirming that materiality is to be gauged through the eyes of the 
“reasonable investor.” 
 
But Basic also acknowledged the fundamental principle that, under the 
securities laws, an omission of information – even material information – 
is not actionable absent a duty to disclose. 
 
In Basic, the duty to disclose the pre-merger negotiations arose out of 
public statements the company made asserting that it was unaware of any 
developments that might explain high trading volumes and price 
fluctuations in its shares. 
 
So, what are the possible sources of a duty to disclose? A duty may arise by 
virtue of an explicit SEC disclosure requirement, such as those set forth in 
Regulation S-K. A duty may also arise, as it did in Basic, in order to make 
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other statements made by a company materially accurate or not 
misleading. 
 
Let’s take political spending by public companies as an example because it 
illuminates the principles behind both types of possible duties. We know 
that this type of information can be extremely important to reasonable 
investors. 
 
Indeed the SEC received over a million requests to require such 
disclosures. As the late founder of Vanguard, John Bogle, once said 
“corporate managers are likely to try to shape government policy in a way 
that serves their own interests over the interests of their shareholders.” 
 
When companies use shareholder funds for political influence, it stands to 
reason that shareholders would want to be able to assess for themselves 
whether such spending is in their interests. 
 
But companies rarely disclose political spending in reports filed with the 
SEC for the simple reason that there are no explicit SEC rules requiring 
such disclosure. 
 
As I mentioned, another means by which a duty may arise is through 
statements a company makes on a topic which may then require the 
disclosure of additional information “necessary in order to make the 
statements made, in the light of the circumstances under which they are 
made, not misleading.” 
 
In other words, if a company makes statements on a topic, a duty may arise 
to disclose additional information needed to ensure that those statements 
are materially accurate and complete. 
 
Continuing with the political spending example, after the events at the 
Capitol on January 6th, we saw companies increasingly making public 
pledges regarding their political spending practices. 
 
One might argue that these public pledges give rise to a duty to disclose 
their actual political contributions – not unlike the duty to disclose merger 
negotiations in Basic – to ensure that such statements are not misleading, 
especially if actual contributions run contrary to these pledges. But such a 
duty would arise only based on discretionary statements made by 
management, not solely on the basis that information regarding political 
contributions is material to investors. 
 
The bottom line is that absent a duty to disclose, the importance or 
materiality of information alone simply does not mandate its disclosure. 
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The securities laws currently include little in the way of explicit climate or 
other sustainability disclosure requirements. 
 
In many instances, therefore, disclosure may be required only when a 
particular discussion of climate is collateral to something else disclosed by 
the company. The same is true for many ESG matters that lack express 
disclosure requirements. Thus, climate and ESG information important to 
a reasonable investor is not necessarily required to be disclosed simply 
because it is material. 
 
To read more: https://www.sec.gov/news/speech/lee-living-material-
world-052421 
 

 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.sec.gov/news/speech/lee-living-material-world-052421
https://www.sec.gov/news/speech/lee-living-material-world-052421
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Remarks 
Vice Chair for Supervision Randal K. Quarles, at the National Association 
of Insurance Commissioners International Insurance Forum 
 

 
 

Thank you for inviting me to speak today. Over the years, I have enjoyed 
working with many of the insurance regulators participating in this 
conference, and I look forward to the day—already very near—when we will 
again have such events in person. 
 
The Federal Reserve has a closer connection to the insurance industry than 
most realize. Insurance and insurers relate closely to the Federal Reserve's 
mission to provide the nation with a safe, flexible, and stable financial 
system.  
 
Insurers play a crucial role in securing the safety and financial stability of 
American households. Insurers also play a key role in many financial 
markets, including as among the largest investors in certain asset classes. 
 
Indeed, the Federal Reserve arguably owes its creation, which followed the 
Panic of 1907, at least in part to the insurance industry. Some scholars have 
argued that it was the catastrophic 1906 San Francisco earthquake that 
caused the Panic of 1907. 
 
The 1906 earthquake left over half of San Francisco homeless. Such 
widespread destruction of one of the country's largest cities had a 
commensurate effect on the economy and insurance industry.  
 
Fearing that the U.S. financial markets could not absorb that many dollars 
in asset sales, many European insurers paid claims by withdrawing money 
from foreign banks and shipping gold across the Atlantic.  
 
The Bank of England's gold supply accordingly dropped 14 percent. It 
responded to this gold outflow with measures that contributed to the panic 
and, after an admittedly long chain of events, led to my being here today. 
 
Of course, now we have a different financial system and better means to 
coordinate an international response to such events.  
One of these mechanisms is the Financial Stability Board (FSB), which I 
chair. Insurance continues to be an important part of the FSB's mission in 
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collaboration with other governments and organizations, particularly the 
International Association of Insurance Supervisors (IAIS). 
 
So today, I would like to highlight a few of the Federal Reserve's priorities 
on insurance regulation and supervision, both domestically and 
internationally. 
 
COVID Event Monitoring and Response 
 
One priority has been monitoring the impact on the insurance industry of 
what I refer to as the COVID event. And so far, the insurance sector has 
performed very well. Insurers entered the pandemic with strong capital 
levels, and the industry has not seen any large defaults. Insurance risk 
managers and regulators should be proud of this performance. 
 
The COVID event has also affected financial markets. The Fed continues to 
monitor these effects, including the impact on life insurers of sustained low 
interest rates.  
 
The long duration of some insurance products, paired with embedded 
policyholder options, can make it difficult to match cash flows and can 
create interest rate risk. Additionally, some savings products can be 
difficult for insurers to market when only returns of near 0 percent can be 
profitably guaranteed. 
 
And the COVID event has posed some challenges for supervisors. Social 
distancing has changed how financial products are distributed, how we 
supervise financial institutions, and how we collaborate in the regulatory 
community.  
 
For example, though both the IAIS and FSB have worked intensively at a 
distance—there is an FSB meeting of one sort or another every day of every 
week—it has been over a year since the IAIS or FSB has met in person. 
 
Capital 
 
Currently the Board's most significant project with respect to insurance 
and our role in supervision is the development of a capital rule for 
insurance depository institution holding companies, as required by the 
Dodd-Frank Act.  
 
We have engaged in a thorough and deliberative process in developing an 
appropriate capital rule, which has included both an advance notice of 
proposed rulemaking and a more recent proposal that we invited comment 
on. This deliberative approach is working well.  
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Most of the comments we received on the proposal, which we're calling the 
Building Block Approach, or BBA, were supportive of both our process and 
the overall regulatory framework we proposed. And we are currently 
reviewing these comments and intend to publish a final rule soon. 
 
As we near the completion of this journey, I'd like to recap why we chose to 
propose the Building Block Approach, which adjusts and aggregates 
existing legal-entity capital requirements to produce an enterprise-wide 
capital requirement.  
 
The BBA is meant to address one of our biggest challenges in supervising 
companies that engage in both banking and insurance operations, which is 
how different these businesses are. No single, uniform approach to capital 
regulation is appropriate for companies in both sectors.  
 
The banking capital framework would not appropriately assess the 
capitalization of insurers. It is primarily based on risk-weighted assets.  
 
This framework would not capture many of insurers' liability risks, such as 
from natural catastrophes. Nor would any existing insurance capital rule 
appropriately assess the risks of a bank. 
 
So rather than trying to create a single capital framework that would work 
for all types of financial institutions, we decided to propose an aggregation 
approach that incorporates approaches developed specifically for each type 
of institution and its risks.  
 
The BBA uses the existing and time-tested frameworks that have been 
tailored specifically to measure appropriately particular risks. It assesses 
insurance risks using an insurance capital framework and banking risks 
using our banking capital framework. 
 
The suitability of such an aggregation approach for regulating the capital of 
a large, internationally active insurance group is being debated currently at 
the IAIS, as I will discuss in a moment.  
 
While there are disagreements at the margins, there are also many areas of 
agreement on the appropriate uses of an aggregation approach.  
 
The IAIS's Insurance Capital Standard (ICS) for internationally active 
insurance groups itself uses an aggregation approach to incorporate non-
insurance risks. And at the other extreme, there is also agreement that it 
would not be appropriate to calculate the capital position of a large bank 
holding company that is not engaged in insurance by aggregating the 
capital positions of certain subsidiary banks and legal entities. 
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A key issue in the international debate about the ICS is whether products, 
capital markets, and laws vary so much by country or region that a single, 
unified methodology cannot measure risk accurately.  
 
Are the differences in international insurance markets more like the 
significant differences between banking and insurance or like the less 
fundamental differences in the banking business models internationally?  
 
If the differences are large enough, a one-size-fits-all methodology could 
produce unintended consequences, send false signals to regulators or 
capital markets, and ultimately be destabilizing. 
 
The Insurance Policy Advisory Committee, or IPAC, is currently studying 
this issue by looking at the impact of a hypothetical adoption of the IAIS' 
Insurance Capital Standard on the U.S. industry, markets, and consumers.  
 
The IPAC is a 21-member advisory committee that was established by 
Congress in 2018 to advise the Board on international insurance capital 
standards and other insurance issues.  
 
The group is currently performing research on the potential impact of the 
Insurance Capital Standard—specifically on U.S. life and retirement 
products—and hopes to complete a review on this in the coming months. 
And I'm looking forward to seeing the result. For those that would like to 
contribute as a member of the IPAC, the IPAC will shortly be accepting 
applications. 
 
In addition to the Insurance Policy Advisory Committee, we're also 
working with the states and the National Association of Insurance 
Commissioners (NAIC), which I want to congratulate on adopting a model 
law related to their Group Capital Calculation (GCC) at the end of last year.  
 
We coordinated with the states and the NAIC to ensure that there would 
not be unnecessary duplication and burden between our two capital 
frameworks.  
 
While the Building Block Approach and Group Capital Calculation cannot 
be exactly aligned due to reasons that include our different legal mandates 
and restrictions, this collaboration has been successful.  
 
As one example, no group will be subject to both the BBA and GCC. 
Instead, the Fed and the states will share information on groups we both 
supervise. This reduces unnecessary burden on firms while still allowing 
appropriate supervision. 
 
Our close coordination with the states, the NAIC, and also the Federal 
Insurance Office extends to international policy development at the IAIS. 
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The members of "Team USA," as we refer to this group, work together to 
advocate for the United States internationally.  
 
One important international project that I have already mentioned is the 
ICS. Two years ago, the ICS reached a milestone when the IAIS 
membership adopted ICS version 2.0 for use in a five-year monitoring 
period. The purpose of this monitoring period is to evaluate the 
functionality and performance of the ICS. 
 
Team USA has argued that as currently constructed, the ICS would not be 
appropriate as a capital rule for U.S. internationally active insurance 
groups. Its market adjusted valuation approach could introduce significant 
volatility into the capital measure and capital requirement, which could 
lead to procyclical economic effects and harm the ability of insurers to 
provide long-term savings products.  
 
Accordingly, Team USA and other interested jurisdictions continue to build 
on our work on the Group Capital Calculation and Building Block 
Approach to develop what the IAIS terms the Aggregation Method, which 
could be considered an equivalent implementation of a group capital rule 
for large, internationally active insurers in the United States.  
 
To accomplish that, Team USA is currently working with other IAIS 
members to develop criteria to assess whether the Aggregation Method and 
ICS have a sufficient level of comparability. These criteria are planned to be 
released by the IAIS for public comment at the end of this year or early 
next year. 
 
As I have mentioned, it is uncertain what the potential impact of the IAIS' 
ICS on markets might be and whether the ICS, after any changes, will 
ultimately be suitable for adoption in the U.S. These issues are being 
studied, but the COVID event has affected this work.  
 
The number of participating firms decreased in response to the COVID 
event. Data analysis planned by the IAIS has been interrupted. The Fed 
would like to see the monitoring period extended by a year or longer given 
the unforeseen and unavoidable delays of the last year.  
 
This would allow for completing the originally intended analysis and 
incorporating any needed design changes. The Federal Reserve continues 
to advocate for the IAIS to have a transparent process that allows for 
meaningful opportunities for public comment in all its work. 
 
Supervisory Framework 
 
I'd also like to mention another project that we have been working on here 
at home. We are developing a tailored supervisory framework for the 
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insurance savings and loan holding companies (ISLHCs) that we supervise. 
Our development of this framework recognizes that the risks of ISLHCs are 
different than other banking organizations.  
 
This supervisory framework, which we plan to publish for public comment 
later this year, will describe our tailored expectations for these firms, how 
we will rate them, and how we rely on the work of state insurance 
supervisors to avoid duplication and undue burden. 
 
Climate Change 
 
Finally, climate change is another emerging risk that we are monitoring. 
Broad climate policy is the role of Congress and other federal agencies, not 
the Federal Reserve.  
 
The Board, however, expects all firms that it supervises, including 
insurance savings and loan holding companies, to manage all material 
risks, whatever the source—which can include climate risk.  
 
The insurance industry has been at the forefront of work to better 
understand climate-related financial risks, including through climate 
change modeling.  
 
While the Federal Reserve relies on fellow prudential regulators to 
supervise specific ISLHC entities, we also recognize that insurers have 
much to offer in understanding an emerging area of focus for the broader 
financial sector. 
 
Conclusion 
 
That is a brief summary of the Fed's work relating to the insurance 
industry. Our involvement with the industry is longstanding, reflecting 
insurance's central role in financial markets and its importance in helping 
households and businesses manage their risks.  
 
That involvement deepened after the global financial crisis, when Congress 
gave us additional responsibility for supervising certain insurers. 
 
More recently, our involvement has included verifying that these insurers 
are capable of dealing with the unprecedented challenges posed by the 
COVID event. Another new challenge is understanding and ensuring that 
firms account for climate-related financial risks.  
 
And a central part of the Fed's agenda is working with other regulators and 
the industry to devise an appropriate approach to regulating capital—one 
that recognizes the unique role of insurance in the financial system and the 
distinctions between insurance companies and banks.  
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Our deliberate process has helped build confidence among regulators and 
the industry and is bringing us to consensus. The public, which depends on 
a strong and stable insurance sector, has been well-served by that process 
and will benefit from the outcome. 
 
Thank you for the opportunity to speak with you. I look forward to 
engaging with you all in the future. 
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2020 Annual Report 
 

 
 

Message from the Chairman 
 
The PCAOB’s annual report summarizes our operations and financial 
results from fiscal year 2020.  
 
The PCAOB continues to pursue its five-year strategic plan—first adopted 
by the Board in 2018 and affirmed annually thereafter.  
 
Our plan emphasizes the need to transform our organization into a trusted 
leader that promotes high quality auditing through forward-looking, 
responsive, and innovative oversight.  
 
As discussed in more detail in this report, in 2020, we built on the progress 
of the transformative efforts we started in 2018. Significant steps included 
 
(1) becoming more proactive and innovative in our oversight,  
 
(2) expanding our stakeholder engagement activities and improving our 
communications,  
 
(3) maturing our internal operations by streamlining our business 
processes and improving our risk posture,  
 
(4) enhancing our organizational culture, and  
 
(5) cultivating a highperforming workforce.  
 
In retrospect, our strategic efforts had another benefit: preparing us for the 
major and unexpected challenges that arose in 2020 with the COVID-19 
pandemic.  
 
When the pandemic hit, we were prepared not only to transition our entire 
workforce to a remote environment, but also to adapt our oversight 
activities to address the financial reporting and auditing risks that arose 
out of the pandemic.  
 
As we have adapted to the changing circumstances, two fundamental 
considerations have guided us:  
 
(1) the health and safety of our employees and those with whom we interact 
and  
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(2) our statutory mission to promote audit quality.  
 
Despite the challenges of the COVID-19 pandemic, we carried out our 
mission and advanced our strategic vision.  
 
Thanks to a dedicated and talented staff, we continued to make strides in 
an unquestionably difficult year.  
 
As the PCAOB’s Chairman, I look forward to continuing to work 
collaboratively with my fellow Board members, the SEC, and the PCAOB 
staff to drive continuous improvement in audit quality.  
 
Respectfully, 
 

 
 

Our strategic plan  
 
Each year, the PCAOB adopts a Strategic Plan with a five-year outlook.  
You may visit: https://pcaob-assets.azureedge.net/pcaob-
dev/docs/default-
source/about/administration/documents/strategic_plans/strategic-plan-
2020-2024.pdf?sfvrsn=776073d3_2 
 
The Board is working to achieve the plan’s five strategic goals and 
corresponding objectives through a series of initiatives aimed at 
transforming how we conduct our programs and operations to effectively 
fulfill our mandate.  
 
This annual report discusses many of these initiatives, which include 
programmatic reviews, process redesigns, enhancements to our 
organizational culture, and innovation in technology.  
 
Our initiatives align with our five core values—integrity, excellence, 
effectiveness, collaboration, and accountability—which we expect our 
behaviors, work, and outcomes to demonstrate. 
 

https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/about/administration/documents/strategic_plans/strategic-plan-2020-2024.pdf?sfvrsn=776073d3_2
https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/about/administration/documents/strategic_plans/strategic-plan-2020-2024.pdf?sfvrsn=776073d3_2
https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/about/administration/documents/strategic_plans/strategic-plan-2020-2024.pdf?sfvrsn=776073d3_2
https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/about/administration/documents/strategic_plans/strategic-plan-2020-2024.pdf?sfvrsn=776073d3_2
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To read more: 
https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-
source/about/administration/documents/annual_reports/2020-annual-
report.pdf?sfvrsn=581231f1_5 
 
 
 

 
 
 

https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/about/administration/documents/annual_reports/2020-annual-report.pdf?sfvrsn=581231f1_5
https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/about/administration/documents/annual_reports/2020-annual-report.pdf?sfvrsn=581231f1_5
https://pcaob-assets.azureedge.net/pcaob-dev/docs/default-source/about/administration/documents/annual_reports/2020-annual-report.pdf?sfvrsn=581231f1_5
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Testimony before the Senate Committee on Banking, Housing 
and Urban Affairs 
Kenneth A. Blanco, Director, Financial Crimes Enforcement Network 
 

 
 

Chairman Crapo, Ranking Member Brown, Members of the Committee, 
thank you for having me here today to discuss eliminating anonymous shell 
corporations by collecting beneficial ownership information in order to 
preserve our national security and protect our people from harm. 
 
A Russian arms dealer nicknamed the "The Merchant of Death," who sold 
weapons to a terrorist organization intent on killing Americans. Executives 
from a supposed investment group that perpetrated a Ponzi scheme that 
defrauded more than 8,000 investors, most of them elderly, of over $1 
billion. A complex nationwide criminal network that distributed oxycodone 
by flying young girls and other couriers carrying pills all over the United 
States.  
 
A New York company that was used to conceal Iranian assets, including 
those designated for providing financial services to entities involved in 
Iran’s nuclear and ballistic missile program. A former college athlete who 
became the head of a gambling enterprise and a violent drug kingpin who 
sold recreational drugs and steroids to college and professional football 
players. A corrupt Venezuelan treasurer who received over $1 billion in 
bribes. 
 
These crimes are very different, as are the dangers they pose and the 
damage caused to innocent and unsuspecting people. The defendants and 
bad actors come from every walk of life and every corner of the globe. The 
victims—both direct and indirect—include Americans exposed to terrorist 
acts; elderly people losing life savings; a young mother becoming addicted 
to opioids; a college athlete coerced to pay extraordinary debts by violent 
threats; and an entire country driven to devastation by corruption. But all 
these crimes have one thing in common: shell corporations were used to 
hide, support, prolong, or foster the crimes and bad acts committed against 
them.  
 
These criminal conspiracies thrived at least in part because the 
perpetrators could hide their identities and illicit assets behind shell 
companies. Had beneficial ownership information been available, and 
more quickly accessible to law enforcement and others, it would have been 
harder and more costly for the criminals to hide what they were doing. Law 
enforcement could have been more effective and efficient in preventing 
these crimes from occurring in the first place, or could have intercepted 
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them sooner and prevented the scope of harm these criminals caused from 
spreading. 
 
Financial sanctions could have been leveraged sooner to disrupt global 
threats, block assets within U.S. jurisdiction, identify sanctions evaders, 
and incentivize behavior change. With clearer information on the actors 
behind front companies, the efficacy of the Office of Foreign Assets 
Control’s (OFAC) sanctions and the Financial Crimes Enforcement 
Network’s (FinCEN) anti-money laundering authorities would improve, 
enabling us to more effectively secure our nation and achieve our foreign 
policy goals.   
 
Case Examples 
 
Viktor Bout was engaged in international arms trafficking for many years, 
arming some of the most violent conflicts around the globe. Known as "The 
Merchant of Death," Bout was finally apprehended when he agreed to sell 
millions of dollars’ worth of weapons to confidential informants 
representing they were acting on behalf of the Fuerzas Armadas 
Revolucionarias de Colombia (the "FARC"), a U.S. designated terrorist 
organization, with the specific understanding that the weapons were to be 
used to attack U.S. helicopters in Colombia.  
 
Specifically, he agreed to sell 700-800 surface-to-air missiles, over 20,000 
AK-47 firearms, 10 million rounds of ammunition, five tons of C-4 plastic 
explosives, "ultralight" airplanes outfitted with grenade launchers, and 
unmanned aerial vehicles. To support his vast arms dealing business, Bout 
incorporated at least twelve shell corporations in Texas, Florida, and 
Delaware. 
 
Robert Shapiro, owner of Woodbridge Group of Companies LLC, and his 
former Directors of Investments were charged with orchestrating a massive 
Ponzi scheme from 2012 to 2017. They promoted speculative and 
fraudulent securities to potential investors, targeting elderly investors who 
had Individual Retirement Accounts ("IRAs") through high-pressure sales 
tactics, deception, material misrepresentations, and investor manipulation.  
 
Shapiro and his group were responsible for fraudulently stealing $1.2 
billion from more than 8,000 retail investors, most of them elderly 
retirees. At one point, Shapiro and his co-conspirators had approximately 
600 employees working for them, and used roughly 100 U.S. shell 
corporations to hide assets and further their Ponzi scheme. 
 
Kingsley Iyare Osemwengie and 17 other co-conspirators used call girls, 
couriers, commercial carriers, and the U.S. mail to distribute oxycodone 
pills all over the United States, thereby contributing to our current opioid 
addiction epidemic. More than 70 couriers took nearly 800 flights to 40 
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different U.S. cities that the conspiracy used to move drugs and money. 
Osemwengie and other co-conspirators netted millions of dollars of drug 
proceeds that allowed them to live opulent lifestyles. They maintained 
luxury residences in Las Vegas, Nevada, and Miami, Florida and drove 
high-end automobiles, including two Mercedes-Benzes and four Bentleys. 
Osemwengie’s complex oxycodone network hid the source of their income 
behind several U.S. shell companies. 
 
Bank Melli, a bank owned and run by the Government of Iran that was 
designated under a counter-proliferation authority and now is subject to 
counterterrorism sanctions, hid the fact that it owned and operated a 
skyscraper on Manhattan’s Fifth Avenue generating millions upon millions 
of dollars for the Iranian government and its malign activities, right under 
the nose of U.S. authorities. Bank Melli violated U.S. sanctions by, among 
other things, creating two shell companies in New York to generate 
revenue for the Iranian regime. 
 
Owen Hanson, leader of the violent "ODOG Enterprise," operated an 
international drug trafficking, gambling, and money laundering enterprise 
in the United States, Central and South America, and Australia from 2012 
to 2016. Hanson trafficked hundreds of kilograms of cocaine, heroin, 
methamphetamine, MDMA ("ecstasy"), anabolic steroids, and Human 
Growth Hormone ("HGH"), including to numerous professional athletes, 
earning millions of dollars in illegal proceeds.  
 
He also operated a vast illegal gambling operation focused on high-stakes 
wagers placed on sporting events, using threats and violence against his 
gambling and drug customers to force compliance. Hanson set up 
numerous domestic shell companies to launder the proceeds of his crimes, 
hide assets, and continue his criminal enterprise. 
 
Alejandro Andrade Cedeno, a former Venezuelan national treasurer, 
received over $1 billion in bribes from co-conspirators in exchange for 
using his position as Venezuelan national treasurer to select them to 
conduct currency exchange transactions at favorable rates for the 
Venezuelan government.  
 
He received cash as well as private jets, yachts, cars, homes, champion 
horses, and high-end watches from his co-conspirators. As part of his plea 
agreement, Andrade agreed to a forfeiture money judgment of $1 billion 
and forfeiture of all assets involved in the corrupt scheme, including real 
estate, vehicles, horses, watches, aircraft, and bank accounts. This corrupt 
Venezuelan public official funneled the proceeds of his bribery to U.S. shell 
companies.  
 
Impact on National Security and Safety of Citizens 
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Stories of ordinary people and taxpayers victimized by criminals exploiting 
and hiding behind the secrecy of shell companies are all too common. 
Opaque corporate structures such as shell corporations facilitate 
anonymous access to the financial system for every type of criminal and 
terrorist activity.  
 
Narcotraffickers, corrupt leaders, rogue states, terrorists, and fraudsters of 
all kinds establish domestic shell companies to mask and further criminal 
activity, to invest and buy assets with illicit proceeds, and to prevent law 
enforcement and others from efficiently and effectively investigating tips or 
leads. We recognize that corporations, limited liability companies, 
partnerships, and other entity structures play a vital role in domestic and 
global commerce, but they are also vulnerable to abuse, and currently pose 
a gap—a dangerous gap—in our national security apparatus that we need to 
address. 
 
FinCEN’s recent Customer Due Diligence Final Rule (CDD rule), which 
requires the collection of beneficial ownership information when opening 
an account at a bank or other financial institution, is but one critical step 
toward closing this national security gap. The second critical step in closing 
this national security gap is collecting beneficial ownership information at 
the corporate formation stage. 
 
One of the most effective ways to deter criminals and to stem the harms 
that flow from their actions—including harm to American citizens and our 
financial system—is to follow the money, expose illicit activity, and prevent 
networks from operating undetected or secretly benefiting from the 
enormous power of our economy and financial system. Identifying and 
disrupting illicit financial networks not only assists in the prosecution of 
criminal activity of all kinds, but also allows law enforcement to halt and 
dismantle criminal organizations and other bad actors before they harm 
our citizens or our financial system. 
 
It also allows us to use economic statecraft to expose and dissuade 
nefarious activity that threatens our country and the integrity of the global 
financial system, including through OFAC’s sanctions and FinCEN’s 
authorities, such as identifying primary money laundering concerns under 
Section 311 of the USA PATRIOT Act.  
 
Money laundering and its associated crimes and bad acts undermines the 
rule of law and our democracy because it supports and rewards corruption 
and other crimes, allowing it to grow and fester. As such, our efforts to 
combat money laundering directly affect the safety and security of the 
American public, the stability of our nation, and its national security. 
 
As a former State and Federal prosecutor, I know firsthand how difficult it 
is to trace assets hidden through a variety of legal entities. To determine 
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the true owner of a shell company or front company in the United States 
today requires law enforcement to undertake a time-consuming and 
resource-intensive process. It often requires human source information, 
grand jury subpoenas, surveillance operations, witness interviews, search 
warrants, and foreign legal assistance requests to get behind the outward 
facing structure of these shell companies.  
 
This takes an enormous amount of time—time that could be used to further 
other important and necessary aspects of an investigation—and wastes 
resources, or prevents investigators from getting to other equally 
important investigations. The collection of beneficial ownership 
information at the time of company formation would significantly reduce 
the amount of time currently required to research who is behind 
anonymous shell companies, and at the same time, prevent the flight of 
assets and the destruction of evidence.  
 
Global Impact 
 
As cross-border crime continues to proliferate—and it is most certainly 
proliferating—our efforts to combat the most sophisticated white-collar 
and cyber criminals require law enforcement to work with our partners all 
over the world to seek the evidence and witnesses necessary to build their 
cases. We need to collaborate with our foreign counterparts, not only to 
investigate crimes that have been committed and to cooperate on 
sanctions, but also to intercept ongoing crimes and to prevent crimes from 
occurring in the first place.  
 
We must be nimble in order to coordinate quickly, effectively, and fluently 
with our counterparts abroad. Criminals and other bad actors do not have 
borders and do not comport with the rule of law. To combat them, we need 
to work seamlessly with our foreign counterparts in a way that is efficient 
and effective. 
 
Just as we receive significant assistance from our foreign partners in our 
investigations and prosecutions, we too must provide significant assistance 
to them in researching the beneficial owners of U.S. shell companies. This 
coordination is especially important when crimes are being planned by 
overseas actors targeting victims in the United States, or when bad actors 
use our financial system or opaque corporate structures to victimize people 
globally, including in the United States.  
 
The bottom line is that we need our foreign partners to have important 
information in a timely way, in order to stop and arrest criminals overseas 
to prevent harm caused to us here at home. This balanced model of 
reciprocity in information sharing is a vital tool in modern prosecution—
whether the prosecutor is sitting in the United States, Europe, South 
America or elsewhere. 
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However, identifying beneficial ownership information in the United States 
can only be achieved today through a long, drawn-out process with many 
hoops, twists, and turns. This often dissuades some of our partners 
overseas from working with us. Indeed, the Financial Action Task Force 
(FATF)—a global inter-governmental body responsible for developing and 
promoting policies to protect the global financial system against money 
laundering and other threats, composed of thirty eight members, including 
all the G-7 countries and our most reliable partners—recognized and 
highlighted in the 2016 Mutual Evaluation this issue as one of the most 
critical gaps in the United States’ compliance with its standards.  
 
FATF noted that the lack of beneficial ownership information significantly 
slows investigations because determining the true ownership of bank 
accounts and other assets often requires that law enforcement undertake a 
time-consuming and resource-intensive process. While we have since 
implemented customer due diligence requirements, more must be done. 
Collecting beneficial ownership information at company formation would 
assist us and our foreign partners as we collaborate to stop criminals, seize 
and forfeit illicit assets, and protect the public. 
 
As more and more of our allies begin to collect beneficial ownership 
information at the incorporation stage in their countries and make it 
accessible to law enforcement, the U.S. risks becoming a safe haven for bad 
actors looking to hide their assets. As Americans, we have always led in the 
areas of rule of law, security, and law enforcement. Our failure to lead here 
is perplexing to the global community that has come to rely on and expect 
our leadership.  
 
Conclusion 
 
In conclusion, the time to address this important issue is now. As Treasury 
Secretary Mnuchin has stated several times in Congressional testimony, 
beneficial ownership information at corporate formation is an important 
issue to the Department of the Treasury. It is critical for the security of our 
nation and its citizens that Congress act to eliminate one of the most useful 
tools used by criminals to perpetrate their crimes, hide their proceeds, and 
subvert law enforcement. That is why we appreciate this Committee’s work 
on this issue, and we hope to work with Congress on developing a 
bipartisan solution to collecting this important information to protect our 
national security and the people of our nation. I am happy to take any 
questions you may have. 
 
 
 
 
 



P a g e  | 25 

International Association of Potential, New and Sitting Members of the Board of Directors (IAMBD) 

Private money and central bank money as payments go digital - 
an update on CBDCs 
Lael Brainard, Member of the Board of Governors of the Federal Reserve 
System, at the Consensus by CoinDesk 2021 Conference, Washington DC 
 

 
 

Technology is driving dramatic change in the U.S. payments system, which 
is a vital infrastructure that touches everyone. 
 
The pandemic accelerated the migration to contactless transactions and 
highlighted the importance of access to safe, timely, and low-cost payments 
for all.  
 
With technology platforms introducing digital private money into the U.S. 
payments system, and foreign authorities exploring the potential for 
central bank digital currencies (CBDCs) in cross-border payments, the 
Federal Reserve is stepping up its research and public engagement on 
CBDCs.  
 
As Chair Powell discussed last week, an important early step on public 
engagement is a plan to publish a discussion paper this summer to lay out 
the Federal Reserve Board's current thinking on digital payments, with a 
particular focus on the benefits and risks associated with CBDC in the U.S. 
context. 
 
Sharpening the Focus on CBDCs 
 
Four developments—the growing role of digital private money, the 
migration to digital payments, plans for the use of foreign CBDCs in cross-
border payments, and concerns about financial exclusion—are sharpening 
the focus on CBDCs. 
 
First, some technology platforms are developing stablecoins for use in 
payments networks. 
 
A stablecoin is a type of digital asset whose value is tied in some way to 
traditional stores of value, such as government-issued, or fiat, currencies or 
gold.  
 
Stablecoins vary widely in the assets they are linked to, the ability of users 
to redeem the stablecoin claims for the reference assets, whether they allow 
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unhosted wallets, and the extent to which a central issuer is liable for 
making good on redemption rights.  
 
Unlike central bank fiat currencies, stablecoins do not have legal tender 
status.  
 
Depending on underlying arrangements, some may expose consumers and 
businesses to risk.  
 
If widely adopted, stablecoins could serve as the basis of an alternative 
payments system oriented around new private forms of money.  
 
Given the network externalities associated with achieving scale in 
payments, there is a risk that the widespread use of private monies for 
consumer payments could fragment parts of the U.S. payment system in 
ways that impose burdens and raise costs for households and businesses.  
 
A predominance of private monies may introduce consumer protection and 
financial stability risks because of their potential volatility and the risk of 
run-like behavior.  
 
Indeed, the period in the nineteenth century when there was active 
competition among issuers of private paper banknotes in the United States 
is now notorious for inefficiency, fraud, and instability in the payments 
system. 
 
It led to the need for a uniform form of money backed by the national 
government. 
 
Second, the pandemic accelerated the migration to digital payments. Even 
before the pandemic, some countries, like Sweden, were seeing a 
pronounced migration from cash to digital payments. 
 
To the extent that digital payments crowd out the use of cash, this raises 
questions about how to ensure that consumers retain access to a form of 
safe central bank money.  
 
In the United States, the pandemic led to an acceleration of the migration 
to digital payments as well as increased demand for cash.  
 
While the use of cash spiked at certain times, there was a pronounced shift 
by consumers and businesses to contactless transactions facilitated by 
electronic payments. 
 
The Federal Reserve remains committed to ensuring that the public has 
access to safe, reliable, and secure means of payment, including cash.  
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As part of this commitment, we must explore—and try to anticipate—the 
extent to which households' and businesses' needs and preferences may 
migrate further to digital payments over time. 
 
Third, some foreign countries have chosen to develop and, in some cases, 
deploy their own CBDC.  
 
Although each country will decide whether to issue a CBDC based on its 
unique domestic conditions, the issuance of a CBDC in one jurisdiction, 
along with its prominent use in cross-border payments, could have 
significant effects across the globe.  
 
Given the potential for CBDCs to gain prominence in cross-border 
payments and the reserve currency role of the dollar, it is vital for the 
United States to be at the table in the development of cross-border 
standards. 
 
Finally, the pandemic underscored the importance of access to timely, safe, 
efficient, and affordable payments for all Americans and the high cost 
associated with being unbanked and underbanked.  
 
While the large majority of pandemic relief payments moved quickly via 
direct deposits to bank accounts, it took weeks to distribute relief payments 
in the form of prepaid debit cards and checks to households who did not 
have up-to-date bank account information with the Internal Revenue 
Service.  
 
The challenges of getting relief payments to these households highlighted 
the benefits of delivering payments more quickly, cheaply, and seamlessly 
through digital means. 
 
Policy Considerations 
 
In any assessment of a CBDC, it is important to be clear about what 
benefits a CBDC would offer over and above current and emerging 
payments options, what costs and risks a CBDC might entail, and how it 
might affect broader policy objectives.  
 
I will briefly discuss several of the most prominent considerations. 
 
Preserve general access to safe central bank money 
 
Central bank money is important for payment systems because it 
represents a safe settlement asset, allowing users to exchange central bank 
liabilities without concern about liquidity and credit risk.  
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Consumers and businesses don't generally consider whether the money 
they are using is a liability of the central bank, as with cash, or of a 
commercial bank, as with bank deposits.  
 
This is largely because the two are seamlessly interchangeable for most 
purposes owing to the provision of federal deposit insurance and banking 
supervision, which provide protection for consumers and businesses alike.  
 
It is not obvious that new forms of private money that reference fiat 
currency, like stablecoins, can carry the same level of protection as bank 
deposits or fiat currency.  
 
Although various federal and state laws establish protections for users, 
nonbank issuers of private money are not regulated to the same extent as 
banks, the value stored in these systems is not insured directly by the 
Federal Deposit Insurance Corporation, and consumers may be at risk that 
the issuer will not be able to honor its liabilities.  
 
New forms of private money may introduce counterparty risk into the 
payments system in new ways that could lead to consumer protection 
threats or, at large scale, broader financial stability risks. 
 
In contrast, a digital dollar would be a new type of central bank money 
issued in digital form for use by the general public. By introducing safe 
central bank money that is accessible to households and businesses in 
digital payments systems, a CBDC would reduce counterparty risk and the 
associated consumer protection and financial stability risks. 
 
Improve efficiency 
 
One expected benefit is that a CBDC would reduce or even eliminate 
operational and financial inefficiencies, or other frictions, in payments, 
clearing, and settlement.  
 
Today, the speed by which consumers and businesses can access the funds 
following a payment can vary significantly, up to a few days when relying 
on certain instruments, such as a check, to a few seconds in a real-time 
payments system.  
 
Advances in technology, including the use of distributed ledgers and smart 
contracts, may have the potential to fundamentally change the way in 
which payment activities are conducted and the roles of financial 
intermediaries and infrastructures.  
 
The introduction of a CBDC may provide an important foundation for 
beneficial innovation and competition in retail payments in the United 
States. 
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Most immediately, we are taking a critical step to build a strong foundation 
with the introduction of the FedNowSM Service, a new instant payments 
infrastructure that is scheduled to go into production in two years.  
 
The FedNow Service will enable banks of every size and in every 
community across America to provide safe and efficient instant payment 
services around the clock, every day of the year.  
 
Through the banks using the service, consumers and businesses will be 
able to send and receive payments conveniently, such as on a mobile 
device, and recipients will have full access to funds immediately. 
 
Promote competition and diversity and lower transactions costs 
 
Today, the costs of certain retail payments transactions are high and not 
always transparent to end users. 
 
Competition among a diversity of payment providers and payment types 
has the potential to increase the choices available to businesses and 
consumers, reduce transactions costs, and foster innovation in end-user 
services, although it could also contribute to fragmentation of the current 
payments system.  
 
By providing access to a digital form of safe central bank money, a CBDC 
could provide an important foundation on which private-sector 
competition could flourish. 
 
Reduce cross-border frictions 
 
Cross-border payments, such as remittances, represent one of the most 
compelling use cases for digital currencies.  
 
The intermediation chains for cross-border payments are notoriously long, 
complex, costly, and opaque.  
 
Digitalization, along with a reduction in the number of intermediaries, 
holds considerable promise to reduce the cost, opacity, and time required 
for cross-border payments.  
 
While the introduction of CBDCs may be part of the solution, international 
collaboration on standard setting and protections against illicit activity will 
be required in order to achieve material improvements in cost, timeliness, 
and transparency. 
 
We are collaborating with international colleagues through the Bank for 
International Settlements, Committee on Payments and Market 
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Infrastructures, and the G7 to ensure the U.S. stays abreast of 
developments related to CBDC abroad.  
 
We are engaging in several international efforts to improve the 
transparency, timeliness, and cost-effectiveness of cross-border payments. 
It will be important to be engaged at the outset on the development of any 
international standards that may apply to CBDCs, given the dollar's 
important role as a reserve currency. 
 
Complement currency and bank deposits 
 
A guiding principle for any payments innovation is that it should improve 
upon the existing payments system. Consumers have access to reliable 
money in the forms of private bank accounts and central bank issued 
currency, which form the underpinnings of the current retail payments 
system. The design of any CBDC should complement and not replace 
currency and bank accounts. 
 
Preserve financial stability and monetary policy transmission 
 
The introduction of a CBDC has the potential to have wide-reaching effects, 
and there are open questions about how CBDC could affect financial 
stability and monetary policy transmission.  
 
Some research indicates that the introduction of a CBDC might raise the 
risk of a flight out of deposits at weak banks in favor of CBDC holdings at 
moments of financial stress. 
 
Other research indicates that the increase in competition could result in 
more attractive terms on transactions accounts and an overall increase in 
banking system deposits. 
 
Banks play a critical role in credit intermediation and monetary policy 
transmission, as well as in payments.  
 
Thus, the design of any CBDC would need to include safeguards to protect 
against disintermediation of banks and to preserve monetary policy 
transmission more broadly.  
 
While it is critical to consider the ways in which a CBDC could introduce 
risks relative to the current payments system, it may increase resilience 
relative to a payments system where private money is prominent. 
 
Protect privacy and safeguard financial integrity 
 
The design of any CBDC would need to both safeguard the privacy of 
households' payments transactions and prevent and trace illicit activity to 
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maintain the integrity of the financial system, which will require the digital 
verification of identities.  
 
There are a variety of approaches to safeguarding the privacy of payments 
transactions while also identifying and preventing illicit activity and 
verifying digital identities.  
 
Addressing these critical objectives will require working across government 
agencies to assign roles and responsibilities for preventing illicit 
transactions and clearly establishing how consumer financial data would 
be protected. 
 
Increase financial inclusion 
 
Today 5.4 percent of American households lack access to bank accounts 
and the associated payment options they offer, and a further 18.7 percent 
were underbanked as of 2017. 
 
The lack of access to bank accounts imposes high burdens on these 
households, whose financial resilience is often fragile.  
 
At the height of the pandemic, the challenges associated with getting relief 
payments to hard-to-reach households highlighted that it is important for 
all households to have transactions accounts.  
 
The Federal Reserve's proposals for strengthening the Community 
Reinvestment Act emphasize the value of banks providing cost-free, low-
balance accounts and other banking services targeted to underbanked and 
unbanked communities. 
 
And a core goal of FedNow is to provide ubiquitous access to an instant 
payments system via depository institutions. 
 
CBDC may be one part of a broader solution to the challenge of achieving 
ubiquitous account access. 
 
Depending on the design, CBDC may have the ability to lower transaction 
costs and increase access to digital payments. In emergencies, CBDC may 
offer a mechanism for the swift and direct transfer of funds, providing 
rapid relief to those most in need.  
 
A broader solution to financial inclusion would also need to address any 
perceived barriers to maintaining a transaction account, along with the 
need to maintain up-to-date records on active accounts to reach a large 
segment of the population. 
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To explore these broader issues, the Federal Reserve is undertaking 
research on financial inclusion. The Federal Reserve Bank of Atlanta is 
launching a public–private sector collaboration as a Special Committee on 
Payments Inclusion to ensure that cash-based and vulnerable populations 
can safely access and benefit from digital payments. 
 
This work is complemented by a new Federal Reserve Bank of Cleveland 
initiative to explore the prospects for CBDC to increase financial inclusion. 
The initiative will identify CBDC design features and delivery approaches 
focused on expanding access to individuals who do not currently use 
traditional financial services. 
 
Technology Considerations 
 
Multidisciplinary teams at the Federal Reserve are investigating the 
technological and policy issues associated with digital innovations in 
payments, clearing, and settlement, including the benefits and risks 
associated with a potential U.S. CBDC.  
 
For example, the TechLab group at the Federal Reserve Board is 
performing hands-on research and experimentation on potential future 
states of money, payments, and digital currencies.  
 
A second group, the Digital Innovations Policy program, is considering a 
broad range of policy issues associated with the rise of digital payments, 
including the potential benefits and risks associated with CBDC. 
 
To deepen our research on the technological design of a CBDC, the Federal 
Reserve Bank of Boston is partnering with Massachusetts Institute of 
Technology's (MIT) Digital Currency Initiative on Project Hamilton to 
build and test a hypothetical digital currency platform using leading edge 
technology design options. 
 
This work aims to research the feasibility of the core processing of a CBDC, 
while remaining agnostic about a range of policy decisions.  
MIT and the Boston Fed plan to release a white paper next quarter that will 
document the ability to meet goals on throughput of geographically 
dispersed transactions with core processing and create an open source 
license for the code.  
 
Subsequent work will explore how addressing additional requirements, 
including resiliency, privacy, and anti-money-laundering features, will 
impact core processing performance and design. 
 
Banking Activities 
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Research and experimentation are also occurring at supervised banking 
institutions to explore new technology to enhance their own operations and 
in response to demands from their clients for services such as custody of 
digital assets.  
 
While distributed ledger technology may have the potential to improve 
efficiencies, increase competition, and lower costs, digital assets pose 
heightened risks such as those related to Bank Secrecy Act/anti-money 
laundering, cybersecurity, price volatility, privacy, and consumer 
compliance.  
 
The Federal Reserve is actively monitoring developments in this area, 
engaging with the industry and other regulators, and working to identify 
any regulatory, supervisory, and oversight framework gaps.  
 
Given that decisions at one banking agency can have implications for the 
other agencies, it is important that regulators work together to develop 
common approaches to ensure that banks are appropriately identifying, 
monitoring, and managing risks associated with digital assets. 
 
Public Engagement 
 
In light of the growing role of digital private money in the broader 
migration to digital payments, the potential use of foreign CBDCs in cross-
border payments, and the importance of financial inclusion, the Federal 
Reserve is stepping up its research and public engagement on a digital 
version of the U.S. dollar.  
 
Members of Congress and executive agencies are similarly exploring this 
important issue. As noted above, to help inform these efforts, the Federal 
Reserve plans to issue a discussion paper to solicit public comment on a 
range of questions related to payments, financial inclusion, data privacy, 
and information security, with regard to a CBDC in the U.S. context. 
The Federal Reserve remains committed to ensuring a safe, inclusive, 
efficient, and innovative payments system that works for all Americans. 
 
To read more: 

https://www.federalreserve.gov/newsevents/speech/brainard20210524a.h
tm 
 
 
 
 

 
 
 
 

https://www.federalreserve.gov/newsevents/speech/brainard20210524a.htm
https://www.federalreserve.gov/newsevents/speech/brainard20210524a.htm
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United States Government Accountability Office 

Cyber Insurance: Insurers and Policyholders Face Challenges in 
an Evolving Market 
 

 
 

What GAO Found 
 
Key trends in the current market for cyber insurance include the following: 
 
• Increasing take-up. Data from a global insurance broker indicate its 
clients’ take-up rate (proportion of existing clients electing coverage) for 
cyber insurance rose from 26 percent in 2016 to 47 percent in 2020 (see 
figure). 
 
• Price increases. Industry sources said higher prices have coincided with 
increased demand and higher insurer costs from more frequent and severe 
cyberattacks. In a recent survey of insurance brokers, more than half of 
respondents’ clients saw prices go up 10–30 percent in late 2020. 
 
• Lower coverage limits. Industry representatives told GAO the growing 
number of cyberattacks led insurers to reduce coverage limits for some 
industry sectors, such as healthcare and education. 
 
• Cyber-specific policies. Insurers increasingly have offered policies 
specific to cyber risk, rather than including that risk in packages with other 
coverage.  This shift reflects a desire for more clarity on what is covered 
and for higher cyber-specific coverage limits. 
 

 
 
The cyber insurance industry faces multiple challenges; industry 
stakeholders have proposed options to help address these challenges. 
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• Limited historical data on losses. Without comprehensive, high-quality 
data on cyber losses, it can be difficult to estimate potential losses from 
cyberattacks and price policies accordingly. Some industry participants 
said federal and state governments and industry could collaborate to 
collect and share incident data to assess risk and develop cyber insurance 
products. 
 
• Cyber policies lack common definitions. Industry stakeholders noted that 
differing definitions for policy terms, such as “cyberterrorism,” can lead to 
a lack of clarity on what is covered. They suggested that federal and state 
governments and the insurance industry could work collaboratively to 
advance common definitions. 
 
Background 
 
A cyber incident is defined as a cyber event that jeopardizes the 
cybersecurity of an information system or the information the system 
processes, stores, or transmits; or an event that violates security policies, 
procedures, or acceptable use policies, whether resulting from malicious 
activity or not. 
 
Cyber incidents, including cyberattacks, can damage information 
technology assets, create losses related to business disruption and theft, 
release sensitive information, and expose entities to liability from 
customers, suppliers, employees, and shareholders. 
 
Some private insurance companies offer businesses and other entities 
cyber insurance to protect against first-party (policyholder) and third-party 
losses (policyholder’s clients or customers) from an event that jeopardizes 
the confidentiality, integrity, and availability of an information system.  
 
The insurance can be provided through a standalone policy that provides 
only cyber insurance coverage or as a part of a package policy that provides 
multiple types of coverage, such as a general commercial liability insurance 
policy. 
 
States regulate the private insurance market, including for cyber insurance.  
 
The regulators seek to ensure that insurance policy provisions comply with 
state law, are reasonable and fair, and do not contain major gaps in 
coverage that might be misunderstood by consumers and leave them 
unprotected.  
 
States generally do not establish minimum standards for cyber insurance 
policy coverage; they largely have focused on the solvency of cyber 
insurers, according to NAIC. 
 



P a g e  | 36 

International Association of Potential, New and Sitting Members of the Board of Directors (IAMBD) 

Some states and NAIC have promoted cybersecurity and data protections 
for insurers. 
 
The Federal Insurance Office in Treasury administers the Terrorism Risk 
Insurance Program (TRIP), which requires the federal government to share 
some losses with private insurers in the event of a certified act of terrorism. 
Losses from cyberattacks might be reimbursed under TRIP if the attacks 
met certain certification criteria specified by the program.  
 
We will be issuing a report later in 2021 that examines  
 
(1) the risks and costs of cyberattacks on U.S. critical infrastructure;  
 
(2) insurance coverage that is available for losses related to cyber risk, 
including cyberterrorism; and  
 
(3) the extent to which TRIP, under the Terrorism Risk Insurance Act 
(TRIA), is structured to respond to cyberattacks and cyberterrorism. 
 
To read more: https://www.gao.gov/assets/gao-21-477.pdf 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

https://www.gao.gov/assets/gao-21-477.pdf
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The Green Swan Conference - Coordinating finance on climate 
Watch the livestream 
 

 
 

The Bank for International Settlements, Bank of France, International 
Monetary Fund and Network for Greening the Financial System are joining 
forces to co-sponsor a truly unique global virtual conference on "How in 
practice can the financial sector take immediate action against climate 
change-related risks?". 
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You may visit: 

https://www.bis.org/events/green_swan_2021/overview.htm 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

https://www.bis.org/events/green_swan_2021/overview.htm
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Presentation of the 2020 Annual Report of the Autorité de 
contrôle prudentiel et de résolution (ACPR) 
François Villeroy de Galhau, Governor of the Banque de France, Chairman 
of the ACPR 
 

 
 

Ladies and Gentlemen, 
 
It gives me great pleasure to be with you again for the presentation of the 
2020 Annual Report of the Autorité de contrôle prudentiel et de résolution 
(ACPR –Prudential Supervision and Resolution Authority), in the company 
of the new Vice-Chairman, Jean-Paul Faugère, Dominique Laboureix, 
Secretary General of the ACPR, and Alain Ménéménis, President of the 
Sanctions Committee.  
 
I would first like to pay tribute to the staff at the ACPR – more than 1,050 
men and women whose professionalism is exemplary and recognised – 
who have worked especially hard, both on-site and remotely, to monitor 
closely the effects of the economic crisis on financial stability.  
 
Exactly a year ago, when we were just at the start of the Covid crisis, I 
pointed out to you, in this exact same setting, how vigilant we were being 
and how confident I was, both in the competence of our supervisor and in 
the resilience of the financial system.  
 
Looking back, we haven’t done too badly at all: at this stage, the financial 
risks are, on the whole, under control, thanks to resilient financial 
institutions with solid fundamentals (I). 
 
This reassuring picture should not, however, mask the short-term 
challenges of the emergence from the crisis, and the more structural 
challenges that our financial institutions will face over the coming decade 
(II). 
 
I. Financial institutions have proved more resilient than expected 
during the Covid crisis 
 
Just a short word, to start with, on the situation for insurers, which Jean-
Paul Faugère will go into in greater depth.  
Despite a fall in profits, France’s insurance sector is holding up well and 
remains the leading market in Europe in terms of balance sheet size: 
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Insurers have managed to keep their solvency ratios on the whole solid, at 
around 243 %, which is one of the highest levels in Europe.  
 
But we need to be careful not to become complacent: the solvency of 
insurers is still a major focus of attention.  
 
Consequently, as one of its control priorities, the ACPR will carry out 
reinforced supervision in 2021, which will take the form of regular, 
targeted interviews, in parallel with the resilience exercises conducted 
jointly with the EIOPA.  
 
French banks, for their part, are continuing to display solid fundamentals, 
thanks to a high level of own funds, which has stabilised at around 15 %: 
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In this respect, the main euro area banks have fortunately defied certain – 
fairly pessimistic – predictions, which forecast that CET1 ratios would have 
deteriorated significantly by the end of 2020. 
 
This better than expected resilience among financial institutions, 
particularly in France, has played a decisive role in determining our 
economy’s capacity to weather the crisis.  
 
Banks already financed three quarters of the European economy, and more 
than 60 % of the French economy. 
 
To read more: https://publications.banque-
france.fr/sites/default/files/medias/documents/2021.05.28_ra_acpr_mis
e_en_ligne_en_cl.pdf 
 
 
 

 
 
 
 
 

https://publications.banque-france.fr/sites/default/files/medias/documents/2021.05.28_ra_acpr_mise_en_ligne_en_cl.pdf
https://publications.banque-france.fr/sites/default/files/medias/documents/2021.05.28_ra_acpr_mise_en_ligne_en_cl.pdf
https://publications.banque-france.fr/sites/default/files/medias/documents/2021.05.28_ra_acpr_mise_en_ligne_en_cl.pdf
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Jet flight, mail bags, and banking regulation 
Randal K Quarles, Vice Chairman for Supervision of the Board of 
Governors of the Federal Reserve System, at the Prudential Regulation 
Conference. 
 

 
 

As many of you know, I am speaking to you from Salt Lake City, which, 
among its myriad other virtues, was the home of one of the earliest 
passenger airlines-Western Air Express, which ran its first passenger flight 
in the spring of 1926: Eight hours in a Douglas M2 between Salt Lake City 
and Los Angeles, with one stop in Las Vegas for fuel.  
 
Two of the first passengers sat on the mail sacks in the back, and those 
early plane travelers were adventurers in other ways as well. That year 
there were 12 fatal commercial airplane crashes and that number rose to 59 
a year by 1930. That's not total deaths-that's fatal crashes, with many 
people on each plane.  
 
Comparing hours flown and number of flights, that would be as if we had 
7,000 fatal airplane crashes in a typical year today, with hundreds of 
thousands dead. 
 
But we did not have 7,000 fatal crashes last year. We had five in the entire 
world. The year before we had eight. Air travel is famously the safest way to 
get from point A to point B, as a result of decades of innovation in 
technology and operating processes.  
 
Importantly, however, even as the airline industry was improving safety, it 
was equally focused on improving efficiency-especially as we moved into 
the era of jet travel in the 1960s.  
 
The eight-hour trip between Salt Lake and Los Angeles now takes an hour 
and a half even counting all the nosing around on the ground (although an 
argument can be made that a typical coach seat may not be that much more 
comfortable than sitting on the mail bags).  
 
Yet average fuel burn has been falling every year since 1960 and continues 
at a strong pace-in the first decade of the 21st century, fuel efficiency on 
domestic flights increased by another 40 percent. The airlines recognized 
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that the public has a strong interest in safety, but that it also has a strong 
interest in other values as well.  
 
A more efficient airline is easier on the environment, cheaper for the 
consumer, and a stronger contributor to the overall economy. And, 
obviously, these continuing improvements in operation have been 
achievable without any compromise in safety. 
 
I think you can see where I am going with this. In the aftermath of the 
Great Financial Crisis, the Federal Reserve, the international regulatory 
community, and the banking industry took action to radically improve the 
safety of the banking system: new capital and liquidity rules, new stress 
testing requirements, a new resolution framework.  
 
Together, these have greatly strengthened the safety of the financial 
system. Actual common equity capital ratios for large banks have roughly 
doubled since the crisis (and are at least six times as great as the pre-crisis 
requirements). 
 
But in implementing these safety requirements, we did not pay as close 
attention to efficiency. Yet the public interest in efficiency is also strong, so 
over the last four years we have comprehensively sought ways to improve 
the efficiency of the system while maintaining its safety-which is every bit 
as possible in the financial system as it has been for the airlines.  
 
While this has been a broad project, today I want to focus on four examples 
of measures that illustrate this phenomenon. These measures have enjoyed 
support across the political spectrum because they have brought 
measurable benefits to the American people. 
 
Tailoring Regulation 
 
The first that I would cite is our broad work since 2018 on tailoring our 
bank regulatory framework.  
 
That year, a bipartisan majority in Congress passed the Economic Growth, 
Regulatory Relief, and Consumer Protection Act (EGRRCPA), which made 
modifications to the Dodd-Frank Act and called on the banking agencies to 
further tailor regulation to better reflect the business models and activities 
of the different banking firms that we supervise.  
 
The legislation recognized that it is possible to keep the system just as safe 
while allowing the financial system more capacity to support the real 
economy and more flexibility in doing so. 
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As I have said before, one of my goals as Vice Chair for Supervision has 
been to make our regulatory framework as simple, transparent, and 
efficient as possible.  
 
In particular, we must always ask whether the cost of regulation-whether in 
reduced economic growth or in increased frictions in the financial system-
is outweighed by the benefits of the regulation. If we have a choice between 
two methods of equal effectiveness in achieving a goal, we should choose 
the one that is less burdensome for the system. 
 
This principle guided our activity in differentiating among firms based on 
their risk profile and applying tailored standards accordingly. In keeping 
with the intent of EGRRCPA, the Fed adopted a revised tailoring 
framework for the application of our enhanced standards to large firms. 
That framework rightly differentiates standards, including capital and 
liquidity requirements, based on the risk profile of an individual firm.  
 
Our previous framework relied heavily on a firm's total assets to determine 
the stringency of our regulatory requirements. However, the tailoring 
framework relies on a broader array of indicators-size, as well as measures 
of short-term wholesale funding, non-bank assets, off-balance sheet 
exposures, cross-jurisdictional activity-to better align our prudential 
standards with the risk of a firm.  
 
Under the tailoring framework, the most complex, systemically important 
firms are subject to the most stringent requirements, while less complex 
firms are subject to commensurately reduced requirements. This allows 
firms to focus resources more on their core lending function to support the 
real economy, which was certainly in evidence during the booming 
economy in the run-up to COVID. 
 
Our tailoring of regulation was not limited to just large banks. The banking 
agencies worked on a range of measures to better reflect the risk profile of 
smaller banking organizations.  
 
These include expanded eligibility for our small bank holding company 
policy statement, and an increased scope of banks eligible for longer 
examination cycles.  
 
Most prominently, we also adopted a simple measure of capital adequacy 
for qualifying community banks-the community bank leverage ratio.  
These measures also made our regulatory framework more efficient, 
tailoring the regulation of community banks to their risks. 
 
Another key change to improve the efficiency of our framework was the 
introduction of the stress capital buffer requirement, which integrated our 
stress testing and regulatory capital frameworks.  
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The stress capital buffer requirement is a firm-specific capital requirement 
that is calibrated based on the results of the stress test and was designed to 
provide a through-the-cycle, unified approach to capital distribution 
restrictions. This change enhanced our framework by better differentiating 
between firms that posed the most systemic risk and other large banks.  
 
Additionally, this change contributed to simplifying our capital framework 
by reducing the number of capital requirements to which large banks are 
subject from 18 to 8 without reducing its resiliency-a material 
improvement in efficiency, and thus in the ability of banks to focus on 
service to customers rather than duplicative compliance 
 
Foreign Banks 
 
In addition to tailoring regulation, we have tailored supervision. As an 
example, the Large Institution Supervision Coordinating Committee 
(LISCC) portfolio was adjusted in scope so that it now encompasses all 
Category I firms, or U.S. GSIBs, and only those foreign banks with U.S. 
operations that would be identified for Category I standards if they were 
housed within a bank holding company.  
 
The adjustment resulted in certain foreign banks being moved out of the 
LISCC portfolio and into a separate supervisory portfolio with all other 
foreign banks along with domestic banks of similar sizes and risk profiles.  
 
The removal of these foreign banks from the LISCC portfolio reflects their 
significantly reduced risk profile and size in the United States-since 2008, 
the size of their combined U.S. assets has shrunk by about 50 percent and 
they have reduced the assets at their broker-dealers from a peak of $1.9 
trillion in 2008 to $360 billion, a reduction of more than 80 percent.  
 
As a result of these substantial changes, it has clearly become appropriate 
to supervise the present-day U.S. operations of these foreign banks 
alongside domestic and foreign banks with a similar risk profile in our 
Large and Foreign Banking Organization (LFBO) portfolio. 
 
This means that these organizations will be horizontally assessed against 
other foreign banks. By grouping foreign banks together, this portfolio 
reassignment enhances the ability of supervisors to take into account, in a 
comprehensive fashion, of the structural features and specific risks 
associated with the cross-border character of foreign banking operations in 
the United States.  
 
It is obviously incorrect to say that this is “weaker” supervision: these 
banks are subject to the same capital and liquidity requirements that they 
were before and the supervisors in our LFBO portfolio are expert public 
servants.  
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Indeed, this approach may be more effective in identifying risks unique to 
foreign banks. For example, the Archegos exposures in foreign banks 
outside the United States that resulted in recent losses outside the United 
States-losses that could not have been picked up by LISCC supervision-
might have benefited from a supervisory structure that was more focused 
on foreign-bank-specific risks. 
 
The Countercyclical Capital Buffer 
 
The third example of a decision we have made to improve the ability of the 
banking system to provide support to a strong economy has been our 
treatment of the countercyclical capital buffer, or CCyB.  
 
Large banks are subject to a potential CCyB, which is a macroprudential 
tool that allows the Board to dynamically adjust capital levels of large 
banking firms when the risks to financial stability have meaningfully 
changed.  
 
There were many calls from outside the Fed for us to activate the CCyB in 
the years before the COVID event. It is clear now that those calls were 
mistaken. 
 
The Board's CCyB policy statement details the range of financial system 
vulnerabilities and other factors the Board may take into account as it 
evaluates settings for the buffer, including but not limited to, leverage in 
the financial sector, leverage in the nonfinancial sector, maturity and 
liquidity transformation in the financial sector, and asset valuation 
pressures.  
 
Our policy has been to maintain a 0 percent CcyB when vulnerabilities are 
within the normal range and, when they rise to a level meaningfully above 
normal, to increase the CcyB to a level that compensates for the rising 
vulnerabilities. 
 
As you no doubt have noticed, we did not increase the CcyB in the strong 
economy before the COVID event. That is because we have a consistent, 
disciplined, and comprehensive framework that lays out the proper factors 
to evaluate when deciding to turn the CcyB on or off, and the framework 
did not suggest vulnerabilities were particularly high. That framework has 
guided our decisions over the past few years and provided clear and 
transparent guidance to the public. 
 
The Federal Reserve should only turn on the CcyB in times of significant 
irrational exuberance; for example, in the face of a self-reinforcing cycle of 
borrowing and asset prices of the kind we saw in 2004–06.  
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Yet, in my view, our through-the-cycle capital levels-that is, our fixed 
capital requirements-in the United States have been set so high, that our 
CcyB is effectively already “on.” As a result, existing capital requirements 
for banks in the United States were already at a high enough level to 
maintain financial stability.  
 
When capital levels are sufficiently high, it would needlessly reduce the 
ability of firms to provide credit to their customers to turn on an additional 
capital requirement like the CcyB. Indeed, as I said at the time, the 
problem under our framework would instead be finding ways to turn down 
the CcyB thus embedded in our through-the-cycle capital requirements 
when the system was hit by a shock.  
 
Although the Fed had no formal CcyB to release when the COVID event 
struck, the U.S. banking system played a major role in taking deposits 
from, and extending credit to, households and businesses in 2020, and we 
did indeed have to take temporary measures to “turn down” our implied 
CCYB through limited exemptions to some of our capital requirements. 
The U.S. banking system performed very well in the COVID event 
compared to other jurisdictions that did have a CcyB that they released. 
 
The Volcker Rule 
 
Finally, a fourth example: changes to the implementation of the Volcker 
rule that have had the effect of providing greater ability for banks to 
support dynamism and innovation through venture capital funds, 
including incentives for banks to make investments in low-income areas, 
benefitting different groups, including minority entrepreneurs. 
 
Over the past four years, the agencies responsible for implementing the 
Volcker rule have broadly simplified the rule's compliance requirements.  
 
We have adhered to the intent of the rule while providing greater clarity 
and certainty for permissible activities. In particular, the most recent 
revisions opened up opportunities for banks to invest in the communities 
they serve through a variety of fund structures without running afoul of the 
Volcker rule restrictions. 
 
Our clarification of the definition of "covered funds" in the Volcker rule has 
allowed banks to make a broader range of fund investments that support 
communities, with the confidence that they are permissible.  
 
In passing the Community Reinvestment Act, Congress found that 
regulated financial institutions have a continuing obligation to help meet 
the credit needs of their local communities, so it is eminently sensible that 
the Volcker rule regulations allow banks to meet these important 
obligations. 
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Other changes finalized last year allow banks to make investments in rural 
business investment companies and qualified opportunity funds. Rural 
business investment companies promote economic development and job 
creation in rural areas, while qualified opportunity funds support long-
term investments in economically distressed communities. 
 
Together, these changes have given greater certainty to banks about what is 
permissible and what is not under the Volcker rule-a clear efficiency gain-
while also allowing them to make a broader range of investments that 
support innovative growth and benefit local communities. 
 
The COVID Event 
 
These are just a few examples of changes we have made over the last four 
years that have bettered the ability of the system to perform its function of 
providing credit to households and businesses. But have we been as 
successful as the airlines in making efficiency improvements while 
continuing to make the system safer?  
 
That proposition faced a significant test in the spring of 2020, with the 
arrival of COVID-19 and the severe effects that measures to contain it had 
on the economy and financial system.  
 
It allowed us to gauge not only the resilience of our regulatory framework 
but the effectiveness of our efforts over the last four years to ensure that 
our framework did not hamper banks' ability to perform their critical 
function to lend to households and businesses and serve as financial 
intermediaries. 
 
When the COVID event began last year, the magnitude of the economic 
and financial disruptions was staggering. Voluntary and mandated 
quarantines, lockdowns, and social distancing efforts hammered aggregate 
demand, caused unfathomably large job losses clustered in certain service 
sectors, and sharply increased uncertainty. Workplaces closed, travel was 
curtailed, and global supply chains were disrupted. Large sectors of the 
global economy, such as tourism and transportation, came to an abrupt 
stop. As concerns about the virus and measures to contain it spread, these 
effects grew. 
 
At the same time, certain critical financial markets seized up or ceased to 
function effectively. Short-term liquidity markets were strained as 
investors "dashed for cash," focusing on their own liquidity.  
 
The commercial paper market, where companies raise cash by issuing 
short-term debt, seized up to an extent similar to the fall of 2008. And as in 
the financial crisis, investors in certain prime and tax-exempt money 
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market funds with immediate cash needs submitted redemption requests 
that resulted in significant outflows from these funds.  
 
Equity prices plunged and yields on corporate bonds widened significantly. 
Perhaps I can simply underscore the peril of the time by noting that the 
Treasury market-the lifeblood of the financial system-became highly 
dysfunctional, something that didn't even happen in 2008 or 2009. This 
was truly a massive global shock. 
 
As businesses closed and consumers stayed home, 22 million jobs were lost 
in scarcely two months. The unemployment rate soared from 3.5 percent in 
February 2020 to 14.8 percent in April 2020, well above the highest rates 
experienced in the United States since the Great Depression. 
 
In addition to the immediate and apparent impact of the COVID event, 
there was also tremendous uncertainty regarding the path of future 
government responses.  
 
Macroeconomic experts, both at the Federal Reserve, and elsewhere, 
constructed many different plausible scenarios for how the economy would 
fare, and this was reflected in scenario-writing related to stress tests.  
 
Our June 2020 stress tests included a sensitivity analysis, designed in April 
2020, that used three alternative downside scenarios that spanned the 
wide range of projections made at that time by professional forecasters. 
Those scenarios included peak unemployment rates ranging from 16 
percent to 19.5 percent and assumed no additional fiscal measures to 
support the economy. 
 
So how did the bank regulatory system do? By any measure, quite well. 
 
Entering the COVID event, the banking system was fortified by over 10 
years of work to improve safety and soundness, both by regulators and by 
banks themselves.  
 
Higher levels of capital and liquidity, better risk management, and more 
robust systems enabled the banking system to absorb an unprecedented 
shock-while providing refuge from market instability, delivering essential 
public aid, and working constructively to support borrowers and 
communities.  
 
In short, the full set of post-2008 reforms-as refined and recalibrated by 
the work of the last four years-ensured that this time would truly be 
different than the last. With respect to capital, banks actually built capital 
during the COVID event, thanks to actions from regulators and their own 
voluntary actions, even despite setting aside close to $100 billion in loan 
loss reserves.  
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The aggregate common equity tier 1 capital ratio for the banking system in 
the second half of 2020 materially exceeded its pre-COVID-event level. 
Capital ratios remain well above regulatory minimums for all firms. Banks 
also strengthened their liquidity positions during the COVID event, 
primarily due to an influx of deposits and their reinvestment in reserves. 
The share of bank liquid assets as a share of total assets far exceeds the 
pre-COVID-event metric. 
 
Banks also served as a source of strength to the economy. With respect to 
lending, businesses were able to draw on pre-existing credit lines to meet 
the massive demands for cash. Banks of all sizes also funded the bulk of the 
more than $795 billion in Paycheck Protection Program loans.  
 
According to our weekly data, commercial and industrial loans increased 
$715 billion between the week of February 26th and their peak on May 
13th. For millions of struggling households, interest and principal 
payments on loans were delayed. In addition, through May 2021, more 
than $2.2 trillion of central bank reserves and roughly $3.7 trillion of 
deposits had been absorbed by banks. 
 
Overall, the regulatory framework for banks constructed after the financial 
crisis, with the refinements and recalibrations we have made over the last 
few years, has held up well.  
 
The banking system remained strong and resilient, and banks served as a 
source of strength to the economy, and our stress tests indicated this would 
have been the case even without the substantial fiscal assistance provided 
to the rest of the economy.  
 
We have already learned many new lessons regarding our financial system 
during this experience. One lesson in particular I wanted to highlight is 
that our rigorous, forward-looking capital framework, which includes the 
stress capital buffer, works very effectively.  
 
Beginning in the third quarter of 2020, we required large banks to 
resubmit their capital plans and restricted their capital distributions. Those 
restrictions are slated to end following this quarter if large banks perform 
well on the upcoming stress test.  
 
While it was sensible at the time, given that this was the first real world test 
of our system, for us to use the belt and suspenders approach of additional, 
temporary capital distribution restrictions, we now know that we can have 
particular confidence in the stress capital buffer framework, as it is 
informed by a real-time stress testing regime.  
 
In the future, having learned the lessons of this test, we will be able to rely 
on the automatic restrictions of our carefully developed framework when 
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the stress test tells us the system will be resilient, rather than using ad hoc 
and roughly improvised limitations. 
 
We cannot say, however, that the entirety of the financial system 
performed well, even parts that were subject to reforms following the 
financial crisis.  
 
As I have mentioned previously, the run on prime money funds and  
commercial paper were particularly concerning, as they resembled the runs 
faced during the financial crisis, despite subsequent reforms to those 
markets.  
 
The government had to step in yet again to stem the outflows from the 
prime money funds to stabilize financial markets.  
 
Addressing the shortcomings we saw among non-banks continues to be a 
focus of both domestic policymakers and the international community, 
particularly under my chairmanship of the Financial Stability Board. We 
cannot afford to allow the same things to happen again. 
 
In the end, our banking system performed well over the challenges of the 
last year. U.S. banks remain in good condition.  
 
First-quarter data showed that aggregate capital ratios increased, and 
banks continued to maintain ample levels of liquidity.  
 
We must, of course, remain vigilant in safeguarding our banking system.  
 
New threats can, and will, emerge. In a few weeks, we will learn the results 
of our annual stress test and will publicly release an update on the health of 
large banks, evaluating their balance sheets against a quite severe 
hypothetical recession.  
 
The COVID event did, however, serve to reinforce that the safeguards we 
have built and maintained since the financial crisis have passed the 
strictest stress test of all.  
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Disclaimer 
 
The Association tries to enhance public access to information about risk 
and compliance management.  
 
Our goal is to keep this information timely and accurate. If errors are 
brought to our attention, we will try to correct them. 
 
This information: 
 
- is of a general nature only and is not intended to address the specific 
circumstances of any particular individual or entity; 
 
- should not be relied on in the particular context of enforcement or 
similar regulatory action; 
 
- is not necessarily comprehensive, complete, or up to date; 
 
- is sometimes linked to external sites over which the Association has 
no control and for which the Association assumes no responsibility; 
 
- is not professional or legal advice (if you need specific advice, you 
should always consult a suitably qualified professional); 
 
- is in no way constitutive of an interpretative document; 
 
- does not prejudge the position that the relevant authorities might 
decide to take on the same matters if developments, including Court 
rulings, were to lead it to revise some of the views expressed here; 
 
- does not prejudge the interpretation that the Courts might place on 
the matters at issue. 
 
Please note that it cannot be guaranteed that these information and 
documents exactly reproduce officially adopted texts.  
 
It is our goal to minimize disruption caused by technical errors. However, 
some data or information may have been created or structured in files or 
formats that are not error-free and we cannot guarantee that our service 
will not be interrupted or otherwise affected by such problems.  
 
The Association accepts no responsibility with regard to such problems 
incurred as a result of using this site or any linked external sites. 
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The IAMBD offers standard, premium and lifetime membership, 
networking, training, certification programs, a monthly newsletter with 
alerts and updates, and services we can use. 
 
The association develops and maintains three certification programs and 
many specialized tailor-made training programs for directors. 
 
Join us. Read our monthly newsletter with news, alerts, challenges and 
opportunities. Get certified. Provide independent evidence that you are an 
expert. 
 
You can explore what we offer to our members: 
 
1. Membership - Become a standard, premium or lifetime member. 
You may visit:  
https://www.iambd.org/HowToBecomeMember.html 
 
2. Monthly Updates – Visit the Reading Room of the association at: 
https://www.iambd.org/Reading_Room.htm 
 
3. Training and Certification - Become a Certified Member of the Board of 
Directors (CMBD), Certified Member of the Risk Committee of the Board 
of Directors (CMRBD) or Certified Member of the Corporate Sustainability 
Committee of the Board of Directors (CMCSCBD).  
 
You may visit: 

https://www.iambd.org/Distance_Learning_and_Certification.htm 
 
For instructor-led training, you may contact us. We can tailor all programs 
to meet specific requirements. 

https://www.iambd.org/HowToBecomeMember.html
https://www.iambd.org/Reading_Room.htm
https://www.iambd.org/Distance_Learning_and_Certification.htm

