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Summary  

Proposed Basel III changes reduce excess capital constraints across 

U.S. banks. Simpler rules, lower surcharges, and lighter stress tests will 

likely free up capital for lending and shareholder returns. We believe 

the result should support improved earnings potential over time, with 

the greatest upside for large, diversified banks, and traditional lenders. 

 

Setting the stage: why Basel III matters now 

Bank capital rules have been in flux since 2023, when regulators first proposed a more 
stringent version of Basel III that would have meaningfully increased capital requirements. 
That proposal faced significant industry pushback and was ultimately withdrawn. In 
March 2026, regulators including the Federal Reserve (Fed), the Office of the Comptroller 
of the Currency (OCC), and the Federal Deposit Insurance Corporation (FDIC) introduced a 
revised framework that takes a more balanced approach while still preserving safety 
standards and addressing concerns around excessive capital burdens and complexity. 

Even ahead of implementation, our view is that the proposal is relevant today as it 
reduces uncertainty around future capital requirements. This allows investors to more 
confidently assess capital return potential and long-term profitability across the sector. Ultimately, we believe it has the 
potential to support improved earnings over time and represents a shift from a defensive regulatory environment to a more 
balanced one. 

 

Key takeaways  

Large banks should benefit 
from modest capital relief. 

Regional banks should gain 
more meaningful flexibility.  
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Key timeline: What investors should watch  

Proposal Announcement First half 2026 (Completed) 
Establishes direction of capital reform and initial 

market reaction 
Public Comment Period Ends Mid-late 2026 Potential revisions based on industry feedback 

Final Rule Publication Late 2026 / Early 2027 Confirms capital requirements and removes uncertainty 

Phased Implementation Begins 2027 Banks begin adjusting capital and balance sheets 

First Full Stress Test Cycle Under New Rules 2027-2028 Key test of reduced volatility and capital efficiency 

Full Implementation 2028-2029 Full earnings and capital return benefits realized 

Sources: Federal Reserve, Office of the Comptroller of the Currency, Federal Deposit Insurance Corporation, Wells Fargo Investment Institute 

 

Simpler rules improve capital flexibility 

While regulators are not stepping away from safety, the new proposal eases how capital is calculated. For large banks, we 
believe modest increases in required capital are more than offset by reductions elsewhere. For regional and smaller banks, 
requirements decline more meaningfully. Compared to prior years, banks may now be required to hold less extra capital 
above what is truly needed, freeing balance sheets to help support growth. This should improve capacity for lending and 
capital return, supporting earnings over time. 

One of the key attributes of the proposal is how it simplifies the calculation used by large banks to determine the  

appropriate level of capital. Previously, banks had to run multiple systems, often producing overlapping or inflated 

requirements. New features of the proposal include fewer duplicative calculations, lower compliance costs, and more 

predictable capital levels. For investors, this ultimately should improve visibility into earnings and reduce volatility.  

 

Estimated change in Common Equity Tier 1 (CET1) requirement as per proposal 

 

Bank Segment Approximate Net Change Primary Drivers 

Large Banks, Category I and II 4.8% decrease 
Lower surcharges and lighter stress testing 

offset modest increases from Basel rules 

Regional Banks, Category III and IV 5.2%% decrease 
Improved lending treatment and lower risk 

weights 

Smaller Banks 7.8% decrease 
Broad-based reduction in capital 

requirements 

Sources: Federal Reserve, Office of the Comptroller of the Currency, Federal Deposit Insurance Corporation, Wells Fargo Investment Institute 
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Improved capital efficiency for large banks 

For large banks, the relief remains modest though supportive, as baseline capital requirements 
increase modestly (+1.4% for category I and II), but are significantly offset by lower Global 
Systemically Important Banks (GSIB) surcharges (-3.8%) and lighter stress-testing impacts (-
2.4%). The proposed simplification replaces the complex, dual‑framework approach (i.e., 
Standardized + advanced approaches) with a unified Expanded Risk‑Based Approach (ERBA), 
improving risk sensitivity and reducing capital inefficiencies. Compared to the previous 
method, the revised framework better aligns capital requirements with underlying risk, 
particularly for GSIB institutions. More accurate measurement of loan and trading exposures 
could improve pricing competitiveness versus non‑banks, supporting gradual share gains in 
segments like investment‑grade lending and mortgages. 

Another key component of the proposal is a one-time reset of the GSIB surcharge framework, 
lowering coefficients to help offset the buildup from years of economic growth, while introducing gross domestic product 
(GDP)-linked indexing (3‑year nominal average) to help ensure capital requirements evolve more closely with the size of 
the financial system rather than rising mechanically over time. Additionally, the treatment of short‑term wholesale funding 
has been refined to better reflect actual funding risk. Previously, the measure incorporated RWAs (Risk‑Weighted Assets) in 
its calculation, limiting its effectiveness as a pure measure of funding risk and introducing distortions by embedding 
asset‑risk considerations. The revised methodology removes RWAs from the calculation and focuses more directly on 
funding exposure, restoring its intended weighting within the GSIB surcharge framework, thereby improving transparency. 
As a result, the metric provides a clearer view of banks’ reliance on short‑term funding and supports better alignment of 
capital requirements with underlying funding risk. 

Better fit for traditional lending banks 

While large banks generally benefit from improved capital efficiency in trading and capital markets, the proposal is equally 
supportive of more traditional lending models. Regional and mid-sized banks would likely benefit from more favorable 
treatment of core lending activities, including risk weights being tied more closely to loan-to-value ratios, that would result 
in lower capital requirements for well-underwritten mortgages. The proposed rule changes also improve the economics for 
commercial and industrial loans and offer more balanced treatment of commercial real estate. All these steps should 
directly improve the returns on core banking businesses, which are central to regional bank profitability. Ultimately, we 
believe banks with disciplined underwriting are best positioned for improved returns and increased buyback capacity. 

Key risks and considerations 

The outlook depends on several factors that could influence the degree and timing of benefits to the sector. The proposal is 
still subject to revision, and the final rule could ultimately be less accommodating than currently expected. In addition, the 
benefits are likely to phase in over several years, suggesting that any uplift to earnings and capital return will be gradual 
rather than immediate. Broader economic conditions will likely also play an important role. A softer lending environment 
or rising credit costs could limit banks’ ability to deploy newly available capital into higher-return opportunities. Finally, the 
impact is not expected to be uniform across the sector. Large, diversified banks appear better positioned to benefit from 
changes tied to trading and capital markets activity, while regional banks, although supported by improved lending 
economics, remain more sensitive to credit trends and interest rate dynamics. These factors reinforce that the benefits are 
real but are likely to unfold gradually over time. 

While the reforms are directionally supportive of the sector, the ultimate market impact will depend on the pace of 
implementation and final adjustments to capital requirements. Investors should closely monitor key regulatory milestones 
and commentary from both regulators and bank management. 

Key takeaway  

Trading-heavy banks 
should benefit as lower 
capital requirements 
reduce drag on trading 
and derivatives, 
supporting greater 
deployment into 
higher-return 
businesses. 

 



Sector Insights — Basel III reset reshapes bank capital rules | May 29, 2026 

Page 4 of 8 

Where to invest 

The Basel III endgame proposal represents a meaningful shift toward efficiency over excess conservatism. We favor large, 
diversified banks and high-quality regional lenders, though for different reasons. Large banks are generally better positioned 
to benefit from lower capital drag in trading and improved capital return flexibility. Regional banks can benefit from 
improved economics on core lending, though outcomes remain more tied to loan growth and credit conditions. We prefer 
institutions with disciplined underwriting and the ability to convert improved capital flexibility into consistent earnings 
and shareholder returns.  
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Financials sector equity recommendations from Global Securities Research (GSR) 

Ticker Company name 
Market 
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Price Dividend 
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C Citigroup Inc. $215.0 $124.68 $2.40 1.9% $11.54 10.9x     X  X 

CBSH Commerce Bancshares, Inc. $7.6 $52.01 $1.10 2.1% $4.21 12.3x  X      

JPM JPMorgan Chase & Co. $801.9 $296.73 $6.00 2.0% $22.81 13.1x X X  X   X 

MS Morgan Stanley $318.0 $203.79 $4.00 2.0% $12.26 16.4x X   X X   

PNC PNC Financial Services Group, Inc. $88.7 $219.78 $6.80 3.1% $19.52 11.3x    X X   

Sources: FactSet, Wells Fargo Investment Institute. Prices and data as of May 28, 2026. NTM = next-twelve-months. EPS = earnings per share. P/E = price-to-earnings. An “X” in the Core, DSIP, Growth, Focus, High Yield, SMID, and Value columns 
represents the GSR List that the company is on. Please see the following page for the List Descriptions.
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Global Securities Research List Descriptions: 

The Core List includes a wide range of what we view as high-quality companies. In general, the list may have representation 
across all 11 sectors and exposure to stocks with varying levels of maturity, valuation, and cyclicality. The Core List 
assumes a long-term holding period and can be used to build or supplement a well-diversified equity portfolio.  

The Diversified Stock Income Plan List (DSIP List) focuses on companies that we believe will provide consistent annual 
dividend growth over a long-term investment horizon. Our objective is to provide a broad list of high-quality, industry-
leading, dividend-growth companies from which an investor can assemble a well-diversified portfolio. Through consistent 
dividend growth, our goal is to help investors stay ahead of the wealth-eroding effects of inflation.  

The Focus List is a concentrated list of stocks that represents a combination of the equity sector guidance from Global 
Investment Strategy and security selection from Global Securities Research. The objective is to exceed the total return of 
the S&P 500 Index over an approximate 12-month timeframe.  

The Growth List focuses on companies that we believe offer above-average growth potential. Our objective is to offer 
investors a list of stocks that they can use to help build a well-diversified portfolio or complement an existing portfolio. We 
intend to offer a mix of aggressive growth and established growth.  

The objective of the High Yield Equity Income List is to provide a list of high-yield stocks with stable dividend streams 
that investors can use to help build a well-diversified portfolio or complement an existing portfolio.  

The Small- and Mid-Cap List (SMID List) includes stocks representing companies with market capitalizations between 
$1.0 billion and $75.0 billion. Our objective is to offer investors a list of stocks they can use to help build a well-diversified 
portfolio or complement an existing portfolio. 

The Value List includes companies that we believe are trading at a discount to their underlying fundamentals or companies 
trading at a discounted multiple relative to the market and have the potential to reduce or eliminate this valuation 
discount. Our objective is to offer investors a list of stocks they can use to help build a well-diversified portfolio or 
complement an existing portfolio.  
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IMPORTANT DISCLOSURES 

One or more members of Global Securities Research leadership owns a long common equity position in JPM. 

Analyst Certification: The analyst who prepared this report hereby certifies that the views expressed in this report 
accurately reflect his/her personal views about the subject companies and their securities.  The analyst also certifies that 
he/she has not been, is not, and will not be receiving direct or indirect compensation for expressing the specific 
recommendation(s) or view(s) in this report.  

WFII analysts receive no compensation in connection with the firm’s investment banking, sales and trading, or principal 
trading revenues.  Analysts may be eligible for annual bonus compensation based on the overall profitability of the firm, 
which takes into account revenues derived from the firm’s business activities, including its investment banking business, 
sales and trading, and principal trading.  

Important Disclosures relating to Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial Network, LLC 
as broker-dealers distributing Wells Fargo Investment Institute prepared research reports: 

Wells Fargo Clearing Services, LLC (“WFCS”) and Wells Fargo Advisors Financial Network, LLC (“WFAFN”) provide their 
customers with access to third-party research, including this report, which is produced by Wells Fargo Investment 
Institute, Inc. 

To review important information about certain relationships and potential or actual conflicts of interest that may exist 
between WFCS, WFAFN, their affiliates, and any company     that may be the subject of or part of a list that is the subject of 
this report, please visit the Research Disclosure page of wellsfargoadvisors.com as provided below. 

https://www.wellsfargoadvisors.com/disclosures/research.htm 

WFCS and/or WFAFN trades or may trade as principal in fixed income and preferred securities (or in related derivatives). 

Disclaimers 

All prices and figures are as of May 28, 2026 unless indicated otherwise. 

All investments are subject to market risk which means their value may fluctuate in response to general economic and 
market conditions, the prospects of individual companies, and industry sectors due to numerous factors some of which 
may be unpredictable. Be sure you understand and are able to bear the associated market, liquidity, credit, yield fluctuation 
and other risks involved in an investment in a particular strategy. 

Equity securities are subject to market risk which means their value may fluctuate in response to general economic and 
market conditions and the perception of individual issuers. Investments in equity securities are generally more volatile 
than other types of securities.  

Sector investing can be more volatile than investments that are broadly diversified over numerous sectors of the economy 
and will increase a portfolio’s vulnerability to any single economic, political, or regulatory development affecting the sector. 
This can result in greater price volatility.  

Global Securities Research (GSR) is a division of Wells Fargo Investment Institute, Inc. (WFII). WFII is a registered 
investment adviser and wholly owned subsidiary of Wells Fargo Bank, N.A., a bank affiliate of Wells Fargo & Company. 

The information in this report was prepared by Global Securities Research (GSR). Opinions represent GSR’s opinion as of 
the date of this report and are for general information purposes only and are not intended to predict or guarantee the 
future performance of any individual security, market sector or the markets generally. GSR does not undertake to advise 

https://www.wellsfargoadvisors.com/disclosures/research.htm
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you of any change in its opinions or the information contained in this report. Wells Fargo & Company affiliates may issue 
reports or have opinions that are inconsistent with, and reach different conclusions from, this report. Past performance is 
no guarantee of future results.  

The information contained herein constitutes general information and is not directed to, designed for, or individually 
tailored to, any particular investor or potential investor. This report is not intended to be a client-specific suitability or best 
interest analysis or recommendation, an offer to participate in any investment, or a recommendation to buy, hold or sell 
securities. Do not use this report as the sole basis for investment decisions. Do not select an asset class or investment 
product based on performance alone. Consider all relevant information, including your existing portfolio, investment 
objectives, risk tolerance, liquidity needs and investment time horizon.  The material contained herein has been prepared 
from sources and data we believe to be reliable but we make no guarantee to its accuracy or completeness. 

Global Securities Research works with information received from various resources including, but not limited to, research 
from affiliated and unaffiliated research correspondents as well as other sources. Global Securities Research does not 
assign ratings to or project target prices for any of the securities mentioned in this report. 

Global Securities Research receives research from affiliated and unaffiliated correspondent research providers with which 
Wells Fargo Investment Institute has an agreement to obtain research reports. Each correspondent research report 
reflects the different assumptions, opinions, and the methods of the analysts who prepare them.  Any opinions, prices or 
estimates contained in this report is as of the date of this publication and is subject to change without notice. 

Global Securities Research publishes several theme-based lists of recommended equity securities. Each list is based on a 
specific investment objective and time horizon which may be different from the other lists. This may cause Global 
Securities Research to recommend an equity security to be added to one list and removed from another list. Thus, one list 
may contain different recommendations or conclusions that could result in short-term price movements contrary to the 
recommendations in another list. 

Wells Fargo Advisors is registered with the U.S. Securities and Exchange Commission and the Financial Industry Regulatory 
Authority, but is not licensed or registered with any financial services regulatory authority outside of the U.S. Non-U.S. 
residents who maintain U.S.-based financial services account(s) with Wells Fargo Advisors may not be afforded certain 
protections conferred by legislation and regulations in their country of residence in respect of any investments, 
investment transactions or communications made with Wells Fargo Advisors.  

Wells Fargo Advisors is a trade name used by Wells Fargo Clearing Services, LLC and Wells Fargo Advisors Financial 
Network, LLC, Members SIPC, separate registered broker-dealers and non-bank affiliates of Wells Fargo & Company. 

©2026 Wells Fargo Investment Institute and subject to the CC BY-NC-ND 4.0 DEED. All rights reserved. v12.26.25 
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