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Objectives Differed by Stage of Crisis

 Financial Crisis

— ASSETS: Sub-Prime Mortgage Crisis:
Spring 2007 (New Century, Cit1 SIVs)

— FUNDS: Structured Finance Crisis:
March 2008 (Bear Stearns Funds
Collapse)




Crisis Response: More than Bailouts

 Federal Reserve Support (LoL, Liquidity)
— Section 13 (3) Assistance
— Expansion of Balance Sheet
— ZIRP
— Quantitative Easing
e Treasury Policies (Solvency)
— TARP (Too Big To Fail)




Differing Objectives

eSupport Mortgage Market
eSupport Intermediaries
eSupport Institutions

eRecapitalisation




Only Short Term Objective

ePrevent Systemic Collapse

—Post Lehman all Institutions Insolvent

eSave Individual (TBTF) Banks

eEliminate Toxic Assets




No Long-Term Structural Objectives

eAvoid Another Collapse

eChange Business Model:
—Orginate and Distribute
—Off Balance sheet

—Shadow Banking

eRegulate Problem Products




Current Legislation Fails this Test
e OPEN LETTER TO CONGRESS: A ',:" &

e Neither the bill passed earlier this year by the House, nor
the one currently under consideration in the Senate
would have prevented the crisis. Without serious
restructuring, they will not prevent a future crisis.

Sound financial markets are the bedrock of a str rong
economy. Over the last decade our financial sector
moved away from core market principles - transparency,




Legislation Must: D

e Eliminates perpetual government sponsored
corporate bailouts

e Increase minimum capital requirements for
banks to no less than 8 %.
— Apply additional risk-weighted capital requirements
for: a) risk concentration, b) significant
interconnectedness with other financial institutions and
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Legislation Must:

* Require derivatives to be traded over regulated
exchanges

e Create standardized Pooling and Servicing
Agreements and availability of electronic loan level
trvfPrarrmratiniy Faze acon ~

INnior llldtlUll 1Ul dbbt:l UdLhCU SCCUr ltlt:b, C
bond and similarly structured transactions prio

sale.

o

Y a4 IJ
CICa

r to

—o<




Goal of Regulation: Future
Structure of Financial Services

Ensure Stability

This Requires Financial Structure Appropriate to
Production Structure

Glass-Steagall fit the Postwar Mass Production Tech
Paradigm

The new ITC Paradigm changed Business Model from
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