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Summary:

The PCI defines systemic risk as “the likelihood and the degree that a financial
institution’s activities will negatively affect the larger economy such that unusual and
extreme federal intervention would be required to ameliorate the effects.”
The government should use the Too Interconnected to Fail (TICTF) approach when
determining its intervention decisions.
TICTF is the measure of the likelihood and amount of medium-term net negative impact
to the larger economy of an institution’s failure to be able to conduct its business.
This impact is measured on the institution’s products and activities, the economic
multiplier of all commercial activities dependent on that institution, and how correlated
its business is with other systemic risks.
The Federal Reserve Board should serve as the systemic risk overseer as it has the
appropriate mission and expertise.
The Board’s systemic risk oversight should be completely independent of its other bank
holding company regulatory powers.
The PCI recommends employing a three-tiered regulatory approach:
o 1. Appropriate transparency and disclosure to overseers for all entities within the
regulatory jurisdiction.
o 2. Coordination and information sharing with other U.S. and international
Overseers.
o 3. Risk management for specific entities whose financial activities present a
significant systemic risk.
Systemic risk oversight standards should consist of the following:
o 1. Overseeing holding company capital standards and group risk management.
o 2. Monitoring of affiliate transactions and significant off-balance sheet obligation.
o 3. Collecting and sharing information related to group systemic risk and holding
company solvency.
o 4. Requiring coordination of examinations and visits regarding systemic risk.
o 5. Eliminating duplicative oversight of holding companies.
Systemic risk oversight powers should not include:
o 1. Solvency oversight for individual companies.
o 2. Business conduct oversight (licensing, market conduct, product approval).
o 3. Duplicative disclosure or transparency information requirements.
o 4. General federal compliance.
o 5. Other elements of bank holding company oversight.
There must be an increase in coordination of oversight efforts to prevent and detect
financial fraud, both domestically and internationally.
Systemic risk regulation must also promote sharing of existing financial holding
company information among financial service regulators, both nationally and
internationally, to improve early warning risk monitoring.
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- Solving the systemic risk crisis does not require a vast new bureaucracy or radical
restructuring of our regulatory system.
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