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Chairman Crapo, Ranking Member Brown, members of the committee, thank you for the
opportunity to testify today on the Federal Reserve’s supervisory activities in the context of the
ongoing pandemic.
My last appearance, in May, followed a period of historic financial stress.1 The
emergence of COVID-19, and the measures taken in response (together, the “COVID event”),
added a deep strain of uncertainty to financial markets. It prompted a sharp and global flight
from riskier, more volatile asset classes, and a retreat to the safety of cash. That retreat
demanded immediate, extraordinary, and concerted public intervention, to ensure stability,
restore calm, and see the nation through an unfolding crisis.
For the Federal Reserve, that intervention spanned a wide range of financial
intermediaries and markets, including the banking sector.2 Strengthened by a decade of
improvements in capital, liquidity, and risk management, including the refinement and
recalibration of the last three years, banking organizations became an important shelter from
financial distress. Our goal was to ensure this shelter stood fast—that banks could respond to the
emergency, and address consumer, business, and community needs, without jeopardizing their
own safety and soundness.
The report accompanying my testimony lists these actions in detail, and we have
extended several of them as the COVID event has continued.3 They range from temporary
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-2adjustments to capital and reserve measures, to temporary changes in compliance requirements,
to temporary shifts toward off-site examination activities, to temporary delays in the
implementation of new standards. They include specific guidance on the use of capital and
liquidity buffers. They clarify, beyond doubt, that safety and soundness are no impediment to
working constructively with customers, including borrowers, in a time of strain.
Together with monetary, financial stability, and fiscal actions, these measures helped
calm the waters. The initial wave of market stress has passed, and the recovery has begun much
sooner than expected. This speaks to the country’s tenacity, ingenuity, and spirit in responding
to even the greatest of shocks.
The challenge we face now is distinct, formidable, and complex. The surprise of the
COVID event is gone, replaced by a clearer view of its economic consequences. The burdens
facing households and businesses are better understood, but they are no less significant, and they
are not evenly borne. I am confident that we will work through them together, support those
hardest hit, and ensure that our economic wounds do not become scars.
The Federal Reserve remains committed to using our full range of tools to support the
economy for as long as needed, and a strong, resilient banking system is an essential element of
such support. A durable recovery demands banks that lend actively, confront gains and losses
honestly, withstand unexpected shocks, and help customers rebuild and adapt to the new
landscape. Our task, as supervisors, is to ensure the country’s banks continue to meet that
exacting standard.
The Federal Reserve’s earliest COVID-related guidance, encouraging banks to work
constructively with borrowers, was an important step toward this goal. Since then, working with
our colleagues in other financial regulatory agencies, we have taken several others:
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We published a set of key principles to guide COVID-related credit accommodations, in
ways that meet customer needs while preserving safety and soundness.4



We offered new guidance on bank examinations during the COVID event, ensuring they
consider the unique, evolving, and potentially long-term issues that institutions face.5



We clarified our approach to COVID-event-related activity under the Community
Reinvestment Act (CRA), and to granting consideration for investments that protect
public health and safety.6



And building on targeted, temporary changes to capital requirements this spring, such as
temporarily removing reserves and treasuries from the denominator of the supplementary
leverage ratio, we supported banks’ ability to address customer needs by easing their path
to participate in emergency programs—to issue loans in the Paycheck Protection
Program, underwrite loans in the Main Street Lending Program, and act as counterparties
in several other facilities.7
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of the COVID-event shock.8 This framework, like the data associated with it, has long been a
key part of day-to-day banking supervision. However, it was born in and built for a crisis, to cut
through panic, clarify the health of the largest financial firms, and provide the certainty needed to
restore confidence.9 In that spirit, and under the constraints of a fast-moving market event, we
conducted and published a “sensitivity analysis,” examining how institutions would fare in a
prolonged downturn. The banking system remained well capitalized in the downside scenarios
we examined. But in light of continuing uncertainty, we took several steps to preserve bank
capital—and with it, banks’ role as a source of economic strength.10 We are conducting a second
round of stress tests toward that same goal, with results announced before the end of this year.
As our report shows, that strength is still intact. Liquidity and capital remain high and,
indeed, have increased at our largest banks over the course of the COVID event. Firms have
sharply increased their reserves, setting aside resources today against losses they may incur
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economic stress.
It is worth recognizing how things might have been different. This foundation would not
exist, after a once-in-a-century shock, if not for a decade of work by officials and the banks
themselves to make banks stronger and more stable, and to make banking supervision fairer,
more efficient, and more transparent. Those values are not contingent, fit only for an economic
boom. They represent an ethic and a commitment—to addressing the most pressing supervisory
and regulatory issues in the most effective ways—that are even more critical during a crisis.
That ethic has steered the Federal Reserve through the last seven months, and it will
continue to guide us through the recovery. It applies to our efforts to complete the
implementation of Basel III reforms like the net stable funding ratio, tailoring them to the
activities and risks of different institutions. It applies to our recent work to streamline the
Volcker rule and swap margin rule.11 It applies to our assessment of the lessons of the COVIDevent shock, understanding which parts of our regulatory framework functioned well and which
need improvement.12 It applies to our international engagement, to ensure that global financial
rules do not splinter and fragment as we gradually return to normal.13
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values and priorities that remain the same—those that will continue to guide us in our support for
the financial system, the economy, and the country, long after the COVID event has passed.
Thank you for your time. I look forward to answering your questions.

