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SUMMARY OF THE MINNEAPOLIS PLAN

1.  What is the TBTF problem the Minneapolis Plan is  
designed to solve?

Banks are TBTF when their failure or potential insolvency 

can cause widespread damage or “spillovers” to other banks,  

financial markets and the broader economy. When facing such a 

devastating outcome for their citizens, governments are usually 

forced to step in with taxpayer bailouts to stabilize the TBTF 

firms. Such bailouts are not made to support the banks them-

selves, but to prevent the fallout on Main Street. In most other 

sectors of the economy, firms are able to fail without requiring 

taxpayer bailouts or triggering widespread economic damage. 

The goal of the Minneapolis Plan is a financial system that en-

ables the U.S. economy to flourish without exposing it to large 

risks of financial crises or without requiring taxpayer bailouts.

2. What will the Minneapolis Plan accomplish?

The Minneapolis Plan was designed to reduce the risk of financial 

crises and bailouts to less than 10 percent while passing a benefit 

and cost test. We calculate that the current regulations put into 

place after the 2008 financial crisis reduced the 100-year chance 

of a bailout from 84 percent to 67 percent. The Minneapolis Plan 

reduces that risk to as low as 9 percent, at only a modest economic 

cost relative to the typical cost of a banking crisis. There is a trade-

off involved in ensuring greater safety in the U.S. economy; we 

show that the added safety here is well worth the cost.

3. What are the keys to ending TBTF? 

Ending TBTF means either substantially reducing the chances 

of failures (and hence bailouts) of TBTF firms or restructur-

ing the financial system such that banks are no longer so large, 

important or interconnected that their failures cause wide-

spread harm to the economy. Policymakers could make banks 

less likely to fail by requiring that they issue more financial 

resources to absorb losses. Governments could also reduce 

the damage caused by failures by forcing banks to reorganize 

themselves such that their failures will be unlikely to spread 

to other firms. We do not think a mandate that the government 

cannot respond to large bank failures is credible, because tying 

policymakers’ hands without addressing the underlying risks 

from TBTF firms could inflict widespread damage on the U.S. 

economy. Addressing the risks posed by large banks must be 

addressed before bailouts can be prevented.

4. What is the Minneapolis Plan?

The Minneapolis Plan to end TBTF has four steps: 

• Step 1. Dramatically increase common equity capital,  

substantially reducing the chance of bailouts 

 The plan requires the largest banks to issue common equity 

equal to 23.5 percent of risk-weighted assets, with a corre-

sponding leverage ratio of 15 percent. This level of capital 

maximizes the net benefits to society from higher capital lev-

els. This first step substantially reduces the chance of public 

bailouts relative to current regulations from 67 percent to 39 

The Minneapolis Plan to End Too Big to Fail (TBTF)

Evaluating the Minneapolis Plan
  Chance of Bailout (next 100 years) Overall Cost (% of GDP)

2007 Regulations 84% 0%

Current Regulations 67% 11%

Minneapolis Plan  

 • Step 1 39% 24%

 • Step 2 ≥ 9% ≤ 41%

Typical Cost of a Banking Crisis  158%
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percent. This substantial improvement in safety comes at a 

relatively low cost of gross domestic product (GDP). 

• Step 2. Call on the U.S. Treasury Secretary to certify that 

individual large banks are no longer systemically impor-

tant or else subject those banks to extraordinary increases 

in capital requirements, leading many to fundamentally re-

structure themselves

Once the new 23.5 percent capital standard has been im-

plemented, the plan calls on the U.S. Treasury Secretary to 

certify that individual large banks are no longer systemically 

important. The plan gives the Treasury discretion in making 

this determination so that it can rely on the best information 

and analysis available. If the Treasury refuses to certify a large 

bank as no longer systemically important, that bank will auto-

matically face increasing common equity capital requirements, 

an additional 5 percent of risk-weighted assets per year. The 

bank’s capital requirements will continue increasing either  

until the Treasury certifies it as no longer systemically impor-

tant or until the bank’s capital reaches 38 percent, the level of 

capital that reduces the 100-year chance of a crisis to 9 percent.

Step 2 is a critical step for ending TBTF. Under the current 

regulatory structure, there is no explicit timeline for ending 

TBTF and regulators never have to formally certify that they 

have addressed systemic risk. Instead, banks and designated 

nonbank financial firms under the current regime can continue 

to operate under their explicit or implicit status as TBTF insti-

tutions potentially indefinitely. The Minneapolis Plan reverses 

this approach and gives the Treasury Secretary a new respon-

sibility, with a hard deadline. Within five years of implementa-

tion of the Minneapolis Plan, the Treasury either will certify 

that large banks are no longer TBTF or those banks will face 

extraordinary increases in equity capital requirements. 

We believe that these automatic increases in capital require-

ments will lead banks to restructure themselves such that their 

failure will not pose the spillovers that they do today and thus 

will not lead to bailouts. We chose the capital level that reduces 

the probability of a bailout in OECD countries to the lowest 

level possible while keeping total costs below benefits. This 

level of capital is appropriate for the largest banks that remain 

systemically important, as their failure alone could bring down 

the banking system. 

The only banks that could remain systemically important 

after the Minneapolis Plan has been fully implemented would 

have 38 percent common equity capital, with a risk of fail-

ure that is exceptionally low. Regulators have taken a similar  

approach with nuclear power plants: While not risk free, they 

are so highly regulated that the risks of failure are effectively 

minimized. Step 2 of the Minneapolis Plan reduces the chance 

of future bailouts to as low as 9 percent over 100 years.

•	 Step	3.	Prevent	future	TBTF	problems	in	the	shadow	finan-

cial sector through a shadow banking tax on leverage

The Minneapolis Plan levels the cost of funding between 

banks subject to a 23.5 percent capital requirement and shad-

ow banks through a tax on leverage on shadow banks larger 

than $50 billion of at least 1.2 percent (120 basis points). This 

tax rate will apply to shadow banks that do not pose systemic 

risk as certified by the Treasury Secretary. A tax rate equal to  

2.2 percent will apply to the shadow banks that the Treasury 

refuses to certify as not systemically important. Thus, the  

shadow bank tax regime mirrors a two-tier capital regime. 

These taxes should reduce the incentive to move banking activ-

ity from highly capitalized large banks to less-regulated firms 

that are not subject to such stringent capital requirements. Non-

bank financial firms that fund their activities with equity will 

not be affected.

• Step 4. Reduce unnecessary regulatory burden on 

community banks

Ending TBTF means creating a regulatory system that max-

imizes the benefits from supervision and regulation while mini-

mizing the costs. The final step of the Minneapolis Plan allows 

the government to reform its current supervision and regulation 

of community banks to a simpler and less burdensome system 

while maintaining its ability to identify and address bank risk-

taking that threatens solvency.

Together, the higher capital requirements on banks and a tax 

on leverage in the shadow banking system will result in a finan-

cial system that is much more stable and poses a substantially 

lower risk of failure that could lead to bailouts. 

5. What will the financial system look like after the 
Minneapolis Plan has been implemented?

After the Minneapolis Plan has been fully implemented, we 

expect the financial system to have fewer mega banks and less 

concentration of banking assets. The banking sector will be 

much more resilient to shocks because the sector as a whole 
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will be much better capitalized. Any firms that are still systemi-

cally risky at that point will have so much capital that their risk 

of failure will have been truly minimized. 

6. Is this a breakup proposal?
The Minneapolis Plan does not set a size limit on banks per 

se, but we fully expect banks facing the higher capital levels 

in Step 1, and especially those facing the substantial increas-

es in Step 2, to face increased pressure to consider breaking 

themselves up. Large banks already face pressure to reorganize 

from shareholders in response to increased regulation. We ex-

pect these pressures to increase substantially as a result of the 

Minneapolis Plan. These banks’ profitability will fall as a result 

of higher capital standards. In effect, we expect that institu-

tions whose size doesn’t meaningfully benefit their customers 

will be forced to break themselves up. And when they do, the 

resulting entities will not be systemically important.  However, 

institutions whose scale provides real value to their customers 

should be able to maintain their size while being much safer 

as a result of the substantially increased capital requirements 

provided by Step 1 or Step 2 of the Minneapolis Plan. 

7. What types of systemic risk is the Minneapolis Plan 
addressing?

The Minneapolis Plan is designed to address two types of 

systemic risk, and Step 1 and Step 2 work in concert to 

achieve this:

1) A systemwide economic shock could hit the entire financial 

sector, potentially leading to a severe economic downturn. 

This is essentially what happened in 2008 when the U.S. 

housing market collapsed and many banks, large and small, 

were exposed to large losses from their mortgage portfolios. 

Step 1 of the Minneapolis Plan raises the capital level of 

all large banks to 23.5 percent to make sure that they have 

enough capital to withstand such a major shock across the 

whole system. Like building a wall against a tidal wave, it 

is impossible to protect against all possible risks. Our analy-

sis suggests that 23.5 percent is approximately the optimal 

capital level for Step 1 when considering both costs and 

benefits.

2) The failure of an individual institution can pose a systemic 

risk if that institution is particularly large, interconnected and 

important to the financial system. When the capital position 

of all large banks is increased to 23.5 percent in Step 1, the fi-

nancial system as a whole will be much more resilient against 

the failure of any individual firms. In addition, the largest and 

most complex or most important banks that are systemically 

risky will be subject to the higher capital requirements of 

Step 2, up to 38 percent. At these much higher capital levels, 

these banks will have even stronger incentive to restructure 

themselves so that they no longer have the potential to trig-

ger widespread economic damage. If the firms choose not to 

restructure themselves, they will have a large enough capi-

tal buffer that their risk of failure is effectively minimized. 

Again, this is regulation akin to that of a nuclear power plant: 

If a nuclear power plant melts down, it can cause widespread 

harm to society. Instead of banning nuclear power plants, the 

U.S. government regulates them so tightly that their risk of a 

meltdown is minimized.

APPLICATION AND TIMING OF THE  
MINNEAPOLIS PLAN

8. Which financial firms does the Minneapolis Plan  
apply to?

The Minneapolis Plan applies to bank holding companies 

(BHCs) located in the U.S. with assets greater than $250 billion. 

The proposed shadow banking tax applies to specified firms 

with assets greater than $50 billion (measured by on-balance-

sheet assets, off-balance-sheet assets and assets under manage-

ment). We assume that regulations for bank holding companies 

with less than $250 billion in assets and shadow banks with less 

than $50 billion will be unaffected by the Minneapolis Plan, al-

though the Treasury Secretary will have the discretion to review 

the systemic importance of any financial firm. 

9. Why have a shadow banking tax? 

A shadow banking tax is needed because shadow banks were a 

significant part of the last financial crisis, and reforms must be 

a part of any solution. One of the major concerns of new regu-

lations created as a result of the Dodd-Frank Act and a con-

cern we share in developing our own proposal is that we might 

simply encourage activity in the banking system to move to 

less-regulated shadow banks, such as hedge funds. If the same 

activity merely moves to other corners of the financial system, 

has safety been enhanced?
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In order to address this risk, the Minneapolis Plan proposes 

a tax on the borrowings of shadow banks such as hedge funds, 

mutual funds and finance companies of at least 1.2 percent, or 

120 basis points, for those certified as not systemically impor-

tant by the Treasury Secretary. We calculate that this charge is 

roughly equivalent to having a 23.5 percent minimum capital 

requirement for shadow banks. The tax will be 2.2 percent for 

those the Treasury refuses to certify as not systemically im-

portant. We apply these taxes to large shadow banks with as-

sets greater than $50 billion as measured by assets on balance 

sheet, off balance sheet or under management. The tax will 

apply to firms’ nonequity funding—anything other than high-

quality common equity. This tax will ensure that all financial 

firms, including nonbanks, take into account the potential for 

excessive borrowing to lead to negative spillovers to the rest 

of the economy and should discourage activity to move from 

banks to large shadow banks as a result of increased capital 

requirements.

If risk moves from the largest banks to many small shadow 

banks, each independently making its own investment deci-

sions, it is very likely that systemic risk will have been reduced. 

Hence, we only apply our new tax to large shadow banks, those 

with more than $50 billion in assets, to avoid creating new sys-

temic risks. If large shadow banks do not use leverage to fund 

their investments, they will not be subject to the new tax.

10. Who will the shadow bank tax apply to? Why not 
insurance companies?

We rely on work of the FSB to identify types of firms that are 

considered shadow banks. We include:

1. Funding corporations

2. Real estate investment trusts

3. Trust companies

4. Money market mutual funds

5. Finance companies

6. Structured finance vehicles

7. Broker/dealers

8. Investment funds in which we include hedge funds 

and mutual funds

Our approach does not put insurance firms into the group 

of shadow banks facing our proposed new tax. Supporting this 

decision is the view that insurance firms do not engage in the 

maturity transformation or reliance on short-term funding that 

typically generates systemic risk. We view additional analysis 

on the systemic risk posed by insurance firms as useful and 

important to determining if these firms should be subject to a 

shadow bank tax. 

11. Over what time period will the Minneapolis Plan be 
implemented?

Step 1, the new capital standard of 23.5 percent, and the shadow 

banking tax will be phased in over a period of five years to 

give regulated entities time to implement the new regulations. 

At that point, the Treasury must certify that individual firms 

are no longer systemically important. If it refuses to make that 

certification, individual banks will be subject to dramatically 

increasing capital standards and individual shadow banks to 

the higher tax rate. 

COMMUNITY BANK REFORMS

12. How will the Minneapolis Plan supervise and  
regulate community banks?

The focus of our ending TBTF initiative is addressing the sys-

temic risks posed by large financial institutions. Enacting the 

Minneapolis Plan for large banks will enable reforms for com-

munity bank regulation to proceed. 

We believe Congress should create a separate solvency 

supervisory and regulatory regime for all noncomplex banks 

with less than $10 billion in assets. A key feature of this regime 

would be simple but appropriate capital standards for these 

banks. The high levels of capital that we propose in the Min-

neapolis Plan should not apply to community banks. 

The new regime should include a lower-intensity and less-

complex system of supervision. This system should be much 

less complicated and focus only on the key factors that reduce 

the chance of failure. For example, this system should concen-

trate on the amount of capital the bank holds, the rate at which 

it is growing, the concentration and quality of its assets and 

the reliability of its funding. A much more focused supervisory 

solvency system could potentially produce the same benefits as 

the current system, but at a much lower cost. 

Finally, the reformed system should repeal solvency and 

related provisions of the Dodd-Frank Act that apply to com-

munity banks, which do not have a strong link to their chance 

of failure. For example, the Volcker rule should not apply to 

community banks.
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LEGISLATIVE AND REGULATORY ISSUES

13. Will the Minneapolis Plan require new legislation?

Yes. We believe Congress should take action to implement this 

new plan. First, the changes we propose are far-reaching and 

transformational. Ultimately, the public must decide how much 

safety they want in order to avoid taxpayer bailouts and what 

cost they are willing to pay for that safety. Congress is the appro-

priate body to make that determination on behalf of its constitu-

ents, rather than regulators. Second, some aspects of the plan, 

such as calling on the Treasury Secretary to certify that banks 

are no longer TBTF and implementing the new shadow banking 

tax would require new legislation. Finally, we support codifying 

the new capital standards in law to make them hard to change. 

Societies often forget the lessons of past crises and end up 

repeating their mistakes. It usually doesn’t happen quickly—

oftentimes it is a future generation that repeats past mistakes. 

The goal of the Minneapolis Plan is to implement a legisla-

tive and regulatory system that will allow the U.S. economy 

to flourish while institutionalizing the lessons from past crises 

so that future generations don’t repeat past errors. We would 

not want future policymakers to lower their guard when the 

economy seems strong.

14. What is different about the Minneapolis Plan  
compared with current regulations?

There are a number of important differences between the Min-

neapolis Plan and current regulations:

a. The Minneapolis Plan does not count debt as a resource 

to absorb bank losses. Only common stock is counted in 

the financial cushion that banks can use to absorb losses 

in the Minneapolis Plan. Current proposals under which 

certain debt is meant to take losses in a crisis are problem-

atic because when the crisis indeed hits, policymakers will 

be reluctant to actually impose losses out of concern that 

this step would exacerbate the crisis. It is better to rely on 

equity, rather than debt, to take losses. 

b. Step 1 of the Minneapolis Plan provides a much higher 

minimum capital requirement for all U.S. banks with as-

sets greater than $250 billion, 23.5 percent, and it does not 

vary from year to year. 

c. Step 2 of the Minneapolis Plan calls on the Treasury  

Secretary, within five years, to certify that individual 

banks are no longer systemically important. Absent that 

certification, banks will face substantially increasing capi-

tal requirements, leading many banks to choose to restruc-

ture themselves. Current regulations do not force a firm 

deadline on regulators to decisively address systemic risk.

d. The Minneapolis Plan addresses the potential for systemic 

risk to shift from banks to shadow banks by recommend-

ing a new type of tax of at least 120 basis points on bor-

rowings for shadow banks with total assets above $50 bil-

lion (220 basis points for those that remain systemically 

important following the Treasury certification process). 

Like the Financial Stability Board, we count firms like 

hedge funds, other investment funds and finance compa-

nies as shadow banks. The tax only applies to their lever-

age, so only firms that borrow to fund their investments 

would face a tax. No such tax currently exists.

e. Finally, the Minneapolis Plan rationalizes the regulations 

of community banks.

15. What elements of current regulations does  
the Minneapolis Plan propose to keep?

The Minneapolis Plan builds on current efforts to address 

TBTF, which include higher liquidity standards, new ap-

proaches to resolution and recovery planning, and efforts to 

make derivative markets safer, among many other efforts. 

The changes we propose are to the capital regime, the de-

termination of whether banks are systemically important by 

the Treasury Secretary, the implementation of the new tax on 

shadow banks and calling for simpler, less-burdensome regu-

lations on community banks. The regulation of banks with 

assets greater than $10 billion and less than $250 billion will 

be unaffected by the Minneapolis Plan.

16. Why is the risk of a future bailout for current  
regulations so much higher than for the  
Minneapolis Plan?

While we and the Board of Governors agree that 23.5 percent 

is a reasonable level of loss absorption for large banks in Step 

1, the Board of Governors counts debt as absorbing losses. We 

do not. Our analysis assumes that in a future systemic crisis, 

debt will not get converted to equity (as was the case in the 

recent crisis). Hence, our equity requirement is almost twice 

as high as required under current regulation, where common 

equity is set at 13.0 percent and a bailout is triggered as soon 
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as that equity is wiped out. In the Minneapolis Plan, common 

equity is set much higher, at a minimum of 23.5 percent under 

Step 1, resulting in a substantial increase in safety and reduced 

risk of future bailout.

17. Doesn’t the Minneapolis Plan ignore the progress 
that has been made beyond just capital require-
ments, for example, in liquidity requirements, 
stress testing and resolution?

It is true that progress has been made across a number of fronts, 

but requirements for higher capital, the buffer to absorb losses, 

are the single best tool we have to improve the safety of the 

banking system. Current regulations acknowledge the need for 

much higher levels of loss absorption capacity, but they mis-

takenly include long-term debt, which has repeatedly failed to 

absorb losses in past crises.

COSTS AND BENEFITS

18. Does the Minneapolis Plan pass a cost  
and benefit test?

Yes. Assessing costs and benefits of current and potential al-

ternative regulations is at the core of our work to end TBTF. 

Like terror events, financial crises are hard to predict and hard 

to prevent. People understand that regardless of how much the 

United States spends on homeland security, the risk of terror-

ism can never be reduced to zero. And people understand that 

increased safety usually comes with increased costs, such as 

for more law enforcement. The challenge is to find the right 

balance of safety and costs.

That is our approach to ending TBTF. We want to achieve as 

much safety as possible while imposing as few costs as possi-

ble on the economy. We believe the Minneapolis Plan achieves 

this balance, but also provides the public with the information 

they need to make their own assessment of these trade-offs.

19. Why is a minimum of 23.5 percent capital the right 
level for large banks?

We studied analyses from the Board of Governors, the Bank for 

International Settlements, the Financial Stability Board, the In-

ternational Monetary Fund (IMF) and leading academics as well 

as conducted our own analysis. Based on the data and analyses 

available, we determined that a capital level around 22 percent 

maximizes net benefits to society, considering the benefits of 

safety and the costs of slower economic growth. Graph 1 reports 

Capital Ratio Target

Source: Calculations by the Federal Reserve Bank of Minneapolis

GRAPH 1
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the marginal costs and the marginal benefits of increasing capi-

tal. We assume that costs increase with increased capital levels 

due to higher borrowing costs in the economy. We assume that 

benefits increase with a reduction in the probability of future 

financial crises.  We chose the precise number of 23.5 percent 

based on the Board of Governors’ proposal for the amount of 

loss-absorbing capacity the most systemically important banks 

must have. We believe their analysis is reasonable and have ad-

opted it as our minimum capital requirement in Step 1. 

20. Won’t such high capital levels hurt economic growth?

We believe the cost of higher capital is low compared with the 

benefits of increased safety. Our analysis suggests that the total 

costs to society of the Minneapolis Plan are approximately 24 

percent of GDP for Step 1, whereas the cost to society of a typi-

cal financial crisis is approximately 158 percent of GDP.  The 

Minneapolis Plan will have paid for itself many times over if it 

avoids one financial crisis.

21. How does the Minneapolis Plan calculate the costs 
of these regulatory changes?

We use the same method used by the Bank for International 

Settlements to estimate costs. This method recognizes that 

more capital is costly. The higher cost shows up as higher 

loan rates for borrowers. This reduces lending and invest-

ment, which lowers GDP. We estimate this cost through our 

own calculations and using the Federal Reserve’s model of the 

economy, FRB/US.

22. How does the plan calculate the risks of future bailouts?

As it is for natural and man-made disasters (such as earth-

quakes and terrorist events), it is difficult to predict financial 

crises or even estimate their likelihood or severity. All regula-

tors who want to limit future bailouts must rely in part on the 

historical experience with these rare but costly events. And we 

look to these data as well. 

While we considered work from regulators and academ-

ics around the world, we focused on analysis from the IMF, 

which reviewed data on past banking crises, public bailouts 

and capitalization levels of various banking systems. We are 

the first to admit that this is an imperfect science, but we be-

lieve our approach is sound and relies on the best data and 

analyses available.

23. Why doesn’t the Minneapolis Plan reduce the 
chance of a future bailout below 9 percent?

Capital in large banks is the equivalent of building a wall to protect 

against a tidal wave. Societies have to decide how high a wall to 

build and how much they can afford to spend to protect against a 

possible future flood. We believe the Minneapolis Plan offers an 

appropriate balance of safety at a reasonable cost. Ultimately, the 

public needs to decide how much safety they are willing to pay for. 

We set our goal to reduce the chance of a future bailout to less 

than 10 percent, which requires a capital level up to 38 percent, 

where total benefits to society still exceed total costs. Increasing 

capital levels further could push the bailout odds lower still, but 

total costs will exceed the benefits at some point. 

Moreover, some leverage in the financial system is useful. Af-

ter all, banks are in the business of transforming borrowed funds, 

including deposits, into loans. We are proposing a considerable 

increase in equity funding in the financial system, but not a system 

funded entirely with equity, as some experts have proposed.

24. Why does the Minneapolis Plan impose a 23.5 percent 
equity capital requirement in Step 1 on banks larger 
than $250 billion when those banks had to have been 
certified by the Treasury Secretary to not be systemi-
cally important in order to avoid Step 2? If they aren’t 
systemically important, why impose Step 1 at all?

Banks that are only subject to Step 1 will no longer be systemi-

cally important because many will have responded to the threat 

of the higher capital standards of Step 2 by lowering their own 

risk so that they are not TBTF and can earn the Treasury Sec-

retary’s certification and remain in Step 1. They will do this by 

shedding assets and restructuring their business lines so that 

their failure cannot inflict systemic harm on the banking sec-

tor. But the potential for an individual bank to trigger systemic 

damage is not merely a function of that individual bank’s assets 

and liabilities; it is also a function of the strength and capital 

position of the rest of the banking sector. For example, if an 

individual bank with $250 billion in assets failed when all other 

banks with $250 billion and/or more assets had at least 23.5 

percent capital, we believe such a failure would likely not pose 

a systemic risk. However, if that individual $250 billion bank 

failed when all other large banks were lightly capitalized, that 

failure might pose a systemic risk. Hence, the minimum 23.5 

percent capital requirement for all large banks is essential to 

enabling individual firms to make themselves no longer TBTF.
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25. What happens if a crisis hits that is so large that 
even the higher capital level in the Minneapolis 
Plan is not enough?

Unfortunately, it is impossible to know just how big an eco-

nomic shock the United States may face in the future. Just as it 

is impossible to design a building that can withstand an earth-

quake of unlimited intensity, it is impossible to completely 

eliminate the possibility of future bailouts. Our experience and 

analyses suggest that if the capital in the banking system is 

wiped out due to massive losses, the government will likely 

have to step in with some form of bailout, as it did in 2008. 

That should be far less likely under the Minneapolis Plan than 

under current regulations, but in either case, if losses exceed 

capital for many large banks at the same time, we believe poli-

cymakers will need to turn to taxpayers to support the financial 

system. As in 2008, the costs to Main Street if the financial 

system were allowed to collapse will likely far exceed the cost 

of a bailout.

26. How will Treasury determine that banks no longer 
pose systemic risk in Step 2?

Regulators around the world use a common approach to mea-

sure the systemic risk of banks when it comes to setting the 

capital that these banks must issue. Specifically, this common 

approach is used to set the “systemically important financial 

institution capital surcharge.” These metrics reflect the regu-

latory state of the art today. The Minneapolis Plan calls on 

the Treasury Secretary to look to this measurement approach 

used by many regulators in making the certification that a bank 

does not pose systemic risk, but would not limit the Treasury’s  

assessment to this one approach. Banks would face automatic, 

substantial increases in their equity capital requirements unless 

the Treasury deems them no longer systemically important. We 

believe that banks facing such increasing capital standards will 

likely restructure their operations such that they no longer are 

systemically important and thus do not have a material chance 

of needing a bailout.

27. How did the plan determine the maximum capital 
level of 38 percent in Step 2?

One of the goals of the Minneapolis Plan is to reduce the chance of 

a future bailout to less than 10 percent. We set the maximum level 

of capital at 38 percent to achieve that goal, while also ensuring 

that total benefits exceed total costs to society. See Graph 2.

Capital Ratio Target

Probability of a Bailout in 
the Next 100 Years 

Source: Calculations by the Federal Reserve Bank of Minneapolis
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IMPORTANT CONSIDERATIONS

28. Why isn’t debt counted as capital in the  
Minneapolis Plan?

We learned from past financial crises, including the 2008 crisis, 

that nothing beats equity for absorbing losses. Equity holders 

have long taken losses in the United States and thus expect that 

outcome. Moreover, equity holders cannot run during a crisis. In 

contrast, debt holders of the most systemically important banks 

in the United States and around the world have repeatedly expe-

rienced bailouts and likely will expect such an outcome during 

the next financial crisis. Indeed, the most recent crisis showed 

that even some debt holders who had been explicitly told that 

they would take losses during a crisis got bailed out. 

Governments are reluctant to impose losses on creditors of 

a TBTF bank during a crisis because of the risk of contagion: 

Creditors at other TBTF banks may fear they will face similar 

losses and will then try to pull whatever funding they can, or 

at least refuse to reinvest when debt comes due. This is why, 

regardless of their promises during good times, governments 

do not want to impose losses on bondholders during a crisis. 

History has repeatedly shown this to be true and, while we can 

hope for the best, there is no credible reason to believe this 

won’t be true in the next crisis. Only true equity should be 

considered loss-absorbing in a crisis.

29. Won’t long-term debt be less costly than equity in 
terms of economic growth?

Some proponents of the current regulatory framework argue 

that since long-term debt is cheaper than equity for banks to is-

sue, it will therefore have a smaller impact on lending rates for 

borrowers and, hence, economic growth compared with issu-

ing more equity. Yet these same regulators argue that this long-

term debt really will face losses in a crisis. In other words, they 

argue that investors will misprice these securities, demanding 

small compensation for the risk that they are taking. Over time, 

such mispricing is unlikely to be sustained. Either the securi-

ties really will face the risk of losses (in which case they will 

be priced more like equity—providing little benefit in terms 

of economic growth) or the securities really won’t face losses, 

in which case they are not useful for preventing financial cri-

ses and bailouts. Counting on long-term debt to be both loss-

absorbing and low-cost is simply not credible.

30. Isn’t long-term debt superior to equity by allowing 
for recapitalization of failed banks?

Some regulators have argued that long-term debt is critical 

to giving them additional financial resources to recapitalize a 

bank once it has failed and gone through the resolution pro-

cess. They worry that a bank issuing more equity will have no 

funds left to recapitalize it post resolution. All the equity, they 

argue, would be gone by the time the bank goes into resolution. 

This is not an argument in support of issuing more debt. In-

stead, it is an argument for closing banks before they are totally 

insolvent. Regulators could close banks with low but still posi-

tive equity. Such a system would leave regulators with the same 

financial resources they have today with none of the complexity 

and uncertainty of the current regulatory framework. 

31. The Minneapolis Plan will likely reduce the number 
and size of large banks; aren’t large banks needed 
for a strong economy?

Large global banks add value to the economy by providing ser-

vices that small, regional banks cannot. However the benefit of 

large banks comes with extraordinary risks of financial insta-

bility. The Minneapolis Plan assesses the benefits and costs of 

large banks and of increased safety. We attempt to achieve the 

appropriate balance that will allow the U.S. economy to flour-

ish without taking unacceptable risks.

32. Don’t bank supervisors already have to reduce  
the systemic risk of the largest banks to  
immaterial levels?

No. While regulators are working to reduce systemic risk, they 

never have to formally make the certification that banks are 

no longer systemically important. As a result, banks may be 

able to enjoy their explicit or implicit TBTF status potentially 

indefinitely. It is true that supervisors, through the living will 

process, have to determine if bank holding companies can ef-

fectively go through the commercial bankruptcy regime. More-

over, the Financial Stability Oversight Council can potentially 

act if a firm poses a grave threat to the financial stability of the 

United States (but only after a series of votes at the FSOC and 

the Board of Governors). However, there is no mandate that 

regulators must act. In contrast, the Minneapolis Plan forces 

the government to certify that banks are no longer systemically 

important within five years of the plan’s implementation.
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33. Why not reintroduce Glass-Steagall?

By itself, Glass-Steagall would not have prevented the 2008 

crisis, and we doubt that it would prevent a future crisis. It is 

true that a reintroduction of Glass-Steagall would likely result 

in somewhat smaller and less-complex financial institutions, 

but we do not believe it would substantially reduce systemic 

risk or the risk of future taxpayer bailouts. Many banks whose 

activities were restricted to either the commercial or the invest-

ment banking sectors ran into trouble in 2008, illustrating that 

trouble did not just hit firms engaged in both types of opera-

tions. Increased capital levels are much more likely to improve 

the safety and soundness of the U.S. financial system than a 

reintroduction of Glass-Steagall.

34. Why not just put the big banks in a form of  
bankruptcy and/or the resolution system set up  
by Dodd-Frank?

A bankruptcy-based approach does not credibly reduce the risk 

of bailouts. Bankruptcy and the new resolution system under 

Dodd-Frank rely on imposing losses on creditors during a crisis 

to prevent bailouts. The debt becomes a source of equity for 

the firm leaving reorganization. As previously explained, we 

do not think that is a credible option for the largest, most sys-

temically important banks, because it may lead to contagion to 

other banks and potentially trigger widespread economic dam-

age. Bankruptcy and the Dodd-Frank resolution system should 

be viable options for banks that emerge after implementation of 

the Minneapolis Plan because they will likely be smaller, less 

complex and safer.

 35.Why not just wait until the next crisis and  
implement another TARP program?

Some experts have argued that preventing financial crises is 

too costly and that it may be cheaper to address the problem 

once it happens. They argue that increasing capital standards 

requires society to pay every year with slightly lower econom-

ic growth and that perhaps the economy would be better off 

with a higher growth rate between crises. We believe the Min-

neapolis Plan will allow the economy to enjoy strong growth 

with fewer and less-severe financial crises than the current 

regulatory framework. Ultimately, the public must decide 

whether they want to prevent financial crises or clean up after 

them. And if cleaning up after a crisis is indeed the preferred 

approach, uncertainty remains as to whether future legislators 

would approve another TARP program.

In 2008, policymakers and Congress had no choice but to 

deal with the crisis once it began. Even though the direct fiscal 

costs of the TARP program were very small compared with the 

size of the U.S. economy, the cost of the crisis was nonetheless 

devastating for Main Street. We think our regulatory system 

can and must do better.

NEXT STEPS

36. Why is the Minneapolis Plan accepting comments?

Throughout our initiative to end TBTF, we have sought as much 

public engagement as possible by live-streaming our events, 

publishing all presentation materials and seeking ideas from 

the public. We are proposing profound changes to the financial 

regulation of the United States, and we continue to seek as much 

feedback as possible. We are publishing the Minneapolis Plan 

with a 60-day comment period in the hope that experts from 

regulatory agencies, academia, policy bodies, the financial in-

dustry and the public at large will respond with comments and 

suggestions. The following page includes specific topics on 

which we seek feedback. Comments may be submitted via our 

website: www.minneapolisfed.org/MPLSplancomments.
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The Federal Reserve Bank of Minneapolis has engaged throughout 2016 in a public process to determine the best ways to end the 
problem of too big to fail banks. We solicited feedback throughout the year, held town halls with the public and held four policy sym-

posiums, which brought together experts with a wide range of perspectives on the problem and on potential solutions. The symposiums 
were streamed live on the web to allow the public to learn alongside the Minneapolis Fed. Video recordings and all presented materials are 
available on our website at minneapolisfed.org. Input from the public and experts around the world have shaped our effort.

Today, November 16, we released our proposal to end TBTF: the Minneapolis Plan. And as a continuation of our effort to both inform 
and learn from the public and experts, we continue to seek input. Specifically, the Federal Reserve Bank of Minneapolis seeks comments 
on its proposal to end TBTF. 

Commenters should provide feedback by January 17, 2017, sixty days after the issuance of the proposal. Comments should be submit-
ted via www.minneapolisfed.org/MPLSplancomments. Specific comments will not be made public, but the Minneapolis Fed will publish 
an aggregated summary of the comments when a revised version of the proposal is released.

The Federal Reserve Bank of Minneapolis welcomes feedback on all aspects of the Minneapolis Plan. Commenters can also provide 
feedback on the following specific questions:

REQUEST FOR COMMENTS 

The Minneapolis Plan to End Too Big to Fail

(1) Benefit and Cost Analysis of Higher Minimum  
Equity Requirement

The Minneapolis Plan would increase the minimum equity re-

quirement for banks with assets over $250 billion, reflecting an 

underlying analysis of the benefits and costs of higher capital. 

(Q1) Are there improvements that the Federal Reserve 

Bank of Minneapolis could make to its calculation of the 

benefits of this aspect of the proposal?

(Q2) Are there improvements that the Federal Reserve 

Bank of Minneapolis could make to its calculation of the 

costs of this aspect of the proposal?

(Q3) Are there improvements that the Federal Reserve 

Bank of Minneapolis could make to its proposed minimum 

equity requirement for large banks?

(2) Benefit and Cost Analysis of a “Systemic Risk  
Capital Charge”

The proposal would create a Systemic Risk Capital Charge for 

all firms that the Treasury Secretary fails to certify as no longer 

systemically important.

(Q4) Are there improvements that the Federal Reserve 

Bank of Minneapolis could make to its calculation of the 

benefits of this aspect of the proposal?

(Q5) Are there improvements that the Federal Reserve 

Bank of Minneapolis could make to its calculation of the 

costs of this aspect of the proposal?

(Q6) Are there improvements that the Federal Reserve 

Bank of  Minneapolis could make to its proposal calling 

on the Treasury Secretary to certify that firms are no longer  

systemically important?

(Q7) Are there alternative frameworks the Federal Reserve 

Bank of Minneapolis could use in reducing systemic risk of 

large financial firms?

(3) Setting a Shadow Bank Tax
The proposal would levy a tax on shadow banks.

(Q8) Are there improvements that the Federal Reserve 

Bank of Minneapolis could make to setting a tax on shadow 

banks within the framework set forth in the proposal?

(Q9) Are there alternative frameworks the Federal Reserve 

Bank of Minneapolis could use in setting a tax on shadow 

banks? What are they? How would a fee be calculated using 

these alternative frameworks? Why are they superior to the 

framework used in the proposal?

(4) Right Sizing Community Bank Supervision and  
Regulation
The proposal would create a separate and more appropriate su-

pervisory and regulatory regime for community banks.

(Q10) Are there specific features of such a regime that the 

current proposal should include but does not?

(Q11) Are there specific features of such a regime that the 

current proposal includes that it should not?
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