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Witness: Daniel Tarullo, Board of Governors of the Federal Reserve 

Hearing: Establishing a Framework for Systemic Risk Regulation 

Date: July 23, 2009 

Link: 

http://banking.senate.gov/public/index.cfm?FuseAction=Files.View&FileStore_id=a915ab53-

be05-457e-8dc6-bf12d25d9d6f 

 

Systemic Risk Supervision 

Tarullo believes that the Fed should be the systemic risk supervisor. 

 This is not a vast expansion of the Fed’s powers or mandate. 

 The Fed has experience supervising large and complex financial institutions. 

 

Macro-Prudential Approach to Supervision and Regulation 

Tarullo agrees that a macro-prudential approach is the best way to address systemic risk. 

 A resolution regime for systemically significant nonbank financial institutions should be 

established. 

 Capital and liquidity requirements for systemically significant firms should be 

strengthened and adjusted for each firm’s systemic importance. 

 Systemically significant firms should be required to hold specific types of capital, such as 

contingency capital, to allow them to absorb losses. 

 

Financial Services Oversight Council 

Tarullo agrees with the proposal to establish a Financial Services Oversight Council. 

 The Council should be composed of members of financial regulatory bodies. 

 The Council could be charged with identifying and monitoring systemic risk throughout 

the entire financial system. 

 

Improved Resolution Process 

Tarullo agrees with the Administration’s proposal to allow the Treasury to appoint a receiver for 

systemically significant nonbank financial institutions in danger of failing. 

 The receiver could rehabilitate or wind-down the institution. 

 There would be a strict standard for using the resolution regime. 

 The Fed is not the proper entity for being the resolution authority. 

 Tarullo believes the Treasury should fund the resolution. 

 

Payment, Clearing, and Settling Arrangements 

Tarullo agrees with the proposal to allow the Fed to regulate safety and soundness standards for 

systemically significant payment, clearing, and settlement arrangements. 

 

Consumer Protection 

Tarullo believes that some benefits may be lost by shifting consumer protection authority from 

the Fed to a new agency. 

 Consumer protection rules are complementary to prudential supervision conducted by the 

Fed. 
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 The Fed has a strong consumer protection track record. 

 


