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Member Opening Statements 

 Hensarling: 
o It has been almost 7 years since the passage of Dodd-Frank. The 

economy does not work for working people. Millions are 
unemployed or underemployed. It is a burden on the economy. 
There is a better way, and it is the Financial CHOICE Act. There 
will be economic opportunity for all and bailouts for none. Most 
Wall Street banks oppose this bill. Dodd-Frank’s burdens are 
preventing community banks from making loans. The Act has 
politicized lending. The CHOICE Act re-establishes the CFPB after 
the pattern of the FTC. The Act repeals FSOC’s SIFI authority and 
repeals previous SIFI designations. It repeals the complex Volcker 
Rule as it has made markets less liquid. Ending Dodd-Frank and 
replacing it with the CHOICE Act is imperative.  

 Waters: 
o There is only one explanation for why we are here today. The 

financial crisis was not enough for the majority, so they want round 
2. This bill guts the CFPB and removes financial protections. The 
Act paves the way back to economic ruin. Today we have sensible 
rules and the CFPB to prevent institutions from abusing hard 
working consumers. Wall Street reform has worked. Banks large 
and small are posting record profits. We are going to fight against 
this bill and stand with Main Street. There is too much at stake. 
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 Kildee:  
o This Act ends the most important aspects of Wall Street reform. 

This bill puts Wall Street ahead of Main Street and puts the 
economy back at risk. I support improving some aspects of Dodd-
Frank. Removing safeguards while eliminating the CFPB is the 
wrong choice. 

 Sherman:  
o This bill takes some good bills and puts them together with some 

bad bills, but we have to vote up or down. I think this bill should be 
broken up. 

 
Witness Opening Statement 

 Wallison: 
o Thank you. The CHOICE Act would repeal or modify large parts of 

Dodd-Frank. Dodd-Frank is primarily responsible for the slow 
recovery and it was not necessary. It was enacted hurriedly. It was 
the most restrictive financial regulatory law since the 1930s. If they 
would have looked more into it, they would have found that the 
housing finance industry was to blame, not the financial system. 
Loans were being made to people who could not afford them. 
Reduced underwriting standards spread across the whole market. 
By 2008, more than half of the home mortgages were subprime. 
The government made the demand for these loans. Because 
Congress did not know what caused the crisis, they enacted 
unnecessary reform. The CHOICE Act cannot be enacted too 
soon. 

 Michel 
o Dodd-Frank needlessly increased borrowing costs. It worsened 

Too Big to Fail and expanded the system that caused the harm in 
the first place. Keeping banks out of bankruptcy is the wrong 
approach. Bankruptcy provides protections to creditors. The 
CHOICE Act implements an improved process for large banks.  

o Dodd-Frank created the CFPB based on a flawed concept of 
customer protection. It is unaccountable in any meaningful way. 
The protections already existed at other agencies. The CHOICE 
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Act improves this by making it an enforcement only agency and 
making it subject the regular appropriations process.  

 Barr: 
o The Dodd-Frank Act was passed in response to the worst financial 

crisis since the Depression. Many seemed to have forgotten the 
cause of the crisis. The CHOICE Act would needlessly expose 
Americans to fresh risk of collapse. The draft has flaws like 
weakening oversight, eliminating OLA, and repealing the CFPB. 
The bill would eliminate the ability of the FSOC to oversee SIFIs. 
The SIFI designation is a key provision of Dodd-Frank. The bill 
would weaken Fed oversight of the largest banks. It would create 
an option- a 10 percent leverage ratio that would remove Fed 
oversight. This allows Wall Street to choose what works best for 
them. Dodd-Frank authorized the OLA, and whatever the merits, 
this bill would rely on the notion that a judge could handle the 
liquidation of a large investment bank. The proposed legislation 
crushes investor hopes and removes consumer protection.  

 Pollock: 
o My discussion will focus on three key areas of the proposed 

CHOICE Act. All deal with essential issues and in all three the 
CHOICE Act would create major progress for the financial system, 
for constitutional government, and for financing economic growth. 
These areas are Accountability, Capital, and Congressional 
Governance of the Administrative State. 

o The CHOICE Act is an excellent example of the Congress 
asserting itself at last to clarify that regulatory agencies are 
derivative bodies accountable to the Congress, that they cannot 
be sovereign fiefdoms— not even the Dictatorship of the CFPB, 
and not even the money-printing activities of the Federal Reserve. 

o The most classic and still most important power of the legislature 
is the power of the purse. The CHOICE Act accordingly puts all the 
regulatory agencies, including the regulatory part of the Federal 
Reserve, under the democratic discipline of Congressional 
appropriations. This notably would end the anti-constitutional 
direct grab from public funds which was originally granted to the 
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CFPB—and which was designed precisely to evade the 
democratic power of the purse. 

o The best known provision of the CHOICE Act is to allow banks the 
very sensible choice of having substantial equity capital—to be 
specific, a 10% or more tangible leverage capital ratio—in 
exchange for reduction in onerous and intrusive regulation. Such 
regulation becomes less and less justifiable as the capital rises. As 
I testified last July, this is a rational and fundamental trade-off: 
More capital, less intrusive regulation. Want to run with less capital 
and thus push more of your risk onto the government? You get 
more regulation. 

o The CHOICE Act makes a number of positive changes to the 
structure and functions of the Financial Stability Oversight Council 
(FSOC). Here I would like to suggest a possible addition. I believe 
the responsibility for reporting to Congress on identified emerging 
financial system risks should be clearly assigned to the Secretary 
of the Treasury. As the Chairman of FSOC, the Secretary is in 
charge of whatever discussions are required with regulatory 
agencies, the Federal Reserve or foreign governments. 

 Cook: 
o Americans are still hurting from the significant slowdown in 

economic activity that started in December 2007, the worst 
financial and economic crisis since the Great Depression. The 
irresponsible lending practices that characterized this period and a 
welter of agencies overseeing consumers proved to be 
unsustainable. It is laudable and warranted that this body is 
concerned about robust economic growth, the smooth functioning 
of the financial system, and vigilance in the protection of 
consumers and is now reviewing the Dodd-Frank Act. 

o One charge against the Dodd-Frank Act is that higher capital 
requirements – through capital ratios and risk-weighted ratios – 
constrain lending activity and, therefore, economic growth. More 
capital on hand when lenders lend means that more of their 
money is at risk than before Dodd-Frank. If higher capital 
requirements constrained lending and therefore economic growth, 
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we should see a fall in both since the passage of Dodd-Frank in 
2010. Instead, we see both increasing. 

o It has also been suggested that regulation pertaining to consumer 
protection is onerous and should be scaled back. The recent 
evidence does not suggest that regulators should be less vigilant 
in protecting consumers. It appears that the CFPB has been very 
active in ensuring consumer protection in the financial services 
sector and that this should be at least sustained, if not augmented. 

o Some critics of Dodd-Frank believe that measures constraining the 
activities banks can engage in are burdensome and diminish 
economic growth. Some of these measures included constraints 
on lending activity, especially related to financial derivatives. The 
lack of regulation of derivatives prior to the crisis and the size of 
the market, over $400 trillion in 2015, suggest that the Commodity 
Futures Trading Commission’s work, which was empowered by 
the Dodd-Frank Act, is and will continue to be important to 
financial stability. 

o A fourth critique of Dodd-Frank is that the Federal Reserve’s 
activities are too far-reaching and deserve more oversight. As a 
macroeconomist who has researched or advised various countries 
on financial crises and reform, this criticism of the Federal Reserve 
is difficult to understand. Preventing financial crises and restoring 
safety and soundness to the financial system should be addressed 
by the Federal Reserve System experts in monetary policy and 
macroeconomics and who have a broad sense of the financial 
linkages throughout the economy. 

 Peirce: 
o Carefully crafted financial reform will strengthen the regulatory 

system’s ability to protect consumers, enhance financial stability, 
and ensure that the financial system can support a dynamic, 
innovative, prosperity-enhancing economy. 

o Sound regulatory process and appropriate accountability are 
necessary prerequisites for sound regulation. In this, financial 
regulation is no different than any other type of regulation. 
Nevertheless, financial regulators too often have neglected 
thorough process— including seeking notice and comment and 
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performing economic analysis—in favor of expediency. Changes in 
the statutory requirements on and accountability mechanisms for 
financial regulators would help them write better rules and more 
effectively enforce them. 

o When regulators and market participants do not anticipate that 
bailouts will be available if a financial institution runs into problems, 
they have strong incentives to be careful in monitoring and 
managing risk. The recent experience with Fannie Mae and 
Freddie Mac shows the danger of the opposite state of affairs. The 
CHOICE Act takes an important step in ending a potential source 
of bailouts by eliminating Title VIII of Dodd-Frank, which relates to 
the regulation of so-called financial market utilities (FMUs) and 
companies engaged in payment, clearing, and settlement 
activities. 

o One of the notable features of the US financial system is the 
variety of ways that people with innovative ideas can raise money 
to bring those ideas to fruition. Not only can a company seek a 
bank loan, but it can raise money through the equity and bond 
markets. These nonbank avenues for funding work most 
effectively if they are built to suit the needs of investors and 
companies. 

o The CHOICE Act’s changes to the JOBS Act would increase the 
options to companies seeking capital privately or through public 
offerings, and the changes would expand opportunities for 
investors and employees to participate in companies’ prosperity. 

o Americans are weary of financial regulation after nearly a decade 
of intense work in the wake of the 2008 financial crisis. 
Nevertheless, the financial system continues to need work. 
Procedural and structural reforms will help regulators perform their 
jobs effectively and serve the public. 

 Allison: 
o The Federal Reserve’s monetary and regulatory policies were 

major contributors to the 2007-2009 Great Recession. On the 
regulatory side an excessive focus on Sarbanes Oxley, the Patriot 
Act, and the Privacy Act created a total lack of safety and 
soundness regulation. Investors, rightly so, assumed bank 
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regulators were controlling industry risk and the investors were 
lulled to sleep. Without the perception that regulators knew what 
the risk were, investors would have studied the industry far more 
carefully. The market was fooled by banking regulators. In 
addition, the implementation by the banking regulators of the 
BASEL capital standards increased leverage (less capital) in large 
financial institutions. The financial industry regulators seriously 
mishandled the 2007-2009 economic correction which is 
continuing to negatively impact economic growth. The regulators 
made the correction far worse than it needed to be. The banking 
regulators tightened lending standards at exactly the wrong time. 
They closed the barn door after the horse was out of the barn. 
These very tight lending standards remain in place for venture 
capital small business loans. The lack of small business venture 
capital funding from banks and the inability of banks to finance the 
expansion of more aggressive entrepreneurs has slowed 
innovation (in all industries except technology) and thereby 
significantly reduced competition. 

o Unfortunately, Dodd Frank and the related regulatory regime have 
not only slowed economic growth, it has not effectively dealt with 
the issues which caused the financial crisis. The “too big to fail” 
problem has not been solved. We all want a safe and sound 
financial system. However, history shows that it is naïve to believe 
that excessive regulation will accomplish this goal. 

o However, there must be a tradeoff between regulatory cost and 
stronger capital. Financial institutions cannot survive with the 
stifling cost of Dodd Frank and higher capital. 

o The opt-out provision instead of a forced strategy is an optimal 
concept. I believe that markets will quickly conclude that those 
institutions which do not opt out are weak. Who would voluntarily 
participate in the regulatory quagmire of Dodd Frank? The opt out 
process will increase capital in the industry thereby reducing risk. 
The reduced regulatory cost will make financial intermediaries far 
more efficient and encourage innovation in the industry. Core 
financial institutions, such as community banks, will be able to get 
back to their business of growing their communities. 
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Questions and Answers 

 Hensarling: 
o Since Dodd-Frank, the big banks have gotten bigger. I’m 

concerned about a Fed report that says that 62 percent of financial 
liabilities are backstopped by taxpayers. Has the designation of 
Too Big to Fail made the economy more or less stable? 

 Wallison: In my view it’s made the economy less stable. 
There are many reasons why a SIFI firm is going to cause 
difficulty. First because a TBTF firm is treated as if lending to 
it will be without consequences. They will be able to get 
credit without the normal steps.  

o Under Title II, the OLA gives the FDIC new powers in bailing out 
banks. It’s my understanding that we could see an AIG-type 
bailout. Do you have concerns about that? 

 Michel: That is also my understanding and it’s a big 
concern. If you want to end bailouts you don’t formalize the 
process. It doesn’t make sense. 

o Mr. Allison, you have the most banking experience. You 
mentioned the role that capital plays in stability. Basel III sets up a 
risk-weighted asset regime vs the simple leverage ratio of the 
CHOICE Act. Can you compare the two models? 

 Allison: I think Basel can be gamed. You can do this with 
math. It’s self-defeating because it puts less capital in certain 
assets. When you try to risk-weight the asset you defeat the 
purpose.  

 Waters: 

 The CHOICE Act 2.0 would eliminate restrictions on mergers, 
acquisitions, or consolidation among banks that choose a leverage 
ratio of over 10 percent. Would this allow the largest banks to grow 
even larger and would this be a risk to the banking system? 

 Barr: It would permit other firms to grow a lot bigger and 
stifle competition. 

 So it’s about allowing the biggest banks to have an off-ramp. Ms. 
Cook, the CHOICE Act would allow off ramps for banks of all sizes 
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if they meet the leverage ratio requirement. Is it important to roll 
back these rules right now? 

 Cook: Giving the supervisors and regulators less power 
would be detrimental to the system. Not just in the U.S. 
The provisions in this bill would be appropriate if we were 
a small island that interacted with no one. 

 We hear a lot about wanting to protect community banks, but we 
find they are doing quite well. Can we conclude that this is really 
about the big banks? 

 Barr: I agree. This is not a bill about community banking.  

 Does this open the door for more acquisition? 
 Barr: Yes, the largest firms are going to benefit greatly 

from this legislation. 

 You remember how scary it was in 2008-2009, and we finally did 
some bailouts. Are we going to have to do that again? 

 Barr: I don’t think we can afford to do that again. 

 Pearce: 
o You appeared to be in the eye of the hurricane. One narrative 

says that the underwriting of Fannie and Freddie caused the 
housing crisis. If the underwriting had not been available, then the 
implication is that banks would have stayed in the lane. The other 
narrative is that big banks are evil and went out and did this on 
their own. What is your perspective? 

 Allison: There is no question that government policy 
caused this. Fannie and Freddie were the giant providers 
of credit. They had the lowest cost of capital. Regulators 
wanted banks to do subprime lending. Most of us didn’t 
want to do that.  

o You said Fannie and Freddie were compelled to change their 
underwriting standards. How did that compulsion look and feel? 

 Wallison: The housing goals were implemented through 
legislation. Fannie and Freddie Mac could not escape the 
regulations of HUD that compelled these mortgages.  

o We also hear that the community banks have exceptions to the 
rules. Why don’t those exceptions work? Are they in place? 
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 Allison: Community bankers don’t like Dodd-Frank. I 
know hundreds of them, and not one likes it. If you are a 
regulator and you allow lighter regulations and something 
happens- you get blamed. So in fact, most of the 
provisions hurt community banks. They basically all have 
the same rules. 

 Maloney: 
o It’s important that we remember why we passed Dodd-Frank in 

the first place. We experienced the worst financial crisis. 
Overall over $14 trillion in household wealth was lost. With 
better regulation and tools, we can prevent this from happening 
again. We cannot go backwards. One of the main ways this bill 
goes backwards is by repealing OLA. I find this deeply 
troubling. This was a bipartisan idea in Dodd-Frank. The FDIC 
has long had a resolution process for large banks. All Dodd-
Frank did was give this authority to large non-banks. Dodd-
Frank gave them the option of an orderly wind down. The 
majority has convinced themselves that this is some kind of 
bailout. Is the OLA a bailout? 

 Barr: No, it is the opposite. It provides a realistic chance 
to avoid bailouts. If you look at this bill, it would move 
away from bailouts. 

o What would happen if this bill was successful? 
 Barr: It would make it more likely that we’d see the same 

situation that we saw in 2008.  

  Luetkemeyer: 
o Community bankers support the CHOICE Act. Large banks do 

not. I think its clear why that is. You testified with regard to 
capital ratios. Do you think requiring higher leverage ratios is a 
giveaway to Wall Street? 

 Allison: I do not. 
o Would it increase stability and economic growth? 

 Allison: I think it would reduce risk more than regulations.  
o Anytime private dollars are at risk and taxpayer dollars are at 

risk, it would seem to me that there would preferential treatment 
for private dollars. 
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 Pollock: I completely agree. Banks need more skin the 
game.  

o Mr. Michel, Dodd-Frank gave authority to the CFPB for 
“deceptive and abusive powers.” Have they defined “abusive”? 

 Michel: No, and Director Cordray actually said that it 
would be a bad idea to define it, and said it should be a 
case by case basis.  

o Mr. Wallison, you made some comments about the slow 
economy and Dodd-Frank. Chairman Greenspan said that if we 
repeal Dodd-Frank it would spur economic growth. Do you have 
a comment on that? 

 Wallison: The problem is that Dodd-Frank has caused a 
decline in small banks.  

 Sherman:  
o I want to reiterate my plea to examine these bills separately. 

There are some bills that would pass easily. We are told that it 
is government’s fault, and overregulation caused the crisis, but 
overregulation did not cause the Great Depression, nor did it 
cause the Great Recession. It was the credit rating agencies 
that gave rating to products that most people would not touch. 
Mr. Barr, a 10 percent capital ratio would basically mean no 
regulation. Does it make sense to allow a business model 
where you are free to buy whatever bonds you want? Would we 
open things up to extremely high risk debt instruments? 

 Barr: I think it’s a mistake to rely on just one form of 
capital. Without a measure of riskiness you are 
encouraging risky investments. 

o We will have another bailout if we have another 2008 as long 
as there are companies big enough that they can call the White 
House and tell them they are going under.  

 Huizenga: 
o Ms. Peirce, we’ve seen less access to the financial 

opportunities that are out there. We held a hearing where a 
witness said that 2016 was the slowest IPO year to date. Can 
you comment on that? 
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 Peirce: Many companies are choosing not to go public. 
Efforts that will lower costs of IPOs are important. We 
think of protecting investors in a very particular way. We 
ignore the opportunities that we are shutting them off 
from.  

o I think that income disparity is a problem. Having a strong 
economy is part of that. I asked Chair Yellen about the effects 
of inflation on recovery. She stammered and then she 
disagreed. This rosy outlook of where the economy is can’t be 
straight-faced if you look at the income disparity. I believe the 
SEC is the cop on the beat, but what we have them doing 
under Dodd-Frank is road maintenance. Can you explain how 
this protects investors? 

 Peirce: Requirements on public companies also place 
burdens on the SEC. 

 Meeks: 
o Often people forget what took place in 2007-2008, and that it 

was a Republican administration that worked with the incoming 
Democrat administration to solve the problems. You can’t just 
change things overnight. Surely we would have liked to gained 
more jobs. You talked about how the U.S. led internationally so 
that there could be uniformity. Can you tell us whether or not 
under the CHOICE Act, it would cause the U.S. to go back on 
international agreements? 

 Barr: The U.S. shaped the global financial structure. 
Moving backwards would be a retreat from the global 
system that has developed. 

o What kind of impact would that have on an average citizen? 
 Barr: It exposes families to increased risk of abuse or 

another financial crisis. If you get these things wrong it 
can have a brutal impact. 

o Dr. Cook- What parts of the CHOICE Act will go directly to the 
heart of the average American family? 

 Cook: All of the provisions that weaken the CFPB and the 
Fed Reserve oversight authority will be onerous.  
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 Duffy: 
o Articles have been written about the CHOICE Act and Dodd-

Frank. The Wall Street titans are opposed to the CHOICE Act. 
The small shops are closing or consolidating. The little guys are 
getting crushed. Have big banks been getting bigger or smaller 
under Dodd-Frank? 

 Wallison: the numbers speak for themselves. The big 
banks have gotten bigger. Jamie Dimon of JPMC called 
regulation a moat protecting them from competition. 

o  When you look at the breakdown- look at the presidential 
election. Wall Street voted with their money and gave it to who 
they knew would protect them. The opposition to the CHOICE 
Act is astonishing to me. Mr. Wallison, you said that 
government policy created the housing crisis? 

 Wallison: That’s right. It’s almost incontrovertible.  
o So if government policy created the crisis- did Dodd-Frank 

double down on bad policy? 
 Wallison: That is what we are seeing.  

 Velasquez: 
o Mr. Barr, I agree with you. There seems to be a case of 

amnesia in this room. I was here in 2008 when we were on the 
edge of calamity. Try telling the victims of the Wells Fargo 
scandal that we need less regulation. This bill is the wrong 
choice for consumers, small business, and the community. I am 
concerned on the impact of this bill in my district. Since 2011, 
the CFPB has helped more than 23,000 New Yorkers. This bill 
would make it harder for the CFPB to help consumers. How 
would consumers continue to be protected in situations like 
this? 

 Barr: There would be insufficient ways to protect families. 
It would be worse than before. There wouldn’t be anyone 
to stand up to abusive practices. 

o The bill repeals the DOL rule and makes it difficult for the SEC 
to move forward with their rule.  

 Barr: If you are offering investment advice you should be 
held to a fiduciary duty. That’s what the rule would do. 
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o The CHOICE Act repeals the Volcker Rule. Doesn’t this expose 
taxpayers to banks’ losses? 

 Cook: Yes, and with respect to the FDIC guarantee, 
banks get all the upside with none of the downside. 
Repeal would not be appropriate. 

 Wagner: 
o I want to discuss the level to which that the U.S. has 

outsourced its decision making at the international level since 
Dodd-Frank. Mr. Pollock, going forward, should Congress 
demand the same level of transparency regarding decisions at 
FSB like we would at other trade negotiations? 

 Pollock: I think that’s a very important provision of the 
bill. I fully support the reporting required in the CHOICE 
Act.  

o It’s important that the best interests of the U.S. are taking into 
consideration. Last week the President signed an Executive 
Order to halt the ability of FSOC to designate non-bank SIFIs 
while they review the designation process. We published a staff 
report that showed this process is arbitrary and inconsistent. 
Can you comment on the Executive Order? 

 Pollock: FSOC’s decisions are fundamentally political, 
judgmental decisions.  

o Political and judgmental. Should FSOC even have this 
authority?  

 Pollock: I don’t think they should.  
 Wallison: Certainly they should not. They have abused 

that authority and will continue to abuse it. 

  Clay: 
o We’ve heard a lot of back and forth, but let me inject some facts 

before we move forward. I have a letter from a CEO of an 
American community bank. He said that lending is on a hot 
streak. Auto loans peaked at $1 trillion in the fourth quarter of 
last year. The recession tore apart these industries and 
obliterated any and all trust in financial institutions. We are 
finally seeing true recovery under the watchful eye of careful 
oversight. Some federal lawmakers think that regulations are 



  
 
 
 

Financial Choice Act 2.0 Hearing Summary    |    © 2017 Consumer Bankers Association 

 

1225 Eye Street, NW, Suite 550 Washington, DC 20005 

www.consumerbankers.com 

16 

holding markets back. They insist that red tape is driving up 
credit costs, even though the costs are at record lows. Dodd-
Frank is not holding back consumers.  

 Barr: I don’t know all the details, but in the bigger picture, 
that seems accurate.  

 Barr: 
o Article I, Section I of the Constitution states that legislative 

powers shall be vested in Congress. That’s the non-delegation 
doctrine. The Judiciary has interpreted this to allow delegation 
to non-elected bureaucrats. Does this concern you? 

 Wallison: Yes. Look at FSOC. It’s supposed to determine 
if a company will, in the future, collapse and cause a 
financial crisis. They are making a decision that no one 
could possibly know. That’s the kind of decision that the 
Dodd-Frank Act delegates.  

o Why is important that key policy decisions be made by those 
that make the rules and not by those that enforce them? 

 Pollock: That’s the key Constitutional idea. It’s the 
elected representatives that make law, and the regulatory 
agencies are derivative bodies that are responsible to 
Congress. 

o In reference to the structure of CFPB, can you tell us why the 
structure of the CFPB is a bad idea and how it might produce 
anti-consumer policies? Could you respond to the apologists 
that say we need to insulate the CFPB from political 
accountability? 

 Peirce: The notion that independence produces better 
policy is false. The idea that one man can make decisions 
for the entire country is troubling. From his perspective he 
may not understand that constraining options makes it 
more difficult for consumer. You need appropriations and 
other powers to monitor the CFPB. 

 Scott: 
o I was an original cosponsor of Dodd-Frank. We had 41 

hearings before we passed the bill. Today, we have only a 
single hearing on the issue and this is it. I think the people 
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deserve better than this. This CHOICE Act goes underneath the 
elements of our financial system. To give it only one hearing is 
not fair to the American people. The thing that disturbs me is 
that this should be a bipartisan effort. Let me remind the 
Committee that every major piece of policy has had both sides 
working together. I don’t think there has been any Democrat 
who has worked on this. We need some additional hearings. I 
am concerned about the capital requirements under this bill. Dr. 
Cook, am I right? 

 Cook: You’re right. There is a lot of forgetfulness about 
the effort that went into fighting this crisis. We worked 
very hard on these issues.  

 Posey: 
o Mr. Wallison, one provision would prohibit federal financial 

regulators from using settlement proceeds to pay third parties 
who were not harmed by the action that caused the settlement. 
Seems commonsense but that has not always been the case. 
The consumers end up losing because funds would have gone 
to them. Can you comment on the constitutionality of these 
slush funds? 

 Wallison: This is something that you should be quite 
concerned with. This is a serious problem because the 
money should have gone to victims.  

o Dr. Michel, the CHOICE Act would subject the CFPB to regular 
appropriations. What are the inherent problems with allowing 
the CFPB to avoid Congress’ power of the purse? 

 Michel: Any and all federal agencies should be 
accountable to the people. The FTC is a good example of 
an agency was reigned in through the appropriations 
process. 

 Lynch: 
o  I’m concerned with this bill. It’s the worst bill that I have seen in 

my time in Congress. It’s a collection of bad ideas. I have never 
seen so many bad ideas jammed into one bill. This bill repeals 
the Volcker Rule and repeals OLA. Mr. Barr, Sec 901 repeals 
the Volcker Rule. The IMF identified 73 banks that account for 
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2/3rds of global assets. What would the repeal of the Volcker 
Rule do to the ability to maintain risky activities? 

 Barr: It would make them hard to supervise them and 
resolve them if needed.  

o The same people want to make the CFPB subject to 
appropriations. What would the result of that be? 

 Barr: I think it would be a mistake to put the CFPB under 
the appropriations process. The system we have is 
appropriate. 

 Cook: I agree. 
o What a horrible bill this actually is.  

 Royce: 
o My concern has to do with the regulatory weight on community 

banks. We have put them at a significant disadvantage. What is 
the real life impact on a borrower seeking a loan? It seems 
we’ve moved closer to a utility model that puts burdens on 
people who didn’t create the crisis.  

 Allison: It makes it more difficult for consumer banks to 
make loans. There is intense pressure on mathematical 
modeling, which many of my successful loans would not 
have passed.  

o There is another aspect. Because of the economies of scale, 
they are ripe to be bought by a larger bank.  

 Allison: We’ve made it so hard for banks to start. 

 Ellison: 
o During your role on the Financial Crisis Inquiry Committee, you 

claimed that Fannie Mae and Freddie Mac were responsible for 
the crisis. Other Republicans on that committee thought that 
was flawed. How do you react to that? 

 Wallison: My work stands up over time.  
o Was your compensation tied in any way to you magnifying the 

beliefs of Mr. Pinto? 
 Wallison: No. 

o Mr. Barr, there are questions about the role that Fannie and 
Freddie played in the crisis. As I look at the CHOICE Act, I 
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couldn’t find anything that addressed Fannie and Freddie 
directly. 

 Barr: I’m not aware of any provisions that relate to Fannie 
and Freddie. 

 Hultgren:  
o Mr. Wallison, do you want to respond to anything from the 

previous question? 
 Wallison: Unfortunately, the Financial Crisis Inquiry 

Committee was a poorly run operation, and we did not 
see all the data that the staff had. After the report was 
issued, I saw all the data they had and saw that much of 
what they had and we didn’t see supported the position 
that I put forward. 

o In your testimony you highlight some of the reforms that the 
CHOICE Act proposes relative to the SEC. Can you discuss 
this, and wouldn’t it be logical to suggest similar rules for the 
CFTC? 

 Peirce: Yes. Due process is not only valuable for the 
target of enforcement, but also so citizens know that we 
are following all of the proceedings. 

o Mr. Wallison, there is concern about the differences between 
proprietary trading and permitted activities such as market 
making and hedging. How do you draw this distinction? 

 Wallison:  The problem is you can’t draw a line. This 
caused years of dispute among regulators. They look very 
similar.  

 Delaney: 
o Mr. Wallison, the CHOICE Act is a step back. The repeal 

seems to be based on two premises. First, that Dodd-Frank 
causes reduced growth. I don’t buy that argument. Second, that 
somehow the government caused the financial crisis. You seem 
to believe that the government caused the crisis. 19 of the 20 
largest financial institutions either failed or required capital. The 
market had a view that mortgage securities were as safe as 
treasuries. How is that the fault of the U.S. government? 
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 Wallison: This is a very complicated question. The 
underwriting standards were forced to decline because of 
home ownership goals. They set the standards for the 
industry. 

 Ross:  
o We need to unlock financial growth in this country. I support this 

bill. I support repealing the DOL rule. I support restructuring the 
CFPB. However, I am opposed to repealing debit reform. Debit 
reform is important. The savings realized from debit reform are 
great. It benefits consumers. Mr. Wallison, I find it interesting 
that on FSOC we have one member that has insurance 
expertise and he is ignored. Would you agree that we should 
allow the state system of regulation to continue and not have 
FSOC be in that area? 

 Wallison: State regulation has been very successful. 
FSOC was simply implementing the decisions of the FSB.  

o When we look at Too Big to Fail, wouldn’t a rating agency 
consider that when giving them a rating? Wouldn’t that be a 
detriment to a firm that is not backed by the government? It 
creates a moral hazard! 

 Wallison: You’re completely right.  
o Mr. Allison, can you discuss the burdens that increased 

regulations have on regular Americans? 
 Allison: To the degree that consumer banks are focused 

on regulations, consumers get worse service. All costs 
get passed to consumers at the end of the day.  

 Green: 
o If you like kickbacks, you will love the CHOICE Act. It will allow 

hardworking Americans to go into a bank to get a loan and 
receive an indication that they’ve qualified at 8 percent when 
they actually qualified at 5 percent. Dodd-Frank ended the yield 
spread premium, which allowed people to qualify at a lower rate 
but receive a loan at a higher rate and there were no 
consequences to the banks because it was lawful. People were 
paying more for a loan than they should have. It was a bad 
circumstance that Dodd-Frank eliminated. Ms. Cook will you 
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explain how the yield spread premium had an impact on 
Americans? 

 Cook: This put African Americans and Hispanics into 
mortgages that were lower quality than they deserved. It 
was widespread. 

o There is no way to measure the amount of damage that this 
caused. Mr. Barr, how does allowing investment banker to use 
depository funds to make profit on Wall Street work? 

 Barr: The Volcker Rule was designed to separate out 
different kinds of risk in the financial system. That reform 
is designed to make it less likely that families will get 
crushed.  

o I remember how bad the crisis was in 2008. Banks would not 
lend to each other. We had to pass Dodd-Frank and we still 
need it.  

 Pittenger: 
o What is the impact of Dodd-Frank on the broader context of 

entrepreneurs? What’s the impact of that on the future? 
 Allison: Healthy banking systems lead to healthy 

economies. We are basically small business venture 
capitalists. Regulators forced us to close our community 
banking models.  

o Can you give a forecast of the future? 
 Allison: There is going to be a lot of consolidation, and 

we are going to be stuck in slow growth. 

 Moore:  
o Mr. Wallison, we’ve talked about your minority views before. 

One of your comments was that Fannie and Freddie caused the 
crisis. You blamed it on predatory borrowers. I’ve only bought 
two homes in my life. People don’t go buy homes every day. It’s 
amazing to me that you don’t think that credit rating agencies, 
etc. caused the crisis. I have a letter from Barney Frank where 
he points out that from 1991-2006, they were trying to stop 
predatory lending. It was not predatory borrowers. You also 
said that Fannie and Freddie underwrote bad loans. Freddie 
and Fannie don’t underwrite bad loans, they were scammed as 
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well. The CHOICE Act will repeal Title I of Dodd-Frank. Can 
you talk about the systemic risk of undoing Title I? 

 Barr: It would dismantle the process for designating 
Financial Market Utilities. It would remove the ability to 
establish heightened standards. It would crush the 
economy.   

o If we don’t have the Volcker Rule, it would allow federally-
backed funds to trade, and that would create a moral hazard. 
Do you think that eliminating the Volcker Rule is a good idea? 

 Barr: I think that’s a bad idea. There are ways to 
implement it more efficiently, but we should not eliminate 
it. 

 Rothfus: 
o As you know, under Sec. 165 of Dodd-Frank, certain firms must 

submit living wills that demonstrate how they will be resolved.  
They are a way for regulators to govern the company. Rejecting 
living wills is an opening to restructure the company 
themselves. Do you agree? 

 Wallison: Yes, it’s clear that it allows regulators to 
prohibit or stop otherwise legal activities. 

o Is this how a free market should operate? 
 Wallison: Not at all. 
 Pollock: A theme of Dodd-Frank is granting wide 

authority outside the normal process to agencies. 

 Heck:  
o I thought the Great Recession was the greatest financial crisis 

of my lifetime. I wish there was more discussion today of the 
lessons learned from the crisis. Can you tell me what you 
learned from the financial crisis that conflicted with your earlier 
beliefs? 

 Allison: I learned that government policy, even well-
intended, can be destructive. 

 Peirce: When institutions have to focus on regulations, 
they behave differently than how you would expect a self-
interested institution to behave. 
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 Cook: The monetary authority should have as many tools 
as possible to fight the next crisis. 

 Pollock: I learned this cycle was like the others, and 
there have been more severe cycle in the past.  

 Barr: All the gatekeepers and safeguards in the system 
broke.  

 Tipton:  
o Mr. Allison, you were talking about bank CEOs now being 

compliance officers. Do you think it’s important to tailor rules 
and regulations to small banks? 

 Allison: Yes, I do. 
o The CHOICE Act includes my bill, the TAILOR Act, which would 

avoid the unintended effect of regulatory burdens on small 
banks. Do you think this would help? 

 Allison: I do. 
o Mr. Pollock, is there anything required in Dodd-Frank in terms 

of a cost-benefit analysis of rules and regulations? 
 Pollock: I don’t believe so. It’s not a theme of Dodd-

Frank, but it is a theme of the CHOICE Act.  

 Williams: 
o The CFPB is one of the most unaccountable agencies in the 

U.S. You have an agency that uses strong arm tactics. They 
are growing by leaps and bounds with no end in sight. This is 
what Dodd-Frank gave us. Dr. Michel, do you agree with the 
DC Circuit Court opinion that the lack of accountability at the 
CFPB was so great that it violated the separation of powers? 

 Michel: Yes, you have a director that can’t be removed, 
who decided which company to go after, etc. 

o The FTC has been enforcing consumer protections for decades 
before the CFPB, correct? 

 Michel: Correct. 
o Do you believe the FTC has been effective at this without 

supervision power? 
 Michel: Yes.  

o When the public hears you say that you’ve had to hire more 
compliance officers, who pays for that? 
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 Allison: The consumer pays. 

 Poliquin:  
o Mr. Allison, we have about 500 small towns in our state. I love 

to travel around the district. People tell me that the major 
problem is compliance and paperwork. In your opinion, does 
this CHOICE Act help with that problem?  

 Allison: Absolutely, it would be beneficial in that regard  
o We have 26 small community banks in Maine. They do not 

package mortgages and sell them. They did not cause this 
crisis. Rules need to be more tailored. 

 Allison: I agree.  
o FSOC is currently deliberating that non-banks should be 

considered too big to fail. What advice would you give to us 
about the designation of non-bank SIFIs? 

 Allison: They shouldn’t be able to designate them. 

 Love: 
o Mr. Wallison, in what way are there nuances in explaining the 

amount of lending that has occurred since Dodd-Frank? 
Because some figures show that lending is up. 

 Wallison: The banks have not yet reached 2008 lending 
levels. In addition, there were 25 new banks 2009, 9 in 
2010, 3 in 2011, and since then zero to 1 every year. If 
banks were profitable people would be starting banks.  

o Large banks are doing ok, and small banks are providing fewer 
loans.  

 Wallison: Small banks are gradually going out of 
business and the large banks are taking up that business.  

o Who are the people that small banks lend to versus the large 
banks? 

 Wallison: The smaller banks lend to start ups and 
provide character loans. Startups aren’t getting these 
loans right now and it’s hurting the economy.  

 Hill: 
o I’m pleased that the CHOICE Act has the off-ramp provision for 

banks that hold tier 1 assets at a 10 percent leverage ratio. At 
the end of last year in Arkansas, three quarters met that 
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standard. The medium ratio in the state is over 11 percent. Mr. 
Allison, do you like the 10 percent leverage ratio? 

 Allison: I do. I think it’s a reasonable number. The 
important thing is to have a tradeoff. 

o Ms. Peirce, another challenge is the loss of our public 
companies. One of the barriers is the regulatory cost of going 
public. Is the current $2,000 threshold for submitting a 
shareholder proposal still reasonable? 

 Peirce: I think it’s time to revisit that threshold.  
o Mr. Wallison, I’ve heard from regulators and bankers that the 

Volcker Rule just isn’t working. 
 Wallison: It’s a really serious problem. It not only affects 

the ability to buy and sell securities as market makers, but 
it affects hedging as well. They need to hedge. They are 
likely to become much more risky. 

 Emmer: 
o Many of these concepts have been debated and discussed for 

years. FSOC is not under the appropriations process. Mr. Barr 
stated in his testimony that FSOC established a system that 
provides for a sound deliberative process. Do you agree with 
this? 

 Wallison: No, and we didn’t know much about the 
process until it came out in the MetLife case. It’s non-
transparent for the people inside and outside. 

 Zeldin: 
o There are a lot of small businesses in my district who struggle 

to access capital. They are being forced out of state or out of 
the country. Major obstacles have been put in place by Dodd-
Frank. What provisions in the CHOICE Act will most help small 
businesses to grow? 

 Peirce: Making it easier for angel investors to invest in 
small businesses. The bill would expand the types of 
people that can qualify as accredited investors.  
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 Emmer:  
o Ms. Peirce, by putting the FSOC under the appropriations 

process and under the supervision of Congress, could we solve 
some of the issues? 

 Peirce: Certainly. Taking away its SIFI designation 
powers is also an important step. 

 Loudermilk: 
o I want to talk about stress tests. We’ve had testimony that often 

regulators are punishing banks for failing to meet requirements 
that are never stated. Mr. Allison, has the Fed lacked 
transparency around this process? 

 Allison: In theory in can be useful but there has been an 
incredible amount of waste in the process.  

o The Fed recently exempted certain banks from the qualitative 
part of CCAR. Should we expand that to all banks? 

 Allison: I would say so. It’s a subjective judgment. 
 Pollock: I agree. The qualitative part should be 

eliminated. 
o Is it a useful tool? 

 Allison: No. The more complex it is, the more likely it is 
to fail. 

o Dr. Michel, The CFPB collects a massive amount of data. How 
concerned should we be about this and what is our risk of 
exposure to bad actors? 

 Michel: I still don’t see what they are doing with it. It’s 
sitting there with no clear purpose.  

 Davidson:  
o I am particularly concerned about due process. This is one of 

the most important protections in the Constitution. Do firms in 
administrative proceedings before the SEC have the same due 
process rights as defendants in a court of law? 

 Peirce: No, they do not.  
o Does the mismatch create the potential for different legal 

interpretations and different outcomes? 
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 Peirce: It does. The SEC would run better if people had 
the option to go to court instead. The CHOICE Act allows 
for that.  

 Kustoff: 
o We’ve had few banking startups since the enactment of Dodd-

Frank. Mr. Allison, can you from a practical perspective, if you 
wanted to start a new bank, what are the hurdles that Dodd-
Frank would present? 

 Allison: The big problem is that regulators don’t want you 
to start a bank, so they will throw everything at you. And 
the cost of compliance will be huge.  

o Let’s assume that we get the CHOICE Act passed in total. What 
will that do to new banks? 

 Allison: It would jumpstart new banks. It will be good for 
the economy. 

o In the CFPB Consumer Complaint Database, complaints are 
not verified before they are made public. Can you talk us 
through how the CFPB might be able to verify them before 
posting them? 

 Michel: FTC has a similar model. They are kept internally 
while the staff looks into the issue. 

o How would the CFPB go about verifying the data? 
 Michel: They can talk to the person who made the 

complaint and talk to the company to see what happened.  

 Tenney: 
o In my district we have a lot of community banks that have 

closed. There haven’t been any new banks in New York since 
Dodd-Frank. I want to talk about the ability to put some 
restraints on regulators.  

 Michel: I’m not a fan of independent regulatory agencies. 
I think that’s a problem.  

 Pollock: We should always encourage new banks and 
new capacity. On the general question of accountability, 
the cost and effect of regulation should be taken into 
account.  
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  Hollingsworth:  
o There has been talk today about banks taking risks in their 

trading books that has caused loses that are covered by the 
FDIC. 

 Michel: This started in the wholesale funding market. This 
had nothing to do with the banks initially. Banking is risky 
anyways, and there a number of agencies that can 
already stop the trade from going through without the 
Volcker Rule. This is the biggest nothingburger ever. 
Period.  

o Dr. Cook, does Dodd-Frank slaughter the business cycle? Will 
we never have another crisis? 

 Cook: I wouldn’t go that far. This is not perfect. 
o Can we dampen the amplitude of the ups and down? 

 Cook: No. Still no.  
o Dr. Michel, I wanted to talk about Title VII and how it changes 

the way that clearinghouses are structured.  
 Michel: If counterparties wanted to have these derivatives 

cleared, and clearinghouses wanted to clear them, that 
was already happening. That’s progressive over time. To 
mandate it is a very bad idea. It’s another avenue for 
bailouts. 

 Gottheimer:  
o With the benefit of almost 7 years of experience, we can all 

identify areas where Dodd-Frank could be improved without 
altering its core. One such area is Sec. 619 that prohibits 
speculative investments. What are some of the tweaks that can 
be made? 

 Allison: You have to look at banks at the middle level, 
and not just at the parts.  

o Sec. 619 requires that 5 agencies interpret the trader’s intent to 
effectuate the rule’s prohibitions. Is that burdensome on the 
banks? 

 Allison: Probably. I don’t think they have the skillset to do 
it.  
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o Mr. Barr, Do you think OCC’s failure to address Wells Fargo’s 
bad sales practice shows that they may have put their 
consumer protection role in a subordinate role to its other 
missions? 

 Barr: The failure was significant, and I think it was one of 
the reasons for bringing the consumer protection 
functions together under the CFPB. The recent reports 
show that this was a good idea.  

o So you’d say that this meets the mission of the CFPB? 
 Barr: Yes, that’s one of the core reasons for the CFPB. 

This is important for creating a level playing field. 

 Trott: 
o Some of my friends today have talked about why an OLA is 

better than a bankruptcy solution. First, they say the FDIC has 
got it covered, and that the FDIC will do a better job than a 
bankruptcy judge. How has the government done running 
programs and keeping it solvent like the FDIC would need to be 
to address a failure?  

 Michel: Not a good job. 
o The first argument fails because taxpayers will be exposed. On 

the second argument, they say that the FDIC will do a better job 
than a bankruptcy judge. Let’s look at transparency. Who is 
more transparent? 

 Michel: Open court would be more transparent.  
o Which will lead to a more predictable result? 

 Michel: Bankruptcy court. 
o Don’t you think a bankruptcy process where the creditors are at 

risk is better than a situation where the taxpayers are at risk? 
 Michel: I don’t see how there can be any doubt.  

 Budd: 
o Let’s talk about price controls. We have a long history of price 

controls. Nixon and Carter tried them. Venezuela tried them 
with food prices. Is the Durbin amendment, which is a price 
cap, helping the American public? 

 Michel: It’s hurting. People find way around it. 
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o  The bottom line is the practical cost is the consumers’ pocket 
books have been hurt. 

 Michel: The evidence ranges from unaffected to harmed. 
No one is helped.  

o Mr. Allison, you mentioned that at the end of the day, someone 
pays. Can you elaborate? 

 Allison: The Durbin amendment has been particularly 
harmful to consumers. All of the costs are passed down to 
them eventually.  

 Mooney:  
o Recently, supporters of Dodd-Frank have rolled out anecdotes 

to “prove” that Dodd-Frank helped the economy. What you 
don’t hear about are the regulatory costs that are weighing 
down the economy. Has Dodd-Frank lifted the economy? 

 Michel: No, we did one of the first macroeconomic 
models of this, and we do show that it’s been 1 percent 
per year of GDP lost because of Dodd-Frank.  

o What have been the macroeconomic impacts of the new 
regulations? 

 Michel: The part we did was very narrow. I imagine the 
full result was much worse. We are talking about 400 
rules across the entire financial system. I suspect that it’s 
pretty severe.  
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