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In Order To Move Forward, We Must Look Back
Twenty years ago, two ﬁrms announced a merger; a deal that would secure the new company’s spot as the number one
ﬁnancial services organiza on in the world. The new conglomerate, Ci group, combined banking, securi es and insurance
services under one roof through a $135 billion merger and combined ﬁrm assets of close to $700 billion.1 The deal was
newsworthy because of its size, but also because it violated two prominent banking regula ons of the day: the Glass‐Steagall
Act (Glass‐Steagall) and the Bank Holding Company Act of 1956. When asked about the viola ons, CEO of Ci corp, Sandy Weill
retorted “we are hopeful that over me the legisla on will change….we have had enough discussions to believe this will not
be a problem.” As predicted, one year later, the legisla on changed.
Glass‐Steagall was enacted following the Great Depression, restric ng banks from merging with insurance underwriters. While
not completely repealed in 1999, the Act was amended to allow bank holding companies to engage in previously forbidden
commercial ac vi es, such as insurance and investment banking. The change in legisla on opened the ﬂood gates for mergers
and acquisi ons that wouldn’t have been possible prior to 1999 and was possibly the ﬁrst step in a series of events that led to
the 2008 ﬁnancial crisis. As a result, the largest banks became even larger, consequently posing greater risk to the en re
ﬁnancial system.
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The Pendulum Swings Back
A er the phrase “too big to fail” permeated the vernacular of both Wall Street and Main Street alike, the pendulum swung
back in the direc on of the Glass‐Steagall Act with the 2010 passage of the Dodd‐Frank Wall Street Reform and Consumer
Protec on Act (Dodd‐Frank). Intended to decrease various risks in the U.S. ﬁnancial system by increasing regula on in certain
aspects of banking, Dodd‐Frank eﬀec vely imposed a great burden to the U.S. banking system.
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The Volcker Rule (Sec on 619), a key component of Dodd‐Frank, restricts bank investment, elimina ng proprietary trading
and a emp ng to limit specula ve trading.2 The Volcker Rule strongly curtails the ability of banks to employ risk‐on
trading techniques when simultaneously servicing clients as a depository. It also regulates ﬁnancial ﬁrms’ use of
deriva ves, in an eﬀort to prevent “too big to fail” ins tu ons from taking increased risks. Most notably, higher reserve
requirements imposed by Dodd‐Frank require banks to hold a larger percentage of their assets in cash, thereby assuring a
lesser alloca on to marketable securi es, like bonds.
Cri cs of Dodd‐Frank have pointed to its poten al to restrict the ability of U.S. ﬁrms to compete with foreign compe tors
and to the regula ons that appear to be intended mainly for larger ins tu ons. Some claim that it has unjustly impaired
smaller banks, leading to a further consolida on of the banking industry as many regional banks merged, closed their
doors, and new bank charters became almost non‐existent. One of its most prominent cri cs, President Donald Trump,
determinedly advocated the poten al beneﬁt of a rollback of Dodd‐Frank regula ons. The President said, in January of
2018, that he wants to give banks the freedom to loan to customers deemed too risky under Dodd‐Frank; people that he
believes would use the funds to start new businesses, adding to the economic growth of the country. Proponents
suppor ng the rollback, reason that it would provide much needed relief for community banks and credit unions.

Banks May Have Their Sights Set on Municipals
On Tuesday, May 23rd, the U.S. House of Representa ves passed the most substan al banking bill since Dodd‐Frank:
legisla on that would ease bank rules introduced in the wake of the 2008 ﬁnancial crisis. The measure, tled The
Economic Growth, Regulatory Relief, and Consumer Protec on Act (S. 2155), was dubbed “the Crapo legisla on” by the
media a er the bill’s sponsor, Senator Mike Crapo (R‐ID.)
Dodd‐Frank deﬁned “systemically important ﬁnancial ins tu ons” (SIFIs) as banks with greater than $50 billion in assets
under management.3 With the new
legisla on, the threshold for SIFIs will
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In an a empt to maintain a high‐level of liquidity on banks balance sheets, HQLA can only include securi es with a high
poten al to be easily converted into cash without taking a signiﬁcant loss. Aimed at rolling back many aspects of the
Volcker Rule provisions, the Crapo legisla on eases some of the capital requirements and leverage ra os for large
custodial banks, eases regula on for small and regional banks and exempts small lenders, with assets less than $10 billion
from requirements of the Volcker Rule.

Most notable for municipal bond market par cipants is the legisla ons’ reclassiﬁca on of
investment‐grade municipal bonds as high‐quality liquid assets (HQLA).
Since the ﬁnancial crisis of 2008, banks have become a more tradi onal buyer of municipal bonds. Historically, banks and
property and casualty insurance companies have been important players in the municipal market, owning an es mated
20%‐30% of outstanding municipal debt, combined.4 APA believes this measure will provide banks an incen ve to increase
their municipal holdings by allowing banks to hold high‐quality municipals as part of their liquidity requirement.

In our opinion, including municipals as HQLA will not only help banks but help the
municipali es who depend on tradi onal buyers to help fund vital projects and the vast
infrastructure needs of this country.
There are three categories of HQLA with decreasing levels of quality: level 1, level 2A, and level 2B. Level 1 assets, such as
U.S. Treasuries or Federal Reserve Balances, have no haircut while level 2A and 2B have a 15% and 50% haircut,
respec vely. Level 2A assets include higher‐risk securi es guaranteed by a sovereign en ty or a security issued by a
government sponsored enterprise, such as Fannie Mae. While municipal bonds were historically not included as level 2B
assets, despite their extremely low default rate, high‐quality municipal bonds, investment‐grade corporates, and liquid and
readily marketable publicly‐traded common stocks are all considered level 2B capital.5 With the inclusion of municipals,
APA expects banks will once again be encouraged to increase their holdings of municipal bonds, giving municipali es
expanded access to capital.

For more informa on about Asset Preserva on Advisors customized por olio management, please contact:
ContactUs@AssetPreserva onAdvisors.com, (404) 261‐1333
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Disclosures
Past performance is not indicative of future results. This material is not financial advice or an offer to sell any
product. The actual characteristics with respect to any particular client account will vary based on a number of factors
including but not limited to: (i) the size of the account; (ii) investment restrictions applicable to the account, if any; and (iii)
market exigencies at the time of investment. Asset Preservation Advisors, Inc. reserves the right to modify its current
investment strategies and techniques based on changing market dynamics or client needs. This is not a recommendation to
buy or sell a particular security. There is no assurance that any securities discussed herein will remain in an account's
portfolio at the time you receive this report or that securities sold have not been repurchased. The securities discussed may
not represent an account's entire portfolio and in the aggregate may represent only a small percentage of an account's
portfolio holdings. It should not be assumed that any of the securities transactions, holdings or sectors discussed were or will
prove to be profitable, or that the investment recommendations or decisions we make in the future will be profitable or will
equal the investment performance of the securities discussed herein. Information was obtained from third party sources
which we believe to be reliable but are not guaranteed as to their accuracy or completeness.
APA is an investment adviser registered with the U.S. Securities and Exchange Commission. Registration does not imply a
certain level of skill of training. More information about the advisor including its investment strategies and objectives can
be obtained by visiting www.assetpreservationadvisors.com. A copy of APA's disclosure statement (Part 2 of Form ADV) is
available without charge upon request. Our Form ADV contains information regarding our Firm’s business practices and the
backgrounds of our key personnel. Please contact APA at 404-261-1333 if you would like to receive this
Information. APA-18-271
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