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Brown, Warren Urge Fed to Address
Risks Associated With Bank Ownership
of Physical Commodities

Apr 16, 2014

As Federal Reserve Closes Comment Period, Senators Point to Expansion of Bank Ownership of

Physical Commodities and Risks Posed to Safety of Our Financial System

Senators Urge Fed to Prohibit Financial Holding Companies from Owning Physical Assets

WASHINGTON, D.C. - Today, U.S. Senators Sherrod Brown (D-OH) and Elizabeth Warren (D-

MA) urged the Federal Reserve to address risks associated with financial holding companies'

ownership of physical commodities. As the Federal Reserve closes the public comment period on

its advanced notice of a proposed rulemaking (ANPR), the senators urged the Fed to prohibit

financial holding companies from owning physical assets.

"As a general matter, FHCs should be prohibited from owning physical assets like warehouses,

pipelines, and tankers," the senators wrote. "These activities pose significant safety and

soundness, legal, and reputational risks to institutions."

On January 1, 2014, the Board of Governors of the Federal Reserve System published an ANPR

on the Bank Holding Company Act (BHCA) provisions enabling Financial Holding Companies

(FHCs) under the Gramm-Leach-Bliley Act (GLBA) to engage in various physical commodities.

The comment period was originally scheduled to close on March 14th, but the Board extended

the deadline to April 16th in response to requests from industry groups.

With the public comment period for the rule closing today, the senators outlined significant

concerns associated with FHCs' expansion into activities that are commercial in nature,

particularly their ownership of assets involved in the extraction, transportation, storage, and

distribution of commodities and energy. They argued that commercial commodities and energy
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activities expose financial institutions, regulated by the Board, to unprecedented and

unmanageable financial, legal, environmental, and reputational risks.

Brown, who chairs the Senate Banking Subcommittee on Financial Institutions and Consumer

Protection, first shined a light on the physical commodities operations at bank holding companies

(BHCs) in July 2013 and has held two hearings examining the impact of commodity ownership on

financial markets. The hearings identified a number of regulatory challenges and safety and

soundness risks associated with FHCs' involvement in physical commodities and energy markets.

Witness testimony discussed the important policy justifications for maintaining a legal separation

between banking and commerce under the BHCA, identified potential safety and soundness risks

associated with FHCs' direct ownership of physical commodity assets, and outlined the legal and

regulatory context behind the erosion of the legal wall separating banking and commerce over

the last two decades.

In October 2013, Brown and Warren sent a letter to the London Metals Exchange (LME)

regarding its proposed changes to rules governing industrial metals trading. According to a July

20th report in The New York Times, "the maneuvering in markets for oil, wheat, cotton, coffee

and more have brought billions in profits to investment banks like Goldman, JPMorgan Chase

and Morgan Stanley, while forcing consumers to pay more every time they fill up a gas tank, flick

on a light switch, open a beer or buy a cellphone." While the United Sates once separated

banking from traditional commerce, today's banks are now allowed to engage in a variety of non-

financial activities, such as owning oil pipelines and tankers, electricity power plants and metals

warehouses. Today, the six largest U.S. BHCs have 14,420 subsidiaries, only 19 of which are

traditional banks.

A full copy of Brown's and Warren's letter sent today to the Federal Reserve can be found here.
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