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Banking and Finance Law Daily Wrap Up, FINANCIAL STABILITY
—Bipartisan senators’ group again tries to restore Glass-Steagall
provisions, (Jul. 8, 2015)
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By Richard A. Roth, J.D.

Senators Elizabeth Warren (D-Mass), John McCain (R-Ariz), Maria Cantwell (D-Wash), and Angus King (I-Me)
will reintroduce their 21st Century Glass-Steagall Act, which would separate traditional banks from financial
institutions that engage in investment banking, insurance, swaps dealing, private equity activities, and other
business lines that are seen as risky. According to the senators, the bill would shrink “too big to fail” financial
institutions, which in turn would reduce the possibility of a future government bailout. The bill was first introduced
in the last Congress as S. 1282 (see Banking and Finance Law Daily, July 11, 2013).

Since the 1999 enactment of the Gramm-Leach-Bliley Act, the wall between commercial and investments banks
has been shattered, according to McCain, and “a culture of dangerous greed and excessive risk-taking has taken
root in the banking world.” Large financial institutions should be free to engage in risky lines of business, McCain
said, “but not with federally insured deposits.”

Bill effects. In addition to restoring the Glass-Steagall statutory separation of commercial banking from
investment banking, the bill would roll back Federal Reserve Board and Office of the Comptroller of the Currency
regulatory interpretations that effectively weakened the law, the senators said. This would be done by adopting
a more precise definition of what activities constitute the “business of banking,” restricting insured depository
institutions to those activities, and preventing the regulatory agencies from deeming some additional activities to
be permissible as “closely related” to banking.

The “financial holding company” designation would be abolished by the bill, and financial subsidiaries of insured
depository institutions would be banned. Also, depository institutions would be prohibited from participating in
markets for structured or synthetic products, swaps, and other products that did not exist when Glass-Steagall
was enacted in 1933, a fact sheet on the bill notes.

The senators concede that their bill would not put an end to the concern that a financial institution can be too
big to fail. However, they say it would induce institutions to shrink and separate them from the federal deposit
insurance safety net. Separating commercial banking from investment banking would reduce the implicit
guarantee that the government would bail out a failing bank, the senators claim.

Interest group support. Two public interest advocacy organizations, Americans for Financial Reform and Public
Citizen, said they support the bill. “Reckless banking caused the financial crash of 2008,” charged Lisa Gilbert,
director of Public Citizen’s Congress Watch division. The bill “will help prevent a repeat calamity.” “Banking
should be boring,” added Bartlett Naylor, the division’s financial policy advocate.

AFR said the bill would help prevent financial institutions from engaging in “large-scale financial speculation with
the benefit of public subsidies and guarantees.”
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