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Improving Supervision and Regulation
Bair’s proposals for improving regulation include:
e Creating incentives for smaller and less complex institutions.
e Larger capital and liquidity requirements for systemically significant institutions.
e Higher Prompt Corrective Action standards for systemically significant institutions.

Financial Services Oversight Council
Bair supports such a council, but feels that it should be stronger than that proposed by the
Administration.

e The Council should be independent, not chaired by the Treasury Secretary.

e The Council should use a macro-prudential approach and attempt to harmonize prudential

standards.
e The Council may also want to require companies to hold contingent debt instruments.

The Council’s regulations should be considered a minimum level, and the Council should

be able to compel regulatory agencies to adhere to those minimums.

Resolution Authority

Bair believes a resolution process that could be applied to banks and non-banks should be

established.
e Losses should primarily be imposed on stockholders and creditors, not the government.
e The resolution process should minimize costs and maximize recoveries.
e The resolution process should be conducted by a single entity.
e Any systemically significant operations should be allowed to continue through the use of

a bridge mechanism.

The resolution authority must constantly manage its risk exposure.

e The current exception to the standard claims priority for institutions that present a
“systemic risk” should be narrowed.

e The resolution authority should be able to limit institutions’ abilities to fully collateralize
credit risks.

e The resolution process could be funded through a levy on large firms before a systemic
risk failure or an assessment after a systemic risk failure.

Resolution Authority for Depository Institution Holding Companies
Bair believes that the FDIC should be able to resolve systemically and non-systemically
important depository institution holding companies and affiliates.
e The FDIC needs to be able to resolve the entire organization — holding company and
failed institution.
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