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THE ANNUAL REPORT OF THE FINANCIAL
STABILITY OVERSIGHT COUNCIL

Thursday, May 12, 2022

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The committee met, pursuant to notice, at 10:02 a.m., in room
2128, Rayburn House Office Building, Hon. Maxine Waters [chair-
woman of the committee] presiding.

Members present: Representatives Waters, Sherman, Green,
Perlmutter, Himes, Beatty, Vargas, Gottheimer, Gonzalez of Texas,
Casten, Torres, Lynch, Adams, Tlaib, Dean, Garcia of Illinois, Gar-
cia of Texas, Williams of Georgia, Auchincloss; McHenry, Lucas,
Posey, Luetkemeyer, Huizenga, Wagner, Barr, Williams of Texas,
Hill, Emmer, Zeldin, Loudermilk, Mooney, Davidson, Kustoff, Hol-
lingsworth, Gonzalez of Ohio, Rose, Steil, Timmons, Taylor, and
Sessions.

Chairwoman WATERS. The Financial Services Committee will
come to order.

Without objection, the Chair is authorized to declare a recess of
the committee at any time.

I would like to start by letting our Members know that although
we had previously had an agreement with Secretary Yellen to have
a hard stop of 1:30 p.m. for this hearing, which is consistent with
committee precedent, she has since informed us that she has a
meeting at the White House that she needs to get to, so the hard
stop will now be at 12:30. Democratic Members who were unable
to ask their questions of Secretary Yellen at the last hearing that
she testified at will get priority today in the question order, and
I hope that we can get to everyone, even with the truncated hard
stop for today’s hearing.

Today’s hearing is entitled, “The Annual Report of the Financial
Stability Oversight Council.” I now recognize myself for 4 minutes
to give an opening statement.

Good morning, and welcome, Secretary Yellen. Thank you for tes-
tifying today on the annual report of the Financial Stability Over-
sight Council, or FSOC.

Before the 2008 financial crisis, no governmental body was so ir-
responsible in identifying and mitigating systemic risk across our
financial system. As a result, our economy was unprepared for a
near collapse of the financial system, which resulted in 8 million
foreclosures, 9 million people unemployed, and the loss of $19 tril-
lion in household wealth. In response, Congress passed the Dodd-
Frank Wall Street Reform and Consumer Protection Act of 2020
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and established FSOC to identify emerging vulnerabilities and
mitigate threats to our financial stability. And for a few years,
FSOC took important steps to address turmoil in our financial sys-
tem, including subjecting massive insurance companies, like AIG,
to stricter oversight. Unfortunately, the Trump Administration un-
dermined FSOC by cutting staff, conducting fewer and shorter
meetings, and removing regulatory safeguards on risky mega finan-
cial institutions. The good news is that Secretary Yellen and FSOC
are taking steps to repair the damage that was done by Trump and
to focus on clear threats to our economy, including finally labeling
climate change as a systemic risk. I urge the Secretary to also re-
store FSOC’s ability to guard against the threat of systemically im-
portant financial institutions.

Big Tech, crypto, and so-called shadow banks are causing signifi-
cant and fast changes in our economy, so FSOC must remain vigi-
lant in its ever-changing environment. Maintaining a strong econ-
omy has been a key goal of my committee, particularly for commu-
nities of color. The 2008 foreclosure crisis was caused by banks
steering borrowers, who were disproportionately people of color,
into predatory mortgage products. History almost repeated itself
during the pandemic as millions of families almost lost their homes
to evictions through no fault of their own. I am proud to have
fought hard with my colleagues to secure $46.6 billion in emer-
gency rental assistance. And I am proud that by June, Treasury es-
timates that States and localities will have successfully spent or
obligated all of those funds, all across America.

But the housing market needs more support. Home prices rose
nearly 19 percent in 2021, and despite the recent interest rate in-
creases, prices remain high. Housing now accounts for a core part
of inflation. It is clear that we must do more to increase our na-
tion’s supply of affordable housing. This is why I drafted and con-
tinue to advocate for the historic housing provisions of the Build
Back Better Act.

Finally, our economy can only be strong if everyone can partici-
pate, and that includes America’s women. The Supreme Court’s
forthcoming decision to overturn Roe v. Wade would threaten the
financial security of women and our nation’s economic stability. I
applaud Secretary Yellen’s leadership thus far and look forward to
her testimony.

I now recognize the ranking member of the committee, the gen-
tleman from North Carolina, Mr. McHenry, for 5 minutes.

Mr. McHENRY. Madam Chairwoman, let me begin by saying,
welcome back. We are glad you recovered and recovered so well.
We're glad to have you back in health and to welcome you back,
and also grateful that our vice ranking member is healthy as well.
We know that COVID is still very real, but I'm very grateful that
both of my friends on either side of me are healthy. And, Secretary
Yellen, welcome, and thank you for being here.

The Financial Stability Oversight Council, or FSOC, is charged
with identifying and responding to emerging risk to our financial
system. That was the design of it. FSOC does not and should not
impose partisan policies. Today, Secretary Yellen, I think we
should be focused on the challenges posed by Russia’s invasion and
the consequences to the global economy, the impact that China’s
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lockdowns and economic issues will have on the financial system
in the broader economy, the importance of protecting the financial
system from bad actors and foreign adversaries, including cyber
threats, and the performance of domestic financial markets over
the last several years. That should be the FSOC’s agenda, but it
isn’t the FSOC’s agenda.

It seems that FSOC has become an arm of the Administration’s
policy agenda rather than an objective body evaluating real risk to
the financial system. In fact, much of what the FSOC has proposed
to examine and what the Democrats will discuss today is part of
the left’s political agenda.

Secretary Yellen, the economy is at a crossroads. A Democrat-led
Washington, Democrat regulators, and Democrat policies are fail-
ing the American people. In the first quarter, our economy shrank.
The GDP came in at a negative 1.4 percent. Democrat policies have
helped fuel a surge of imports and a decline in business inven-
tories, both of which detract and reduce the economy. Adding to the
problem is a record 11 million jobs available, yet workers are still
on the sidelines because inflated wages are eroding the ability of
the private sector to hire employees to match production demands.

The root of the problem is out-of-control Democrat spending,
which has created persistent inflation. In fact, just yesterday, the
Bureau of Labor Statistics announced that inflation rose again in
April. It is now 8.3 percent over the past year, remaining near a
40-year high. Inflation is killing American consumers’ household
budgets. Wages are not keeping up with inflation and the rising
cost of things that families buy. Instead of addressing the issue of
rising prices and what problems that is creating for the economy
and American families’ financial well-being, Democrats will focus
elsewhere. Deep down, they know that their spending spree is
hurting America, but pulling back all that free money isn’t popular,
and the midterms are looming, so they don’t want to do that.

You would think that my colleagues across the aisle would take
this moment and reflect on their agenda and its effectiveness or
lack of effectiveness. Instead, they are doubling down and using the
FSOC to advance their radical policies. So if you don’t like some-
thing, well, let’s just have the FSOC label it as risky and regulate
it away. And before you know it, progressive policies will force
lending decisions in favor of those customers who are activists that
progressives support, while law-abiding American businesses will
be forced to close to appease the radical left.

Let’s turn now, though, to an issue that is of consequence to the
stability of our economy. Let’s turn to digital assets and stablecoins
for a moment. This week, we have seen dramatic volatility within
a particular algorithmic stablecoin. And by its nature, it is not sta-
ble when it doesn’t have backing by something real and of sub-
stance. I want to be clear that not all stablecoins and not all digital
assets are the same. The example this week is a clear sign to the
broader world that that is true. Not all of these assets are the
same, nor should they be regulated the same. And, in fact, we have
no regulatory sphere or recognition of digital assets. We don’t have
a Federal regulatory regime for stablecoins, and we need it, and I
think there is bipartisan understanding of that.
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At the beginning of last year, I made clear to this committee that
we need to come together to establish a clear regulatory framework
for stablecoins in the broader digital asset ecosystem. It is time for
Congress to act on these important markets and provide stability.
It is very important in the short term and long term, and these
technologies deserve time to be understood before they are labeled
as risks.

Madam Chairwoman, thank you, and I yield back.

Chairwoman WATERS. Thank you very much, Ranking Member
McHenry.

I now recognize the gentleman from Colorado, Mr. Perlmutter,
who is also the Chair of our Subcommittee on Consumer Protection
and Financial Institutions, for 1 minute.

Mr. PERLMUTTER. Thank you, Madam Chairwoman. Madam Sec-
retary, it’s good to see you. I want to highlight one of the issues
raised in the Financial Stability Oversight Council’s annual report.

Colorado continues to see increased climate-related risk in the
form of more wildfires. In December, the Marshall Fire burned
nearly 1,100 homes, businesses, and other structures, making it
the most destructive fire in Colorado history in terms of property
destroyed. The cost to rebuild our communities is daunting, and
nearly every homeowner was underinsured. When it comes to cli-
mate risk, you can already see the effect on the insurance market
in the State of Colorado. On Monday, I held a telephone town hall
with almost 7,000 people on the line. We conducted a poll ques-
tion—how concerned are you about wildfire risk on a scale of 1 to
5—and every single respondent answered with the highest level of
concern. We must ensure that our financial system serves as a
source of strength as we seek to address climate change.

And with that, I yield back.

Chairwoman WATERS. Thank you very much. I want to welcome
today’s distinguished witness, the Honorable Janet Yellen, Sec-
retary of the Department of the Treasury, and Chair of the Finan-
cial Stability Oversight Council.

You will have 5 minutes to summarize your testimony. You
should be able to see a timer that will indicate how much time you
have left. I would ask you to be mindful of the timer and quickly
wrap up your testimony.

And without objection, your written statement will be made a
part of the record.

Secretary Yellen, you are now recognized for 5 minutes to
present your testimony.

STATEMENT OF THE HONORABLE JANET L. YELLEN, SEC-
RETARY, U.S. DEPARTMENT OF THE TREASURY, AND CHAIR,
FINANCIAL STABILITY OVERSIGHT COUNCIL (FSOC)

Secretary YELLEN. Thank you, Chairwoman Waters, Ranking
Member McHenry, and members of the committee. I am pleased to
speak with you today about the Financial Stability Oversight
Council’s 2021 annual report. The report is a collaborative effort for
Council member agencies. It is a vehicle for providing Congress
and the public with the Council’s collective assessment of potential
risks to U.S. financial stability. And today, I will highlight a few
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topics in the report and provide an update on the Council’s activi-
ties since the report’s publication.

First, the report discusses vulnerabilities in the non-banked fi-
nancial sector, which were highlighted by the turmoil in financial
markets in March 2020. While the Dodd-Frank Act reforms in-
creased the resiliency of the U.S. financial system, the market tur-
moil in March 2020 demonstrated that the liquidity mismatch and
use of leverage by some non-bank financial institutions can make
them vulnerable to acute financial stresses, and these stresses can
be transmitted and amplified to the broader financial system.

The Council has taken steps to examine these risks, including re-
establishing its Hedge Fund Working Group to develop an inter-
agency risk monitoring system and to propose options to mitigate
identified risks. And earlier this year, the Council issued a state-
ment to express support for the Securities and Exchange Commis-
sion’s efforts to reform money market funds, and their work to con-
sider potential reforms of open-end funds. The Council is also work-
ing to support improving the resilience of the Treasury market and
is coordinating with the Inter-Agency Working Group on Treasury
Market Surveillance. Potential steps to be taken include improving
data quality and availability, evaluating expanded central clearing,
and enhancing trading venue transparency and oversight.

The SEC has proposed certain reforms to enhance transparency
and oversight over alternative trading systems to trade government
securities. The SEC has also proposed updating the definition of a
government securities dealer to include market participants that
play an increasingly significant liquidity-providing role in overall
trading and market activity. Additionally, the Office of Financial
Research is working to fill identified data gaps for uncleared bilat-
eral repurchase agreements through a pilot data collection, which
should improve visibility into a major source of financing for non-
banked financial institutions and Treasury markets.

Additionally, the Council is working to ensure that financial in-
stitutions better understand their climate-related financial risks. In
its October 2021 report on climate-related financial risk, the Coun-
cil outlined how climate change can be a source of shocks to the
financial system and can increase risks to financial stability. To ad-
dress these risks, the Council recommended that regulators build
their capacity and expand their efforts to address climate-related
risks, improve the availability of data, enhance and standardize
disclosures, and assess and mitigate risks to financial stability.

The Council has also formed its staff-level Climate-related Finan-
cial Risk Committee, which will serve as a coordinating body for
the Council to share information, facilitate the development of com-
mon approaches and standards, and foster communication across
FSOC members. In addition, the Council is establishing the Cli-
mate-related Financial Risk Advisory Committee. This advisory
body, which will include a broad array of external stakeholders,
will help the Council gather information and analysis on climate-
related financial risks.

With respect to digital assets, new products and technologies
may present opportunities to promote innovation and increase effi-
ciencies. However, digital assets may pose risk to the financial sys-
tem, and increased and coordinated regulatory attention is nec-
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essary. On March 9th, President Biden signed an Executive Order
calling for a comprehensive approach to digital asset policy, and
the Council is drafting a report that will identify financial stability
risks and regulatory gaps. I look forward to working with you on
the issues and opportunities posed by digital assets, and we are
also eager to work with you to ensure that payment-stablecoins
and their arrangements are subject to a Federal prudential frame-
work on a consistent and comprehensive basis.

Finally, there is the potential for continued volatility and un-
evenness of global growth as countries continue to grapple with the
pandemic. Russia’s unprovoked invasion of Ukraine has further in-
creased economic uncertainty. The U.S. financial system has con-
tinued to function in an orderly matter, although valuations of
some assets remain high compared with historical values. We stand
firmly with the people of Ukraine and have implemented an un-
precedented sweep of sanctions on Russia that have been imple-
mented by financial institutions. On February 28th, I convened the
Council in the wake of the invasion, and we will continue to mon-
itor1 developments and coordinate actions as the risk and threats
evolve.

The Council’s report also discusses other potential emerging
threats and vulnerabilities that the Council continues to monitor,
including short-term wholesale funding markets, central counter-
parties, alternative reference rates, cybersecurity corporate credit
markets, and real estate markets. The Council remains committed
to its mission of identifying and responding to risks to U.S. finan-
cial stability, and I look forward to working with this committee to
promote a more robust and resilient financial system.

Thank you.

[The prepared statement of Secretary Yellen can be found on
page 46 of the appendix.]

Chairwoman WATERS. Thank you very much, Secretary Yellen.

I now recognize myself for 5 minutes.

Secretary Yellen, according to a recent study by the Gates Foun-
dation, family planning increases a woman’s earnings and control
over their own assets. As you know, we recently became aware of
an imminent decision regarding the landmark case of Roe v. Wade.
Arguably the most important decision regarding a woman’s eco-
nomic sovereignty is in jeopardy. A study from the University of
California-San Francisco found that women who were unable to get
an abortion were more likely to have more debt and to suffer crip-
pling financial events, like eviction or bankruptcy.

Secretary Yellen, how might the Supreme Court’s reversal of Roe
v. Wade impact our nation’s financial stability and the economic op-
portunities available to women?

Secretary YELLEN. Thank you for that question, Madam Chair-
woman. I believe that decades of research have established that
there is a causal link between access to abortion and the quality
of women’s lives. It affects their education, their earnings, their ca-
reers, and the subsequent life outcomes of their children, and I be-
lieve that overturning Roe would prevent large numbers of women
from managing their reproductive lives, particularly many low-in-
come and financially-vulnerable individuals. The inability to access
abortion would have a profound impact on their personal and eco-
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nomic lives. There have been studies which show that denying
women access to abortion increases their odds of living in poverty
or their need for public assistance. And in the recent Supreme
Court case, there was a group of economists who submitted an ami-
cus brief which summarizes the economic research that establishes
the relationship between legalization of abortion, birth rates, wom-
en’s educational attainment, and job opportunities, which found
very significant impacts.

Chairwoman WATERS. Thank you very much. Secretary Yellen, in
FSOC’s most recent annual report, FSOC noted that financial inno-
vation has the potential to bring benefits to the public, but it can
also create new risk. The report noted that many digital assets are
speculative and volatile, creating risks related to illicit finance, cy-
bersecurity, and privacy. Further, the report noted that stablecoins,
in particular, may pose systemic risk if the stablecoin is not ade-
quately backed and there is a run on that stablecoin by investors,
resulting in a fire sale of reserve assets and similar runs on other
stablecoins. While I appreciate that the President’s Working Group
has called on Congress to pass legislation focused on stablecoins,
we are exploring various ideas. FSOC has tools at its disposal to
address some of the systemic risk concerns relating to digital as-
sets. What is FSOC doing with its existing authorities to ensure
that cryptocurrencies, including stablecoins, do not pose a threat to
our financial system?

Secretary YELLEN. The Financial Stability Oversight Council has
been tasked by President Biden in an Executive Order to ensure
responsible development of digital assets. It calls for a number of
reports by Treasury, but FSOC is charged with producing a report
that looks at financial stability risks particularly, and we are work-
ing very hard on that. It will address the risks that these assets
pose. The Treasury report will address many of the risks that you
identified in your question. But on the issue of stablecoins, which
is a kind of digital asset that is intended to have a one-to-one rela-
tionship with the dollar, the President’s Working Group on Finan-
cial Markets regarded it as, frankly, urgent to push ahead to write
a report making recommendations to Congress. We have called for
Congress—and I would hope this would be a bipartisan effort—to
produce a comprehensive framework for the regulation of these as-
sets.

There are potentially useful innovations that could make the
payment system faster and more efficient, but we really need a reg-
ulatory framework to guard against the risks. And just this week,
in the last couple of days, we have had a real-life demonstration
of the risks. A so-called algorithmic stablecoin, known as a Terra,
broke the buck. And this morning and yesterday, the largest
stablecoin, Tether, also briefly broke the buck.

Chairwoman WATERS. Thank you very much.

The gentleman from North Carolina, Mr. McHenry, who is the
ranking member of the committee, is now recognized for 5 minutes.

Mr. McHENRY. Let’s continue with that theme. We saw one
stablecoin is purported to be backed with assets that broke the
buck, and we have one algorithmic stablecoin that broke the buck.
Do you make a distinction between an asset-backed stablecoin and
an algorithmic stablecoin?
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Secretary YELLEN. Of course, there are significant differences be-
tween these two.

Mr. McHENRY. Yes. I welcome the President’s Working Group re-
port that your group put forward to Congress and to the public
about recognizing stablecoins. And I think it is important that we
have a Federal framework and Federal law around something
which purports to be a U.S. dollar. That is a proper remit for the
Federal Reserve and for Treasury. Your opinions matter signifi-
cantly as we legislate here. And as I said in my opening statement,
I called for us to get on with this question a year-and-a-half ago,
and so I welcome the report, and I think we should get to work
here. But along those lines, in your mind, how does limiting
stablecoin issuances to only banks promote innovation?

Secretary YELLEN. I think that creating a framework which is
appropriate to the risks that stablecoins present really provides the
kind of certainty about the regulatory environment that issuers of
stablecoins need to thrive and to innovate. In our discussions with
the industry, one of the complaints that we typically heard was
that there 1s regulatory uncertainty, and if we were to establish,
if Congress were to establish a framework, it would make it easier
for the issuers of these assets to know what the regulatory environ-
ment would be.

Mr. McHENRY. The President’s Working Group contemplates
that these would be issued only by banks. Is that your view, and
if}'l the?se are risky assets, why does putting them in a bank de-risk
them?

Secretary YELLEN. One of the key financial stability risks associ-
ated with stablecoins is that they can experience runs, and we have
seen that—

Mr. McHENRY. But if they are one-to-one backed, as the Presi-
dent’s Working Group says, with high-quality liquid assets, high-
quality bank assets, in essence, you don’t have runs if you have
one-to-one backing with cash equivalents.

Secretary YELLEN. We have money market funds, and money
market funds are very similar in many ways to stablecoins, and
they have been a source of instability in the financial system.

Mr. McHENRY. And there has been 42 years of regulatory fights
over money markets. What we are trying to do here is make this
a very straightforward stable product.

Secretary YELLEN. And that is what bank regulation has accom-
plished, I believe, in the United States.

Mr. McHENRY. But Dodd-Frank was about de-risking the big
banks, and now the President’s Working Group contemplates that
we are going to add more risk to these institutions. So my question
is, is it a viable path for us to have a one-to-one backing here of
a stablecoin and not have it be domiciled within a bank?

Secretary YELLEN. The President’s Working Group contemplated
different alternatives and unanimously recommended the establish-
ment of a bank framework for recognizing stablecoins.

Mr. McHENRY. A bank framework.

Secretary YELLEN. It is a flexible framework. It involves appro-
priate capital and liquidity requirements, which I think are impor-
tant, and is a framework in which payment system risks can be ad-
dressed. I think this is something that we would be—
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Mr. MCHENRY. Yes, and we welcome that.

Secretary YELLEN. —working on, on a bipartisan basis to discuss
alternatives and evaluate them as something that I think would be
very worthwhile. And I would urge this committee to engage, and
we would be very glad to work with you.

Mr. MCHENRY. We welcome that. Now, one larger question here,
because we are talking about the Financial Stability Oversight
Council and the view. Inflation is raging. We have growth that is
stagnant right now with the latest numbers and rising gas prices.
What is your Administration doing to take on these challenges the
American people are feeling and what my constituents are talking
to me about?

Secretary YELLEN. Clearly, inflation is a very substantial issue,
and I agree with the President’s assessment that it is really the
number-one economic issue that faces the Administration and the
nation. It is having a substantial adverse impact on many vulner-
able households, and we are laser-focused on addressing inflation.
As you know, the Federal Reserve plays an important role. They
are charged with price stability and full employment, and I would
say, first and foremost, it is the Fed’s responsibility, and we sup-
port an independent Fed making the judgements that they think
are appropriate.

For our own part, the Administration is taking a wide range of
steps to do what we can to address inflation, and that ranges from
things like releases from the Strategic Petroleum Reserves that are
substantial, that are intended to bring down energy prices, and
working on supply chain issues that are contributing.

Chairwoman WATERS. Thank you very much. The gentleman
from Connecticut, Mr. Himes, who is also the Chair of our Sub-
committee on National Security, International Development and
Monetary Policy, is now recognized for 5 minutes.

Mr. HIMES. Thank you, Madam Chairwoman, and thank you,
Madam Secretary, for being with us. I want to continue this con-
versation on stablecoins because, obviously, the activity and the
volatility of the last couple of weeks has been interesting and con-
cerning to watch. But since this is the first time we have had you
here since we have had really a pretty substantial and robust re-
covery from the economic devastation of COVID, I do want to take
just 30 seconds to reflect on Dodd-Frank and what it meant.

I am in the minority of panel members who were here when that
legislation was crafted, and I very much remember how it was sort
of the ugly stepchild legislation coming out of 2009. We were as-
sured by my Republican friends that it was going to end capital
markets in this country, liquidity was going to dry up, credit avail-
ability was going to be gone, and the entire capital market of the
United States was going to migrate to Europe and Asia. Of course,
none of that happened. The banks are much more profitable and
larger today than they were at the time. We have seen innovation.

To be fair, on the other side of the aisle, there were people who
were concerned that at the first sign of trouble, the financial sector
was going to crumble. That didn’t happen either. In fact, we just
went through the mother of all stress tests. We saw economic
stress unlike what we saw back in 2007 and 2008, and what didn’t
happen? The sector did not come down. I just wanted to take a
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minute to offer an encomium to the hard work that was done back
when Dodd-Frank was being crafted.

Let me turn, though, back to this really interesting conversation.
Some people estimate that there has been as much as $1 trillion
in value lost in a variety of different stablecoins and other coins,
other cryptocurrencies. I feel the pain of those who lost money, but
this is also an education for people who thought that Bitcoin grew
to the sky. I am not sure there is any regulation we can pass that
is quite as much of an education for investors as seeing what vola-
tility and risk look like.

My question, Madam Secretary, and what does worry me as a
veteran of Dodd-Frank, is at what point do we see systemic risk de-
veloping in this sector, and what does that look like? I don’t think
that at $2 trillion in market cap, we are talking about systemic
risk, but I could be wrong. Where do you see the possibility for sys-
temic risk developing in the broader cryptocurrency realm?

Secretary YELLEN. Thank you. The Financial Stability Oversight
Council is analyzing right now, in response to the President’s Exec-
utive Order, potential financial stability risks from digital assets
writ large. But we have already issued a report, the President’s
Working Group, which is a subset of the FSOC unstable coins, be-
cause although I can’t say that they have reached the scale right
now where there are financial stability concerns, and we are seeing
Terra having broken the buck and Tether under some pressure as
well, which is the largest one. I wouldn’t characterize it at this
scale as a real threat to financial stability, but they are growing
very rapidly, and they present the same kind of risks that we have
known for centuries in connection with bank runs. There are assets
that purport to guarantee conversion at will to the dollar on a one-
for-one basis, and—

Mr. HIMES. Let me interrupt you. Thank you. I was looking for
validation that at $2 trillion in overall market cap, we are not talk-
ing about systemic risk, so let me just ask you, again, being a vet-
eran of the meltdown of 2008 and Dodd-Frank, I get very, very
itchy around systemic risk. And actually, of course, that market
cap has decreased dramatically in the last couple of months. At
what point should this committee get focused on the possibility of
systemic risk? Are we talking $5 trillion in market cap, $10 tril-
lion? At what point should the red flag start to rise?

Secretary YELLEN. I can’t give you a numerical cutoff, but what
I do see is that the use of digital assets is rising very rapidly, that
they present the same kinds of run risks and other risks, payment
system risks, and, really, we need a comprehensive framework so
that there are no gaps in the regulation.

Mr. HiMES. Agreed. Thank you. I want to leave you 30 seconds.
I have been doing a lot of work on a central bank digital currency,
which, as you know, the Federal Reserve has opined on in a gen-
eral way. In my remaining time, a central bank digital currency,
inasmuch as it was a liability—the Federal Reserve would do away
with a lot of the concerns that we are talking about here with
stablecoins, correct?

Secretary YELLEN. I agree with that. That is the reason to want
to have the central bank digital currency, but there are also con-
cerns because it could have, depending on how it is designed, a
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very significant impact on the structure of financial intermediation.
So, there are some tradeoffs here. We will address this in the
Treasury report that we will be issuing.

Mr. HIMES. Thank you. Thank you very much.

Chairwoman WATERS. Excuse me. Members, I am going to ask
you to keep your questions within your 5 minutes, and I am going
to ask the Secretary, based on the fact that you have to get out of
here, and I am trying to accommodate all of our Members—

Secretary YELLEN. Thank you.

Chairwoman WATERS. —who were not accommodated before, let’s
keep within the 5 minutes. Thank you very much.

The gentlewoman from Missouri, Mrs. Wagner, is now recognized
for 5 minutes.

Mrs. WAGNER. Thank you, Madam Chairwoman. Secretary
Yellen, thank you for joining us today.

During a public address on Tuesday, President Biden attempted
to once again blame record high inflation on the pandemic and on
Putin. Secretary Yellen, is it still your belief that excessive govern-
ment spending, trillions of taxpayer dollars, is not a root cause of
the rising prices that my constituents in Missouri’s 2nd Congres-
sional District are seeing every single day on gas, goods, groceries,
and I could go on and on? Is it not a root cause?

Secretary YELLEN. There are many contributors to the exception-
ally high inflation that we are experiencing, and certainly—

Mrs. WAGNER. Is excessive government spending a root cause?

Secretary YELLEN. Look, we had substantial programs to address
what I believe was the most significant risk we faced as an econ-
omy at the time. Unemployment was extremely high.

Mrs. WAGNER. It has now spun us into an inflation that is at a
40-year high, and goods and services that are not affordable in any
way, shape, or form. We have literally had CPI down for one quar-
ter. God help us if it is down for a second one; it would toss us into
a recession. Supply chain issues. I could go on and on. We have
spent trillions and trillions of dollars, and the Fed has been too late
to get here to help. Is the excessive spending a root cause?

Secretary YELLEN. Look, inflation is a matter of demand and
supply, and it is certainly true—

Mrs. WAGNER. Okay. Let me—

Secretary YELLEN. —that government programs supported de-
mand.

Mrs. WAGNER. Let me just reclaim my time.

Secretary YELLEN. But the pandemic—

Mrs. WAGNER. Let me just reclaim my time here, please, and we
will move on since you won’t answer the question. The ranking
member also asked about inflation and asked what you and the Ad-
ministration are doing about it, and you assured us it is all hands
on deck and you are doing all sorts of things. You identified that,
in fact, there is a problem with inflation, but what are you doing?
What are you and the President specifically doing? All you said
was you were releasing oil from the Strategic Petroleum Reserve,
which does nothing to help and actually jeopardizes our future pe-
troleum needs when there really is an emergency. What are you
doing specifically?
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Secretary YELLEN. The release from the Strategic Petroleum Re-
serve has served to hold down oil prices—

Mrs. WAGNER. No, it hasn’t.

Secretary YELLEN. I'm sorry, but it has.

Mrs. WAGNER. It is $4.50 a gallon, and diesel is well over $5. It
is a drop in the bucket. What are you doing specifically? You said
it is all hands on deck.

Secretary YELLEN. Russia’s unprovoked attack on Ukraine has
had a substantial impact on global energy and crude markets.

Mrs. WAGNER. Oh, for heaven’s sakes. We have been at this for
16 months, Madam Secretary. With all due respect, I can’t disagree
more. You won’'t even admit that the root cause of this is the
spending and spending and spending. The Fed just got on the job
last month in terms of raising interest rates by 50 basis points, and
they will do it again next month and perhaps the month after, and
the month after that. We are in a spiral. The moms in my district
can’t find baby formula, okay? They can’t afford to fill up their cars
with gas.

Secretary YELLEN. We have to—

Mrs. WAGNER. This is a serious situation, and making—

Secretary YELLEN. Well—

Mrs. WAGNER. What else are you doing besides the Strategic Pe-
troleum Reserve, ma’am?

Secretary YELLEN. We are trying to unblock supply chains that
have become very clogged. We have put in place changes, for exam-
ple, at the ports of Los Angles and Long Beach that have substan-
tially diminished backlogs there that have been raising prices and
taken steps to—

Mrs. WAGNER. How about energy independence? Let’s open up
Keystone. Let’s get some of these oil and natural gas leases
through so we can be once again energy-independent, not only take
care of our own energy supply and needs, but also maybe provide
that to Europe so they are not so dependent upon Russia, and Iran,
and other dictators. There are so many things, ma’am, that we
should be doing. And the problem with unclogging the ports is that
now they are paying $4.50 to $6 to move that diesel to St. Louis,
Missouri, in the middle of the United States. It is untenable, it is
unacceptable, and it is unbelievable to me that we can’t even get
the Secretary of the Treasury to admit that overspending by this
Administration is the root cause.

I yield back, sadly.

Chairwoman WATERS. Thank you. The gentleman from Massa-
chusetts, Mr. Lynch, who is also the Chair of our Task Force on
Financial Technology, is now recognized for 5 minutes.

Mr. LyncH. Thank you, Madam Chairwoman. Madam Secretary,
thalll{k you for being here. We really appreciate all of your good
work.

I want to follow up on Mr. Himes’ question, and I know he ran
out of time sort of at the end, but I can’t help but make a compari-
son to what we are seeing in the stablecoin area with an earlier
part of our history when individual companies—coal companies,
railroads, lumber companies—were issuing their own script. And
what happened with all those privately-issued currencies was that
when the greenback came out, consumers and businesses recog-
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nized the stability in the greenback, and all of those script cur-
rencies went away. Some of them were banned by the Fair Labor
Standards Act and other pieces of legislation, but some went out
due to disuse. Right now, there are 200 stablecoins in circulation.
What are your expectations that 200 stablecoins are going to sur-
vive the emergence of a CBDC issued by the Fed?

Secretary YELLEN. I think you have described the risks associ-
ated with the proliferation of private stablecoins extremely well,
and I agree with it. And I think a benefit of issuing a central bank
digital currency would be that it might diminish the proliferation
of these stablecoins, but it depends on the design of exactly how
the central bank digital currency is introduced. There are a variety
of design choices there, and there are issues around that. Privacy
is an issue if a central bank were to issue it directly to consumers
in order to protect against illicit finance, against account CFT/
AML-type considerations.

Mr. LYNCH. Right.

Secretary YELLEN. There would be privacy concerns for the Fed
amassing that data. An alternative that would seem more likely to
me would be relying on financial institutions to play a role in deal-
ing with customers. All of that would affect stablecoins, but there
could continue to be stablecoins that coexist with the central bank
digital currency. They may offer some benefits in terms of faster,
more efficient, and cheaper payments. I think we should be open
to innovation, but it is an argument for a CBDC.

Mr. LYNCH. I agree. The one aspect that you alluded to was the
disintermediation of the commercial banks. If the Fed was going di-
rectly to the consumer, we don’t need commercial banks, and they
wouldn’t have a role here.

Secretary YELLEN. It could draw a lot of funding away from the
banking sector—

Mr. LYNCH. Right.

Secretary YELLEN. —if it is a very attractive asset.

Mr. LyNcH. Right.

Secretary YELLEN. And, this is something under consideration in
many countries around the world.

Mr. LyNcH. I do want to go on to one other thing, and I appre-
ciate the thoroughness of your answer. One of the things I worry
about is that many of these stablecoins being issued are issued
with nothing more than a White Paper, and trying to go through
that, even with an engineering degree, is extremely difficult. And
I go back to the mission of your Agency and of FSOC, and the
asymmetry between the issuer of the stablecoin and the customer.
Is there not some way that the regulators can intervene to make
sure that at least when they issue a currency, there is some basis
of judgment on the part of an educated consumer on the viability
of that individual instrument?

Secretary YELLEN. We would like to see a comprehensive Federal
regulatory framework which could ensure that information is avail-
able and there is a regulatory framework that would be in place.
I really urge bipartisan action on this. At present, there are some
agencies that have some authorities here. I don’t want to opine on
whether or not, say, the CFTC and the SEC may have some regu-
latory authority here.
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Mr. LyNcH. Okay.

Secretary YELLEN. We would like to see a comprehensive frame-
work.

Mr. LYNCH. So would I. I just want to say that I am aware that
the Boston Federal Reserve is working with MIT on that Hamilton
Project, which is also one of the—

Secretary YELLEN. Yes, on the technical—it would be a long time
before it could be introduced in that work.

Mr. LYNCH. I yield back, Madam Chairwoman. Thank you.

Chairwoman WATERS. The gentleman from Texas, Mr. Sessions,
is now recognized for 5 minutes.

Mr. SEssioNs. Madam Chairwoman, thank you very much. And
Madam Secretary, thank you for taking time to come up to us on
the Hill. You are going to be my reality up at this committee, and
the reality is, the way I see it is things are not working. I will go
back to President Clinton, who admitted before a Joint Session of
Congress that the era of Big Government is over. President Clinton
came in, tried to do exactly these same things, and then found out
it didn’t work. President Obama stated it is just not working in the
way that we wanted. And I would say to you, and it is a question,
is the economy and the success of an economy an art or a science?

Secretary YELLEN. It is an art and a science, but I would say to
you that from the point of view of the ability of our economy to
produce goods and services and promote the well-being of Ameri-
cans requires—

Mr. SEsSIONS. Then that is your science, because you understand
education, you can see what is good in education, and you can see
when somebody is headed for trouble. What you are talking about
art to me is politics, and today this committee and you began going
into art, not science. You went into abortion. You went into
stablecoin rather than the general market, rather than the things
which you are responsible for, which is science, which is policy,
which is those things that make sense and are well-worn ways in
a free enterprise system. I think that what you have to do is have
a dose of reality, Madam Secretary. You are bound to have some-
body in this Council who can offer some advice that what we are
doing, going back to President Obama, and President Clinton, is
not working. What works is getting people in a free enterprise sys-
tem to go to work.

OPM has yet, if you look at their website, to give instructions for
the government workers to go back to work. If you do not have the
government working and you are leading the way, how can you ex-
pect others to go to work? Now, it is true, I am from Texas, and
in Texas, we are working. We are doing those things. We had an
equal amount of COVID issues and problems as the rest of the
United States. But my point would be that I think in your own op-
portunity to look at the San Francisco Fed, they directly pointed
to the $1.9 trillion rescue plan as causing inflation. I openly say it,
and I will say it again. I think this Administration, I think this
Congress is making friends with inflation. I think they are doing
the things that caused it, and that it is a science, but it is being
treated as an art. Please defend that issue yourself.

Secretary YELLEN. I think that the American Rescue Plan (ARP)
played a hugely important role in putting people back to work and
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ensuring that people throughout the pandemic were able to keep
roofs over their heads and food on the table. And think about the
set of problems we do not have because of the ARP. We do not have
starving families and children.

Mr. SEssIONS. How many jobs are available in the market today
that are unfilled?

Secretary YELLEN. We have an extremely strong job market, and
we owe that to the ARP. If you remember the recovery from the—

Mr. SESSIONS. But the question is, how many jobs are going beg-
ging, and your statement seems to imply—

Secretary YELLEN. We have a huge—

Mr. SESSIONS. —that jobs aren’t available, and so the govern-
ment has to do it. The government has to pay the money because
people need it. How about jobs? How about free enterprise? How
about people paying into the Treasury as opposed to taking out a
loan? This is that art versus science that I am talking about, and
I would suggest that you invite a couple members of the committee
who are on this side to come meet with the Council if they can’t
hear this. They need to face reality. President Clinton had it right.
The era of Big Government was supposed to be over. President
Obama: It is just working the way we thought. This is a science
not an art. I thank you for being here. I am available to meet with
them also, and I yield back my time.

Chairwoman WATERS. Thank you very much, and this committee
is not making friends with inflation.

The gentleman from New York, Mr. Torres, is now recognized for
5 minutes.

Mr. TorrES. Thank you, Madam Chairwoman. Madam Treasury
Secretary, a few months ago I asked the Chair of the Federal Re-
serve about the risk of stagflation, and since then, in the first quar-
ter of 2021, the economy shrank by 1.4 percent, and last month,
inflation rose by 8.3 percent. Given these two developments, how
high, in your view, is the risk of stagflation?

Secretary YELLEN. I'm sorry. Could you repeat that? I didn’t—

Mr. TorrES. How high, in your view, is the risk of stagflation?

Secretary YELLEN. We clearly have high inflation, and the Fed-
eral Reserve has a critical role to play in bringing that down. They
are in the process, using their own independent judgment, of tight-
ening monetary policy to do so, and the Administration is doing
what we can to also address supply chain issues and other contrib-
utors to inflation. We have a really good, strong labor market. We
have household balance sheets that are in good shape. We have
companies that, although, as we note in our annual report, have a
lot of debt, the interest costs on that debt, it is very able to service
it, and we have a very strong banking sector. And all of those
things suggest that the Fed has a path to bring down inflation
without causing a recession, and I know it will be their objective
to try to accomplish that.

Mr. TorRrRES. I have a question about improper payments. The
rate of improper payments in the Federal Government has risen to
levels never seen before. According to OMB, the improper payment
rate for unemployment insurance in Fiscal Year 2021 rose to 8.7
percent, and there have been reports that the percentage could be
even higher in June of 2021. Axios had an alarming headline, “Half
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of the Pandemic Employment Money Might Have Been Stolen.” I
know the Treasury has the Payment Integrity Center of Excellence.
Does the Center have the authorities, capabilities, and funding it
needs to confront the growing crisis of improper payments?

Secretary YELLEN. I think that different agencies have different
authorities in terms of looking into that and trying to address im-
proper payments. Some of that authority for some programs resides
with the Treasury, and we are doing everything that we can to
make sure that the payments that we are making under the pro-
grams that are our responsibilities are not characterized by fraud.
We have inspectors general, and fraud prevention programs, and
controls in place to address—

Mr. ToRRES. I just want to quickly interject. The Payment Integ-
rity Center of Excellence, is its authority restricted to the Treasury
or is it government-wide?

Secretary YELLEN. I believe a number of different agencies and,
of course, DOJ plays an important role there as well.

Mr. TORRES. The supply chain disruptions have been so severe
that parents are desperately searching for baby formula, which is
in dangerously short supply. As you know, some parents have had
to travel long distances to purchase baby formula. Other parents
have had to ration formula, water it down, and still others have
fallen victim to price gouging or panic buying, and according to The
New York Times, the out-of-stock rate for baby formula has risen
to 43 percent, up 10 percent from just a month ago. What can be
done in the short term to alleviate the shortage of baby formula?

Secretary YELLEN. I wish I had a good answer for you, but what
I can promise you is that the Administration is carefully looking
into this and will certainly do what they can to address what is a
very disturbing finding that you described.

Mr. TORRES. A quick question about stablecoin. Suppose for a
moment there is a stablecoin issuer whose reserves are verifiably
backed by the dollar on a one-to-one basis, and whose reserves can
be immediately redeemed for a dollar on a one-to-one basis. If the
stablecoin issuer has no fractionalization of reserves and has no
lending, it would seem to me that the stablecoin issuer is operating
differently from a bank and, therefore, should be regulated dif-
ferently from a bank. Is that a fair assessment, or what is your
view on that?

Secretary YELLEN. Certainly, there are differences, and different
banks operate differently and present different risks.

Mr. TORRES. But a bank, by definition, has fractional reserves
and a lending function, which are lacking in the case of stablecoin
issuers.

Secretary YELLEN. That suggests that a slightly different model
should apply in regulating them. A bank framework has the possi-
bility of flexibility to address the differences.

Chairwoman WATERS. Thank you very much. The gentleman
from Florida, Mr. Posey, is now recognized for 5 minutes.

Mr. PosEY. Thank you, Chairwoman Waters.

With the Federal Reserve embarking upon their fight against in-
flation it appears we are entering a period of increasing interest
rates. How much will a 1, 2, or 3 percentage point increase in our
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interest rates end up increasing the interest on the national debt
and what actions are you planning to take in that regard?

Secretary YELLEN. At the moment, the real interest on the na-
tional debt over the last couple of years has been negative because
nominal interest rates have been so low. In our own projections of
the interest burden of the debt in the years ahead, we have as-
sumed that interest rates would not stay at that low level, and we
have projected increases. Even so, you can see that in our mid-ses-
sion review, and we will be producing another mid-session review,
where we will update our forecast interest rate path.

The real interest burden of the debt remains below 2 percent,
which is a level that many economists regard as safe and con-
sistent with solid government finances.

Mr. Posey. Last October, the Financial Stability Oversight Coun-
cil issued a report on climate change. The consistent position came
through that the FSOC wants to rely on scenario analyses to assess
climate risk. I believe we must also recognize that regulators and
forecasters oftentimes make errors as well.

Will your scenarios provide for assessing the potential adverse
impacts of regulatory decisions if they turn out to be ill-advised or
based on overly-pessimistic climate scenarios?

Secretary YELLEN. I think it is important for financial institu-
tions to be prepared to have adequate capital liquidity to address
a variety of risks and shocks that can hit the economy. No one ever
expected a pandemic, but the Dodd-Frank rules that were put in
place ensured the resilience of the financial sector, of the banking
sector to be able to survive shocks and meet the credit needs of the
economy.

And similarly with climate change, we do not know exactly how
things will transpire, but we want to make sure that with adverse
scenarios remaining possible, that banks operate in a way that is
safe and sound.

Scenarios are widely used around the world in evaluating the
vulnerability of banking organizations to the risk from climate
change, and we are learning from what other regulators do, and
regulators of banking organizations are looking to such scenarios to
evaluate the range of risks that we could face.

Mr. Posgy. Could you tell us who some of these foreign regulator
experts are that we are relying on, that we are learning from?

Secretary YELLEN. I would say the Bank of England is the most
advanced in devising scenarios and using them to evaluate the
safety and soundness of their banking organizations, and there is
a network of central banks that have worked on designing scenario
analysis for use of this sort, and this is certainly a resource to us
in the United States as we work on a system for regulators to
evaluate these risks.

Mr. PosEY. I see my time is about up, Madam Chairwoman, so
I will yield back.

Chairwoman WATERS. Thank you very much. The gentleman
from Texas, Mr. Gonzalez, is now recognized for 5 minutes.

Mr. GONzZALEZ OF TEXAS. Thank you, Madam Chairwoman, and
thank you, Madam Secretary, for being here to testify before us. I
have, actually, a follow-up to some of the issues that you just ad-
dressed. The devastating war in Ukraine and the ensuing energy
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crisis in Europe have severely impacted economic productivity
echoing throughout the global economy. One of the ways to fight
against this would to be expand exports of our liquefied natural gas
(LNG) here in the United States. However, the United States is at
an effective export capacity, meaning additional pipeline infrastruc-
ture and export terminals would have to be built to expand the vol-
ume of LNG exports to our allies in Europe and around the world.

The private sector faces challenges accessing capital to invest in
these projects, due in part to the regulatory landscape that we have
today that keeps investors away. How does the FSOC’s October
2021 report weigh this challenge and potential risk to the global fi-
nancial system?

Secretary YELLEN. The issue that you are pointing to with the
necessity of helping our European allies, particularly, reduce their
dependence on Russia for a supply of natural gas is a critically-im-
portant priority, and I know the Department of Energy and the
White House are looking at what we need to do in the United
States to facilitate that. I am not an expert on the details about
terminals, but I would be glad to get back to you on that.

This is not really, I would say, a financial stability risk that the
FSOC has looked into or addressed in its report. It is certainly an
important economic issue.

With respect to the war in Ukraine, the Financial Stability Over-
sight Council and the staffs of the agencies involved meet on a reg-
ular basis to attempt to identify spillovers to the financial system
that are of concern. Frankly, the financial system has functioned
very well in the face of this unexpected shock. But the issue that
you mentioned is very important.

Mr. GONZALEZ OF TEXAS. Yes, it is a concern, because today it
is Europe, and maybe another part of the world at some point in
the future, and I think we should be prepared for something like
that.

Secretary YELLEN. Yes, sure.

Mr. GONZALEZ OF TEXAS. Thank you, and I yield back.

Chairwoman WATERS. Thank you very much.

The gentleman from Missouri, Mr. Luetkemeyer, is now recog-
nized for 5 minutes.

Mr. LUETKEMEYER. Thank you, Madam Chairwoman. Good
morning, Secretary Yellen.

Secretary Yellen, Director Chopra of the Consumer Financial
Protection Bureau (CFPB) is a member of FSOC, is he not?

Secretary YELLEN. Yes, he is.

Mr. LUETKEMEYER. He has recently recommending removing de-
posit insurance from financial institutions as an enforcement ac-
tion. In his proposal, Director Chopra specifically named financial
institutions that have 27 percent of the U.S. deposits combined,
and he proposed that these institutions should have harsher en-
forcement actions placed upon them, such as revoking their FDIC
insurance or placing them into receivership.

Do you agree with removing deposit insurance as an enforcement
action against depository institutions?

Secretary YELLEN. I’'m sorry. I have not had a chance to review
his comments or proposals on this. I would say that deposit insur-
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ance plays a critical role in the banking system and it is something
that has promoted financial stability.

Mr. LUETKEMEYER. From that comment, I would assume that you
believe that deposit insurance is important to financial stability in
the United States.

Secretary YELLEN. I agree with that.

Mr. LUETKEMEYER. Okay.

Secretary YELLEN. I am not knowledgeable about the details of
his proposal.

Mr. LUETKEMEYER. So if you are concerned, if you believe that
the FDIC insurance is a key factor in continuing to have stability
in the banking area, especially when you have these big banks just
talking about perhaps a quarter of all U.S. deposits not being in-
sured, that would affect the stability of the economy. And you sit
on FSOC and he sits on FSOC, the entity which is for looking at
financial stability risks, as you just stated a minute ago.

Do you think Mr. Chopra is a worthwhile member to have on
there, and should some actions be taken against him for making
a statement like that, that could endanger the stability of financial
markets?

Secretary YELLEN. Look, I am not prepared to weigh in on his
proposals. I do not know the details of it. I agree with you that de-
posit insurance is important. But it not automatic that every insti-
tution is granted deposit insurance. That is something that the
FDIC reviews how banks are operating and whether or not they—

Mr. LUETKEMEYER. Madam Secretary.

Secretary YELLEN. —deserve to have deposit insurance.

Mr. LUETKEMEYER. Madam Secretary, when you have a member
of FSOC make that sort of inflammatory remark that could affect
the stability of the financial markets by saying these institutions
could have the FDIC insurance taken away from them, that sent
shockwaves from my position about what is going on. To me, it is
unacceptable. If I was in your position as the head of FSOC, I
would certainly have a little discussion with Mr. Chopra and say,
“You cannot go out here and make those kinds of wild accusations,
and you cannot have those kinds of enforcement actions that would
destabilize the markets.”

But we will write you a letter and hope you respond to that with
regards to this situation, because I think it is paramount that the
Council be sure that they have members on there who understand
that their remarks could be inflammatory in a situation like this.
So, I thank you for that.

Next, on December 27, 2020, Congress passed the Consolidated
Appropriations Act of 2021, which funded the government and also
included additional stimulus related to the pandemic, including an-
other round of Paycheck Protection Program (PPP) loans. Title III
of that section established the second round of PPP, and that Sec-
tion 321 was entitled, “Oversight.” And it states that not later than
the date that is 120 days after the date of enactment of this Act,
the Administrator and the Secretary of the Treasury—that is you—
shall testify before the Committee on Small Business and Entrepre-
neurship of the Senate and the Committee on Small Business of
the House of Representatives regarding implementation of this Act
and amendments made by this Act.
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That means you were due, Madam Secretary, to appear before
the House Small Business Committee 381 days ago, and you still
have not shown up. I have sent you letters about this testimony in
May of 2021, June of 2021, July of 2021, and March of 2022, and
still have not received a response.

As someone who is head of FSOC, and someone who looks at the
stability of our economy, and someone who should want to lend the
support and stop some inflammatory discussions and actions and
allay fears, your lack of being able to appear before us is very con-
cerning. Do you any plans whatsoever to appear before our com-
mittee, Madam Secretary, the Small Business Committee?

Secretary YELLEN. I appreciate very much the role that Congress
plays in oversight, and I come regularly to the Hill and to this com-
mittee to testify. In the situation you are referring to, Congress has
expressly authorized me to delegate duties and powers of the Sec-
retary to another officer or employee, and that includes the Deputy
Secretary. And he has offered to testify multiple times in front of
the Small Business Committee. I hope that you will agree to allow
him to come and do so.

Chairwoman WATERS. The gentlewoman from North Carolina,
Ms. Adams, is now recognized for 5 minutes.

Ms. ApamSs. Thank you. Thank you, Madam Chairwoman, and
Mr. Ranking Member, for hosting the hearing today. Secretary
Yellen, it’s good to see you again. Thank you for being here.

Madam Secretary, FSOC’s annual report notes the significant in-
crease in home prices between 2016 and 2019, that the average an-
nual increase was only 6 percent, but from March 2021 to March
2022, home prices rose 22 percent. Would you very briefly agree
that the rapid increase in housing and rental costs presents a sig-
nificant problem for those who are already home-insecure? Would
you agree to that?

Secretary YELLEN. Yes, I definitely agree. I think the supply of
housing, particularly affordable housing, in this country is a huge
problem. We have had low construction really, ever since 2008, and
I believe we have a huge shortage of affordable housing in this
country. Of course, rising home prices and rental prices are an
enormous issue.

Ms. ApAMmS. Yes, ma’am. In my district of Charlotte-Mecklenburg,
private equity firms have been snapping up single-family homes
and converting them to rental properties. Last week, the Charlotte
Observer, our local paper of record, reported in their Security for
Sale series that in North Carolina, institutional investors have pur-
chased over 40,000 homes in the past decade. The UNC Urban In-
stitute reported that over 10,000 of those are in Mecklenburg
County and that the average value of those properties is only two-
thirds of the average single-family home, which means that private
equity firms are squeezing the less-affluent out of the home-buying
market but depleting the supply.

Madam Chairwoman, I would like to, without objection, submit
the articles that I mentioned for the record, including two others
that touch on Charlotte’s housing crisis, from The New York Times
and The Washington Post.

Chairwoman WATERS. Without objection, it is so ordered.

Ms. Apams. Thank you.
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Secretary Yellen, can you describe why it might be dangerous for
the housing market at large for private equity firms to purchase
and convert homes at the lower end of the price range spectrum?

Secretary YELLEN. I would simply say that we have a shortage
of housing and it is critically important that we do everything in
our power to increase the supply of housing. We have to use the
tools that we have. The President’s Build Back Better plan would
have dedicated $150 billion to housing, including making major in-
vestments in public housing and homebuyer assistance. But we cer-
tainly have to use all of the tools that are available to us now to
address the housing crisis.

Ms. ApAMs. Thank you. We should have passed the President’s
Build Back Better agenda. It would have dedicated $150 billion to
housing, including making major investments. I am proud to have
worked with Senator Collins and Representative Rouzer to intro-
duce our bipartisan, bicameral LIFELINE Act, which would allow
cities and States to use a lot of the fiscal relief funds to help with
housing development. So, I encourage all of my colleagues sitting
here today to co-sponsor that legislation.

Madam Secretary, with the time we have left, would you tell me
how important it is to maintain a robust supply of affordable hous-
ing during this time?

Secretary YELLEN. I think it is critically important. We are see-
ing huge shortages in affordable housing, especially in high-priced
areas of the country, and I think we need to do everything we can
to address the shortage. I think that States and localities also have
in place restrictions, zoning restrictions that make it difficult to
build affordable housing, so I think action at that level is also im-
portant.

You mentioned fiscal relief funds, and we have certainly urged
State and local governments to use these funds to expand afford-
able housing. It was an important issue in the pandemic.

Ms. ADAMS. Great. Thank you, Madam Secretary, for being here.
And Madam Chairwoman, I yield back.

Chairwoman WATERS. Thank you very much.

The gentleman from Michigan, Mr. Huizenga, is now recognized
for 5 minutes.

Mr. HUizENGA. Thank you, Madam Chairwoman.

Secretary Yellen, I wanted to call you, “Chair Yellen.” You are
still sort of Chair Yellen to me. That was how we interacted for
many years. But Secretary Yellen, just last month when you were
here, we talked a little bit—and I know this is a little off-topic from
FSOC, but we talked about Iranian sanctions. And there had been
a report in The Washington Post about Iran demanding that they
be taken off of some of the designations as foreign terrorist lists.

You had said at the time that—and I have the transcript from
that interaction right here—“I am not deeply involved in the detail
of these negotiations.” My question then, was, “Have you or anyone
else at Treasury been directed to reduce Iranian sanctions enforce-
ment so as not to interfere with those Vienna talks?” You replied,
“We have not changed our sanctions on Iran.” I said, “That was not
my question. Have you been instructed to or requested to do any-
thing?” You said, “There has been no change in the Administration
policy, to the best of my knowledge.”
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What I am really concerned about, I guess, is the Secretary of
the Treasury not being read-in on those. Treasury is the main
source of sanctions. Is that still the case? Are you read-in on these
negotiations or not?

Secretary YELLEN. Treasury is regularly updated about the nego-
tiations.

Mr. HUIZENGA. And you personally?

Secretary YELLEN. I have been periodically updated on this situa-
tion with the Iranians.

Mr. HUIZENGA. Then, I guess I will go back to my original ques-
tion. Have you or anyone else at Treasury been instructed to back
off on any of those sanctions, vis-a-vis Treasury sanctions on Iran?

Secretary YELLEN. No, not to my knowledge.

Mr. HUIZENGA. Okay. That is the kind of thing that makes us
very nervous, when you say, “Not to my knowledge.” So, will you
please go and investigate that, and I would like to find out so that
we can have assurances that Treasury, with your knowledge or
against your knowledge, has not been instructed by this White
House to back off on those sanctions?

Secretary YELLEN. Nothing has changed with respect to Iranian
sanctions.

Mr. HUIZENGA. Okay. I still request that.

Here is the other question I wanted to really get at, FSOC and
its functions, talking about digital assets. Recently, the SEC re-
leased a Staff Accounting Bulletin Number 121 related to custody
of digital assets for its platform user. Given FSOC’s focus on digital
assets, was there any coordination with other members, agencies,
in those efforts from the SEC?

Secretary YELLEN. I am not deeply knowledgeable about this reg-
ulation. I need to look into it and get back to you.

Mr. HUIZENGA. 1 guess, if you would, that would be extremely
helpful. This is a sweet spot for this committee. The SEC, in my
opinion, should not be issuing one-off staff bulletins and guidance
on digital assets instead of following the proper rulemaking process
and coordinating with other agencies. It seems to me as Chair of
FSOC, that is a vital part as we are dealing with these digital as-
sets.

I have a minute and 40—

Secretary YELLEN. The SEC and the CFTC certainly have au-
thorities—not comprehensive authorities over digital assets but
they certainly do have authorities and can act on their own within
those.

Mr. HUIZENGA. And I guess I want to know whether there is co-
ordination within the agencies of FSOC. So, we can continue that.

In my last minute here, I want to talk a little bit about the ef-
fects of spending on the economy, and I know Mrs. Wagner from
Missouri was talking about that, and ironically she is at a press
conference right now dealing with the lack of baby formula and the
inflationary prices and the supply chain there.

Let us just put it this way. Spending plus easy money equals in-
flation, and that seems to be playing out. And I am curious if you
would prognosticate here a little bit on soft landing versus hard
landing versus very hard landing—what are your expectations of
what is going to be happening in the economy?
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Secretary YELLEN. Inflation is a serious concern. Look, we are
not the only country experiencing inflation. Most advanced coun-
tries—

Mr. HUIZENGA. But no other country is at this level.

Secretary YELLEN. But it does show that there are factors beyond
spending in the United States that are critical to inflation. We are
seeing, because of the pandemic, supply chain problems develop—

Mr. HUIZENGA. In my last 5 seconds, Fed Chair Powell agreed
with this: about 20 percent of inflation is due to energy; 20 percent
to labor; 20 percent to supply chain; and 40 percent to monetary
policy and spending.

I yield back.

Chairwoman WATERS. The gentlewoman from Pennsylvania, Ms.
Dean, is now recognized for 5 minutes.

Ms. DEAN. Good morning, Secretary Yellen. I am delighted that
you are here again before us. Thank you, Madam Chairwoman, for
recognizing me. And I thank you for not minimizing the risks and
the realities of inflation and what it means to all of our constitu-
ents. Clearly, the Fed has its work cut out for it, and is stepping
up to do just that.

At the same time, I want to make sure we balance the conversa-
tion about the overall health of the economy. We can all beat the
drum about inflation because it is painful, but let us talk about the
underlying health of the economy following a pandemic and a glob-
al economic closure.

Unemployment has fallen to 3.6 percent, down from a pandemic
high of nearly 15 percent in April of 2020. If you compare that to
2008, the financial crisis, unemployment peaked at about 10 per-
cent in 2009, and did not fall to below 4 percent for nearly a dec-
ade.

Secretary Yellen, can you speak to how different this recovery
has been compared to the recovery from the financial crisis? How
have the steps taken by Congress, including the American Rescue
Plan—which you have spoken about several times today, and my
constituents appreciate—contributed to this extraordinary recov-
ery?

Secretary YELLEN. I appreciate you making this point. It is a
critically important one. The American Rescue Plan deserves sub-
stantial credit for the fact that the unemployment rate is very low,
that Americans have confidence in the job market. We are seeing
the quit rate rise to levels we have never seen in the United States,
and what that means is that individuals are seeing huge opportuni-
ties in the job market. They are receiving outside offers that let
people move to better jobs and advance in the jobs that they have
and see wage increases.

The eviction rate in the United States is below pre-pandemic lev-
els. We had a year last year in which child poverty dropped very
substantially. For Americans, on average, their household balance
sheets are very strong. That is, in part, because of the support pro-
vided by the American Rescue Plan, and businesses are doing well.
While some built up debt during the pandemic, they are now find-
ing it possible to pay it down.

We have a good, strong labor market. I spent that decade fol-
lowing the financial crisis at the Fed, and I can tell you how con-
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cerned we were that using every tool at our disposal, it still took
a decade to recover. And I can also tell you that when President
Biden was elected, the projections as to where the economy might
go were dire.

Ms. DEAN. Exactly.

Secretary YELLEN. The CBO projected high unemployment. The
American Rescue Plan addressed that. And the strong state of our
labor market and of household balance sheets, this is the dog that
has not barked in the night. That is the credit that goes to the
American Rescue Plan. Of course, we have to address inflation.

Ms. DEaAN. I thank you for your legacy of dealing with these
issues and recognizing what the American Rescue Plan has done.
I had a father thank me for the American Rescue Plan because he
and his wife have two little children, and what it did in terms of
the child tax credit was meaningful to them. Sadly, not a single Re-
publican could bring himself or herself to vote for the American
Rescue Plan, and sadly, while we made a big difference on child
poverty and hunger, by not renewing the increased child tax credit,
of course, we send those families back into poverty.

Just quickly, in the time I have left, when you were last here you
talked about the Russian economy reeling as a result of the sanc-
tions. Can you give us an update?

Secretary YELLEN. It is absolutely reeling. By their own esti-
mation, the Russian economy looks set to contract at least 10 per-
cent or more this year, inflation is expected to reach double-digit
levels, perhaps 20 percent, and there is an enormous, because of
our sanctions, shortage of goods and services that Russia needs to
replenish the munitions that it is using in the war. Its high tech-
nology and defense industries will be damaged for decades to come.

Ms. DEAN. I yield back, and I thank you.

Chairwoman WATERS. The gentleman from Kentucky, Mr. Barr,
is now recognized for 5 minutes.

Mr. BARR. Thank you. Madam Secretary, I want to focus on your
2021 report on climate-related financial risk. I have expressed in
this committee before that it is implausible, if not far-fetched, to
suggest that climate change, a phenomenon that occurs over dec-
ades, could somehow suddenly overwhelm the banking system, the
insurance sector, or the reinsurance sector.

What evidence has FSOC found that banks, lenders, or insurers
have ever mispriced weather risks so substantially that it would re-
sult in systemic risk?

Secretary YELLEN. It is not just a matter of weather risks, which
are clearly rising in severity and could have a significant impact
on banking organizations, but there are also so-called transition
risks that—

Mr. BARR. So regulatory risks, risks that the government could
redirect capital away from fossil energy and increase inflation. Is
that what you are referring to, transition risks?

Secretary YELLEN. It is an existential threat with respect to cli-
mate change, leaving our children and grandchildren with a planet
that is all but uninhabitable—

Mr. BARR. Let’s drill down on that—reclaiming my time. In
FSOC’s report on climate-related financial risk, did FSOC consider
the risk of overinvestment in novel, unproven, and highly risky,
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speculative green assets, and then the risk of diverting investment
away from stable, proven, and low-risk brown assets?

Secretary YELLEN. The FSOC and individual regulators are not
telling banks what they should or should not do.

Mr. BARR. I think FSOC should consider overinvestment in risky
assets. In FSOC’s consideration of climate-related financial risk,
did FSOC consider the substantial risk that has actually now mate-
rialized, that overregulation of the fossil energy sector, ending Key-
stone, blocking lease sales on Federal lands, constraining supply of
energy, has actually undermined financial stability, specifically his-
toric inflation and $4.37-a-gallon gas?

Secretary YELLEN. I think we owe that to the failure of our do-
mestic industry to ramp up production to—

Mr. BARR. I do not think that is what they said. They say they
cannot get approval, and when they cannot ship through the Key-
stone Pipeline, and when they cannot access capital because of
ESG disclosure mandates, that is why we have a shortage of en-

ergy.

Did FSOC consider that the SEC’s ESG disclosure proposal, de-
signed to redirect capital away from fossil energy, will increase the
cost of energy, creating a greater risk to economic stability?

Secretary YELLEN. Look, investors with over $100 trillion worth
of assets have said that in order to properly evaluate investments,
they need disclosures about the risks that individual firms have
with respect to climate, and regulators all around the world are
acting to—

Mr. BARR. I understand that but—

Secretary YELLEN. —provide that information.

Mr. BARR. —will you commit to engaging Chairman Gensler in
FSOC to assess the risk to our energy markets and exacerbating
the inflation crisis posed by politicizing the allocation of capital
through ESG regulation, and will the FSOC consider the risk of
steering investors toward green or ESG firms that could make
them riskier, not safer, by inflating their asset values?

Secretary YELLEN. I think you should note that the largest banks
in the United States and around the world voluntarily joined an al-
liance this past year to commit—

Mr. BARR. I know what they did.

Secretary YELLEN. —to reporting their portfolios—

Mr. BARR. I am asking you about—

Secretary YELLEN. —and that is not—

Mr. BARR. —financial risk.

Secretary YELLEN. —the reason—

Mr. BARR. I am asking you, Madam Secretary, about your job as
Chair of the FSOC to evaluate all financial risks. And I want to
know whether you acknowledge that stocks in many ESG-related
ETFs and investments trade at elevated priced earnings, ratios,
and multiples because investment returns are sacrificed for non-pe-
cuniary factors. Are you evaluating that risk to the financial sys-
tem, because returns are sacrificed?

Secretary YELLEN. We do look at asset valuation and recognize
that significant shifts in them can be a risk to financial stability.

Mr. BARR. Finally, will you commit to never, as long as you are
the Treasury Secretary and Chair of FSOC, to allow a single
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minute of time, during any meeting of FSOC, to be devoted to the
topic of abortion?

Secretary YELLEN. Abortion is not a topic—

Mr. BARR. Thank you.

Secretary YELLEN. —that FSOC has looked at or that I—

Mr. BARR. I think the fact that there is a focus away from actual
financial stability risks and towards things like abortion and mete-
orology means that we have our eye off the ball at FSOC. And I
yield back.

Secretary YELLEN. FSOC has nothing to do with abortion.

Chairwoman WATERS. The gentlewoman from Michigan, Ms.
Tlaib, is now recognized for 5 minutes.

Ms. TLAIB. Thank you for being here, Madam Secretary.

I want to talk about something that is really important to my
district, but I want to start with a few questions. When defining
financial stability risks from a climate crisis, do you think we
should be defining the risk as only government policy change that
would happen only with, potentially, that is the only way that
would create disruption? Do you think the government policy is the
only form of transition risk regarding the climate crisis?

Secretary YELLEN. The underlying risk is that we have a process
of climate change taking place which threatens the viability of life
on Earth and poses enormous risks to our children and our grand-
children. I believe this risk is becoming clearer from what all of us
see happening around us every day, and if that is not the case for
some people, it will become clear in the decades ahead and there
will be adjustments and they can contribute—

Ms. TLAIB. I am with you, and this is why I am asking. In defin-
ing financial stability risks from a climate crisis—during the Sen-
ate confirmation for Federal Reserve Chair Powell, he defined tran-
sition risk as government policy change that happens, which could
potentially create disruption. But what about rapid changes in
technology or major shifts in consumer consumption? Right now,
are we considering the supply chain impact due to rising sea levels
or other climate-related effects?

Secretary YELLEN. I would agree with your statement that these
risks do not have to relate to government relation. They could cer-
tainly relate to technological changes—

Ms. TLAIB. I am so glad to hear you say that.

Secretary YELLEN. —or rapid shifts in consumer preferences or
other sources.

Ms. TLAIB. It is a huge economic risk, and we really need to be
looking at it.

G20 financial institutions currently have nearly $22 trillion of
exposure to carbon-intensive sectors, and last year the world’s larg-
est financial institutions, Madam Secretary, pumped $742 billion
into the fossil fuel industry. Secretary Yellen, we actually saw more
fossil fuel financing last year than we did in 2015, the year the
Paris Agreement was signed. We are going in the wrong direction.

As the world’s largest financial institutions continue to grow
their positions in carbon-intensive markets, will this make our
global transition from fossil fuels to clean energy slower and more
dangerous to our economy?
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Secretary YELLEN. I guess what I see is that the world’s largest
institutions recognize the importance of shifting their lending in
ways that will help us, the globe, the U.S. and other countries,
achieve net zero by 2050, and are voluntarily making—

Ms. TLAIB. They are saying that but they are not doing it, Sec-
retary.

Secretary YELLEN. I think it is important for groups to monitor
those financial institutions and see that they—

Ms. TLAIB. I really think we need to—in FSOC’s report on risks
posed by climate change last year, the Council outlined several rec-
ommendations as first steps in addressing the climate crisis, in-
cluding increased scenario analysis, and climate risk disclosures,
and I applaud the report. I think their recommendations were very
clear.

However, I am really perplexed because as you were talking
about that, many of these financial institutions that are financing
fossil fuel projects have continued to say this thing about net zero,
public comments, and pledge to align with the Paris Agreement but
they are not. They are completely contradictive.

Secretary Yellen, you saw the record flooding, everything. How
will better risk modeling and climate disclosures change the behav-
ior of these financial institutions?

Secretary YELLEN. It will allow their supervisors to form a clear-
er view of the risks that these institutions are taking and then en-
sure that they are managing them properly, and it will help the in-
stitutions themselves better appreciate the risks that they are un-
dertaking. They are probably not doing that kind of analysis now,
and want to promote that understanding.

Ms. TLAIB. Yes, and just to be clear, I am for that, but I think
the result needs to be actual reduction, and to really look at this
in a very clear way. I do not think we are in line with what Chair-
man Powell is talking about, and the fact that a lot of other coun-
tries are looking at this as a risk very clearly, an economic risk,
I think is very telling.

Thank you, Madam Chairwoman.

Chairwoman WATERS. Thank you. The gentleman from Texas,
Mr. Williams, is now recognized for 5 minutes.

Mr. WiLLiamMs oOfF Tgxas. Thank you, Madam Chairwoman.
Madam Secretary, thank you for being here.

I am a small business owner back in Texas, not, “was,” but,
“am.” And I meet with families, businesses, ranchers, and car deal-
ers in my district all the time, and inflation is one of the first
things they bring up. And yesterday, CPI data showed this phe-
nomenon is not slowing down. Year over year, gasoline is up 43
percent—you know these numbers—electricity up 11, meat, fish,
and eggs up 14 percent, and even used cars are up 22 percent.

You are one of the top voices in the Administration claiming in-
flation was transitory. Well, that has obviously proven to be ex-
tremely wrong. And yesterday, the Wall Street Editorial Board
chided the President for lying to the American people and blaming
everything except for his own party’s policies as a contributing fac-
tor to these price increases.
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Just a simple question. Keep it short. Very simple. Will you
admit that government spending is a contributing factor to infla-
tion?

Secretary YELLEN. There are many factors that are responsible
for inflation. You can see inflation at unacceptable levels in all ad-
vanced countries around the world.

Mr. WiLLiaMS OF TExXAs. I know. We have talked about that—
to get my time back—but we are just saying government spending
is a big cause, isn’t it?

Secretary YELLEN. We supported spending, it contributed to de-
mand, and it had a very favorable effect on most Americans’ well-
being. We do have to deal with inflation.

Mr. WiLLIAMS OF TEXAS. Okay. The energy sector is an impor-
tant industry in my home State of Texas, and I keep hearing from
this Administration that it is the private sector’s fault that they
are not producing more and have not invested in any new capabili-
ties to expand production. And quite frankly, that is an insult. This
is such a ridiculous excuse to once again deflect blame away from
their own misguided policy decisions that are having a material im-
pact on American lives. It is just deflect all the time.

As a business owner, as a current business owner, certainty is
key before you deploy capital. Since President Biden’s first day in
office, he made it abundantly clear that he is going to be hostile
towards this energy industry, and a few of these actions were im-
mediately canceling the Keystone Pipeline permit when he came
into office, and instituting a leasing moratorium for onshore and
offshore energy production, while threatening to raise royalty rates,
and pushing his climate agenda through financial regulators to
make people think twice before providing financing.

Just today, this morning, the Interior Department cancelled a 1-
million-acre oil and gas lease in Alaska that could have brought
some relief to the American people when we are sky-high in gas
prices.

Madam Secretary, why would any domestic energy company
want to invest in new production capabilities when all this Admin-
istration does is project uncertainty, they want to raise taxes, they
want to raise regulations, and they are just frankly hostile, just
mean and hostile towards this industry. Why would anybody want
to come here?

Secretary YELLEN. I think when the pandemic struck, and gas
prices fell, a lot of oil companies and energy companies in the
United States suffered hard times and losses, and it was natural
for them to diminish production and reduce investments in drilling.
They probably did not expect such a rapid recovery as we saw from
the pandemic, and as demand increased, it drove oil prices up.

I think this gives a good deal of impetus to domestic energy com-
panies to raise production in the short term. Over the longer term,
climate change remains critical, and I think what we have seen
happen with energy prices rising because of Russia’s invasion of
Ukraine, it tells us that we need to move to renewable energy
sources where our supplies and well-being and prices are not so
vulnerable—

Mr. WiLLiAMS OF TEXAS. I might have a better idea. Maybe
incentivize the private sector and let the private sector compete



29

and help drive prices down. The government never gets that done.
The government creates the problems that we are in today. So, I
would say you might want to try incentivizing these people.

In closing, as a result of foreign tax credit regulations finalized
by Treasury late last year, income and withholding taxes that have
been credible for decades are no longer eligible for foreign tax cred-
its. This could have an effect, again, of incentivizing U.S.-based
companies to move more of their operations overseas.

Quickly, are you willing to reopen this rulemaking to ensure that
American businesses are not being put at a competitive disadvan-
tage, so they do not leave and cost us more jobs? Because this is
America, the greatest country in the world. Would you be willing
to do that?

Secretary YELLEN. I'm sorry. What rulemaking are you referring
to?

Mr. WILLIAMS OF TEXAS. Okay, my time is up. Thank you.

Chairwoman WATERS. Thank you. The gentleman from Illinois,
Mr. Garcia, is now recognized for 5 minutes.

[Pause.]

Chairwoman WATERS. Mr. Garcia? Are you unmuted? We will
wait for Mr. Garcia.

Meanwhile, the gentlewoman from Texas, Ms. Garcia, who is also
the Vice Chair of our Subcommittee on Diversity and Inclusion, is
now recognized for 5 minutes.

Ms. GARciA OF TExaS. Thank you, Chairwoman Waters, and
thank you, Secretary Yellen, for joining us again today with this
important annual report.

First, I would like to applaud you, Madam Secretary, for the
Treasury’s handling of the financial stresses we have experienced
recently. COVID-19 has caused much social and financial hard-
ships to our community. Putin’s unprovoked invasion of Ukraine
has only exacerbated these problems. I commend Treasury’s imple-
mentation of historic multilateral sanctions against Russia, pun-
ishing them economically, and isolating them politically.

You, this Congress, and the President have constructed a broad
and effective international coalition. We hear good news of others
that may be joining. Now, we must continue this effort to maintain
and expand help to Ukraine and turn up the pressure on Putin.
Congress’ oversight counsel through this is really, really important.
This stability allows Americans to trust their that hard-earned
paychecks will be safe from predatory bad actors.

I want to focus today on a couple of things that have perhaps
been talked about, and just to be clear, government spending is not
the only factor in inflation, is it not?

Secretary YELLEN. There are supply chain bottlenecks. Look at
what is happening in China. The lockdowns that they are using to
handle the pandemic are disrupting supplies to our economy. The
war in Ukraine that Russia has launched is impacting food prices.
We have seen more than a doubling of wheat prices. Not only is
that impacting American food prices, it is threatening starvation in
many parts of the world where there is already food insecurity. It
is affecting energy. None of this has anything to do with govern-
ment spending.
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Ms. GARcIA OF TExAs. Right. In fact, the food shortage may
cause a bigger crisis than even the gas shortage, I understand.

Secretary YELLEN. The food crisis is terribly worrisome. With re-
spect to wheat, both Russia and Ukraine are tremendously impor-
tant sources of exports, the bread baskets of the world. And at the
moment, Ukraine is really unable to ship wheat out of the country.
That is part of why wheat prices have risen so much. There have
also been droughts in many parts of the world, and we are terribly
concerned and are very focused on rising food prices, and the im-
pact that will have in many parts of the world, including Africa.

Ms. GarcIA OF TExAS. I want to focus on a couple of things that
have already been said, but just probe a little more. In response
to a question from one of my colleagues, you mentioned the de-
crease in child poverty as a result of the child tax credit and some
?f thle steps that Congress has taken to help the average working

amily.

Do you know exactly what percent of reduction has resulted from
all of the investment in the child tax credit?

Secretary YELLEN. I do not have the exact figure but I do know
it was a substantial reduction in child poverty.

Ms. GarciA OF TEXAS. I thought I heard 40 percent.

Secretary YELLEN. That is the type of number I have in mind,
but I can get back to you. It was a very substantial impact.

Ms. GARcCIA OF TEXAS. Right. And I know that you received a let-
ter from some Texas Democrats asking your Inspector General to
look at what our governor is doing with perhaps misuse of some of
the—

[Audio malfunction.]

Ms. GarciA OF TExAS. Madam Chairwoman, I paused. Can I get
some of my seconds back?

But we sent care packages. We sent COVID dollars. We sent
them the dollars we sent them to recover from their loss of reve-
nues during the pandemic. And there is concern that some States
did not use the dollars as Congress intended. In fact, a Washington
Post article recently, I think it was last week or yesterday, said
that from refurbishing prisons to constructing new golf courses, one
State, Arizona, even used the money to discourage schools from re-
quiring students to wear masks, prompting the Treasury Depart-
ment to threaten to claw back the aid.

What are we doing to claw back the aid? I know we sent a letter,
several Members from Texas, concerned about our governor using
those dollars for what he calls Operation Lone Star, which is his
attempt to control the border.

Secretary YELLEN. We have clear guidelines in place about per-
mitted uses of that money and not permitted uses, and we are
monitoring and have a reporting system that will let us review how
States and localities are using that money. And I promise you that
if ]‘[c)hekfunds are used in ways that are inappropriate, we will claw
it back.

Ms. GARcIA OF TEXAS. You will claw it back. And how much time
do you think that would take? I know what our governor is doing,
but I did not realize, until this article, that this was happening in
many other States.

Chairwoman WATERS. The gentlewoman’s time has expired.
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Ms. GARcCIA OF TEXAS. Madam Chairwoman, before you leave me,
I ask for unanimous consent to submit for the record an article
from The Washington Post, “Federal watchdog opens ‘review’ of
Tex. use of covid aid on border crackdown.”

Chairwoman WATERS. Without objection, it is so ordered.

Ms. Garcia oF TExAs. Thank you.

Chairwoman WATERS. The gentleman from Arkansas, Mr. Hill, is
now recognized for 5 minutes.

Mr. HiLL. Thank you, Chairwoman Waters. And Madam Sec-
retary, it is so great to have you back before the committee, and
thanks for being responsive to our questions, and thanks for the in-
credibly challenging times you are in, in trying to guide our finan-
cial response to Ukraine’s tragedy of being invaded by Putin.

I want to start there, quickly, because I was looking back at the
FSOC meetings—and I am actually going to talk about FSOC—and
FSOC has met nine times since you have been confirmed at the
Treasury, and in only two of those meetings did you talk about
cyber concerns to our financial institutions. One of those was just
because of the invasion. And, of course, we have been briefed up
here on the cyber risks potentially posed by Russia.

In contrast, the FSOC spent a lot of time on climate. So my ques-
tion to you is, do you think that cybersecurity incidents due to the
Russia conflict are a risk to the financial system here in the United
States?

Secretary YELLEN. Cybersecurity is one of the key threats to the
financial sector, and FSOC has consistently identified it, including
in this report, as a serious concern. The Treasury also has respon-
sibilities in this regard and is very focused on, especially with the
Russia-Ukraine situation, we are working very closely with finan-
cial institutions to make sure that they have the information—

[Audio interruption.]

Mr. HiLL. I tell you, those robocalls are a real problem in our po-
litical—

Chairwoman WATERS. Sorry for the interruption. We will make
up for the time. Go right ahead.

Mr. HiLL. No worries. Thank you, Madam Chairwoman.

Let me stop you there just a for a second and say, since you, in
those nine FSOC meetings, you talked in seven of them about cli-
mate change, and in only two about cyber, would you say that at
this time, in war, the global war in Ukraine—

Secretary YELLEN. We have an ongoing and robust program to
deal with cybersecurity—

Mr. HiLL. Ma’am, ma’am—

Secretary YELLEN. —and have long recognized it is a critical
threat.

Climate change is something new that the Council has not pre-
viously addressed, and the reason we have discussed it in so many
meetings is because it is a new initiative, it is a complicated one,
it is one that requires agencies to work together, and it is a sub-
stantial, long-term threat. Both things are important. One is not
more important than the other.

Mr. HiLL. But you would say that cyber resiliency right now is
a much more critical concern to the financial sector than long-term
talking and planning and thinking about climate change, yes or no?
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Secretary YELLEN. Climate change is a substantial long-term
threat and cybersecurity is a long- and a short-term threat we are
very focused on.

Mr. HiLL. Let me change subjects and talk about the reverse re-
purchase market that your former organization, the Federal Re-
serve, runs. Over the last couple of years, we have about $1.9 tril-
lion in an overnight repurchase agreement, showing just how much
liquidity is out in our system that is not being able to be used. It
cannot be used for productive lending purposes. The banks have ef-
fectively too much stimulus from fiscal contributions to the econ-
omy as well as the laxity of our monetary policy recently.

Do you think that the reverse repurchase agreement balance is
a challenge to financial stability as we go through a tightening
phase at the Federal Reserve?

Secretary YELLEN. I really do not want to comment on issues
that are in the domain of the Fed. It is the Fed’s program and I
am going to refrain from commenting on it. But I will say that
FSOC is concerned about the functioning of the Treasury market.
We have had episodes in which liquidity has dried up, and we are
working very hard coordinating with the interagency Treasury
working group to look at reforms, to make sure this critically im-
portant market for the United States and the globe functions well,
and has the liquidity that it needs.

Mr. HiLL. Good. I would invite you to look very closely at what
Gary Gensler has said about the primary dealer market and urge
him to be very cautious about injecting any uncertainty in our pri-
marily Treasury dealers at this time of tough conditions as we
tighten and want to maintain that liquidity.

Thank you, Madam Chairwoman, and I yield back.

Chairwoman WATERS. Thank you very much. The gentleman
from Massachusetts, Mr. Auchincloss, who is also the Vice Chair
of the committee, is now recognized for 5 minutes.

Mr. AucHINCLOSS. Thank you, Madam Chairwoman. Madam Sec-
retary, welcome.

I would like to discuss in these 5 minutes what more the United
States Treasury can do to defeat Russia in Ukraine. The central
bank sanctions crafted by you and Deputy Secretary Adeyemo have
been the brass knuckles of NATO’s one-two punch of sanctions on
Russia, plus support for Ukraine. They were unexpected, they hurt
bad, and you and the Deputy Secretary deserve a lot of credit for
crafting those.

Secretary YELLEN. Thank you.

Mr. AUCHINCLOSS. I am concerned, though, that Russia’s contin-
ued exportation of almost eight million barrels per day of oil con-
tinues to fund their barbaric war machine. The United States and
Canada, as you obviously know, have barred Russian oil. The Euro-
pean Union is trying to, but Hungary is exercising a veto on that
effort.

First, what carrots and sticks do we have to compel Hungary to
support an EU blockade of Russian 0il?

Secretary YELLEN. We are working very closely with our Euro-
pean allies. I am actually traveling to Europe next week and will
have discussions with them. Most of them were in Washington—

Mr. AucHINCLOSS. With Hungary, in particular, though.
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Secretary YELLEN. Ah, with Hungary. I have not had conversa-
tions with Hungary. My NSC colleagues may have. The European
Union, the European Commission is working with all of its mem-
bers to—

Mr. AUCHINCLOSS. All of the members agree except for Hungary.
This is a monumental step, and I would encourage you and the Ad-
ministration to do your utmost to use carrots and sticks with Hun-
gary to get them on board here with the European Union’s ap-
proach. And that is because if the EU does blockade Russian oil,
that could force Russia to redirect up to 5 million barrels out of
their 8 million total every day, and they cannot. It seems very un-
likely that they could actually redirect that 5 million barrels per
day going to Europe. Only China and India have enough demand
to even take it, and neither seems willing to concentrate their sup-
plier risk to that degree, especially with the potential of secondary
sanctions. And furthermore, there is not even the pipeline or the
shipping capacity, really, to redirect that full 5 million, even if
there were a demand from China or India.

In short, what that means to me is that if and when Europe does
join our blockade—and again, I encourage you to do everything you
can to get Hungary and the EU on board—the West is going to
have a tremendous amount of leverage over Russian oil production,
more than I think we appreciate right now. Keeping 5 million bar-
rels a day in the ground in Russia is going to be devastating to its
oil production. They cannot do it. They cannot do it for their up-
stream services. They cannot do it for maintaining their oilfields.

Have you examined any potential effort with our NATO allies to
take advantage of that leverage that we would have?

Secretary YELLEN. We have had many, many discussions with
them about energy and Russian oil. Let me just say, our objective
since day one has been to have as large a negative impact as we
possibly can on Russia, while, to the best of our ability, protecting
the rest of the world. And when it comes to oil and energy and
shutting it in, we do have to remember that shutting in that Rus-
sian oil is likely to boost global energy prices, which can have a
very damaging effect and is, in the rest of the world and also can
counterintuitively, perhaps, raise Russia’s revenue in spite of the
fact that it is producing less oil

Mr. AucHINCLOSS. To that point, Madam Secretary—

Secretary YELLEN. At the same time we are working with them,
we are also considering possible things we could do that would
lower Russia’s oil revenues while protecting the rest of us.

Mr. AUCHINCLOSS. And I think we may be thinking of the same
lines of effort here, but would those other things that you could do
include a special payments authority where we could be with our
NATO allies actually purchasing Russian oil but only remitting to
Russia the cost of production, $20 to $25 per barrel, but taking the
excess, which would normally go to the Kremlin as taxes, and in-
stead directing that towards Ukrainian reparations? This has been
proposed by experts. I am sure you are looking at it. And would
you be willing, and your Deputy Secretary, maybe, in particular, be
willing to engage with me on what that might look like and to
what degree you have been planning for it?
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Secretary YELLEN. We would be glad to engage with you on that,
and that is the kind of alternative that we have been examining
and discussing with our allies.

Mr. AUCHINCLOSS. I appreciate that. In my final 20 seconds, Sec-
retary, have we explored sanctions on oilfield services providers
who enable Russian oil production upstream of the actual distribu-
tion of that 0il? Those companies have escaped sanctions, and they
provided much-needed technical expertise that Russia has not de-
veloped organically.

Secretary YELLEN. The withdrawal of foreign oil companies from
Russia is really hurting their ability to extract oil now and in the
future. And we have put in place some sanctions—

Mr. GREEN. [presiding]. Madam Secretary, the gentleman’s time
has expired. You may submit your response for the record.

Madam Secretary, welcome again, and thank you for your many
years of public service. The gentleman from Minnesota, Mr.
Emmer, is now recognized for 5 minutes.

Mr. EMMER. Thank you, Mr. Chairman, and thank you, Madam
Secretary, for appearing before the committee today.

The Democrat-created Financial Stability Oversight Council, bet-
ter known as the FSOC, as you have been referring to it, has found
itself in a unique regulatory position recently. Secretary Yellen, as
the Chair of the FSOC, you know better than anyone that the
FSOC operates independently and it is not directed by an Adminis-
tration to make and implement policy decisions.

Historically, Madam Secretary, does the FSOC take direction
from the White House on activities and institutions in which to in-
vestigate, and if appropriate, designate those activities or institu-
tions as systemic risks?

Secretary YELLEN. The FSOC, as you said, is a group of inde-
pendent regulators—

Mr. EMMER. My question is a yes-or-no question. Does the FSOC
take direction from the White House?

Secretary YELLEN. No, it does not.

Mr. EMMER. Thank you. That is what I thought. The FSOC ex-
ists to independently identify emerging threats to our financial sta-
bility and align regulatory frameworks around those risks.

Secretary Yellen, by Executive Order, you convened the Presi-
dent’s Working Group on Financial Markets in July of 2021, and
you played a key role in the delivery of its November 2021
stablecoin report. The report recommends that Congress enact leg-
islation to limit stablecoin issuance to insured depository institu-
tions, banks. For the record, this is a recommendation that does
not have consensus in Congress, not even amongst committee
Democrats.

The report also states that in the absence of urgent congressional
action to enact this legislative recommendation, the FSOC should
step in to designate various stablecoin activities as systemic risks,
which would jump-start Administration-wide regulatory rule-
making.

Secretary Yellen, has the FSOC officially designated digital asset
or stablecoin activities as systemic risks?

Secretary YELLEN. No, it has not done so.
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Mr. EMMER. Thank you. Digital asset and stablecoin activities
have not been officially designated as systemic risks from the
FSOC. Do you believe the FSOC should take action if Congress
does not urgently enact comprehensive crypto legislation?

Secretary YELLEN. We would very much like to see Congress
adopt a coherent—

Mr. EMMER. I will ask it again—

Secretary YELLEN. —framework—

Mr. EMMER. I am asking you—

Secretary YELLEN. —something we would look at.

Mr. EMMER. ho convenes the FSOC, do you believe that the
FSOC should take action if Congress does not urgently enact com-
prehensive crypto legislation?

Secretary YELLEN. It is something that I think FSOC should look
at—

Mr. EMMER. So, the answer is yes?

Secretary YELLEN. I do not know that it is appropriate but it is
something that bears examination.

Mr. EMMER. Thank you. You previously explained to us that the
FSOC operates independently and does not take direction from the
White House on labeling systemic risks. However, it seems pretty
clear that absent urgent action by Congress, the FSOC, under your
leadership, is perhaps prepared—even though you said that may
not be appropriate, in your words—to designate certain stablecoin
activities as systemically risky in response to the White House’s
digital asset agenda.

Now as everyone in this room is aware, Madam Secretary, legis-
lating takes time, and there is nothing more dangerous to innova-
tion and opportunity than when the Federal Government rushes to
legislate, or regulate, for that matter. The Biden Administration
knows this as well as any of us, but the President’s Working Group
and President Biden’s crypto Executive Order still threaten to ig-
nite the FSOC if Congress does not do what the Biden Administra-
tion requests.

Secretary YELLEN. The President—

Mr. EMMER. Put simply, Madam Secretary, the Administration
intends to weaponize the FSOC to circumvent Congress and the
American people on digital asset policy.

Secretary YELLEN. I'm sorry—

Mr. EMMER. This recent history of activity demonstrates to me
that the FSOC is no longer independent of partisan pressures and
should be brought under congressional appropriations supervision
so elected officials can make sure the voices of the voters are rep-
resented in the decisions of the FSOC. And for that reason I intro-
duced the FSOC Reform Act, which brings the FSOC under con-
gressional oversight and increases the transparency of the Council.
The future of crypto Web3 and the ownership economy cannot and
must not be dictated by any entity that is supposed to be inde-
pendent but instead takes its cues from a political agenda.

Thank you, and I yield—

Secretary YELLEN. I'm sorry. The FSOC is—

Mr. EMMER. —back the balance of my time.

Mr. GREEN. The gentleman yields back. The Chair now recog-
nizes the gentleman from Illinois, Mr. Garcia, for 5 minutes.
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Mr. Garcia OF ILLiNOIS. Thank you, Mr. Chairman. I made it in
the nick of time. Good afternoon, Secretary Yellen. Thank you for
being here. And thank you, Mr. Chairman, for hosting this impor-
tant hearing.

Secretary Yellen, you were the Chair of the Federal Reserve in
2016, when FSOC finalized a study examining State and Federal
banking laws that could have a negative effect on the safety and
the soundness of the financial system. One of the recommendations
that the Federal Reserve made in that report was to close a loop-
hole known as the industrial loan company, or ILC, loophole. The
ILC loophole allows commercial companies to operate banks that
are not regulated like banks, and it has caused financial stability
problems in the past. As the Fed wrote in that report to FSOC, “It
must also be noted that the companies that failed the required as-
sistance at the outset of the 2008 financial crisis included a num-
ber of companies that owned and controlled ILCs.”

Secretary Yellen, my question is this: In light of the financial
stability risks that we are discussing today, including digital as-
sets, shadow banks, and Big Tech entering the financial services
space, do you still agree with the past recommendation by the Fed
to close the ILC loophole?

Secretary YELLEN. It is an issue I have not looked at recently,
but I have no reason to think that my view would change on this.
The Fed felt, at the time that report was written, that there are
great dangers in connection with ILCs, and has long been opposed
to mixing banking and commerce, for reasons I think, if anything,
are probably stronger now rather than weaker than they were
then. And I continue to believe that it is likely to be appropriate.

Mr. GarciA OF ILLINOIS. Thank you, Secretary, and as I men-
tioned before, the ILC loophole allows commercial and technology
firms like Amazon, Facebook, and Walmart to acquire a full-serv-
ice, FDIC-insured bank. Can you share why it is important to
maintain that separation of banking and commerce, and please de-
scribe what systemic risks can come from allowing non-financial
companies, such as tech companies, to enter the banking service
space?

Secretary YELLEN. There are a number of reasons why this
seems to be dangerous. One reason that the Fed always worried
about is that when a commercial company owns a bank, credit deci-
sions can be influenced by issues other than banking and safety
and soundness considerations, because of incentives that come from
the other part of the business, the commercial part of the business.

In addition, this tends to diminish competition and to promote
monopoly and market power, and that is probably more important
than it ever was before. And if a sufficiently large commercial com-
pany were to become dominant in the payment system, I think
there could certainly be financial stability risks.

Mr. GARcIA OF ILLINOIS. Thank you for that, Secretary.

Another question. I introduced the Bank Merger Review Mod-
ernization Act of 2021, to ensure that bank mergers are in the pub-
lic interest by clarifying and strengthening the public interest as-
pect of the merger review and require regulators to use a quantifi-
able metric to evaluate systemic risk. Do you support that bill?
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Secretary YELLEN. I would be glad to take a look at the details
and work with you on it. I think that is an important area.

Mr. GarciA OF ILLINOIS. Okay. Thank you. And are there other
reforms that Congress can enact into law that would promote com-
petition and financial stability in consideration of bank mergers?

Secretary YELLEN. I will take a look at it. I certainly believe it
is important to have competition in banking and appropriate regu-
lation there.

Mr. GARcIA OF ILLINOIS. And if I could just switch gears, very
quickly, since my time is running out, today, FSOC can only make
non-binding recommendations to financial regulators to take ac-
tions to address systemically risky activities. The Systemic Risk
Mitigation Act, which I have previously introduced, would give
FSOC rulemaking authority to better address systemically risky
activities. Would you support giving FSOC that authority?

Secretary YELLEN. It is an area that I think is certainly worth
looking at, and I would like to have the opportunity to work with
you on that.

b 1\/{{1". GARCIA OF ILLINOIS. Thank you, Madam Secretary. I yield
ack.

Mr. GREEN. The gentleman’s time has expired. The Chair now
recognizes Mr. Loudermilk for 5 minutes.

Mr. LoUuDERMILK. Thank you, Mr. Chairman. Secretary Yellen,
welcome. Thank you for being here.

I want to start off a little bit on some of the issues that Mr. Hill
started off with, talking about cybersecurity. Personally, I was
alarmed to see the FDIC’s Chief Innovation Officer’s resignation in
February. He had lamented that the FDIC has outdated technology
and has a tendency to resist change. I believe that type of culture
will not help the financial regulatory agencies stay ahead of cyber
threats, and as someone who spent most of his work in the private
industry in the IT business, I know how significant these threats
are.

Do you feel that the FSOC member agencies are open to innova-
tion, and if so, what are you doing to foster that relationship or
that willingness to bring in new technologies, especially for cyber-
security?

Secretary YELLEN. I absolutely believe that innovation is impor-
tant. It is a benefit to the U.S. economy, and in the long run, it
is probably the most significant source of growth and well-being, so
we should want to promote innovation. But we need to have an ap-
propriate regulatory framework so that the innovations produce net
benefits to society and we make sure that they do not cause harm.

Mr. LOUDERMILK. Thank you, and I see a lot of resistance to in-
novation, not only in regulatory agencies but even within Congress.
The only way that you are going to stay secure is to stay ahead
of the bad guy, and the bad guy is continually innovating and
bringing in new technologies. And if we lag behind, we put the en-
tire financial system at risk. We put every American citizen who
participates in our financial system at risk. So, I highly encourage
you to look at innovation as friend, not as a foe, but quite often,
regulatory agencies take the other approach.

Another topic. In your confirmation hearing last year, you said
that designating non-bank companies as systemically important
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may not be the right approach to addressing risks in the financial
system, and that an activities-based approach would be more ap-
propriate. And I appreciate that.

Do you still stand by those comments you made to the Senate?

Secretary YELLEN. Let me clarify. There are two different tools—
designation and an activities-based approach—and I believe that in
different circumstances, each can be appropriate. It should not be
one or the other.

Designation was meant for non-bank financial companies whose
material distress or failure would cause material risk to the finan-
cial system. We are focused on non-bank. The FSOC is focused
right now on non-bank financial risks coming from money market
funds, from open-end mutual funds, and from hedge funds. But the
approach that we think is appropriate is not designation. It is an
activities-based approach.

Mr. LOUDERMILK. Thank you.

Secretary YELLEN. And so, certainly that is an appropriate ap-
proach. I would not say, though, there could be circumstances in
the future where designation is the right tool.

Mr. LOUDERMILK. I do not mean to cut you off, but I am running
short on time, and I have a couple other questions. Unfortunately,
one of the bills included for discussion in this hearing ignores the
very statement that you had made to the Senate. In 2018, when
a strong bipartisan group of lawmakers reformed Dodd-Frank, we
recognized that designating companies as systemically risk-based
on an arbitrary threshold is unworkable. So, I hope my colleagues
will remember those lessons.

Moving on to another topic, one that Mr. Emmer touched on a
little bit, which is the President’s Working Group on Financial
Markets and his recommendation that Congress pass legislation to
apply bank regulatory regimes to stablecoins. As everyone under-
stands, stablecoins are primarily used for trading crypto and pay-
ments, and there are many significant differences between
stablecoin issuers and banks. For example, stablecoins are not used
for lending, so it would not make sense to apply lending laws and
regulations to stablecoins.

Do you agree that it would not make sense to apply the full
banking regulatory regime to stablecoins, and that a more nuanced
approach would be appropriate should you do, as Mr. Emmer indi-
cated, and regulate?

Secretary YELLEN. There are certainly—

Mr. GREEN. The gentleman’s time—excuse me, Madam Sec-
retary—

Secretary YELLEN. —differences—

Mr. GREEN. The gentleman’s time has expired. I am going to ask
that he submit the question for the record. We have many Mem-
bers who are waiting, and we will now move on to the gentleman
from California, Mr. Sherman, who is also the Chair of our Sub-
committee on Investor Protection, Entrepreneurship, and Capital
Markets. You are now recognized for 5 minutes.

Mr. SHERMAN. Some of my Republican colleagues seem to believe
we should be in an economic nirvana. That COVID killed a million
Americans, of course, is no laughing matter, and it would have
killed millions more if we had not taken action. They somehow be-
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lieve that there was some way that we were going to get through
COVID without any economic dislocation and that the American
Rescue Plan was a giant mistake.

Just for the record, wouldn’t we have had millions more Ameri-
cans in poverty, hunger, evictions, homelessness, and foreclosures
had we not passed the American Rescue Plan?

Secretary YELLEN. Absolutely. We can thank the American Res-
cue Plan for the strong labor market we have now and the strong
financial position of most households.

Mr. SHERMAN. The greatest pandemic in history and economic
nirvana have not gone together, coincidentally, in any country in
the world. There was no perfect way to get through this.

I want to thank you, Secretary Yellen, for all the help that
Treasury provided in creating the Adjustable Interest Rate
(LIBOR) Act. Congress, much of out character, perhaps, solved the
problem a year and a half before the LIBOR hit the fan. It is now
up to the Fed to write the regulations, and I hope you can inspire
them to do so expeditiously because you have testified that the
whole LIBOR issue is one of systemic risk. I see you nodding, so
I assume you will be doing that.

Secretary YELLEN. I appreciate Congress passing that law. I
think it is very helpful in dealing with legacy contracts.

Mr. SHERMAN. Some of my colleagues have put forward the idea
that gas prices are entirely a matter of U.S. oil production, and
that somehow a speech saying that we have to move to a carbon-
free future leads to higher prices in one country, the United States.
And they somehow say that the Biden Administration has con-
strained oil production, and if it was not for low oil production, we
would have low gas prices.

Here are the facts. In 2021, America produced more oil than we
did in 2020, the last year of the Trump Administration, and next
year, we are going to produce more oil than we ever had in history.
Unfortunately, oil is a worldwide commodity, and while we will
produce more oil next year than at any time in history, we will not
have the lowest oil prices at any time in history.

If you open the dictionary to, “oxymoron,” it will say, “see
stablecoin.” The coin says it is stable; it is not stable. We have seen
Terra drop from $18 billion of investment down to, I think a value
today of about $1 billion, maybe a bit less. It is not Terra firma.
It is Terra incognita. Tether is much larger.

Tether has an $83 billion cap. It claims to be tied to the dollar.
But I am told that they have not issued any audited financial
statements, although they keep promising them, so I have no idea
whether their statements of what reserves they have are accurate
or not. But they apparently have invested substantially in Chinese
commercial paper, which may or may not have value at various
times, and they have invested in cryptocurrencies, which have lost
over half their value in just the last few months. This does not look
like my father’s money market fund or my grandfather’s bank.
Their assets do not appear to be very liquid.

What are the implications for our economy if Tether, which just
broke the buck, goes all the way to Terra incognita?

Secretary YELLEN. I think you have just illustrated, and we have
just had, over this last week with Terra and with Tether, an illus-
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tration of the risks associated with stablecoins, that there can be
runs, and we have seen this historically with private monies. We
invented a good regulatory framework, I think, for dealing with
this—

Mr. SHERMAN. I am going to try to—

Secretary YELLEN. —for a depository institution.

Mr. SHERMAN. —sneak in one more concept. Through our tax
system, we provide tens of billions of dollars of subsidies for those
who have pensions and 401(k)s. We do so so that they will have
a stable retirement and invest their money in operating companies
that provide jobs. I would say—

Mr. GREEN. The gentleman’s time has expired. Please submit
your question to the Secretary in writing.

Mr. SHERMAN. —investments in cryptocurrencies do neither.

Mr. GREEN. The Chair will now recognize the gentleman from
Ohio, Mr. Davidson, for 5 minutes.

Mr. DAVIDSON. Thank you, Mr. Chairman. Madam Secretary,
thank you for your time here today. I wish we all had a little more
of it. But yesterday, when you were at the Senate Banking Com-
mittee, you stated that student loan forgiveness could be good for
the economy, and that you will, “support anything that President
Biden decides as a part of his policy on the issue.” Do you really
believe that?

Secretary YELLEN. I'm sorry, on what issue?

Mr. DAVIDSON. Student loan forgiveness. Whatever Joe Biden
says, you are good with?

Secretary YELLEN. I believe all I have said on student loans is
that they can be extremely burdensome and make it difficult for in-
dividuals to begin to buy a house or to save for retirement.

Mr. DAVIDSON. Of course, all debt has that effect. The principle
of compounding interest should be taught earlier and often. As a
consequence of the Federal takeover of the student loan industry
we are looking at, according to the Department of Education’s esti-
mate, over $400 billion at risk of default because students cannot
repay them. There are complications in the program, and yet no
one who talks about canceling student debt talks about stopping
the problem, which is highly correlated to the Federal Govern-
ment’s takeover of it.

I was just concerned by your response at the Senate Banking
Committee, about student loan forgiveness, and kind of an uncondi-
tional support for whatever President Biden decides.

Secretary YELLEN. All I said is that the President is currently
considering the options and trying to formulate his position on this
matter.

Mr. DAVIDSON. Let us hope he sees the moral hazard of doing
that. And frankly, the people best equipped to pay back loans
sometimes would be the biggest beneficiaries, and so the biggest
debts are borne by people who are overwhelmingly, thankfully, in
a position to repay their loans.

Secretary YELLEN. Many are.

Mr. DAVIDSON. And lots of people have debts that could be for-
given and have big impacts on the economy and they did not have
the same kind of challenges.
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That aside, we were just talking about the crypto markets, and
obviously, everything in the news over the past couple of days is
related to the markets being down, but overwhelmingly, crypto
being down at an alarming rate. And just a bit ago you said, we
are so concerned about runs on stablecoins and the hazard of
stablecoins to the market. But my colleague, Mr. McHenry, started
off by making it clear that algorithmic stablecoins have a different
risk than a one-to-one fiat or a one-to-one commodity-backed, be-
cause there is not even fractional reserve banking there. There is
100 percent of the assets liquid and available.

Would you like to qualify your distinction in terms of fear of a
run?

Secretary YELLEN. It depends on the backing of a stablecoin.
Terra is algorithmic and does not really have a backing as such.
Tether is—

Mr. DAVIDSON. Tether is a time bomb and it operates completely
outside U.S. markets. And it is maybe fair to say that they are
more like a money market fund, but an unregulated one, because
we do not really see the transparency in disclosures. But others are
regulated, as New York Trust. Most of the stablecoins in the
United States are well-regulated as New York Trust. Do you see
those as the same kind of risk and the same regulatory approach?

Secretary YELLEN. I just think there needs to be a comprehensive
and consistent regulatory approach for stablecoins because of the
risks they can pose to the financial system. And I think that on a
bipartisan basis, we ought to work together to make sure
stablecoins that are introduced have such a regulatory framework.

Mr. DAVIDSON. Yes, I think you cannot treat algorithmic
stablecoins the same as something that is—

Secretary YELLEN. We have not proposed to do that.

Mr. DAVIDSON. Okay. So, just common framework but not com-
mon for algorithmic.

Secretary Yellen, I, and a number of Members wrote to you ear-
lier about the Section 60501 provision, and it was a rulemaking for
8603 of the Infrastructure Act. And this was a requirement, a re-
porting requirement to the IRS on transactions in crypto that were
supposed to mimic things that are cash transactions. So it is a very
complicated ruling, and it is also not entirely technologically fea-
sible for digital assets.

Treasury issued some opinion about it. What is the process of the
rulemaking right now?

Secretary YELLEN. I'm sorry. I am going to have to look into that
and get back to you.

Mr. DAVIDSON. Thank you. My time has expired, and I yield
back.

Mr. GREEN. The gentleman’s time has expired. I now recognize
myself for 5 minutes.

Madam Secretary, there are those who believe that if you do not
vote for legislation, you have to denounce it as ineffective. The
American Rescue Plan was effective legislation, and here is what
my colleagues did not vote for. They did not vote to help those who
were unemployed during a pandemic. They did not vote to save
small businesses during a pandemic. They did not vote to provide
vaccines and to distribute that vaccine to those who needed it dur-



42

ing a pandemic. They did not vote to help children and schools dur-
ing a pandemic. They did not vote for food for children during a
pandemic. And they did not vote to provide for working families
during a pandemic.

They would call all of that inflation, but I believe that at some
point the American people will understand that there were many
of us who were trying to save the economy and prevent it from slid-
ing into a deep, deep recession, and to help persons who are suf-
fering during a pandemic.

Madam Secretary, you have spoken quite well on this topic
today. I do not want you to entirely repeat yourself, but there was
a pandemic, and the American Rescue Plan was there to do what
the government should do during a pandemic. Would you kindly
give us additional thoughts on how the American Rescue Plan pre-
vented us from sliding into a deep, deep recession or possibly some-
thing worse?

Secretary YELLEN. We saw unemployment rise after the pan-
demic struck to double-digit levels, something we had not seen in
the United States in decades, and there was immerse suffering.
The pandemic unfairly struck those low-income, minority workers,
those least able to bear its consequences.

Mr. GREEN. Who went to work every day, many of them, Madam
Secretary, and risked their lives to make sure that there was food
available for those of us who could stay at home and work from
home, during a pandemic.

Secretary YELLEN. And we saw cars lining up in parking lots to
get food at food banks.

Mr. GREEN. And Madam Secretary, many of them, while in line,
their cars ran out of gas during a pandemic. Please continue.

Secretary YELLEN. And we worried that many people would lose
the roofs over their heads, and—

Mr. GREEN. It kept people from being thrown out on the streets.
That is what the American Rescue Plan did, during a pandemic.
Please continue.

Secretary YELLEN. And we worried that children would suffer
and experience homelessness or loss of access to education, that
families and workers would be permanently scarred and never real-
ly be able to get their lives back on track. And we looked at fore-
casts—

Mr. GREEN. Madam Secretary, let me just say this, because I am
going to end this with my 5 minutes. But I want you to know this:
I appreciate what you did. Pandemics are not things that you can
predict, and we did not know what the actual solutions were. But
we saved a lot of lives. We helped a lot of people who were suf-
fering during a pandemic. And when we hear people say, “Oh, you
spent too much,” well, we spent too much on unemployment during
a pandemic. We spent too much to save small businesses during a
pandemic. We spent too much to provide vaccines and to distribute
that to people during a pandemic, to help schools and school-
children, to keep people from being thrown out on the street, to
provide for childcare, as parents have to work. It was a pandemic,
and it was more than inflation at risk. Lives were at risk and
many were saved.



43

I thank you for your service, Madam Secretary, and I yield back
the balance of my time.

And with that said, Madam Secretary, your testimony has been
very valuable to us today.

The Chair notes that some Members may have additional ques-
tions for this witness, which they may wish to submit in writing.
Without objection, the hearing record will remain open for 5 legis-
lative days for Members to submit written questions to this witness
and to place her responses in the record. Also, without objection,
Members will have 5 legislative days to submit extraneous mate-
rials to the Chair for inclusion in the record.

The hearing is adjourned.

[Whereupon, at 12:34 p.m., the hearing was adjourned.]
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Thank you, Chairwoman Waters, Ranking Member McHenry, and Members of the
Committee. Tam pleased to speak with you today about the Financial Stability Oversight
Council’s (Council) 2021 annual report. The report is a collaborative effort of the Council
member agencies. It is a vehicle for providing Congress and the public with the Council’s
collective assessments of potential risks to U.S. financial stability. Today, I will highlight a few
topics in the report and provide an update on the Council s activities since the report’s

publication,

First, the report discusses vulnerabilities in the nonbank financial sector, which were
highlighted by the turmoil in financial markets in March 2020, While the Dodd-Frank Act
reforms increased the resiliency of the U.S. financial system, the market turmoil in March 2020
demonstrated that the liquidity mismatch and use of leverage by some nonbank financial
institutions can make them vulnerable to acute financial stresses, and these stresses can be
transmitted and amplified to the broader financial system, The Council has taken steps to
examine these risks, including re-establishing its Hedge Fund Working Group to develop an
interagency risk-monitoring system and to propose options to mitigate identified risks. And
earlier this year, the Council issued a statement to express support for the Securities and
Exchange Commission’s (SEC) efforts to reform money market funds and their work to consider

potential reforms of open-end funds.

The Council is also working to support improving the resilience of the Treasury market
and is coordinating with the Interagency Working Group on Treasury Market Surveillance
(IAWG). Potential steps to be taken include improving data quality and availability, evaluating
expanded central clearing, and enhancing trading venue transparency and oversight. The SEC

has proposed certain reforms to enhance transparency and oversight over alternative trading
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systems that trade government securities. The SEC has also proposed updating the definition of
a government securities dealer to include market participants that play an increasingly significant
liquidity providing role in overall trading and market activity, Additionally, the Office of
Financial Research is working to fill identified data gaps for uncleared bilateral repurchase
agreements through a pilot data collection, which should improve visibility into a major source

of financing for non-bank financial institutions in Treasury markets.

Additionally, the Council is working to ensure that financial institutions better understand
their climate-related financial risks. In its October 2021 Report on Climate-Related Financial
Risk, the Council outlined how climate change can be a source of shocks to the financial system
and increase risks to financial stability. To address these risks, the Council recommended that
regulators build their capacity and expand their efforts to address climate-related risks, improve
the availability of data, enhance and standardize disclosures, and assess and mitigate risks to
financial stability. The Council has also formed its staff-level Climate-related Financial Risk
Committee, which will serve as a coordinating body for the Council to share information,
facilitate the development of common approaches and standards, and foster communication
across FSOC members. In addition, the Council is establishing the Climate-related Financial
Risk Advisory Committee. This advisory body, which will include a broad array of external
stakeholders, will help the Council gather information and analysis on climate-related financial

risks.

With respect to digital assets, new products and technologies may present opportunities
to promote innovation and increase efficiencies. However, digital assets may pose risks to the
financial system, and increased and coordinated regulatory attention is necessary. On March 9,

2022, President Biden signed an Executive Order calling for comprehensive approach to digital
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asset policy. The Council is drafting a report that will identify financial stability risks and
regulatory gaps, 1 look forward to working with you on the issues and opportunities posed by
digital assets. We are also eager to work with you to ensure that payment stablecoins and their
arrangements are subject to a federal prudential framework on a consistent and comprehensive

basis.

Finally, there is the potential for continued volatility and unevenness of global growth as
countries continue to grapple with the pandemic. Russia’s unprovoked invasion of Ukraine has
further increased economic uncertainty. The U.S. financial system has continued to function in
an orderly manner, though valuations of some assets remain high compared with historical
values. We stand firmly with the people of Ukraine and have implemented an unprecedented
suite of sanctions on Russia that have been implemented by financial institutions. On February
28, T convened the Council in the wake of the invasion, and we will continue to monitor

developments and coordinate actions as the risks and threats evolve.

The Council’s report also discusses other potential emerging threats and vulnerabilities
that the Council continues to monitor, including short-term wholesale funding markets, central
counterparties, alternative reference rates, cybersecurity, corporate credit markets, and real estate

markets.

The Council remains committed to its mission of identifying and responding to risks to
U.S. financial stability, and I look forward to working with this Committee to promote a more

robust and resilient financial system. Thank you.
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Security For Sale: Converting NC homes to rentals

Institutional investors have bought at least 40,000 single-family homes across North Carolina in the past decade and
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Following the collapse of the housing market in the Great Recession, a small
contingent of hedge funds and private equity firms bought up scores of single-family
homes as part of a new real estate investment strategy.

Instead of flipping these properties, investors held onto them, making money from
rental payments and fees and growing equity as the value of the properties
recovered, They also created rental-backed securities, a new financial instrument
that sell bond holders the promise of future rental income.

But tracking the companies and their purchases is tricky.
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“Let's Go Brandon” -
Brandon Brundidge

Although there are just a handful of national corporations buying on a large scale in
Charlotte and the Triangle, they use myriad subsidiaries and holding companies to
conduct their business, There's also varlation — misspellings, mixed punctuation
and the like — in how these subsidiaries are recorded in property records managed
by each of the state’s 100 counties,

“This has been such an opaque issue for decades now that we have really, really bad
data flowing around in the public sphere about how active these types of investment
funds are,” David Szakonyi, an assistant professor of political science at George
Washington University and co-founder of the Anti-Corruption Data Collective.

‘Like NASCAR on the road’
Exireme speeding increasingly brings death to NC highways.

READ M

S0 in the winter of 2021, reporters at The News & Observer and The Charlotte
Observer set about creating the most authoritative dataset possible of investment
buyers across the state — particularly the single-family homes that have long been
key to middle-class American wealth.

Reporters first manually scoured property records in Wake and Mecklenburg
counties to create a database of parent companies and thelr most common
subsidiaries, which can often be linked by naming convention, corporate mailing
address and company officials. They used that list to create a machine learning
model to find other name variations.

Data from other researchers examining the growth of the single-family rental
industry, including the UNC Charlotte Urban Institute and Massachusetts Institute of
Technology researcher Maya Abood, was used to add more names. North Carolina
court data on eviction proceedings, state utility data and corporate registration data
from the nonprofit OpenCorporates helped, too. The Anti-Corruption Data Collective
supplied additional property transaction data through a research agreement with
the real estate tech firm Zillow.

Almost all subsidiaries identified by the N&O and Observer’s reporting were
matched — either with statistical software or manually — to corporate registrations
filed with the N.C. Secretary of State’s Office to verify connections with their parent
companies,
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The list of investor subsidiaries was then matched using statistical software with
property owner names recorded by the North Carolina OneMap, a state project
through the N.C. Geographic Information Coordinating Council to collect and publish
property parcel information from all 100 counties.

Thank you for supporting local
journalism
Your subscription aowes us to provide our readers with quality,
redevant journalism thal makes a dfference. We believe a
platiorm For sharing local news is critical to ous community - and
wa'ne glad you think 5o, too.
Have questions about your subscriplion? We're happy 1o help,
Contact us.
Properties were removed from the count if their zoning, land use or building
description did not align with the .S, Census Bureau definition of a single-family
home. Companies with fewer than 100 properties in their portfolios were not
included in the analysis.
The OneMap data was last accessed on April 20, although the property records may
lag by several months depending on the county.
The reporting identified nearly 40,000 individual properties owned by subsidiaries
of about 20 parent companies.
Szakonyi, who reviewed the N&O and Observer’s analysis, called it the “best exercise
T've ever seen trying to identify properties owned by large institutional
investments.”
The N&O and the Observer are making the investor subsidiary list and the database
of corporate investor-owned properties available publicly for all uses.
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Read more about our methodology and download our data here.
Spot an error in our data? Contact Tyler Dukes at midukes@newsobserver.com.

This story was originaly published May 1, 2022 5:00 AM
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Tylor Dukes is an investigative reporter for The News & Observer who specializes in data and public records. He
attended Nodh Carcling Stala University and grew up in Elizabeth City.

Conversation

Ve, I ¥ 732907 html

dorkplace b

problematic

4



51222, 5:42 AM

it e ver I

Behind the Security for Sale series from The Observer, N&D | Charlotte Cbserver

Your voice matters. Discussions are moderated for civility. Read cur guidelines here

Commanting a5 Guest

Be the first to comment...

Powered by O Openiet

NASCAR driver saves Doc the elk,
who was causing a ruckus at
Grandfather Mountain

BY JOE MARUSAK
MAY 12, 2022 530 AM

v f =

Do was the dominant of thee elks 8t the park nun by the Grandiather Mountain
Stpwardship Foundation,

KEEP READING =

North Carolina man gets 10
months for sex assault on
flight

MAY 12, 20122 829 AM

suicides

MAY 12, 2022 & 26 AM

NORTH C

=
Editorial Roundup: North
Carolina

store

MAY 12, 2022 828 AM MAY 12, 2022 528 AM

North Carolina sees
increase in child homicides,

Man shot, killed while
entering North Carolina

732907 html

£ Login Sgnup

Terms | Privacy | Feedback

CMS school bus in head-on crash with 2 other vehicles,
injuring 17 in south Charlotte
LIFDATED MAY 11

S4TEM

Bob & Sheri reflect on first year at K 104.7 — and what
they think of their old station

UPDATED MAY 11, 2022 722 AM

Driver going 110 mph as girlfriend breastfed baby said
he needed restroom, TN cops say

MAY 11, 2022 341 PM

Major Atrium Health deal will double size of hospital
system, as it expands to Midwest
LIPDATED MAY 11, 2022 4 10PM

As Duke investigates possibly plagiarized grad speech,
the speaker issues a statement
UPDATED MAY 11, 2022601 PM

Wounded dump truck
driver arrested in road-
rage shootout

MAY 12, 2002 B 2T AM

NORTH CAROLINA

Officials: 17 hurt in crash
involving school bus, dump
truck

MAY 12, 2007 528 AM

SiE



55

51222, 5:42 AM Behind the Security for Sale series from The Cbserver, N&O | Charlotte Observer

Take Us With You

CHARLOTTE OBSERVER APP -

VIEW

LETTERS

SUBSCRIPTIONS

PRIVACY POLICY

TERMS OF SERVICE

32907 htrmd




56

5112722, 843 AM 5 things fo know about the rise of NC corporate landlords | Charlotte Observer

@ &8

SUBSCRIBER EDITION

NORTH CAROLINA

5 things we learned investigating the rise of
corporate landlords in North Carolina

BY TYLER DUKES AND PAYTON GUION
UPDATED MAY 04, 2022 4:25 PM

Yy f &

hittps: v, Ver. li STES02 htmi



57

5112722, 843 AM 5 things fo know about the rise of NC corporate landlords | Charlotte Observer

Charlotte Realtor, Jonathan Osman, talks about how neighborhoods are affected by institutional investors.
BY KHADEJEH NIKOUYEH
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Security For Sale: Converting NC homes to rentals

Institutional investors have bought at least 40,000 single-family homes across North Carclina in the past decade
and now rent them out. The industry — primed for continued growth — says it improved the rental experience,
providing safe, affordable houses that were previously inaccessible to renters, But owning a house traditionally
offered financial security for most American ilies. And our i igation finds the business model of these
companies is finely tuned to squeeze profit from the homes, often to the detriment of renters, neighbors or other
would-be buyers.
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In a months-long investigation, reporters with The Charlotte Observer and The
News & Observer laid bare the complex network of subsidiaries tied to major,
national corporations that have been scooping up single-family homes across the
state for the last decade.

These corporate landlords are well positioned for continued growth — especially
in hot housing markets like Charlotte, the Triangle and the Triad.

Their practices can put them at odds with prospective homebuyers, neighbors and
their tenants.
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"Let's Go Brandon" -

Brandon Brundidge

The single-family rental industry, however, contends that its growth is a reflection
of housing demand, and that they are making good neighborhoods more
accessible to renters who can’t afford to buy.

Here’s a look at five major things we learned over the last five months spent
reporting this series.
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1. THEIR HOLDINGS? MUCH LARGER THAN WE THOUGHT

Given the fast pace of growth and relative newness of the industry — it’s only
about 10 years old, after all — there had never been a comprehensive count of
corporate homeownership across the state.

Researchers at the UNC Charlotte Urban Institute did the first local count in June
2021, putting the number at about 11,000. The National Rental Home Council, the
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trade group that represents some of the largest corporate landlords, says its most
recent estimate is about 25,000 for North Carolina among its members.

But the N&O and Observer’s analysis puts the actual figure, as of mid-April 2022, at
more than 40,000. And that tally only includes large firms with more than 100
properties — not all of them National Rental Home Council members.

It’s true, as the industry points out, that this represents a small percentage of the
number of single-family homes across all of North Carolina.

Thank you for supporting local
journalism Free Internet LA LLT
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Your subscription allows us to provide our readers with Service q rfy
quality, relevant journalism that makes a difference. We Affordable Connectivity
believe a platform for sharing local news is critical to our Program
community — and we're glad you think so, too.

Have questions about your subscription? We're happy to
help. Contact us

xfinity

But the concentration of their rental homes isn’t uniform.

In Charlotte, our reporting found, these companies own one-guarter of all rental
homes. And in at least one neighborhood off Peachtree Road, corporate landlords
own 1 of every 5 single-family homes — rentals or not.
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TRICON RESIDENTIAL, A PUBLICLY TRADED COMPANY THAT OWNS THOUSANDS OF HOUSES
ACROSS NORTH CAROLINA, ADVERTISES A HOME FOR RENT ON THE CORNER OF HORSEBACK
LANE AND OFFSHORE DRIVE IN RALEIGH. JULIA WALL JWALL@NEWSOBSERVER.COM

2. RENTAL-BACKED SECURITIES FUEL GROWTH

The industry got its start right after the foreclosure crisis that sparked the Great
Recession, when a government-backed program allowed companies to buy pools
of distressed properties in some of the country’s hardest-hit areas.

But once in hand, that housing portfolio allowed firms to create a wholly new
financial instrument — the rental-backed security.

The first rental-backed security went on the market in 2013, and promised
investors the collective future rent checks from a bundle of homes. These bonds
offer investors — like the North Carolina pension fund — a steady and reliable

return, while the corporation gets a payout of hundreds of millions of dollars all at

once.
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With that extra cash in their war chests, companies have capital they need to
gobble up additional homes. But they’re not just buying — they’re building too.

Several neighborhoods in Charlotte are now entirely rental communities after
companies purchased directly from homebuilders. American Homes 4 Rent, the
company with the most rental houses in North Carolina, says it is now primarily
focused on building rentals.

“As one of the top homebuilders in the country, we are doing our own small part to
alleviate the nationwide housing crisis by building new home communities
designed for durability and efficiency,” American Homes 4 Rent spokeswoman
Megan Grabos said in an emailed statement.

JONATHAN OSMAN, A LONGTIME CHARLOTTE REALTOR, LOOKS UP INFORMATION ABOUT A HOME
IN NORTHWEST CHARLOTTE THAT'S OWNED BY PROGRESS RESIDENTIAL. SIGNS ON THE WALLS
TELL PROSPECTIVE TENANTS HOW TO APPLY, A PHONE NUMBER TO CALL WITH QUESTIONS AND
EVEN A "MAKE YOU FEEL AT HOME" PLAYLIST FOR YOUR TOUR. KHADEJEH NIKOUYEH
KNIKOUYEH@CHARLOTTEOBSERVER.COM
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3. CLAIM THERE IS NO HOMEOWNERSHIP LOSS IS UNCERTAIN

The industry says its corporate house buying spree hasn’t adversely impacted
homeownership rates — including in hotspots like Charlotte.

The National Rental Home Council points to data showing homeownership in
Charlotte actually increased from 66% to 73% from 2016 to 2020.

“The evidence is not clear at all that the presence of single-family rental home
companies has any kind of a negative impact on homeownership,” said David
Howard, the council’s executive director. “As a matter of fact, the data shows just
the opposite.”

The reality is a lot more murky.

At first glance, the U.S. Census Bureau’s Housing Vacancies and Homeownership
survey shows homeownership in the Queen City on the rise. But because the
sample size is relatively small, that data also has a very high margin of error — so
high that it's hard to say with confidence whether homeownership has changed
much at all.

The census bureau’s American Community Survey, on the other hand, is a little
more definitive. The ACS provides the percentage of housing units that are
occupied by owners. And it has a much smaller margin of error.
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MEASURING CHARLOTTE HOMEOWNERSHIP
In this measure of homeownership of the Charlotte Metropolitan Statistical Area - using the Housing
Vacancies and Homeownership survey - the margin of error is so wide that's its hard to tell whether the rate
from 2016 to 2020 actually changed.

Click on the buttons below to see how the measurement changes with a different survey.

The trum

in 2020 is between
/5 68.1% and 78.6%.

Housing survey  American Community Survey

The true value

in 2016 is between
60.6% and 71.9%.

201 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Note: The vertical axis on this chart is zoomed in to better show variation in the data.
Chart: Tyler Dukes, The News & Observer » Source: LS. Census Housing Vacancies and Homeownership survey » Get the data

By this metric, homeownership is effectively flat from 2016 to 2020. But it’s still
down from the pre-recession period.

The American Community Survey data, it should be noted, never had
homeownership as high as 73% in Charlotte over the last decade.

4. BUYERS AND TENANTS FEEL THE GROWTH

Reporters at the Observer and the N&O knocked on dozens of doors to talk to
tenants of some of these large corporations. And we spoke to multiple real estate
agents and prospective homebuyers in Raleigh and Charlotte.

Many of them expressed concern about the growth of corporate landlords, which
have sparked more than 80 renter complaints to the NC attorney general and the
Real Estate Commission. Their buying practices, including cash offers above the

asking price, can make it hard for locals to compete for homes, some Realtors say.
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Companies insist they’re one piece of a much larger market and that they're
committed to providing safe, high-quality homes, which they work to repair as
promptly as possible. They also emphasize that their presence in Raleigh in
Charlotte is a function of rental demand — National Rental Home Council data
shows occupancy rates for its members’ properties in the two cities is the highest
in the country at 98%.

But demand to buy? That’s been complicated by investors large and small looking
for places to grow their cash, says Shamus Roller, executive director of the
National Housing Law Project.

“What you have is a lot of dollars that are chasing the housing market that are not
necessarily people looking for a place to live,” Roller said.

HOMEOWNER THOMAS MCGRATH SPEAKS WITH JESSICA MORENO, RIGHT, HOUSING JUSTICE
ORGANIZER, ACTION NC, AND VOLUNTEER PATTACHE ROPER, LEFT, WHILE THE TWO WERE
CANVASSING A NEIGHEORHOOD IN CHARLOTTE ON SATURDAY APRIL 23, 2022, THE' N. PHAM
TPHAM@CHARLOTTTEOBSERVER.COM

hittps: v Ve, i TES02 himl



65

5112722, 843 AM 5 things fo know about the rise of NC corporate landlords | Charlotte Observer

5. NO ACTION FROM LOCAL OFFICIALS — YET

Despite dozens of formal complaints filed against corporate landlords at the state
level — and calls for action from constituents — Charlotte and Mecklenburg
County leaders have so far not taken concrete steps to address the industry, which
has amassed more than 25,000 single-family homes in the area. It’s a similar story
across the country.

At an April presentation for the Mecklenburg Board of County Commissioners,
Monica Allen, the county’s director of strategic planning and evaluation, told
commissioners that she hadn’t found many solutions in other places dealing with
a large presence of corporation landlords.

“Sadly, when we scanned the nation, we didn’t really find, especially in larger
markets, we didn’t find that these communities are doing anything,” Allen said.

County commissioners have instructed staff to keep researching potential
solutions. The Charlotte City Council has also not taken any specific action aimed
at corporate landlords, instead focusing more broadly on the city’s significant
affordable housing shortage.

In Raleigh, Mayor Pro Tern Nicole Stewart cited the Observer/N&O investigation in
a call Tuesday for the city council to take on this issue.

“In our role as policymakers and as this community’s authority on land use, this
City Council has taken every imaginable and legal approach to tackling the
housing crisis that faces our community,” Stewart said in a statement to the
council. “This issue of homes being removed from our available housing supply
has to be a part of our overall efforts to address the housing crisis that is
happening across the country, but particularly across our state and here in
Raleigh.”

Still, the only barriers to continued growth for corporate landlords have come
from grassroots efforts. Several local homeowners associations have voted to
restrict rentals in their communities, while activists have been working to
organize tenants to push back against rent raises and other industry practices.

JOIN US: SECURITY FOR SALE GOES LIVE ON MAY 11
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Join our virtual live event next week to hear more about our Security for Sale
investigation. Journalists leading the project will describe what they discovered
about the methods and impacts of corporate landlords. They will field participant
questions, too, about the companies that own at least 40,000 rental homes and
counting in our state.

Rise of Wall Street Landlords: Hear from the journalists who reported on hig
investors buying up 40,000 NC homes

When: Wednesday, May 11
Time: 7 p.m.
Where: https:/bit.ly/securityforsaleevent

Register and submit questions for our journalists in advance of the event at the
link above.

This story was originally published May 4, 2022 6:00 AM
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HOAs limit corporate landlords in Charlotte.
What about neighborhoods without them?
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t Susan van left, George Martin, Steve Martin and Sue DuChanois live in McClintock Woods, where owners are growing

cancerned about an influx of investor homebuyers. KHADEJEH NIKOUYEH Knikouyeh@charotieobserver.com
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READ MORE

Security For Sale: Converting NC homes to rentals

Institutional investors have bought al least 40,000 single-Farnily homes across Morth Caraling in the past decade and
new rent them out. The industry — primed for cantinued growth — says it imp the rental

safe, affordable houses that were previcusly inaccessible to renters. But owning a house traditionally offered financial
securily for most American families. And our investigation finds the business model of these companies is finely
tuned to squeeze profit from the homes, often to the detri of renters, or other would-be buyers.

EXPAND ALL

CHARLOTTE

As the scale and impact of corporate landlords becomes more evident in Charlotte,
local leaders and those affected are seeking solutions.

One of the most commonly discussed tactics is using the power of homeowners
associations to limit rentals in neighborhoods.

Charlotte and Mecklenburg County officials have said they plan to support HOAs
that wish to take such action, so far without any other concrete policy aimed at
corporate landlords. The city has a map on its website showing roughly 400 HOAs in
Charlotte.
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Your wealth
management strategy. ? T

But what about the neighborhoods that don’t have HOAs?

An investigation by The Charlotte Observer and The News & Observer found that
corporate landlords own more than 40,000 homes in North Carolina, including
25,000 in the Charlotte area. In Mecklenburg County alone, institutional investors
own a gquarter of all rental houses.

The investigation found dozens of complaints filed with the North Carolina attorney
general claiming some of these landlords don’t respond to maintenance issues and
charge excessive feeds, among other issues. Similar complaints emerged in
interviews with tenants and neighbors.

Potters Glen in north Charlette and Highland Creek, one of the largest subdivisions
in the state, are among those communities whose HOAs have moved to restrict
rentals for limited periods. To change bylaws, communities need approval of at least
a majority of HOA members. Once the policies go into effect, new buyers in the
neighborhood have to wait a year or two before renting, depending on the bylaws.

Another HOA tactic has been to restrict the percentage of homes in a neighborhood
that can be rentals, said Tim Sellers, a Charlotte-area attorney whose firm works
with HOAs. Sellers added that this restriction is more difficult to manage and is
being used less often.

WHEN THERE IS NO HOA

But many neighborhoods in North Carolina where institutional investors have
converted homes into rentals are not protected by the covenants and bylaws of an
HOA,

MeClintock Woods is one of those.
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The neighborhood, its leafy streets winding behind East Mecklenburg High School
near Monroe and Rama roads, is consistent with the subdivisions built in Charlotte
in the late 1960s and ‘70s.

It doesn't look like the type of communities institutional investors have tended to
prefer in the Charlotte area: vinyl-sided homes on smaller plots of land built after
1980, and many built in the 2000s.

Maybe for that reason, corporate landlords owned only five houses in McClintock
Woods, Until recently.

On a chunk of land at the end of Coatbridge Lane, builder Kinger Homes is putting
up houses on 14 sites, according to Mecklenburg County property records. Seven
homes already have been sold. But instead of Kinger selling those homes to
individuals who could become long-term residents, the houses went to a company
called SFR XII Charlotte Owner 2 LP.

The Observer investigation found that the company is a subsidiary of Starwood
Property Trust, an institutional investor that owns around 700 rental homes in
North Carolina. On April 30, two of its houses on Coatbridge Lane were listed for
rent for $2,795 per month.
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Starwood buying rental homes in the neighborhood worries Steve Martin, who's
lived on Coatbridge Lane since the 1980s. Martin and some of his neighbors fear
institutional landlords getting a foothold in the neighborhood and changing its
character.

“I don’t have an issue with the folks moving in,” Martin said, adding he wants
neighbors committed to the community, “We're welcoming folks. What we like is
people who want to live here and are going to be here for a while.”

But the many Charlotte neighborhoods without an HOA have little ability to take
action if they decide they want to slow corporate landlords, who now own one in 20
houses in Mecklenburg County.

“In many of those instances we're going to find that they're out of luck,” Sellers said.
“Under the law in the state of North Carolina, it favors everybody having free use of
their property.

“Do what you want to do with it. Tires in the front yard, flamingos in the front yard,
paint the door chartreuse, do what you want to do.”

Sellers said he’s worked with 20 to 25 area HOAs in the past couple of years that
have voted to restrict rentals.
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The single-family rental industry opposes HOAs taking such actions.

“I don’t think a homeowners association should be able to say you as a homeowner
cannot rent,” said David Howard, executive director of the National Rental Home
Council, a trade group that represents many of the largest corporate landlords. “1
think that's a slippery slope. And I think it's not fair to helping consumers.”

Martin and his neighbors are less concerned about lawn flamingos and highlighter-
tone paint than they are about local leaders having few policy proposals related to
institutional investors, aside from encouraging HOAs to take action.

City and county officials have recently said they plan to offer support to associations
that want to ban rentals. But that does little good for people, like those in McClintock
Woods, without any such association to act.

Sue DuChanois, who also lives on Coatbridge Lane, said she worries that Starwood
and other corporate landlords will use the increased presence in the neighborhood
as a foothold to keep buying.

“My fear is that once they're here that they'll come for my house or my neighbor's
house,” she said.

This stary was originally publshed May 3, 2022 6:00 AM

PAYTON GLION

¥ B st

Payton Gulon ks an award-winning investigative reponer for the Charlotte Observer. Prior to retuming to his
hemetown paper, Payton reported for the Star-Ledger and the Asbury Park Press in New Jersey, and The
Independent and VICE Mews in New York. He is a graduate of Appalachian State University with a master's degree
from Columbia University.
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A row of houses in a neighborhood that has been affected by institutional investors in Charlotte. KHADEJEH MIKDUYEH
Knikouyeh@chariotteobserver com
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READ MORE

Security For Sale: Converting NC homes to rentals

Institutional investors have bought al least 40,000 single-Farnily homes across Morth Caraling in the past decade and
new rent them out. The industry — primed for cantinued growth — says it imp the rental

safe, affordable houses that were previcusly inaccessible to renters. But owning a house traditionally offered financial
securily for most American families. And our investigation finds the business model of these companies is finely
tuned to squeeze profit from the homes, often to the detri of renters, or other would-be buyers.

EXPAND ALL

Every industry brings its own jargon. Here are some terms thrown around when
describing the world of corporate landlords buying up homes in North Carolina,
especially in and near Charlotte.

Asset-backed securities: These are investments that promise profits from revenue
that's on the way. That can be expected payments on a loan or lease.

Rental-backed security: In the corporate, single-family home rental industry, it's
future rent revenue that brings value, with home deeds offered as collateral.

Foreclosure: When a lender moves to collect money owned on a loan that a

hittps: ¥ li ¥ ITSTET2 htrd 2E
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borrower fails to pay off. That can include seizing a mortgaged property and selling
it to collect some value.

TOP VIDEOS

WATCH MORE

"Let's Go Brandon” -
Branden Brundidge

Institutional investors: Organizations, including companies, that invest money on
behalf of others, That can include hedge funds, endowments, mutual funds and
others.

Corporate landlords: For-profit organizations with diverse structures that buy or
manage portfolios of single-family homes that they put on the market as rentals.
Observers of the growing single-family home rental business sometimes use the
term institutional investors and corporate landlords interchangeably.

Sources: Investopedia.com; office of US Rep. Mark Takano, D-Calif, Urban
Democracy Lab, New York University

‘Like NASCAR on the road’

Extreme speeding increasingly brings death to NC highways.

READ M

This story was originally published May 1, 2022 6:00 AM.
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Cathy Clabby leads a investigative / high-impact team of McClatchy journalists based at The News & Observer and
the Charlotte Observer.
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Longtime Realtor: Here’s what Charlotte sellers
must do to thwart corporate landlords
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Charlotte Realtor Jonathan Osman takes a photo of a house in a neighberhocd where institutional investors have bought a large number of properties.
These corporations then conver the homes into rentals. KHADEJEH MIKCUYEH Knikouyeh@chanotteobserver com
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Earlier this year, I made the decision to say good-bye to real estate sales. After 19
long years, which included the Great Recession and housing crisis, I reached the
conclusion that the current housing mess will not be correcting itself any time soon
and it was time to see myself out,

In fact, I fear that — if left to itself — a correction may never happen.

The reality is that what we used to refer to as “The American Dream” is becoming a
possibility for far too few of us. Owning a home provides a sense of permanence —a
shared investment in our community, as well as a means of inter-generational
wealth transfer from grandparents to parents to children and beyond.

TOP VIDEOS
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after the ad

Being a Realtor meant so much more to me than just opening a door or writing a
contract. | genuinely loved being an advocate for my clients and my community,
promoting the good of homeownership while sounding the alarm when problems
arose.

During the Great Recession (2008 through 2012), I worked mostly with distressed
homeowners who faced with the unenviable task of what to do with a house they
could no longer afford. When I wasn't spending late nights alone at my office
working on files, [ was traveling the country teaching other Realtors how to help
owners in their communities — often for free. I thought [ was doing good for our
country.

‘Like NASCAR on the road’
Extreme speeding increasingly brings death to NG highways

Then, around 2012, the institutional investors started appearing in Charlotte, Raleigh
and other parts of the state. To their credit, they helped provide a floor to our
housing market — often purchasing homes at market value and rarely negotiating.
The real estate community saw them as a godsend, as homes that once took six
months to sell could now close for cash in less than a month.

We didn't question where they came from or who they were, and speculation at the
time was that they would hold the homes for a few years and then sell once the
market turned.

Hindsight is always 20/20. Thanks to books like “Homewreckers,” by Aaron Glantz,
“The Color of Law” by Richard Rothstein, and groundbreaking journalism by The
New York Times, Washington Post, and The Charlotte Observer, we know that much
of the predatory behavior that was pervasive before and during the Great Recession
continues today. It manifests in institutional investors coming into communities of
color and buying up large pockets of affordable homes.

Even as [ look at my own neighborhood, many of our neighbors are forced to pay
rent that is substantially higher than an equivalent mortgage because institutional
investors have driven up rental rates faster than their incomes are able to keep up.
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It is so disheartening to talk to neighbors who are renting. Some say they've given up
on the prospect of ever owning a home because they find it difficult to compete
against the corporations.

Thank you for supporting local
journalism

‘Your subscription allows us to provide our readers with quality,
redevant journalism thal makes a difference. We beleve a
platform for sharing local news is critical to our community — and
wit're glad you think so, 100,

Have questions about your subscription? We're happy to help.
Contact us

Are institutional investors solely to blame for our current housing shortage? Of
course not.

What we are experiencing is a perfect storm of many factors: millennials desiring
homeownership, not enough construction, as well as corporate investors seizing on
the opportunity to lock tenants into renting for as long as possible. It has become
clear to me that homeownership by individuals has become the biggest adversary to
institutional investors.

For the last few years, my rallying cry to my fellow Realtors has been to encourage
their sellers to sell their homes to people and not corporations. Our housing market
is healthiest when humans own homes and not corporations that are actively
seeking to intermediate would-be owners from the goal of homeownership.

Jonathan Osman was & real estate agent in Charolte from 2006 untl February 2022, He apened his own agency fn
2016, Tryon Really Partners.
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This house in Concord’s Southern Chase subdivision was up for lease in April by Main Street Renewal, property management arm of Amherst
Residential. Amherst is one of about 20 companies that collectively own tens of thousands of NC homes. KHADEJEH NKOUYEH
Knikouyeh@echarotteobserver com
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Security For Sale: Converting NC homes to rentals

Institutional investors have bought at least 40,000 singbe-family homes across North Carolina in the past decade and
now rent them oul. The industry — primed for continued growth — says it improved the rental experience, providing
safe, affordable houses that were previously inaccessible to renters. But owning a house traditionally offered financial
security for most American families. And owr investigation finds the business model of these companies is finely
tuned to squeeze profit from the homes, often to the detriment of renters, neighbers or ether would-be buyers.
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Todd Tarlton watched another longtime neighbor on his cul-de-sac pack up and
move out late last year.

In her place came a new neighbor, one that’s become increasingly common in the
Southern Chase neighborhood of Concord, but one that will never live in the house.

& This story is a subscriber exclusive
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Brandon Brundidge

A few days before Christmas, the investment company Amherst Residential bought
the four-bedroom, two-story house next door to Tarlton’s for $307,500. Soon after the
purchase, Tarlton watched work crews fix the vinyl siding and work on the roof, he
said.

The house is now among the best-looking on Winners Circle SW — named, like most
of the streets in Southern Chase, after Concord’s most famous export, racin’ — and
it's priced like it, too.

But Tarlton worries the veneer next door won't last and the house will end up like
the dozens of other houses in the neighborhood owned by investment companies.

“This area, it looks pretty decent now,"” Tarlton said during a March interview from
his front porch. But in the next 10 years, he predicted, the community will continue
to stray from what it once was: full of familiar faces and quiet, relatively well-
maintained streets and yards.

Of the 416 houses in Southern Chase, 96 of them are owned by institutional
investors, or 23%. On Tarlton’s street alone, these corporations own six houses.

Investors haven't come to Southern Chase by accident. The neighborhood’s current
predicament was seeded in the foreclosure crisis more than a decade ago. This
buying spree helps explain how corporate landlords came to own chunks of dozens
of neighborhoods in and around Charlotte.

As people lost homes to foreclosure, institutional investors were invited in to buy
them up. With that foothold, they kept buying in and around Charlotte, other North
Carolina cities and across much of this country’s Sun Belt.

In the past decade, about 20 companies have assembled a portfolio of at least 40,000
single-family homes in North Carolina, 25,000 of which are in the Charlotte area.

Main Street Renewal, the property management arm of Amherst, listed the house
next door to Tarlton for $1,895 per month. That's well above Concord’s median rent,
which is $1,011 for apartments and homes, according to Census Bureau data.
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MNearly 100 of the 416 housas in the Southem Chase subdivision are owned by institutional investors. That's nearly every fourth housa in this Concord
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A NEIGHBORHOOD WITH HISTORY

Southern Chase was never intended to become a cluster of high-priced rentals. Quite
the opposite.

In the late 1990s, Beazer Homes USA began selling in Southern Chase, affordable
houses aimed at lower-income families. The basie, vinyl-sided homes popped upon a
swath of land just across N.C. 49 from Central Cabarrus High School.

Beazer, armed with federal government financial backing, began writing mortgages
for people who had previously been unable to afford a house. Often, the mortgages
came with low or no down payments. Beazer even offered to help with the mortgage
for a few years.

The Charlotte Observer’s 2007 investigation, “Sold A Nightmare,” found that in some
cases Beazer had falsified mortgage documents to get people in homes they would
not be able to afford. As the Beazer mortgage subsidies expired, people increasingly
fell behind on monthly payments.

By that year, 77 homeowners in Southern Chase lost their homes to foreclosure,
nearly 20% of the neighborhood, according to the Observer investigation. Similar
stories were unfolding in neighborhoods across the Charlotte area and nationwide.
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In the mid-2000s, lenders all over the U.S. aggressively hawked subprime mortgages
to people unable to pay back the loans. Investment bankers bundled those loans into
increasingly complex bonds and sold them as sound investments. When housing
prices stalled, people began defaulting on their bad mortgages en masse, helping
bring the global economy to its knees.

Between 2007 and 2012, more than 5.6 million American homes were foreclosed on,

according to data from CoreLogic.

From this pile of distressed properties emerged a new industry: investor-owned
single-family rentals. In 2012, the Federal Housing Finance Agency launched a
program that allowed investors to buy large packages of properties at steep
discounts as long as they rented them out. Investment firms started snatching them
up by the fistful.

By 2016, the federal government had sold more than 100,000 mortgage loans, with
98% going to institutional investors, according to the U.S. Department of Housing
and Urban Development.

“While real estate investors had long considered bulk purchases of distressed real
estate, the REO Pilot Program signaled to large players that the state welcomed their
role as landlords,” Desiree Fields, a University of California, Berkeley, professor and
a leading expert on the SFR industry, said in testimony last year before the Senate
Banking Committee.

With millions of houses available, the industry ramped up quickly. By fall 2012,
Invitation Homes, founded by the private-equity firm Blackstone, was spending $100
million per week on single-family homes across the country, Blackstone CEO Stephen
Schwartzman said on an earnings call that year,

Invitation also pioneered a way, in 2013, to make even more money off its rental
houses: Bundling the properties into bonds — backed by the houses themselves —
and selling the future rent checks, plus interest, in exchange for hundreds of
millions of dollars. Several other corporate landlords followed suit.

By the end of 2014, institutional investors owned more than 173,000 single-family
homes, with at least 1,000 homes in 30 different markets, according to a 2021 report
from Amherst Capital, part of the same company that bought the house next door to
Tarlton.

These corporate owners have continued buying in their preferred markets — both
Charlotte and Raleigh are among their top-20 markets — well after the foreclosure
crisis came to an end.

“The rise in the single-family rental market, both in supply and demand, is a direct
result of the foreclosure crisis,” housing researcher Maya Abood wrote in a 2017

paper.
WATCHING A NEIGHBORHOOD CHANGE
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In Southern Chase, you can trace how this story unfolded one house deed at a time.

One home investors bought in the aftermath of the Great Recession is a 1,254-
square-foot, two-story house that sits on the cul-de-sac where Trestle Court SW dead-
ends.

Elizabeth Hilton and Duane Beecher bought it brand new from Beazer Homes in
October 2001, deed records show, for $119,000.

Over the next several years, as their neighbors were unable to make rising mortgage
payments and faced foreclosure, Hilton and Beecher managed to keep their house
afloat.

Hilton and Beecher sold their home to Edwin Bonilla and his wife Zonia in
November 2008. Improbably, as many homes in Southern Chase were underwater,
they sold it for about $7,500 more than they paid, according to Cabarrus County deed
records.

Even though the house on Trestle Court managed to remain in local hands through
the first wave of foreclosures in Southern Chase, that didn't last. In October 2012, the
Bonillas were foreclosed on, with Bank of America buying the house at auction.

Not even a year later, Invitation Homes paid $60,000 for the house, less than half
what the Bonillas paid in 2008, property records show.

Its value to Invitation extends beyond any rent collected. While it's still on Invitation
Homes' books, the house is now part of a security that Invitation sold to investors in
2018 to pay back a $1.3 billion loan.

That bond, called IH 2018-3, comprises 6,662 homes, including 2845 Trestle Court
SW, along with two additional houses in Southern Chase, and 37 others homes in
Cabarrus County.

What was once locally owned is now bundled in a high-dollar security.
WATCHING IT UNFOLD

Tarlton picked Southern Chase because he wanted to live there. It was close to the
rehabilitation center he worked at in Harrisburg.

He bought into the neighborhood in 2005 for about $80,000, right as prices in the
subdivision were starting to drop and Beazer was no longer subsidizing many of the
mortgages, the Observer's 2007 reporting shows.

He remembers how the foreclosure crisis left so many Southern Chase homes sitting
vacant or quickly converted into rentals. And the rentals keep coming.

In the first four months of this year, institutional investors bought more than a
dozen additional homes in the neighborhood.
ver.comi I icie 260728567 htmi 615
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Tarlton, now 56 and on disability, links the dwindling number of homeowners to
unwelcome changes. He said he hears about break-ins or reports of gunshots more
frequently now. “At one time you'd hardly ever see a cop,” Tarlton said.

And the place isn't as well kept, Tarlton said.

On a warm early-March afternoon, Southern Chase showed signs of a typical
suburban American neighborhood. A few bikes were scattered in one yard on Signal
Court. Basketball hoops faced each other from either side of the street, creating a
court of the asphalt in between.

But few kids were out playing. And plenty suggested the neighborhood had seen
better days. Many homes badly needed a power-wash, while others were missing
chunks of siding altogether.

Even the sign at the entrance of the neighborhood reveals the disparity between the
onetime promise of Southern Chase and the decaying reality. It shows a family
pushing a young child in a stroller, while another child flies a kite in front of a picket
fence, But the sign is dirty and paint is flaking off. The white gazebo next to the sign
is falling apart.

All of it might soon just lead Tarlton, a 17-year Southern Chase resident, to put his
place up for sale too.

The Pulitzer Center contributed to this project by awarding The Charlotte Observer
and The News & Observer g data journalism grant.

This story was eriginally published May 1, 2022 6:00 AM.
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Doc was the dominant of three elks at the park run by the Grandfather

Mountain Stewardship Foundation.
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Why is a Japanese conglomerate buying up
Raleigh-area homes to rent them out?
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A Raleigh home owned by Yamasa was advertised for rent at $1,885 a month by Progress Residential on April 23. The company paid $285,000 for the
house, 7217 Ewing Place, two months earker.
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READ MORE

Security For Sale: Converting NC homes to rentals

Institutional investors have bought al least 40,000 single-Farnily homes across Morth Caraling in the past decade and
new rent them out. The industry — primed for continued growth — says it improved the rental experience, providing
safe, affordable houses that were previcusly inaccessible to renters. But owning a house traditionally offered financial
securily for most American families. And our investigation finds the business model of these companies is finely
tuned to squeeze profit from the homes, often to the detri of renters, or other would-be buyers.

EXPAND ALL

CORRECTION: A previous version of the story misidentified this home purchaser as a
soy sauce manufacturer with a similar name. Yamasa Co., Ltd., which is buying
homes across North Carolina, is a Japanese conglomerate with a wide portfolio of
businesses.

As Raleigh and its suburbs explode with new residents, climbing home prices have
pushed many families away from the dream of homeownership and into rentals.

A surprising new would-be landlord awaits them: Yamasa, a conglomerate from
Japan, one more player in the growing investor-owned home rental business in
North Carolina.

TOP VIDEOS
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Yamasa has scooped up 183 homes in single-family neighborhoods from Smithfield
to Cary in the past four years, property records show, splashing nearly $49 million
on the purchases. They've bought homes out of state too.

They work in familiar patterns, buying homes in exclusively residential areas, They
tend to come in a few thousand dollars higher or lower than asking, according to
purchasing data and sale prices published online, which averages out to about
$267,000 per house. Nearly all their homes have either three or four bedrooms.

And every rental is managed by the same massive company: Progress Residential, a
major player in the single-family home rental market.

Corporations are making similar bets in communities across North Carolina, an
investigation by The News & Observer and The Charlotte Observer revealed.
Investment companies have bought at least 40,000 single-family properties around
the state, turning them into rentals that churn out reliable profits.

Yamasa, which is headquartered in Okayama, Japan, also owns hundreds more
single-family properties in the Charlotte area and has been documented investing in
Texas and Arizona. On their website, they report owning more than 6,000 single-
family rentals in the U.S. and project they’ll get to 18,000 by 2025.

In the Triangle area alone, the company is collecting more than $4 million a year in
rent, according to a News & Observer analysis of data pulled from Zillow.
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Yamasa has spent nearly $49 million on homes in the Triangle
They're paying an average of 267,413 per house.
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PET-FRIENDLY AND EASY TO RENT

When Kevin Sizer and his family decided in 2019 that they needed more space and
would need to sell their home of two decades, they hired Mark Spain Real Estate, a
brokerage whose hillboards promise a “guaranteed offer on your home today.”

“I knew it needed some kind of repair work. I didn’t really want to go the traditional
way and fix it up. I just kind of wanted to get out of it,” Sizer told The News &
Observer. “In less than a week, they said a rental company was interested in
purchasing the home.”

Yarnasa has bought up four homes — including the Sizers’ — on the quiet suburban
street of Waterford Landing Court in east Raleigh.

“It was very easy and it helped us to be able to move quickly,” Sizer said.

Yamasa got its start in the timber industry in the 1800s and has since added slot
machine manufacturing, aircraft and ship leasing, solar power generation and real
estate to its portfolio, according to its website.

The company, which The News & Observer has reached out to for comment, made its
first home purchase in the Triangle in Clayton in late 2018,
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A Raleigh home owned by Yamasa was advertised for rent at $1,885 a month by Progress Residential on April 23. The company paid $285.000 for the
house, 7217 Ewing Place, two months earfier.
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Real estate records list Yamasa as the owner of 167 homes around Wake County,
primarily in heavily residential areas of Raleigh, though it's also bought in Wake
Forest, Fuquay Varina, Knightdale, Garner, Wendell, Cary and Apex.

They've got 16 homes in their name in Johnston County, though none in Durham or
Orange counties.

According to the prices listed on Zillow, the homes are renting from $1,390 to $2,720
a month, averaging $1,863.

For just over $1,900 a month, Anthony Martin rents a four-bedroom home Yamasa
bought the same month as the Sizers', just a few streets over.

1 like the area. It's diverse. It's tranguil,” Martin said.

Martin, like all the tenants interviewed by The News & Observer, said they don’t do
business with Yamasa. Everything has been handled by Progress Residential.

“I never met anybody. I went through and did everything online and paid the
money,” Martin said.

Progress Residential, a major player in the single-family home rental market,
declined to discuss their relationship with Yamasa.

Single-family homes purchased by Yamasa in the Triangle

The company has bought an average of 52 homes per year since entering the local market in 2018. Purchases
slowed dramatically amid the COVID-19 pandemic.

Homes purchasad per month in Wake County Hemes purchased per menth in Johneidfl Cownty

Chart: Mary Helen Moose « Source: Wake County Department of Tax Admisistrasion, Johnston County Tax Office - Created with Datawiappe:

‘EVERYTHING GOES UP’

In early 2021, Michael Austin moved into one of Yamasa’s homes with his girlfriend,
child and dog.

The three-bedroom home, which Yamasa bought for $260,000 two months before the
young family moved in, is at the end of a residential street on the northeastern
outskirts of Raleigh. Austin spotted it on Zillow and put in an online application
through Progress Residential.
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“It was all online, all through either the app or emails. We were able to be given a
key code to get in and everything,” Austin said.

They pay $1,800 a month, money Austin said they hope to instead be spending on a
mortgage before long. Austin said they wanted to get to know the area better and
consider what they wanted in a home before taking the leap.

“You know, it's a long process, but we are looking to buy soon,” he said from the
porch.

Montserrat Rubio lives in a four-bedroom home in Raleigh's Hedingham
neighborhood, where dozens of Yamasa's rentals are clustered.

Like most of the rental homes visited by The News & Observer, barks punctuated
Rubio's walk to the door, Progress Residential's pet-friendly policies are the whole
reason their family is paying $2,500 to rent there.

“We were trying to find a company that accepts different types of dog breeds. We
have a pit bull and most renters don't accept that,” Rubio said.

She, too, never met anyone from the company in real life.

“It was all online. It went pretty smoothly. You know, when we would email them, it
would be a quick response,” Rubio recounted.

That's by design, and it's become a lucrative, well-oiled machine for companies like
Yarnasa and Progress Residential.

Martin, whose home cost Yamasa $226,000, said he worries that corporations are
pushing out locals, despite him enjoying his rental,

“They come in and they come with cash, so they can buy stuff and manipulate the
market actually,” he said. “It really hurts the local people that live here because
everything goes up.”

This story was originally published May 2, 2022 6:00 AM.

MARY HELEN MOORE

Mary Helen Moore covers real estate and business for The News & Obsarver. She grew up in Eastern North Carolina
and attended UNC-Chapel Hill before spending several years working In newspapers In Florida, Outside of work, you
might find her bsking, reading, or fawning over planis,
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We had a lot of questions for corporate
landlords. Here’s what they had to say.

BY PAYTON GUION AND TYLER DUKES
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Corporate landlords have bought 25,000 homes in the Charlotte area in the last 10 years, many of them in
neighborhoods like this one in northwest Charlotte. KHADEJEH NIKOUYEH Knikouyeh@charlotteobserver.com
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READ MORE

Security For Sale: Converting NC homes to rentals

Institutional investors have bought at least 40,000 single-family homes across North Carclina in the past decade
and now rent them out. The industry — primed for continued growth — says it improved the rental experience,
providing safe, affordable houses that were previously inaccessible to renters. But owning a house traditionally
offered financial security for most American ilies. And ouri igation finds the busi model of these
companies is finely tuned to squeeze profit from the homes, often to the detriment of renters, neighbors or other
would-be buyers.

EXPAND ALL

During the course of our investigation into the rise of institutional investors
buying up tens of thousands of North Carolina homes and converting them into
rentals, we consulted a bunch of sources.

We spent months digging into property records, academic research and complex
financial documents, on top of meeting with tenants, neighbors, industry groups,
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Realtors, activists and government officials.

But we also wanted to hear from the companies themselves. We wanted to know
how they operate in North Carolina and why they were making certain business
decisions we were hearing about from tenants and researchers.

TOP VIDEOS
AD

4T

We decided to focus on six of the largest corporate landlords in North Carolina:
American Homes 4 Rent, Amherst Residential, FirstKey Homes, Invitation Homes,
Progress Residential and Tricon Residential. These aren’t the only institutional
investors buying and renting homes in the state, but they’re the ones that figured
most prominently in our reporting.

None of the companies granted us an interview, either in-person or over the
phone, so we sent each of them a detailed list of questions. We asked if our data on
how many homes they owned matched their records; if they had specific
responses to tenant claims or to the complaints filed against them with the North
Carolina attorney general; and about their business practices.

No company answered all of our questions. Some responded to a portion of them
and sent more general statements. Other companies responded only with talking
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points all their own.
Here are relevant excerpts from each company’s response:
American Homes 4 Rent

“At American Homes 4 Rent, we acquire and build homes in places where people
want to live,” Megan Grabos, spokeswoman for the company, wrote in an emailed
statement. “As one of the top homebuilders in the country, we are doing our own
small part to alleviate the nationwide housing crisis by building new home
communities designed for durability and efficiency.

“We are taking this purpose-driven approach to growing our footprint in the
greater Charlotte area by building homes for the modern lifestyle and offering
residents an excellent experience to expand the region’s supply of high-quality
housing and help our communities thrive.”

Amherst Residential

“We invest an average of $40,000 renovating, repairing and improving each home
we acquire as we make long-term investments in all of our communities,”
spokesman Dan Scorpio wrote in a statement. “We serve consumers by providing
quality, accessible and affordable housing to those who are ready to move on from
multi-family living, have a need for more space, a more private environment or
because their families are growing.

“Consumers often rent because tightened credit standards and high student debt
burdens have made home ownership currently out of reach. We invest heavily to
provide around-the-clock service and responsive maintenance support for our
residents, and our consistently high annual renewal rate shows that our residents
overwhelmingly enjoy their experience living in our homes.”

FirstKey Homes

“We believe in reliable resident service as a top priority, and if we miss our high-
quality standard, we make it right and learn from it,” Cashona Rinehart, regional
vice president of FirstKey, wrote in a statement. “It's why we have locally staffed
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offices with licensed maintenance technicians, invested in a mix of high-quality
maintenance programs, including a dedicated call center and new online resident
service program, and spent roughly $150 million on the care of our homes.”

Rinehart wrote that the company responded to tenant complaints and
maintenance requests to the best of its ability. Rinehart also pointed to FirstKey's
top rating with the Better Business Bureau.

Invitation Homes

“Invitation Homes is proud to provide high quality homes to the growing number
of Americans who choose to rent versus own,” Invitation spokeswoman Kristi
DesJarlais wrote. “Our associates genuinely care about ensuring we provide an
exceptional experience for our residents, and our teams work hard every day to
honor the trust that 80,000+ families and individuals have placed in us to provide
them a safe and secure home.

“We offer multiple channels through which residents can communicate with our
team regarding the status of their home, lease, or other issues that may arise. We
respond as quickly as we can to residents’ requests and work diligently to address
issues in a timely and efficient manner. Invitation Homes is aware of the
complaints filed in North Carolina and has worked with residents to resolve each
of them.”

Progress Residential

Kate Thompson, a spokeswoman working with Progress, noted that Progress had
worked with its tenants to close all the complaints that had been filed against
them with the North Carolina attorney general.

Tricon Residential

“At Tricon, we feel honored to be able to provide people with a place to call home,
and we take that responsibility seriously,” Kevin Baldridge, Tricon’s chief
operating officer, wrote in a statement. “We have invested over $134 million in the
renovation of newly acquired single-family homes so we may improve our
residents’ living experiences. Every day Tricon team members work hard to
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provide our residents with genuine caring service, which is why we have average
resident tenures of three to five years and longer.

Baldrige also said Tricon has hired hundreds of new maintenance technicians to

help keep its homes in good shape.

“We have a long-standing practice of limiting annual rent increases for existing
residents at rates well below industry averages. We also have programs that help
our residents achieve home ownership if that is their goal. We believe when
families have the stability necessary to build pathways to their own financial

freedom, entire communities can prosper.”

This story was originally published May 3, 2022 6:00 AM.
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The Charlotte Observer  The NewssObserver

As corporate landlords rise in Charlotte,
officials are watching, not acting — for now.

BY PAYTON GUION, TYLER DUKES & GORDON RAGO  MAY 3, 2022

Jessica Mareno walked up the short concrete driveway, a small group of
canvassers close behind, and rang the smart doorbell at 8237 Ainsworth St.
in a neighborhood near Northlake Mall.

£ This story is a subscriber exclusive
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“Ding-ding-dong.”

She'd had no luck at the first two houses she tried. But at the tidy two-story
home, Bekai Cole came to the door willing to chat.
TOP VIDEOS

AD

Moreno, a housing justice organizer with Action NC, asked Cole if he'd been
having problems with his landlord, Progress Residential.

Cole, who said he'd lived in the north Charlotte house for a few years,
mentioned that his rent had been steadily increasing, about $150 per month
each year.

Rising rent is the most common complaint she hears from tenants of
corporate landlords, like Progress Residential, Moreno said. That and them
not responding to maintenance requests.

Cole said he'd found Progress to be “pretty fair” when it came to addressing
any maintenance issues he's had, but the rising rent has left him concerned
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enough that he agreed to join an upcoming Zoom meeting to hear about
joining a tenants union.

Action NC has been canvassing neighborhoods like this for about a year,
steadily signing people up for a national tenants union to challenge
institutional-investor landlords. In the space of a decade, the biggest of
these companies have gone from owning few homes to being the largest
single-family landlords in North Carolina, based on an analysis by The
Charlotte Observer and The News & Observer.

Action NC has so far signed up around 200 tenants in North Carolina to the
national union, which has about 2,000 members, Moreno said. Once
organized, tenants can collectively fight rent increases and maintenance
issues, she said.

“These companies are gobbling up these houses and not giving first-time
homebuyers a chance,” Moreno said. “People are upset and they don't know
there’s a group fighting.”

The investigation found that about 20 corporate landlords have scooped up
more than 40,000 single-family homes in North Carolina. That includes
25,000 homes just in the Charlotte area, which has become one of the
national hot spots for the industry. On Ainsworth Street alone, these
companies own at least 24 houses.

Institutional investors achieved this scale — they now own a quarter of rental
homes and 5% of all homes in Mecklenburg County — by buying houses for
depressed prices in the wake of the Great Recession then leveraging those
portfolios in recent years to outcompete traditional homebuyers. This
investigation also found that they have created systems to maximize profits
from tenants and are altering some neighborhoods in North Carolina.

In the 10 years that institutional investors started buying in Charlotte,
they've met little resistance from local leaders, who say they remain at a loss
for how to check the growth of the industry.
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So far, the only action in North Carolina has come from grassroots efforts.

Action NC's canvassers knock on the doors of tenants that rent from corporate landlords to hear their
concems. BY MELISSA RODRIGUEZ

hitps:vww

HOAs push back

A few doors down on Ainsworth Street, Moreno and a canvasser knocked on
Thomas McGrath's door.

McGrath is becoming a rarer specimen on the block: a homeowner. He told
Moreno that he's lived at 8332 Ainsworth for 18 years. Recently, it's been
impossible not to notice the corporate landlords coming in, he said.
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“That's horrible,” McGrath said about these large companies buying up
homes on his street. “| know there's a situation with affordable housing” in
Charlotte.

Despite not being a renter, McGrath readily signed up to get more
information about the tenants union. He also told Moreno that he'd find out if
she could come to the next homeowners association meeting.

A tenant organizer attending an HOA meeting might sound like a waste of
time. But in Charlotte, HOAs have been just about the only ones able to slow
the encroachment of institutional investors.

The Observer reported in October that several communities in north
Charlotte — a part of town where large investors have been especially active
— have used their HOAs to discourage corporate landlords from buying in.

Homeowners in the Potters Glen neighborhood, a community of 278 single-
family homes off West Sugar Creek Road in north Charlotte, tweaked their
bylaws in 2019 to require that new buyers live in their homes for two years
before renting them out.

Vincent Evans, president of the Potters Glen Community HOA, told the
Observer that most complaints in the neighborhood, like excessive noise,
neglected property repairs or criminal activity, were coming from rental
houses.

Other HOAs have taken similar steps to discourage investors, including
Avalon at Mallard Creek Townhomes and Highland Creek, one of the largest
subdivisions in the entire state.

“A corporation won't live here for a year before renting,” said Apryl Lewis, a
housing justice organizer who works with Moreno at Action NC, about these
policies.
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Tim Sellers, a longtime Charlotte attorney whose firm works with HOAs, said
the rise of corporate landlords in the state has led many community
organizations to reconsider their bylaws.

Some HOAs have set a cap on the percentage of houses that can be rented
within a neighborhood at any given time, but Sellers said that restriction is
often difficult to manage. So many HOAs have turned to preventing new
buyers from renting their homes for a year or two.

“That makes it completely unappealing to an institutional investor,” Sellers
said. "Because why would you acquire a housing unit where you can’t do with
it what you want to do?”

Sellers said his law firm has worked with 20 to 25 HOAs that have passed
some sort of policy to curb rentals.

Corporate landlords oppose HOAs taking action to restrict rentals in their
neighborhoods.

“l don’t think a homeowners association should be able to say you as a
homeowner cannot rent,” said David Howard, executive director of the
MNational Rental Home Council, a trade group that represents many of the
largest corporate landlords. “l think that's a slippery slope. And | think it's not
fair to helping consumers.”

Howard said his organization has been successful in passing legislation in
Florida, Georgia and Tennessee that bars HOAs from restricting
homeowners from renting out their houses.

Sellers, a Charlotte city councilman in the 1990s, said he's opposed similar
legislation in North Carolina, which has yet to pass.
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But HOAs alone won't be able to make a real dent in the growth of the
corporate landlords. They're hyperlocal and many neighborhoods don't have
them.

And with institutional investors continuing to buy across North Carolina,
some are calling on lawmakers to step up.

Home owner Thomas McGrath speaks with Jessica Moreno, right, Housing Justice Organizer, Action NC, and
volunteer Pattache Roper, left, during the canvasing of a neighborhood in Charlotte on Saturday April 23, 2022.
Action NC is working to add tenants of corporate landlords to a national tenants union. The' N. Pham
tpham@charlotiteobserver,com
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Complaints to the city

Corey Sefers, who's been a Realtor in Charlotte for close to six years,
decided it was time to stop complaining to those close to him about the
housing market changing before his eyes. He had to inform the people who
could presumably do something about it.

So a little before 8:15 on a February morning, Sefers began typing a
message to Charlotte Mayor Vi Lyles, city council members, county
commissioners, Gov. Roy Cooper and others. He even included the county
sheriff.

The email subject got right to the point, “Hedge Funds/LLC's Purchasing
Residential Real Estate is Killing the American Dream.”

In his email, Sefers laid out an issue he had seen unfolding before him: That
large institutional investors like American Homes 4 Rent and Invitation
Homes were buying up homes by the thousands and turning them into
rentals. Investors were typically buying homes in the $200,000 to
$400,000 range, where first-time home buyers typically look, he wrote.

Those buyers were being pushed out of the market as they couldn’t
compete with all-cash offers well above the listing price, Sefers warned.
Many homebuyers who don't have the means to put down loads of cash can
feel at risk, especially during the appraisal process. If a home doesn’t

appraise to what the offer is, the buyer can risk losing thousands of dollars in

what's known as due diligence fees.

In most cases, there is no appraisal when an all-cash buyer is involved so a
seller could be more inclined to go that route, Sefers told the Observer in an
interview. He views the appraisal process as "backward” as it can take two
weeks after an offer is made to find out whether the home was appraised or
not.
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“Either the appraisal process needs to change so these owner-occupant
buyers can be more competitive or legislation needs to be drawn to limit this
or end these corporate buyers from playing with residential real estate,”
Sefers wrote.

He ended the email this way: “| may be just one voice but | have heard much
concern throughout peers in my industry, along with buyers themselves.”

Sefers does not believe these large, corporate investors have a place in
residential real estate, he told the Observer.

“If you've got billions of dollars backing you, go buy commercial real estate,”
Sefers said. “Not homes the average person needs to live in.”

Mecklenburg County C ioners discussed homes for rent by corporate landlords at an April meeting.
Khadejeh Nikouyeh Knikouyeh@charlotteobserver.com
hitps:/ivww ver. I icle 260606412 htmi ?




125

512722, 945 AM Mo action from local leaders about corporate landlords in Charlotte | Charotte Observer

Concern, but little action
Sefers did get responses, but no solutions.

Lyles replied via email that morning, saying she had recently heard similar
impacts to first-time homeowners during a meeting with a panel of housing
advocates. She said the city council was committed to supporting home
ownership and that she would forward his email to a committee that deals
with displacement and gentrification.

“There are existing ways to address this, unfortunately, those put the burden
on neighborhood organizations,” Lyles wrote to Sefers. “And the major
obstacles noted by the housing panelists are regulatory hurdles.”

Sefers also got a voicemail from the office of Republican U.S. Sen. Thom
Tillis.

A staffer, who didn't leave a name, explained that Tillis has heard the issue
from constituents. There have been some hearings on the topic as well as
proposed legislation, the message said.

“We're certainly taking a hard look at that and recognize that the incredibly
hot market right now and institutional investment may prevent...
homebuyers from being able to access a home,” the staffer said in the
voicemail.

These responses are representative of the reaction from local officials when
pressed about corporate landlords: Plenty of concern to go around, but no
concrete proposals,
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At a meeting in April, the Mecklenburg Board of County Commissioners
began discussing how to mitigate the impact of institutional investors on
local communities. Many commissioners acknowledged a problem and said
they're getting more and more complaints on the issue from constituents.

“They're not people who are going to be involved in the community,”
Commissioner Pat Cotham said about corporate landlords during the
meeting. “They're not going to see the problems or even care about the
problems. It tends to hurt the competition (for buying homes) because these
are cash offers and it doesn’t involve building wealth.”

George Dunlap, chairman of the board, said he wasn't convinced the county
had the authaority to do much of anything about corporate landlords, other
than work with the city to support HOAs and educate the public about the
industry.

“I know you guys want to do what the community wants you to do,” Dunlap
said. “They are raising Cain. The reality is, you can't do it.”

At the end of the meeting, all commissioners could do was ask county staff
to continue researching the problem and report back with findings. Not all
commissioners were pleased.

“It's unacceptable to our constituents and the residents of Mecklenburg to
say we can't do anything about it,” Commissioner Mark Jerrell said. “Frankly,
this is disgusting.

The city has been similarly heavy on interest, yet light on action.

“It's very concerning, simply because we're dealing with this whole
affordable housing crisis,” Councilman Malcolm Graham told the Observer
about the growth of corporate landlords. “And this adds to that because it
takes away homes from the market, from that individual in the market who is
looking for that first home.
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“The question for government is: Is this in the best interest of
neighborhoods? And | would probably say no. The question is then what can
we do?”

So far, it's a question with no answer.

Mayor Lyles did not answer questions for this story, despite multiple
attempts to reach her through her spokesman, leremy Mills, who pointed
reporters to the city's housing department.

Shawn Heath, Charlotte’s interim director of Housing and Neighborhood
Services, said the city views corporate landlords as part of a bigger problem
around affordable housing.

“I think the emergence of these corporate investors are a contributing factor
to the problems we've been seeing,” Heath said. “Clearly it's something
that's on the radar for us as a department. It's something we've talked about
considerably over the past few months.”

But the city’s proposed solutions to its affordable housing woes —
construction of additional affordable units and increased down payment
assistance, among other measures — aren't exclusively aimed at addressing
corporate landlords, he said.

As long as institutional investors are buying houses with cash, and willing to
pay more than the asking price, additional down payment assistance won't
erase the competitive disadvantage most homebuyers face. And the
affordable housing units the city wants to see more of are aimed at people
making less than 80% of the area median income, while corporate landlords
offer houses at higher rents.

Heath said so far the housing department has not received any mandate
from city council to focus on institutional investors, though he added that he
believes the city is committed to tackling the issue. Like county officials,
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Heath mentioned the city is interested in working with HOAs and educating
the public about corporate landlords.

“We, the city, are very much leaning into housing as an area of great
emphasis,” he said. “If we can get it right, it will level the playing field. These
are huge challenges created over multiple generations.”

Volenteer Pattache Roper makes her way to renters who live in a neighborhood during the canvassing in Charlotte
on Saturday, April 23, 2022. Action NC is working to add tenants of corporate landlords to a national tenants union.
The' M. Pham tpham@charlottteobserver.com

‘People are trying’
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Charlotte is far from alone in being unprepared to deal with the rise of
institutional investors.

Aside from a couple of anomalies that are unlikely in a state with less
regulation like North Carolina — like rent control laws — no state or local
government has devised a way to regulate corporate landlords.

In the April presentation, Monica Allen, Mecklenburg County’s director of
strategic planning and evaluation, told county commissioners that she had
gone looking for solutions across the country and returned with few.

“Sadly, when we scanned the nation, we didn't really find, especially in larger
markets, we didn't find that these communities are doing anything,” Allen
said.

Researchers and experts are also unsure of the best way to regulate an
industry that's still relatively new in the single-family home rental business.

Most agree that it's unlikely in the United States you could prevent a willing
buyer from purchasing a house from a willing seller. Housing researchers
also agree that some regulation is necessary.

“It doesn't feel particularly sustainable,” said Desiree Fields, a professor at
the University of California, Berkeley, who has studied the industry for a
decade. “The inequalities of the landlord-tenant relations taken to next
levels are frightening.

“It's very difficult for the tenants themselves to reach back to the landlord. |
think there’s just a way that it magnifies these power imbalances.”

But until some sort of check is put in place, the fight is left to HOAs and
activists.
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On that warm and sunny Saturday last month, Moreno and Lewis — and their
team of four canvassers — spoke to more than a dozen renters on Ainsworth
Street in north Charlotte.

Door-by-door, they signed up three people to come to a meeting to hear
more about joining the union of tenants pushing back against institutional
investors.

After that meeting there will be more doors to knock, especially as
corporate landlords continue buying.

“The hardest part is what we're doing,” Lewis said, carrying a grocery bag full
of bottled water and cups with ice for her colleagues.

“You gotta knock on doors and let people know that people are trying.”
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Security For Sale

Jessica Moreno, Housing Justice Organizer, Action NC, second from right, and her team knock on doors of
tenants that rent from corporate landlords to hear their concemns in Charlotte on Saturday April 23, 2022. In the
picture are Canvasser Christina Martin del Campo, the canvasser, right, volunteer Azma Shahid, left front, and
volunteer Pattache Roper, back left. THE' N. PHAM {pham@charlotttecbserver. com

ACKNOWLEDGMENTS Security for Sale was reported and written by
investigative reporters Payton Guion of The Charlotte Observer and Tyler
Dukes of The News & Observer, with significant contributions from
Observer growth reporter Gordon Rago. Additional reporting by News &
Observer real estate reporter Mary Helen Moore. | Art direction and
animation by Sohail Al-Jamea | lllustrations by Rachel Handley | Design,
development & interactive maps by David Newcomb | Photos, drone footage
and videos by McClatchy visual journalists Jeff Siner, Khadejeh Nikouye,
Melissa Rodriquez, Travis Long, Julia Wall, Alex Slitz, Loumay Alesali, The'
Pham and Scott Sharpe. | Edited by Cathy Clabby, McClatchy Southeast
investigations editor, and Adam Bell, Observer business and arts editor. | A
special thanks to the Pulitzer Center, which supported this project with a
data journalism grant.

Security for Sale Cogs in the Machine

How corporate landlords used piles Wall Street landlords are finely
of cash to become North Carolina’s tuned to make profits. That can
biggest homeowners. squeeze tenants.
0606412 htrml 1617
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How to tell if a corporate investor owns the
North Carolina rental house you like
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Institutional investors have been buying home in the Charlotte reglon for years, including in subdivisions like this one in the Crandon Drive and
Peachwood Drive area. But there are a few ways you can tell if you're renting fram one of these large corporate companies. JEFF SINER
Jsiner@chariotieabserver.com
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READ MORE

Security For Sale: Converting NC homes to rentals

Institutional investors have bought at least 40,000 single-family homes across Morth Carolina in the past decade and
now rent them out. The industry — primed for continued growth — says it improved the rental experience, providing
safe, affordable houses that were previously inaccessible lo renters, But owning a house fraditionally offered financial
security for most American families. And owr investigation finds the business model of these companies is finely
tuned to squeeze profit from the homes, often to the detriment of renters, neighbors or other would-be buyers.

EXPAND ALL

If you're new to North Carolina, or are just looking for another place to live in the
state, the housing market can be daunting to navigate.

If you're planning on renting instead of buying a home, there are a few important
things to consider, like the quality of local schools, access to transportation and
overall quality of life. Also vital is the condition of the property and who your
landlord would be.

Institutional investors have been purchasing homes across the country for years and
converting them into rentals.

TOP VIDEQS
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"Let's Go Brandon” -
Brandon Brundidge

In North Carolina, about 20 corporate landlords now own tens of thousands of
single-family properties. In Charlotte, that amounts to one-guarter of all the rental
homes in Mecklenburg County.

Here are three tell-tale signs that you're dealing with one of those investors,
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ON THE LIST

Let’s say you found a rental home in a neighborhood you like. You notice a
company’s name on the property listing but don't immediately recognize it. It could
be one of the big players in the state when it comes to investor-owned homes,

Take a look at our chart below to see if the name pops up there.
CORPORATE CONTROL

Companies like American Homes 4 Rent and Progress Residential have become well-knawn players in the
single-family rental market across the country, but they're not alone. An analysis by The News & Observer and

The Charlotte Observer shows about 20 panies cwn tens of th ds of homes across the state.,
Search in table Pagelof3 >
Company name

AMERICAN HOMES 4 RENT
PROGRESS RESIDENTIAL
INVITATION HOMES

AMHERST RESIDENTIAL

FIRSTKEY

TRICON RESIDENTIAL

AVENUE ONE

MY COMMUNITY HOMES

AALTO INVEST UK

BROCKFIELD ASSET MANAGEMENT

Companies with portfalios of less than 100 homes were exchuded from the N&EQ and Observer analysis,
Tabide: Tylar Duloes, The News & Obsarver « Source: State OneMap parcel data, NAQYObsarver analysis « Got the data

ALPHABET SOUP

Oftentimes, these big companies purchase homes under various LLCs.

While there's a chance companies like Invitation Homes and Tricon Residential will
put their company name on an online listing, it's important to be aware of these LLC
names.

For example, American Homes 4 Rent owns some homes under the name AMH 2015-
2 Borrower LLC. Tricon owns some properties under SFR JV-1 2021-1 Borrower LLC.
One LLC used by Invitation Homes is IH6 Property North Carolina LP.

One other tell-tale sign of an investor-owned home? An out-of-state mailing address.
A VIRTUAL PROCESS

If you've ever rented, you probably remember sitting down with a property
manager or landlord at some point to go over one of the most important documents:
the lease.
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You might, for example, meet at the property manager’s local office to have them
answer any questions and, once it's time, sign the document in person.

It’s more likely with investor landlords that you get through the entire renting
process and sign a lease without ever meeting anyone in person.

The larger companies rely on technology to allow prospective tenants to view
properties on their own and then sign a lease.

Invitation Homes, for example, has a process where people can apply for a rental
home, pay the security deposit, sign the lease and make arrangements to move in
within two weeks of the application date — all online.

This slory was ofiginally published May 1, 2022 6:00 AM,

GORDOM RAGO

, . J?D&-SS\S—SIUT

Gordon Rago covers growth and development for The Charlotte Observer, He previously was a reporter at The
iegintan-Pilot in Norfolk, Virginia and began his journalism career in 2013 at the Shoshone News-Press in ldaho,
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Security For Sale: Converting NC homes to rentals
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CoowiD)  (Towa)

Wall Street landlords are finely tuned to
make profits. That can squeeze tenants.

BY PAYTON GUION, TYLER DUKES & GORDON RAGQ  MAY 2, 2022
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The plans had been set for months. Rasheedah Harrison would host the
family reunion in her suburban backyard over Labor Day weekend last year.

& This story is a subscriber exclusive

She was looking forward to cooking out with relatives on her patioin
northwest Charlotte, catching up on time lost to the pandemic, while the
kids played in the yard.

But in the weeks leading up to the party, Harrison's rental house, two stories
of white vinyl with a small garage, began to object. First the toilet downstairs
began backing up. Then upstairs. Harrison and her 11-year-old daughter
couldn't flush the toilets, couldn't turn on the faucets. If they did, brown
water would coze out.

So Harrison did what her landlord, Progress Residential, advises when major
problems emerge. She submitted a maintenance request. A crew came out
and determined something was wrong with the sewer line, but said they
needed permission from Progress before doing further repairs.

“That's when everything went straight to hell,” Harrison said.
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Rasheedah Harrison discusses her ongoing struggle with Progress Residential even after moving out.

BY RASHEEDAH HARRISON CONTINUES TO BATTLE WITH PROGRESS RESIDENTIAL AFTER MOVING OUT
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Tainted water began rising in the backyard, she said, as the plumbing
problems continued inside the house. Sewage creeped up high enough to
ruin her grill, patio furniture and some of her grandkids’ toys that were out
back of the house, she said. Harrison has pictures showing the mess.

“We were basically living in feces all around us,” Harrison said. “You could not
goin the backyard.

“They kept giving me the runaround about when someone was going to
come back out.”

Just as Labor Day was approaching, with a backyard dripping in sewage and
no clarity on when it might get resolved, Harrison had to call off the family
reunion.

Then she complained to the North Carolina attorney general.

Progress Residential is ene of about 20 institutional investors that have
bought tens of thousands of single-family homes across North Carolina in
the past decade and now rent them out. In Mecklenburg County, these large
corporate landlords own one-quarter of all rental houses.

The industry says it has improved the home rental experience, providing
safe, affordable houses that were previously inaccessible to renters. But an
investigation by The Charlotte Observer and News & Observer found that
the business model of these companies is finely tuned to squeeze profit out
of their homes, often to the detriment of renters, neighbors or other would-
be home buyers.

In the past several years, as institutional investors have continued buying up
properties across the state and renting them out, formal and informal tenant
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complaints have begun to stack up.

Since 2017, the state attorney general and the Real Estate Commission have
received at least 80 consumer complaints against large corporate landlords
in the state, including Harrison’s, according to documents obtained through
public records requests.

Of those, 29 complaints were made against American Homes 4 Rent, 23
against Progress Residential, 15 against Invitation Homes, seven against
Conrex Property Management and six against Firstkey Homes.

Progress responded to questions for this story by saying that all the
attorney general complaints against the company had been closed.

“After Ms. Harrison brought this matter to our attention, we promptly
responded to and resolved the maintenance issue, and also offered a credit
to Ms. Harrison, which she accepted, to compensate her for the
inconvenience,” said Kate Thompson, a spokeswoman working with
Progress, about Harrison's sewer problems. “This matter has since been
closed.”

While the complaints document myriad landlord-tenant disputes, a few
common problems emerged: busted plumbing, broken heating and air
conditioning, the near impossibility of getting in touch with the companies
when things went awry at their houses and a reluctance to refund security
deposits.

Frustrated Tenants

Luke Martin said he had few problems with the Raleigh four-bedroom he
rented from American Homes 4 Rent in the three years he lived there. But
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when he moved out, the company balked at returning half of his $1,500
security deposit.

He had paid almost $300 to get the carpets professionally cleaned. But the
company told him they would dock his deposit for an overgrown tree,
untrimmed hedges and a garage door he had already reported as broken.

These and other potential charges were laid out in an American Homes 4
Rent document obtained in a public records request. The document shows a
litany of items the company looks to charge tenants for upon move-out.
Replacing light bulbs? $30. Worn paint? $10 for each spot that needs a
touch-up. Six dollars to replace doorstops; $1.50 to replace a light switch

dial.
Viooselal lercing  Bechen sty Regiace ‘ence slat 800 0.00
Trewis) Sachidead Rarces atee e 00 $0.00
==
Lghe bulbe Daatmising Repiace bulb $100 $1.00
=
N . ]
Bl

Selcsoor ket Craceedamagednerta: w',."""""""' $0.00 $0.00

Vents Ciggesidny Wipe vent cisan s  s000
In this document provided to the N.C. Attorney General’'s Office and obtained via a records request, American
Homes 4 Rent lays out a list of charges that would have prevented Luke Martin from getting his security deposit
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back.
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When he complained to the attorney general, the company quickly relented,
calling it a “mix-up,” Martin said. He got the sense that the company
expected him not to fight back, especially when he was juggling so much
during a move elsewhere.

In a response to Martin's complaint to the attorney general, American
Homes 4 Rent acknowledged that the garage charge was a mistake. The
company also said it takes care to properly charge tenants when they move
out.

“Great efforts are made during the move-out inspection process to ensure
that charges assessed as move-out damages are for damages that did not
pre-exist the tenancy of that particular tenant,” wrote Raya Swift, an
attorney for the company. "Upon review, the property management team
determined that the garage door charge was erroneously charged back to
Resident, and therefore it was included in the reversal and refund provided
to the Resident. The additional disputed charges were reversed as a matter
of caution.”

A similar thing happened to Joe Marino in January 2021 when he and his wife
moved out of the Charlotte house off South Boulevard they rented from
Invitation Homes. They'd reported plumbing problems to the attorney
general's consumer protection office after going more than six days without
a working shower around Christmas 2020 with no remedy from their
landlord.

Soured on Invitation Homes, they decided to move.

“We were like, ‘We can't do it anymore,” " Marino said. There were issues
from the beginning, he said. He and his wife had to clean the floors when
they moved in, for one. But before leaving they tended to all they were
responsible for, expecting to get their security deposit back after they left.
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“We did the whole thing, we cleaned the whole house. We replaced the
blinds,” he said.

But Invitation Homes billed them for multiple charges. One was a carpet-
cleaning fee, which was both surprising and insulting, Marino said. The
house did not have any carpet, he said.

“This doesn’t even make sense, why did you charge us?" he said, recalling his
conversations with the landlord. “We had to fight. We said, 'You guys kinda
screwed us.

“They really did do the bare minimum.”

An aerial view of the Barrington Village subdivision southeast of downtown Raleigh. Single-family properties are
especially lucrative for investrent companies that buy such homes, rent them out and turn them into profit
generators. Travis Long tlong@newsobserver.com
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These stories and dozens of others in complaints filed with the attorney
general or spelled out in interviews with tenants are more than just
examples of poor customer service from corporate landlords. They fit with a
profit-making strategy, according to those who study this industry.

“In addition to increasing rents, (corporate landlords) are increasing profits
by creating new fees and ancillary services charged in addition to monthly
rent payments,” Desiree Fields, a professor at the University of California,
Berkeley, who has studied the industry since 2013, said in testimony before
the Senate Banking Committee last year.

“Invitation Homes and American Homes 4 Rent are particularly vocal about
the use of extraneous fees to increase total revenue.”

Delaying or neglecting maintenance and nickel-and-diming tenants isn't a
bug of the business model, it's a feature. And you can read about it in their
financial documents.

While companies like Progress and FirstKey are privately held, both
Invitation Homes and American Homes 4 Rent are publicly traded. In SEC
filings and communications with shareholders, the publicly traded
companies stress the importance of growing revenues from tenants
unrelated to rents, mainly through fees and fines.

Corporate landlords charge fees for all sorts of things, including smart locks,

pets — both a one-time fee and monthly pet rent — utilities, maintenance,
late fees and paying rent online, based on financial filings, corporate
documents, academic research and interviews with tenants. As mentioned
above, landlords also often try to hold onto as much of a tenant's security
deposit as possible.

These efforts have resulted in fee revenue vastly outpacing rental growth
and the increase in the number of homes owned, according to financial
documents.

ver., li M 094081 7_htmi

B1E



147

51222, 5:45 AM Wall Street are optimized for profit, i ing tenants. | Charlotte Observer

From 2019 to 2021, the number of houses owned by American Homes 4
Rent nationwide increased about 8.5%, from 52,552 to 57,024. Over the
same period, rental revenue was up 16.4%. Fee revenue jumped 63.8%,
according to the company’s SEC filings.

Inits 2021 annual report, the company acknowledged charging tenants
higher fees to boost revenue. Often, the companies use terms like “other
income” or “ancillary revenue” to talk about money they're charging tenants
outside of rent.

“We're really pleased you've seen some really nice increases in contribution
from other income this year,” Bryan Smith, chief operating officer of
American Homes 4 Rent, said on an earnings call last year. “We put a pet
program in place as one example, and we're continuing to roll that out
through the program. | think if you look at it from a long-term perspective,
we're very excited about the opportunities we're going to have for ancillary
revenue on the communities.”
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Corporate landlords have bought 25,000 homes in the Charlotte area in the last 10 years, many of them in
neighborhoods like this one in northwest Charlotte. Khadejeh Nikouyeh Knikouyeh@chariotteobserver.com

David Howard, executive director of the National Rental Home Council, the
trade group representing many of the biggest corporate landlords, said fees
are often charged for extras provided by landlords.

“Maybe the fees are for services, again, that optionally offered to the
residents to make living there easier,” he said.

Another way experts say the corporate landlords reduce costs and save
money is by passing maintenance responsibilities to their tenants.

“They end up displacing a lot of costs of maintenance onto tenants,” Fields
said in an interview with the Observer.

Reporters obtained a 2020 lease from Invitation Homes for a house in
Charlotte that helps tell that story.

The contract says Invitation Homes would be responsible for anything
deemed a "major repair,” including repairs to heating or air conditioning
systems, roofing, mechanical, electrical and defective plumbing systems.
According to the lease, all other maintenance and repairs are the
responsibility of the tenant.

Compare that with the language in lease agreements used by T.R. Lawing
Realty Inc., one of the biggest local Charlotte landlords.

In that document, which is almost identical to the standard lease
recommended by the North Carolina Association of Realtors, the tenant is
responsible only for repairs caused by “the resident’s or his guests’
deliberate or negligent misuse or improper operation” of appliances or
systems.
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In Invitation Homes' most recent annual report, total operating expenses
jumped about 3.8%, up to $706.2 million in 2021 from $680.5 million in
2020. Invitation notes that the increased expenses are due to owning more
homes, higher property taxes and increased utility costs. But the company
offset those costs by decreasing repair and maintenance expenses, the
filing states.

American Homes 4 Rent did not respond directly to questions about
charging fees and fines to tenants, or about the complaints to the state
attorney general. Instead, the company issued a blanket statement saying
it's focused on “growing our footprint in the greater Charlotte area by
building homes for the modern lifestyle and offering residents an excellent
experience to expand the region’s supply of high-quality housing.”

Invitation also issued a statement.

“We offer multiple channels through which residents can communicate with
our team regarding the status of their home, lease, or other issues that may
arise,” said Kristi Deslarlais, Invitation spokeswoman. “We respond as
quickly as we can to residents’ requests and work diligently to address
issues in a timely and efficient manner. Invitation Homes is aware of the
complaints filed in North Carolina and has worked with residents to resolve
each of them.”

‘Throwing away money’

Some steps taken by institutional investors to save money appeal to
potential renters, at least at first.

hittps: ¥ li ¥ 084081 7_html 111E



150

51222, 9:45 AM Wall Street landlords are optimized for profit, i ing tenants. | Charlotte Cbserver

When Crystal Howard and her husband were looking for a new place in
Raleigh in 2019, they didn't have a lot of time to tour rentals during work
hours. He worked a day job, and she was busy wrangling the schedules of
their three young children.

-
> 3
Crystal Howard stands outside the home she and her husband rent from Progress Residential on Cane Garden
Drive in Raleigh. The company is one of a handful of about 20 firms that have bought up tens of thousands of
homes across the state. Julia Wall jwall@newsobserver.com

That's what made Progress Residential so attractive.

At night, with her husband off work and the kids fast asleep at her parents’
house in Henderson, they could go rental shopping in Raleigh. After texting a
few details about themselves to the rental company, they got remote access
to available properties on their own time.
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“We didn't need to meet with people,” Howard said. “We could see as many
houses as we wanted.”

But three years later, that hands-off approach has become problematic.

Howard has had trouble getting the company to respond quickly to repair
requests at their rental on Cane Garden Drive in southeast Raleigh. After an
initial call about a broken air conditioner, she said the company told her a fix
would take weeks. When she stressed it was summer and she had an infant
at home, a technician got it working the same day.

At her home in April, she told reporters she waited months for the company
to fix her damaged mailbox and the garage door that wouldn’t open.

“At first it was okay. It was fine,” Howard said. "But now, I'm not gonna lie to
you: | hate them. | hate them with a passion.”

And while repairs take so long, the company is quicker to pick up the phone
when the rent is late,

“You could be one day past the grace period and they'll add all types of crazy
fees on top of that — which | get. They gotta get their money,” Howard said.
“But if you're gonna do that, they need to be just as diligent when | need you
to come put my mailbox door back on because my mail is getting wet in the
rain.”

Progress finally fixed both issues — after multiple calls and requests through
the company’s maintenance website — in mid-April, telling Howard they
didn’t have records of her repair requests.

Although the couple just signed a new two-year lease to lock their rent in at
about $1,800 a month plus fees, Howard said she's ready for a change.
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They're planning to buy if they can save enough and find a house they can
afford.

“You're throwing away money,” Howard said. “| mean, we could be paying half
of this for the mortgage.”

Not all tenants living in institutionally owned homes share these complaints.

Just around the corner from Crystal Howard, Progress tenant Donnella
Williams said she’s also looking to buy. New construction is the goal — her
“forever home.”

In the meantime, she's been pretty happy with Progress. She found her
1,800-square-foot rental online when she sold her townhome in late 2019.
The company has been quick to answer maintenance requests, although she
noted the house, built in 2014, hasn't needed any major repairs.

The rent has gone up, from $1,515 when she first moved in to $1,740 now.
And she expects it will go up again when it's time to renew.

“The plan is definitely to go back into homeownership,” Williams said. "A
$1,740 mortgage would give me more than | have now.”

Rising Rents

Williams’ concern about the cost of rent in corporate-owned houses is
shared by tenants across North Carolina and in other markets where these
companies are active nationwide.
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Data shows that rental prices continue rising in Charlotte. In January, rental
rates of single-family homes in Charlotte were up 11.5% from the year
before, increasing to a median rent of $1,716 per month, according to
Corelogic. Apartment rents are on a similar trajectory in Charlotte, also
jumping 11.5% in January from the year before on average, according to
Redfin.

That median single-family rent figure is well above the median rents
reported to the Census Bureau, which says 2020 median rent for all housing
typesin Charlotte and Raleigh is $1,185 and $1,175, respectively.

The National Rental Home Council, a trade group that represents many of
the largest institutional landlords, says one of the main goals of the industry
is to keep housing affordable. But a recent analysis by Observer and N&O
reporters of homes listed for rent by some of the largest landlords suggests
they aren’t offering housing that’s affordable to North Carolina renters.

On April 28, five corporate landlords — American Homes 4 Rent, Invitation
Homes, Progress Residential, Main Street Renewal and Tricon Residential —
were listing 1,983 homes for rent in North Carolina, primarily in the Charlotte
and Raleigh areas.

But of the 1,983 homes for rent from the institutional investors, only 33
houses were listed for less than $1,500, less than 2% of the total. More than
one-third of available homes were listed for more than $2,000 per month.

The established definition of “rent burdened” is spending more than 30% of
gross income on housing. With a median income in Charlotte of $65,359,
according to the census, the median household would need to pay less than
$1,634 per month to not be burdened by housing costs. Between five of the
largest single-family landlords in the country, only 16 Charlotte homes were
available at less than that amount.

David Howard, of the National Rental Home Council, maintains that his
members are providing homes for affordable prices, considering they're
i 7 htmi
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offering something apartments can't.

“You have the ability to have a yard, a garage, a third bedroom, maybe a
home office — that's very appealing for a lot of people,” Howard said.

Elora Raymond, a Georgia Tech professor who has studied the impact of
institutional investors in Atlanta, said the scale of the industry has had a
negative impact on housing across the hoard.

“They haven't created affordable housing,” she said. “These guys are trying
to make as much profit as they can. If they didn't do that... if they didn't
ignore maintenance. Then they'd be good landlords.”

Rasheedah Harrison at her new hom: : ously rented a home from Progress
Residential, and filed a complaint with the NC attorney general over problems she said she had with the company.
Alex Slitz alslitz@chariottecbserver.com
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Time to move on

The sewer problems made the inside of Rasheedah Harrison's house damp.
She started noticing some type of growth on the walls. Fearing mold, she
reached out to Progress.

The company advised her to pay for mold testing, Harrison said. There went
$600 more out of her pocketbook.

The test didn't reveal mold, but the person who came out noted “extreme
moisture” in the home. But because there was no mold detected, Progress
wouldn't pay Harrison back for the test, she said.

Progress said it had taken care of the problems and closed the case.

Harrison's 11-year-old daughter has asthma, which was aggravated by the
moisture in the home. There were certain parts of the house her daughter
couldn't stay in for very long. And she was breaking out in rashes, which
made Harrison skeptical of the testing she had paid for.

“I think there's mold in this house,” she said in a December interview. | just
haven't called again because | don't have $600 to $700 to spend again.”

Harrison decided she had to get her daughter out of the house. Even though
her lease, $1,660 a month for the four-bedroom house, didn't end until May,
she moved out in late March.

Harrison and her daughter now live in a brand new house in the Robinson
Park neighborhood of Charlotte. Instead of an institutional investor,
Harrison's name is on the deed.

As for her previous house? It's listed on Progress' website for $1,955 per
month, almost $300 more than Harrison was paying.
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The Fulitzer Center contributed to this project by awarding The Charlotte
Observer and The News & Observer a data journalism grant.

Security for Sale Greasing the Gears

How corporate landlords used piles As corporate landlords rise in
of cash to become North Carolina’s Charlotte, officials are watching,
biggest homeowners. not acting — for now.
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Here are some important things to know
about your tenant rights in North Carolina
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MNorth Carolina tenant and landlord laws provide certain protections and responsibilities for both parties.
Canvassers with Action NC, pictured here, have gone around Charlotte to inform people who rent from corporate
landiords about their rights. THE' N. PHAM tpham@charlotiteobserver.com
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Security For Sale: Converting NC homes to rentals

Institutional investors have bought at least 40,000 single-family homes across North Carolina in the past decade
and now rent them out. The industry — primed for continued growth — says it improved the rental experience,
providing safe, affordable houses that were previously inaccessible to renters. But owning a house traditionally
offered financial security for most American families. And our investigation finds the business model of these
companies is finely tuned to squeeze profit from the homes, often to the detriment of renters, neighbors or other
would-be buyers.

EXPAND ALL

The new lease is signed. The keys are in your hands and you're ready to get the
boxes unpacked.

While the stress of the move may be behind you, it’s important to understand your
rights as a tenant. That's especially true if you're new to North Carolina.
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We have a breakdown of some important rights and responsibilities.

TOP VIDEOS

"Let's Go Brandon" -
Brandon Brundidge

In North Carolina, corporate investors like Invitation Homes and Tricon
Residential have been purchasing thousands of homes and converting them into
rentals. These rights apply to someone renting an apartment or a single-family
home, regardless of who the landlord is.

THE BASIC RIGHTS

North Carolina’s landlord and tenant laws are found in Chapter 42 of the state
statute. The law requires landlords to provide “fit and habitable” conditions. This
generally means the home must be safe and have adequate heat, water and
plumbing, according to Legal Aid of North Carolina.

The landlord also must comply with applicable building and housing codes, make
repairs, keep the building and common areas safe, and maintain things like
electricity, ventilation and smoke alarms.

Tenants have to pay rent on time and in full, while also keeping the property clean
and preventing damage. If any repairs are needed, the tenant must report them to
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the landlord immediately, preferably in writing.

Some responsibilities are mutual, according to Legal Aid. A tenant cannot refuse to
pay rent because a landlord doesn’t make repairs. The landlord, meanwhile,
cannot refuse to make repairs because the tenant does not pay rent.

FOLLOW THE COURTS FOR EVICTIONS

In North Carolina, landlords must follow a court eviction process, said Bill Rowe,
general counsel for the North Carolina Justice Center. Essentially, this means
landlords can’t take the eviction process into their own hands like using
intimidation or other actions like cutting off utilities to get somebody to move out.

“If you want somebody removed from the property, you have to go through the
court process,” Rowe said.

If followed, this eviction process can happen quickly for tenants.

Most evictions happen from nonpayment of rent. A landlord can file a complaint
in court and get a hearing in three days, Rowe said. Both the landlord and tenant
have 10 days to appeal a magistrate judge’s decision — a landlord can’t remove the
tenant from the home until the appeal period has ended, whether or not the
tenant appeals the case.

After the 10-day period, a landlord can seek a “writ of possession,” allowing the
sheriff’s office to padlock the home. The sheriff’s office must then remove the
tenant within five days.

NO RETALIATION EVICTIONS

North Carolina law protects tenants from retaliatory evictions. Landlords cannot
evict as retribution for calling code enforcement, asking for repairs or organizing
with other tenants.

LIMIT ON SECURITY DEPOSIT

If you've rented before, you probably know all about a security deposit. North
Carolina law sets a limit on the amount a landlord can charge for one.
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The law states that deposit limits are based on the term of the lease. If a tenant is
month-to-month, the security deposit can’t exceed 1 1/2 months’ rent. Terms
greater than month-to-month can’t exceed two months’ rent.

WHAT ELSE SHOULD YOU KNOW?

There are some rights and protections not baked into North Carolina law
compared to other states:

¢ There is no rent control in North Carolina, Rowe said. That means there are no
restrictions on a landlord’s ability to increase rent prices.

« Tenants cannot unilaterally withhold rent without a judicial determination,
according to Rowe. What this means is that tenants typically have to keep paying
rent when a landlord isn’t responding or making a repair. You generally will
have to go to court to get that straightened out.

s Be aware of the term “hold overs.” If you have a lease that runs year to year, a
landlord can choose to terminate the lease at the end of the term if they give the
tenant a one-month notice, according to the state statute. If the lease is month to
month, only a seven-day notice to terminate is needed. No reason for lease
termination is required in North Carolina, Rowe said. In these cases, tenants can
be evicted if they remain in the property after the landlord has ended the lease.
Some states have taken that ability to evict away from the landlord, Rowe said,
meaning in most cases you need cause to remove someone.

HELPFUL RESOURCES FOR RENTERS

Legal Aid of North Carolina has a Charlotte office. The housing hotline is 704-594-
8662, extension number 4. The Raleigh office number is 919-856-2564. The
Durham office can be reached at 919-688-6396.

If you are looking to report code violations in Charlotte, you can call 311 or 704-
336-7600. Tenants who believe minimum housing code violations exist should call
311. More information can be found on the city of Charlotte’s website.

In Raleigh, a code enforcement request form can be found online. Or call 919-996-
2444 to report any suspected code violation.
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Complaints can also be filed with the North Carolina Attorney General’s office. A
general consumer complaint form is the best place to start. The form can be found
online.

This story was originally published May 2, 2022 6:00 AM.

GORDON RAGO

W & Jiasesior

Gordon Rago covers growth and development for The Charlotte Observer. He previously was a reporter at The
Virginian-Pilot in Norfolk, Virginia and began his journalism career in 2013 at the Shoshone News-Press in Idaho.
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Democracy Dies in Darkness

Federal watchdog opens
‘review’ of Tex. use of covid
aid on border crackdown

The inquiry from the inspector general of the Treasury Department comes after Texas
shifted roughly $1 billion to help pay for Operation Lone Star

By Tony Romm
May 9, 2022 | Updated May 10, 2022 at 5:07 p.m. EDT

A U.S. government watchdog is probing whether Texas misspent federal coronavirus aid, after Gov. Greg Abbott (R)
and top state officials shifted roughly $1 billion in relief funds to help defray the costs of their crackdown on the
U.8.-Mexico border.

The inquiry comes as Texas engaged in budgetary maneuvers to facilitate its campaign to arrest more migrants,
known as Operation Lone Star. Essentially, state leaders rerouted public health and safety funds to their border
operations, while relying on federal pandemic funds to replace some of the money, according to a Washington Post
analysis of spending records.

On Tuesday, the inspector general for the Treasury Department said officials had opened a “review” into the way
Texas has handled its federal allocation broadly, The aid was supposed to help local governments pay their front-line
workers, purchase protective equipment and offset other public health costs.

Richard K. Delmar, the deputy inspector general, cited in a statement his office’s mandate “for monitoring and
oversight of the distribution” of the stimulus spending, which Texas received under a federal initiative known as the
Coronavirus Relief Fund. He added that his agency — in cases of “unauthorized uses” — can also “direct recoupment
of the money.”

“In exercise of that responsibility,” Delmar said, “we are currently conducting a review of Texas’s uses of CRF
monies.”

Renae Eze, a spokeswoman for Abbott, defended how Texas had deployed its funds under the Cares Act.
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“Here in Texas, we have worked with the legislature to allocate federal funds in a manner that adheres to federal
guidance,” she said in a statement Tuesday. “Rather than attacking Texas for responding to their border disaster that
they have created and escalated in the last year, President Biden and Democrats in Congress need to stop playing
politics and do their jobs to secure our border.”

The new federal scrutiny highlights the steep task facing Washington as it struggles to keep close watch over the
roughly $6 trillion in stimulus funds Congress has approved since the start of the pandemic. That includes about
$500 billion in direct fiscal aid to cities, counties and states, a tranche of funds across two programs that carries few
restrictions on how, exactly, it can be put to use.

In some cases, the flexibility has opened the door for states to pursue a host of seemingly wasteful pet projects,
including refurbishing prisons and constructing new golf courses. One state, Arizona, even used the money to
discourage schools from requiring students to wear masks, prompting the Treasury Department to threaten to claw
back the aid.

The spending has taken on added significance as the Biden administration sounds new alarms about the need for
billions of dollars in additional coronavirus aid. Congress has struggled for months to adopt even half as much as the
White House initially requested, leaving some to fear that federal inaction — and poor spending decisions in the
states — will leave the country unprepared if the pandemic worsens again.

“Without timely COVID funding, more Americans will die needlessly,” Biden warned in a statement Monday as
Congress returned to work. The president requested lawmakers adopt the money “in the next few days,” separately
from another spending package meant to deliver aid to Ukraine, which Congress aims to adopt this week.

The Texas controversy concerns federal dollars already in the state’s possession. None of the aid it received under
the Cares Act directly appears to have been used on Abbott’s campaign to find, detain and deport migrants. But the
governor's top advisers did appear to harness support from Washington to help rearrange their budget, funding
their immigration program without cutting even deeper into their own cash reserves.

In January, for example, Texas leaders transferred roughly $480 million from key local agencies to funds that help
the state administer Operation Lone Star, according to records reviewed by The Post. The “swaps,” as state officials
termed it. did not affect those agencies because they had been backfilled with Cares Act money.

In April, Texas then transferred another $495 million from state public safety and health agencies, largely “to
support the deployment of the National Guard,” as Abbott described it in a letter at the time. Budget experts who
advise the Texas legislature later confirmed Abbott’s office had additional funds “available to it through the Cares
Act” that it “gave to the agencies for public safety and public health employee salaries.”

The budget moves troubled Democratic lawmakers who represent Texas in Congress. On Monday, a group of nine
led by Reps. Joaquin Castro and Veronica Escobar asked the Treasury Department to “review” the matter to
determine if Abbott “is diverting pandemic relief funds to provide the additional support for Operation Lone Star.”

“Texas has struggled immensely during the pandemic, and these funds are critical to help our state recover from the
devastation of the past two years,” the Democratic lawmakers wrote. “Governor Abbott must not be allowed to use
federal coronavirus relief funds to further his political theater at the expense of Texas families,”

The lawmakers added that their concerns also extend to the way Texas has committed roughly $16 billion awarded
as part of the American Rescue Plan approved last year — aid they fear might also be “misappropriated to support
the failed Operation Lone Star program.”
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“It is negligent and irresponsible for Governor Abbot to direct additional funding to Operation Lone Star, especially
if the funding in question was intended to help Texans rebuild from the pandemic,” the Democrats said.

Joining Castro and Escobar in signing the letter were fellow Texas Reps. Lloyd Doggett, Colin Allred, Sheila Jackson
Lee, Al Green, Mare Veasey, Sylvia Garcia and Lizzie Fletcher.

Eze, the spokeswoman for Abbott, on Tuesday faulted Democrats in response for pursuing “reckless open border
policies.”

“If President Biden and Democrats spent half as much energy fighting to secure our nation’s borders as they do
fighting leaders like Governor Abbott who are trying to stem the historic flow of illegal immigrants, human
trafficking, cartel profiteering, and enough fentanyl to kill every American, we might be able to end the
humanitarian crisis of their own making,” she said in a statement.
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Thursday, May 12, 2022

Responses from Secretary of the Treasury Janet Yellen

Rep. Josh Gottheimer (D-NJ)

1.

[

Thank you Chairwoman Waters, and thank you Secretary Yellen for speaking to the
Committee today. In your comments Tuesday, you discussed the recent volatility of the
algorithmic stablecoin, Terra. I've spoken before on how I see a potential run on a
stablecoin as a major concern facing the growing cryptocurrency economy, and
potentially a systemic issue for the U.S. financial system in the future. Terra’s
performance over the last week has only reinforced my concerns.

My draft legislation, the Stablecoin Innovation and Protection Act, would establish a
definition and requirements for “qualified stablecoins.” In the bill, “qualified stablecoins™
are defined as cryptocurrencies redeemable 1 to 1 for U.S. dollars. This legislation would
reduce financial instability in markets, protect consumers, and support innovation in
American fintech. The volatility we are seeing with Terra is having real consequences for
real Americans, when are we going to see some action from our federal agencies on
stablecoins? Who do you believe should step in here - SEC, CFTC, the Treasury, the
Fed?

And do you think the approach in my bill, to create a qualified status for certain
stablecoins, will be effective to protect consumers and promote innovation?

o Answer: Recent events underscore the need for comprehensive regulation
and the profound consequences that runs can have for consumers. The PWG
report recommended to the President that Congress enact legislation to
ensure that stablecoins and stablecoin arrangements are subject to a federal
prudential framework on a consistent and comprehensive basis.

While Congress considers how to address risks associated with stablecoin
arrangements, regulatory agencies will continue to use their existing
authorities to address these risks to the extent possible. As discussed in the
PWG report, the federal financial agencies are committed to taking action to
address risks within each agency’s jurisdiction and to continued coordination
and collaboration on issues of common interest.

In April, the White House said it is considering lowering tariffs on some non-strategic
foreign goods. Some of these tariffs are clearly important, so that we can protect critical
goods from Chinese dumping or undercutting. Those vital products, like semiconductors,
hospital supplies and pharmaceutical components, must have protection, so that we can
manufacture them in the United States and not be at the mercy of China or other
nefarious actors when something like COVID strikes again. 1 think a review of these
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tariffs has the potential to lower the cost of everyday items for Americans. As you know,
the tariff exclusion application process was closed prior to the onset of the pandemic, and
a lot has changed since then in our supply chains and overall economic situation. What is
the status of the Administration’s tariff review, and has there been any discussion about
reopening applications or expanding the exclusion process for non-strategic products and
components?

o Answer: The Administration is reviewing the China section 301 tariffs and,
subject to applicable legal requirements, is looking to reconfigure them in a
way that would be more strategic. This includes considerations such as
securing the resilience of our supply chains, sustaining our technological
edge, and advancing our national security interests. The Office of the U.S.
Trade Representative (USTR) manages exclusions and review processes, and
we would refer to USTR for any additional details.
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Rep. Nikema Williams (D-GA)

For years, we've heard that getting a college education is the key to unlocking the American
Dream. Unfortunately, millions of people working for this American Dream have found
themselves in a uniquely American nightmare.

Too many recent graduates have had to choose between paying off their massive student debt
and doing things like buying a home or starting a family.

Too many parents like me have had to choose between paying off our persistent student debt and
saving money to send our own kids to college.

And too many seniors still haven’t paid off their student debt decades after attending college.
They have had to choose between essentials and paying off their continued debt. And y’all, if
they can’t pay, they have even had the money taken out of their Social Security checks. It
shouldn’t be this way.

Let’s face it. This is an economic shock waiting to happen. When times are hard, 47 million
households must cut back on spending to make their student loan payments, stifling the growth
and resiliency of our economy.

1. Secretary Yellen, how has the Biden Administration’s pause on federal student loan
payments mitigated household cutbacks during the pandemic and reduced the risk of
further economic downturn?

o Answer: Despite the substantial job losses and reduction in economic activity
during the pandemic, a robust fiscal response ensured that household income
was stabilized. The pause on student loan repayments was part of that and
likely contributed to reductions in poverty and financial stress over the
course of the pandemic. By keeping household finances strong through the
pandemic, we saw the strongest growth in 40 years in 2021 and a record
decline in the unemployment rate.

While the pause on federal student loan payments has been a lifeline for so many struggling
borrowers and also a tool of economic stability, we need permanent relief. Even after the
pandemic, households across our nation will continue to shoulder nearly $1.75 trillion in student
debt.

2. Secretary Yellen, how would canceling student debt help reduce the risk of economic
shocks and improve broader economic stability?

o Answer: A reduction in student loan debt would clearly benefit some
households that struggle with the burden of high student debt. The
Administration is currently considering various options for reducing student
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debt, and we look forward to working with Congress to take further actions
in the future to address the high cost of higher education.

During the pandemic, federal student loan borrowers have been able to pause their payments and
do so without hurting their credit score. Private student loan borrowers can’t say the same.

That’s why Congresswoman Adams and I teamed up earlier this Congress to pass an amendment
that would remove credit penalties for private student loan borrowers who missed payments
during the pandemic.

3. Secretary Yellen, what are the challenges in providing more equitable relief to private
student loan borrowers? What would be the impact of more equitable relief on economic
stability?

o Answer: Borrowers with private student loans have been disadvantaged
relative to borrowers with public loans. We would be happy to work with
vour staff to examine the economic impacts of the legislation you propose.
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Rep. Bill Posey (R-FL)

1. Secretary Yellen, I know that you're aware that U.S, multi-national corporations are
voicing concern about the rule on Foreign Tax Credits that Treasury finalized late last
year. Ten House members voiced concerns to you in a letter at the end of last month
What started as a rulemaking to deal with unilateral digital services taxes have imposed
changes that eliminated income and withholding taxes that have been creditable for
decades as a foreign tax credit. These changes are threatening U.S. competitiveness.
These firms need relief. Are you willing to withdraw this rule and start over or at least
delay the effective date until next year so your Department can make the fixes that are
needed?”

o

Answer: The regulations proposed by the prior Administration included
rules of general applicability that allowed a credit to foreign taxes paid on
income that the foreign jurisdiction has the primary right to tax, as
determined under objective standards. The final regulations released in
December 2021 took the same basic approach as the proposed rules, while
incorporating changes made after careful consideration of the numerous
comments submitted through a public process. Since the final regulations
were released, my staff has engaged with numerous stakeholders and is
considering whether any further changes or clarifications would be
warranted. In the meantime, the final regulations protect the interests of the
United States and allow a credit only when the foreign jurisdiction has the
primary right to tax the underlying income.
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Rep. Roger Williams (R-TX)

1.

Secretary Yellen, I want to follow up on an issue I raised with you during last week’s
hearing regarding an issue related to foreign tax credit regulations finalized by the
Treasury Department late last year. The way I understand it, this process began with the
previous administration’s proposed rule designed to help ensure foreign countries weren’t
unfairly targeting and taxing U.S. based digital service companies doing business
overseas. The Biden administration then took this proposed rule and made significant
changes and additions to it that undid fifty years of foreign tax credit precedent without
soliciting any additional comments from the general public. This seems like an arbitrary
and capricious violation of the Administrative Procedures Act and has a high likelihood
of being struck down by any potential legal challenge.

Secretary Yellen, are you worried about these new FTC Regulations being struck down
because of the material changes your Department made to them without soliciting the
appropriate public comment that is required by law? Further, on a policy front, aren’t you
concerned that vour new rule would disadvantage U.S.-based companies and potentially
cost thousands of American jobs that support these businesses?

o Answer: The regulations proposed by the prior Administration included
rules of general applicability that applied to all foreign taxes and allowed a
credit only when the foreign jurisdiction has the primary right to tax the
underlying income, as determined under objective standards. The final
regulations took the same basic approach as the proposed rules, while
incorporating changes made after careful consideration of the numerous
comments submitted through a public process. The IRS also conducted a
public hearing on the proposed regulations, and the preamble to the final
regulations include reasoned responses to significant comments. The final
regulations are critical to protecting the interests of the United States and
allow a credit only when the foreign jurisdiction has the primary right to tax
the underlying income. Since the regulations were issued, my staff has
engaged with numerous stakeholders and is considering whether any further
changes or clarifications would be warranted.
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Rep. Trey Hollingsworth (R-1N)

Secretary Yellen, last month, I wrote you a letter outlining our concerns about Tether stablecoin
and their lack of transparency and potential to harm the soundness of our financial system. 1
appreciate you sending me a response but there are several outstanding questions I raised in the
letter that were not addressed.

As highlighted in our letter, Tether claims on its website that it is “pegged 1:1 with a matching
fiat currency” and we're strongly concerned that Tether's investors believe their coins are
secured 1:1 with cash reserves that can be redeemed immediately. That is clearly not the case, as
only 12 4% Tether’s reserves are in cash, 52% are in commercial paper, and 16% are in
cryptocurrencies, loans, bonds, and precious metals. These assets are not easily liquidated and
could present a real problem for investors should there be a significant number of redemptions at
once.

This issue is particularly pertinent given that last week, Terra stablecoin dropped below $1. The
drop from Terra caused traders to panic and sell, which is exactly what we think will happen next
with Tether. Terra was the third largest stablecoin with more than $18B invested. Tether, on the
other hand, is the number one stablecoin with over $83B invested. We think Tether is a house of
cards and poses a huge threat to consumer protection and confidence in our financial system.

1. What are the implications for consumers if a major stablecoin like Tether goes below $1
as we saw this week with Terra?

o Answer: Recent events underscore the need for comprehensive regulation
and the profound consequences that runs can have for consumers.

The mere prospect of a stablecoin not performing as expected — including an
inability to maintain a 1:1 peg — could result in a run on that stablecoin, a
self-reinforcing cycle of redemptions and fire sales of reserve assets. This
dynamic results in losses to the holders of the stablecoin.

Fire sales of reserve assets also could potentially disrupt critical funding
markets, depending on the type and volume of reserve assets involved. Runs
could spread contagiously from one stablecoin to another, or to other types of
financial institutions that are believed to have a similar risk profile. Risks to
the broader financial system could rapidly increase as well, especially in the
absence of prudential standards. The internal dynamics of a stablecoin run,
as well as the potential implications of such a run for the financial system

and broader economy, would likely depend on the volume and liquidity
characteristics of reserve assets. Some stablecoin arrangements are already
quite sizeable, and many stablecoins are growing.
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2. As the chair of the FSOC overseeing our federal financial regulators, what specially can
be done to address the threat caused by Tether?

o Answer: Last year, the President’s Working Group on Financial Markets,
along with the FDIC and OCC, published a report on stablecoins. The report
made recommendations to address key prudential risks — specifically, the risk
of stablecoin runs, payment system risks, and risks related to concentration of
economic power. The main recommendation in the report for the President is
for Congress to enact legislation to ensure that stablecoins and stablecoin
arrangements are subject to a federal prudential framework on a consistent
and comprehensive basis. The report states that, in the immediate term, the
federal financial regulators will consider how their existing authorities can be
used to address stablecoin risks. It also states that, in the absence of
legislation, FSOC should consider how its authorities, including the authority
to designate systemically important payment, clearing, and settlement
activities, could be used in the context of stablecoins. The Council is prepared
to consider steps available to it to address the risks outlined in the PWG
report in the event comprehensive legislation is not enacted. Legislation is the
most effective way to address the risks identified in the report.

President Biden signed an Executive Order on Ensuring Responsible
Development of Digital Assets, which calls for several reports, including one
from the Council outlining the financial stability risks and regulatory gaps
posed by various types of digital assets and providing recommendations to
address such risks. We look forward to conducting this important work.

]

3. What can Congress do about this?

o Answer: As noted above, last year the President’s Working Group on
Financial Markets, along with the FDIC and OCC, published a report on
stablecoins. The report for the President recommended that Congress take
action to address the risks associated with stablecoins, including to protect
consumers and the financial system from risks of runs, by enacting
legislation to ensure that stablecoins and stablecoin arrangements are subject
to a federal prudential framework on a consistent and comprehensive basis.
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Rep. William Timmons (R-SC)

1.

In December of last year, your Department finalized an update of Foreign Tax Credit
Regulations (FTC Regs). Ostensibly, the purpose of these regulatory changes was to
ensure that any novel Digital Services Taxes (DST) imposed on U.S. tech companies by
foreign countries are not creditable in the U.S. While this goal is laudable, the final FTC
Regs morphed into a broad rewrite of FTC policy that upended eight decades of settled
legal definitions and business practices. To borrow a well-worn phrase, your department
appears to have used a sledgehammer when they should have used a scalpel.

There are significant concerns within the U.S. business community that these regulatory
changes greatly harm U.S. competitiveness in foreign markets and risk sending many
high-paying U.S. jobs overseas. Specifically, one example is on the issue of withholding
taxes. U.S. based companies that operate in foreign markets have historically employed
many U.S. based employees to provide key services such as legal, Information
Technology, and Human Resources among others; to help service their foreign
subsidiaries. The subsidiary then pays for these services but the local country withholds
taxes on these payments. Historically, these withholding taxes have always been
creditable but the changes Treasury made in December end this longstanding practice.
The real-world impact of this change will likely result in U.S companies sending these
great, high-paying jobs overseas. Do you agree with the policy trade off made by these
new FTC Regs to sacrifice high-paying U.S. jobs to foreign countries in order to more
stringently crack down on the use of Foreign Tax Credits?

o Answer: The regulations proposed by the prior Administration included
rules of general applicability that applied to all foreign taxes and allowed a
credit only when the foreign jurisdiction has the primary right to tax the
underlying income, as determined under objective standards. The scope of
the final regulations took the same basic approach as the proposed rules,
while incorporating changes made after careful consideration of the
numerous comments submitted through a public process.

As it relates to foreign taxed imposed on services income, the final
regulations allow a credit when the services are performed in the foreign
jurisdiction, as that is when the foreign jurisdiction should have the primary
right to tax the services income. When services are performed in the United
States, the United States has the primary right to tax the services income and
it is inappropriate to allow a credit for any foreign tax imposed on that
income. This was the result under the proposed regulations, which was
carried over in the final regulations, Further, this services rule provides an
important backstop against digital services taxes, which, after all, are simply
taxes levied on services income derived from activity located outside the
foreign taxing jurisdiction (e.g., in the United States). The final regulations
are critical to protecting the interests of the United States and allow a credit
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only when the foreign jurisdiction has the primary right to tax the
underlying income.
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