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Testimony before the European Parliament Committee
on Economic and Monetary Affairs:

Transatlantic Trade and Investment Partnership
and Financial Services Regulation

Dr. Christopher Payne & Ken Monahan

Dear Madame Chair, Honorable Members of the Committee,

We would like to begin by taking the opportunity to thank the Committee for inviting
us to present to you today.

In this presentation, we analyze the rationale behind the Obama administration's
public resistance to EU proposals to include financial regulatory cooperation as a part of a
Transatlantic Trade and Investment Partnership agreement.

Our analysis finds that, given the different stated positions of the EU and U.S. on
financial regulations in T-TIP, the two parties probably will not be able to agree to all of the
EU's proposals, but that a more limited agreement would still have significant value.

A. Explaining the Obama administration's position on financial services

1. T-TIP financial regulatory cooperation could undermine the implementation of Dodd-
Frank

The Obama administration is concerned about any actions that could undermine the
process of the Dodd-Frank regulatory overhaul. The act was passed in July 2010, and is
among President Obama's signature achievements. U.S. Republican lawmakers are not
currently working for a repeal of Dodd-Frank, but would most likely seize upon any
opportunity to change some of its provisions.

Dodd-Frank implementation has been underway for some years now: According to
our analysis, two-thirds of the Dodd-Frank rulemaking process is complete and around 20
percent is in progress, with the remainder not yet started. There are six separate agencies that
deal with financial regulations in the U.S., and many Dodd-Frank rules require the interaction
of multiple agencies. Historically, these agencies have closely guarded their rulemaking
territory; involvement of foreign regulators in the process of finalizing rules could present
significant logistical challenges.

2. T-TIP financial regulatory cooperation raises the potential for watering down U.S.
regulation

The Obama administration believes that Dodd-Frank regulations represent a tough
response to the financial crisis. The U.S. is a leader in the implementation of Basel III, and in
some cases, regulators are going beyond Basel guidelines. For instance, whereas Basel
stipulates a leverage ratio of 3 percent, the largest U.S. banks will be subject to leverage ratios
of 6 percent (for the bank holding company) and 5 percent (for its deposit-taking commercial
banking subsidiaries).
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While there are examples of tougher regulation in the EU (for instance, employee
compensation and money market funds), the Obama administration believes reforms on
banking structure such as the Volcker rule and other prudential standards put the U.S. in the
vanguard. While many have argued that regulations do not go far enough to solve the too-big-
to-fail problem and that a funding advantage still exists for the biggest banks, the
administration will continue to closely guard what it has achieved. In this regard, we are
aware of European complaints about the Federal Reserve’s new holding company rules that
require large European banks to set up separately capitalized holding companies in the U.S.;
but U.S. policymakers believe this is consistent with national treatment and are highly
unlikely to budge from this stance in the T-TIP negotiations.

3. Multilateral approach seen as preferable

It is important to remember that the U.S. financial system is very different from that of
the EU. For instance, U.S. commercial bank assets account for approximately one-fifth to
one-quarter of total financial sector financial assets in the U.S.; the equivalent number in
Germany is around 70 percent.
Differences in the structure of credit intermediation between the U.S. and EU may be seen in
the U.S. as more supportive of the current multilateral structure, rather than pointing to the
need for a formal U.S.-EU financial regulatory forum. These differences also explain why
there may be robust disagreements over the appropriate leverage ratio and why the Volcker
Rule approach is preferred in the U.S. to ring-fencing deposit-taking banks.

B. Financial regulatory cooperation in the broader T-TIP context

It appears that the Obama administration will not accept full incorporation of the
principles of financial regulatory cooperation proposed by the EU. The U.S. could, however,
conceivably agree to some aspects of the proposal, such as agreeing to mutual consultations in
advance of new measures, without committing to avoid rules that unduly affect the
jurisdiction of the other party.

But it should be remembered that financial services regulations are but one of a
number of challenging issues in T-TIP, including agriculture, data privacy, government
procurement, investor-state dispute settlement, and regulatory cooperation in other industries.

It may well be that a less comprehensive agreement — one that eliminates all
manufacturing tariffs and most agricultural tariffs, further opens up the U.S. and EU services
markets, and addresses some key regulatory differences, such as those facing the automotive
sector — would be less controversial and thus easier to conclude. Such an agreement could
also include a limited financial regulatory consultative mechanism.

According to our estimates, U.S. and EU exporters to each other's markets face about
$10.5 billion in annual tariffs and an estimated $96.3 billion in annual regulatory trade costs,
including $12.8 billion in the automotive sector alone. Such a T-TIP deal would not
necessarily be as wide-ranging as the one pitched when the negotiations started last year, but
it would nonetheless be valuable for both parties, and more likely to be accepted by the U.S.
Congress.

Thank you for your time.


