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Designation of Firms as Systemically Significant
Volcker points out some of the practical difficulties with the Treasury’s plan to designate firms
as systemically significant.

e There are currently no established criteria for designating a firm as systemically
significant.

e Itis difficult to determine ahead of time which institutions will by systemically
significant.

o ltis difficult to deal with systemically significant foreign firms operating in the US.

o Volcker believes that commercial banks are systemically important because they provide
vital services to customers.

e Large, complex banking institutions should be subject to close supervision and stricter
requirements.

e Certain risky activities, including ownership or sponsorship of hedge and private equity
funds, should be excluded from commercial banking institutions and left for capital
markets.

e Hedge and private equity funds should meet registration and reporting requirements.

e The TBTF approach should be discouraged.

e A designated regulator should be given authority over rules for capital, leverage, and
liquidity for systemically significant firms.

Resolution Process
Volcker supports the Administration’s proposal to create a resolution regime for non-bank
financial institutions.
e The receiver should have the authority to negotiate the exchange of debt for new stock
and arrange mergers or liquidations.

Supervision of Financial System
Volcker believes the Fed should be responsible for broad surveillance of the financial system.
e Monetary policy and supervision of the financial system do not need to be separated.
e The Fed has the experience and political independence necessary to supervise the
financial system.
e Volcker does not believe that the proposed council of regulatory agencies would be an
effective approach to supervising the financial system and coordinating regulators.
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