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elements. Assuming that the threshold was based on standard Tier 1 leverage ratios, over 
half of banks under $1 billion (roughly 60% or 2,770 banks) would appear to have 
qualified for the set of relief elements triggered by such a 10% threshold as of December 
2016. Smaller banks do not generally have ready access to the capital markets. Those 
banks near the threshold would face an incentive to shrink their balance sheets in an 
effort to increase leverage capital ratios. These balance sheet reductions would likely 
occur through some combination of reductions in loans and investment securities. To the 
extent that reductions in loans are pursued, that could slow their local economies. To the 
extent that reductions in investment securities are pursued, that will harm liquidity. 

Banks just over the 10% will also face an incentive to shrink their balance sheets to build 
up capital since they will need a little cushion to protect from slipping below the 
threshold. As one looks at banks further above $1 billion in assets, many fewer banks 
already have 10% leverage ratios. Will some of those banks chose to shrink or reduce 
growth in their balance sheets and build capital to meet the 10% level? More 
importantly, what happens in the next big economic down-tum? Banks with leverage 
ratios just over 10% may need to shrink to stay above the 10% threshold and avoid the 
impending regulatory burden should they slip below. The costs and execution difficulty 
of a quick build-up of regulatory capability could be significant, depending on the 
magnitude of the relief elements. Those banks will face an incentive to slow their 
lending activities to preserve capital ratios. That would be pro-cyclical, and exactly the 
opposite of what the economy would need at that time. Reductions in securities 
portfolios under those circumstances could harm liquidity, just when liquidity will be 
important. While we support the desire to simplify capital rules, our view is that cliff 
effects should be minimized to the extent possible. We do not think that the agencies 
should consider a fundamental shift in capital standards. 

Conclusion 
Thank you for the opportunity to provide feedback. We appreciate both the importance of 
capital policy and the challenges associated with its development. Please contact us ifwe can 
clarify or provide any additional background for our comments. 

Martin Grunst, CF A 
Chief Risk Officer 
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