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Baird represents the American Council of Life Insurers, which is the principal trade
association for life insurance companies. Baird contends that the life insurance industry is
systemically significant because of its critical role in capital markets and the protection of
retirement security for millions of Americans. Life insurers are the largest U.S. source of
corporate bond financing, making life insurers significant investors in bank bonds and critical to
helping banks maintain traditional levels of lending. Additionally, life insurers are the often the
main providers of employee benefits. The annual revenue from insurance premiums is equal to
about 4.4% of GDP. Though these factors indicate the systemic significance of the industry as a
whole, Baird does not believe that individual life insurance companies pose systemic risk. He
emphasizes that, though there are several large life insurance companies whose failures would
put stress on the guaranty system, there is no single life insurer whose failure poses systemic
risk. His criteria for systemic risk include: the degree to which creditors and counterparties are
threatened by the failure of an institution, the number and size of companies seen by investors
and counterparties as similarly situated to the failing institution, and whether or not the failing
institution is significant to the overall financial system or economy. Baird suggests two
structural considerations for the federal regulation of life insurance: first, cover life insurance in
the broad systemic risk oversight that is made applicable to the banking and securities industries,
and second, create a federal functional insurance regulator available to all life insurance
companies on a voluntary basis. Baird also claims that, to effectively reduce systemic risk, a
single regulator should have authority over solvency regulation. Baird does not name a specific

agency which should be in charge of regulation, but does note that it should not disclose a public
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bright-line for systemic risk. Baird supports the National Insurance Consumer Protection Act
and the creation of the Office of Insurance Information. He emphasizes the need for a federal
regulator to deal with the international aspects of regulation and coordination. He denounces the
“federal tools” approach to regulation, which would be enforced by the existing state structure,
because there would be no uniformity in the application of federal law and it would not resolve

the international issues involved in insurance regulation.

Page 2



