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Current Regulation

Conceptual flaws in the current approach

* Failure to define and monitor systemic risk
— The whole is greater than the sum of the parts

— Regulating individual institutions does not regulate the
financial system overall

e Excessive focus on GAAP measures of capital
— Accounting capital is a poor measure of solvency
— Backward looking versus forward looking

* |Inadequate focus on probability of insolvency
— Insufficient attention to leverage, cash flows and liquidity
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Current Regulation

Weaknesses in implementation
* |nadequate data
— Lehman decision
— Response to Madoff allegations
* |nsufficient capacity for risk analytics
— 401k QDIA safe-harbor decision of 2007
* Gaps between regulators’ reports and financial condition
— OFHEO solvency report, July 2008
e Over-reliance on industry for critical analysis
— NRSROs: conflict between rating agencies’ role and issuers

— Internal risk models (e.g., Basel |l, stress tests)
— Model risk: misspecified/misused models (e.g., VaR)
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Current Regulation

Current data-collection hodge-podge

Regulators doing their best,
but seriously constrained by:

e Scope of authority

Result:

Inability to exploit
economies of scale

* Stove-piping of data and

analytics

Limited and infrequent
data collection

Data collection Affected Frequency Coverage
G ies Futures Trading Commission (CFTC)

Clearing member dara Aff clearing members aily Aggsegate positions and trading volwme,
Large Trader Reporting System | Traders with positions at or above specific | Daily ‘Al furures and option positions
(LTRS) seporting
Special call provision Any Occasional | Any
Cash position dafa Hedgers that hold positions (grain, soy, | Monthly Cash positions and commitments

cotton) exceeding speculative position

limits

Farm Credit Ca)

Risk based capital | Farmer Mac | Quarterty [ All mortgage loans held. securitized or guaranteed.
Farmer Mac | Farmer Mac [ (ca) Quarterly

Safety and soundness exams

| Members of the Farm Credit System

Specialized contracts and programs

Federal Deposit Insurance Corporation (FDIC)

Bank examinations State non-member banks and state savings | Semitriannual | Sample of bank loan files
associations (18 mos
Bank resolution | Failed insured institutions | Occasional | All contracts

Federal Financial Institution:

s Examination

‘ouncil (FFIEC)

Risk-Based Capital Reporting | Banks, savings associations, and BHCs | Quarterly Ageregated credit exposure data for loans and securitizations
for Institutions Subject to the | under the Advanced Capital Adequacy

Advanced Capital Adequacy | Framework

Eramevwork (EFIEC 101

Electronic loan data (ELD) FFIEC-rcgulared insuiuiions (various) Various All assers

Home Mortgage Disclosure Act | Lenders with significant morigage Quarterly

Terms including Loan type, amouat, location for home purchase,
‘home . and refinancing loans

(HMDA)

presence in MSAs

Federal Housing Finance Agency (FHFA)
FHLBank Federal Home Loan Banks Annual ny
Mortgage Interest Rate Survey | FHLB members (voluatary submission) Monthly Mortgage loan terms, ca. 10K loans per month
(MIRS)
Acquired Member Assets Federal Home Loan Banks Semianmual | Mortgage loans held in portfolio
(AMA) loans
Commuaity Investment Cash | Affordable Housing Program (ARP)and | Annualand | Loans and grants i subsidized ivestment projects
Advance (CICA) Community Tnvestment Program semianaual

subsidized loans and mvestments

‘Historical Loan Performance | Housing finance enterprises (FNMA, Month Quarterly snapshot of monthly loan-level T&C

(HLP) FHLMC)
Enterprise and ad_| Housing finance enterprises (e ENMA, | Continual Any
Risk Based Capital (RBC) Housing finance enterprises ‘ Quarterly ‘ All asses, liabilities and guarantees T&C; mortgage loans
D
Housing price index (HPJ, | Housing finance enterprises | Monthty | Prices on repeated sales
National Credit Union Ad ocua)
57 T T a
Office of the Comptroller of the Currency (0CC)
Bask National banks Sample of bank loan files
Residential examination Largest national banks Continuous | Any
program
Risk analysis program (Typically) largest national banks On examiner | Any
request
Midsize bank program Fedeally chartered banks 7 77
Mortgage Metrics Report OTC/OCC mortgage loan servicers Various Mortgage loans (for McDash)
Office of Thrift Supervision (OTS)
Thuift Federal savings associations ((hrifts) 777 277
Net Portfotio Value Model Federal savings associations (thrifts) Quarterly ‘All assers, labilities and off-balance-sheet (OBS) positions,
(NPV), Schedule CMR various levels of aggregation
Mortgage Metrics Report OTC/OCC mortgage loan servicers Various Mortgage loans (for McDash)

Securities and Exchange Commission (SEC)

Schedule of investments [ Tnvestment companies [ Semiannual | All assets
Federal Reserve System
Shared National Credits (SNC) | Fedezally supervised instimations All Loan of $20 million~. held by three or more banks

Survey of Terms of Business | Commercial banks and U.S. branches and | Quarterly Representative sample of commercial banks reporting all C&l
Lending (FR 20282) agencies of foreign banks 1oans over $3000.
Susvey of Terms of Bank Stratified sample of insured commercial | Quarterly Loan terms, including loan size, stated rate of inferest,
Lending to Famers (FR 20280) | banks that generate a significant volume of compounding frequency, commitment status, marurity,
farm loans (voluntary) the puspose of the loan and loan risk ratings
"Report of Temmns of Credit Card | 25 largest issuers of bank credit cards and | Semiannual | Pricing and fees of available third-party crecit card plans
Plans (FR 2572 125 additional institutions, based upon the
outstanding amount of revolving credit
Report of Interest Rates o1 Sample of 150 member banks: all laige | Quarterly Taterest rates on selected direct consumer instaliment loans (e 2
Selected Direct Consumer member banks and a random sample of auro loans)
Installment Loans (FR 2835) | smaller banks (voluntary)
arterly Report of Credit Card | Sample of 50 eredit-card banks (largest | Quarterly Taterest rates on credit cards

Qu
Interest Rates (FR 2835a)

issuers plus a random sample of the
semainder (voluntary)
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Systemic Regulation

Public debate has focused on:

* The identity of the systemic regulator

e Authorities of the systemic regulator

* On- versus off-exchange trading of derivatives

Absent from the debate is a discussion of:

* Data requirements

* Analytic capacity requirements

* How regulators will measure and manage systemic risk
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Introducing the National Institute of Finance

Mission
The National Institute of Finance, as an
independent federal agency, will maintain a
national repository of financial transaction
and entity position data, and offer the

analytical capacity to take full advantage of
that information.
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Federal Financial Data Center (FFDC)

The FFDC will collect and manage transaction and position
data for U.S. based financial entities and their affiliates:

* Develop and maintain standards for reporting
transaction and position data

— Database of legal entity identifiers
— Database of financial products

— Data format for reporting individual transactions and
positions

* Collect, clean, and maintain transaction and position
data in a secure database

* Provide regulators access to the databases

* Provide access to aggregated and/or delayed data to
improve market transparency
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Risk Analytics

Data does not by itself constitute useful information.

Analytical capability to develop systemic risk metrics
Monitor system-wide risk levels and patterns

Benchmark industry risk measures and facilitate regulatory
risk assessments of individual financial entities

Analytical support for policy makers

— response to financial emergencies,

— after-action analyses of market disruptions (analogous to NTSB)
Provide advice to Executive and Congress, as requested
Scientific research into financial markets

— Support regulatory policy
— Continuously improve systemic risk regulation
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Structure and Governance

NIF structure and governance
* Independent agency

— corporate culture of quantitative analysis

* Non-appropriated funding

— able to pay above-Title V salaries
* Five-member commission

— appointed by President, Senate confirmation

e Advisory board of financial regulatory leaders

Commiittee to Establish the National Institute of Finance

www.ce-nif.org 11



Realization

©Cartoonbank.com

Srss

“We just haven't been flapping them hard enough.”

Some things that appear impossible are merely difficult...
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Realization

There is an alternative.

Do you really want to go there?
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Thank you!

www.ce-hif.org
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