






























































































































e FEERA DEPOIT INSURAE CORPRATION, Wasingt. DC 20429

SHEILA C. BAIR
CHAIRMAN

October 9, 2009

Honorale Michael N. Castle
House of Representatives
Washigton, D.C. 20515

Dea Congressman Case:

Than you for solicitig the Federa Deposit hiance Coiporation's comments
on subtitle D of 

the Discussion Draf of 
the Consumer Fincial Protection Agency Act

of 2009.

Subtitle D seek to elite the potential for reguatory aritrage that exists

because of federa preeption ofcer state laws. We support that goal. We also

support creating a strng floor .for consumer protection, rather than a .ceilig, by allowig
more protective state consumer laws to apply to al provider of ficial products and

servces operag with a stae. Whle we are still studyig the. 

language of subtitle D

and other options that have been suggested we believe that the fudamental approach
should signcantly improve conser protection.

We appreciate the opportty to comment. Please do not hesitate to contact me
at (202) 898-6974 or Paul Nash, Deputy for External Afai, at (202) 898-6962.

Sincerely,

A!
Sheila C. Bair
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October 15, 2009
SHEILA C. BAIR
CHAIRMAN

Honorable Christopher J. Dodd
Chaim1an
Committee on Banking, Housing, and Urban Affairs
United States Senate '
Washington, D.C. 20510

Dear Mr. Chairman:

In our roles as Chairman, Vice Chairman, and appointed Director of 

the Federal

Deposit Insurance Corporation, we are responsible for ensuring public confidence in the
U.S. banking system by protecting depositors and taking action as appropriate to mitigate
the risks and potential costs associated with the federal governments guarantee of
insured deposits. We are deeply concerned that recent proposals to consolidate the
supervisory powers of 

the four federal banking agencies into a single agency would not

only fail to address the underlying causes of 

the financial crisis, but would weaken our

dual banking system, lead to furer consolidation in the baning industry, and undern1Íne

the FDIC's ability to perform critical functions necessar to protect depositors and
mitigate risks to taxpayers.

The financial crisis had its roots in an unustainable credit bubble driven by a
confluence of factors. These factors included a prolonged period of low short-tern)
interest rates that encouraged the financial system to fund long-term assets with short-
tern1 credit, inadequate regulatory standards for mortgage loan originations, regulatory
gaps between bans and the non-bank financial sector, an explosion of derivatives
activity that concentrated risks while it obscured them from view, arbitrage of different
capital requirements among bank and non-bank institutions, and the lack of effective
resolution option,s for large complex institutions.

There is little controversy about the importt role these factors played in creating
the conditions for the financial crisis. In contrt, we are not aware of any serious
suggestion that the ability of state ban to convert to a federal charer, or vice versa,
played such a role. Moreover, we believe the costs and potential for harful
consequences of a four agency supervisory consolidation are substantial and reaL.

There is little doubt that consolidation of supervisory authority in a single agency
would endanger the dual banng system in the U.S. Supervsory consolidation in a
single federal chartering authority would over time result in continued diminution and de-
emphasis of the role of state ban and state reguation. This would be unortnate,

because the dual baning system has fostered a vibrant community banking industr that



has supported economic growt and job creation, especially in rural areas, while state
regulation has played an important role in identifying and addressing issues affecting
consumers.

Moreover, and of great concern to us, the loss of 

the FDIC's supervisory function

would compromise our ability to work as Congress intended to ensure that the statutory
intent of Prompt Corrective Action is caried out. In addition to supervising state
nonmember ban, our examinations are the eyes and ears by which the FDIC, in its role
as deposit insurer, understands, assesses, and addresses risks at banks of all sizes and
charter types.

A vibrant examination and supervision program plays a critical role in supporting
the FDIC's ability to execute its insurance mission, and carr out its responsibilities as
backup supervisor for all insured institutions. As a backup supervisor, the FDIC has
played an active role durig this crisis in numerous troubled ban situations where we
were not the primar federa regulator. Our examiners' involvement has promoted earlier

and more cost-effective resolutions. Supervisory input is an important element to the
FDIC's risk-based deposit insurance premium, our overall assessment of industry-wide
risks for deposit insurance puroses, and the development of 

policies to address those

risks.

It is of great concern to us that the consolidation of supervisory authority in a
single agency would weaken the system of checks and balances within the U.S.
regulatory system. With our perspective as deposit insurer, the FDIC adds a needed
conservative voice to safety and soundness regulation. For example, in single-regulator
systems such as exist in many par of the world, untested "advanced approaches" to
allow large bans to set their own capital requirements using internal models were put
into place without meaningful input from deposit insurers who had financial
accountability for the results. In the U.S., in contrast, the FDIC's voice moved the
outcome to a more gradual and prudential implementation of 

Basel II. Without the

FDIC's strong role in the process, the U.S. would have implemented the advanced
approaches earlier and with fewer safeguards, our large banks would have entered the
crisis with less capital, and the problems would have been even more costly to address.

It is noteworty that the strongest advocates of single regulator models have
tended to be large financial institutions. We are concerned that a single regulator would
inevitably come to view the largest institutions as its most important constituents since of
necessity they would dominate the attention of 

the regulator. While the views of 

these

institutions are important and worty of consideration, we believe there is a substantial
fisk that over time a single regulator could be unduly swayed by the particular interests of
these institutions. This in term could lead to furter industr consolidation, even though
there is a clear consensUS that we need less concentrtion in the financial sector, not
more.

What is needed are better approaches to fill regulatory gaps such as a strong
Systemic Risk Council would provide: a strong rule-wrting agency for consumer



protection to address regulatory gaps and risk in the non-ban sector, better resolution
tools to end the too-big-to-fail problem, and other specific capital and regulatory reforms.

As always, it remains the FDIC's pnvilege to work with you and your sta on the
many important issues surrounding regulatory reform. We look forward to continuing
these discussions going forward.

Sheila C. Bair
Chairman

Sincerely,

.~C-~
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November 18, 2009
SHEILA C. BAIR
CHAIRMAN

Honorale Barey Fra
Chaian
Commttee on Fincial Serces

House of Representatives
Washigtn, D.C. 20515

Dear Mr. Chaian:

I am pleased that Representatives Bra Miller and Denns Moore have offered an
amendment to address the imbalance under existig law in which the new resolution fud
could suffer a loss in the resolution of a systemically signficat fiancial fi while

secured credtors receive full payment.

Ths amendment is a worty addition to your proposed legislation because it
support your goals of preventing futue tapayer bail-outs and restorig market
discipline to our largest ficial companes. Fundaenta to your legislation are the
ban on goverent asistace to specifc ficial fi and the creation of a credible

resolution process to close them and impose the losses on shareholders and creditors.

The MilerlMoore amendment support these goals by requig securd credtors

to take losses of up to 20 percent of their secured clai before any losses could be
imposed on the new resolution fud. 1bs would apply only in the rare circumtace
where losses were so severe that al other credtors have been wiped out. However, ths
amendment wil help achieve your goal of enhcig market disciplie because it wil

mean that secured creditors, alke with every other creditor, will need to evaluate the
solvency of our largest financial fis. Ths amendment will enure that the largest firms
are not imunzed from their bad decisions by relyig on short-term fiancing so long as
they have collatera to pledge.

For these reasons, I urge you to suport the amendment of 

Representatives Miller

and Moore in fuerce of our shared goal ofretug market discipline to our
fiancial system.

Sincerely,

~
Sheila C. Bai
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SHEILA C. BAIR
CHAIRMAN

December 7, 2009

Honorable Louise M. Slaughter
Chairwoman
Committee on Rules
House of Representatives
Washington, D.C. 20515

Dear Madam Chairwoman:

I write in support of Congressman Hank Johnson's proposed amendment to
Section 1105 of H.R. 4173, the Wall Street Reform and Consumer Protection Act of
2009.

The Federal Deposit Insurace Corporation supports allowing for judicial review
of the Financial Services Oversight Council's extraordinar orders to mitigate systemic
risk under Section 1105. Howeve", the FDIC is concerned the judicial review provisions
could be read more broadly than intended and inadvertently interfere with the ability of
the FDIC and other bank regulatory agencies to take normal supervisory actions under
existing law unrelated to the Section 1105 authority.

Congressman Johnson's amendment is technical in nature, but the FDIC feels
strongly that it is a necessar clarfication to Section 1105. Thus, I urge the Committee to
make Representative Johnson's amendment to Section 1105 in order.

Thank you in advance for your consideration. Please let me know if 

you have any

questions. If you have further questions or comments, please contact me at (202) 898-
6974 or Paul Nash, Deputy for External Affairs, at (202) 898-6962.

Sincerely,

~C-.~.i
Sheila C. Bair
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