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We begin this edition by honoring the late William H. Donaldson,
CFA, a founding member of the CFA Institute Systemic Risk Council
(SRC), whose influential contributions to the financial world have left
a lasting legacy. His dedication to market integrity and responsible
governance has inspired countless professionals and will continue to
guide the SRC's mission.

Next, we highlight the SRC's recent letter to Federal Reserve Chair
Jerome Powell urging action on the systemic risks posed by credit
risk transfer (CRT) transactions. While these instruments are
intended to offload risks from global systemically important banks
(GSIBs) to private investors, the SRC warns that their increasing use
could threaten financial stability, potentially leading to crises
reminiscent of the 2008 financial collapse.

Our co-chairs also stress the importance of reestablishing a tool
similar to the Transaction Account Guarantee (TAG) program, which
provided expanded insurance for noninterest-bearing transaction
accounts during the Great Financial Crisis. With recent banking
sector turmoil and the threat of further disruptions, the SRC argues
that the TAG program is essential for safeguarding deposits and
maintaining financial stability.

Lastly, we provide a summary of recent discussions with prominent
financial leaders, including Financial Stability Board Chair Klaas Knot
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CFA Institute Systemic Risk Council (SRC or the Council) is a private sector,
nonpartisan body of former government officials and financial and legal
experts committed to addressing regulatory and structural issues related to
global systemic risk, with a particular focus on the United States and Europe.
It was formed to provide a strong, independent voice for reforms that are
necessary to protect the public from financial instability. The goal is to help
ensure a financial system in which we can all have confidence.

CONTACT:

Kurt N. Schacht, JD, CFA
Executive Director
CFA Institute Systemic Risk Council

and FDIC Chair Martin J. Gruenberg, who share their insight on the
evolving challenges in global financial stability. As the financial
landscape continues to shift, the SRC remains committed to
advocating for robust regulatory measures to protect the integrity of
the global financial system.

As always, we welcome your comments and feedback.

—Kurt Schacht, Executive Director

[

If regulators do not take timely action to assess
the risk of [CRT] instruments and the opaqueness
of the nonbanks involved, the financial system

could be at potentially greater risk than we

experienced in 2008.

—SRC Letter to Federal Reserve Board, September 2024
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SRC UPDATES

IN MEMORIAM
Founding Member William H. Donaldson, CFA

In Memoriam: CFA Institute Systemic
Risk Council mourns the passing of
founding member William H.
Donaldson, CFA, at age 93. His
contributions to the world of finance,
education, and public service are an
amazing testament to a life well lived.
His many pursuits included service as
Chairman of the Securities and
Exchange Commission and
Undersecretary of State under

Secretary Henry Kissinger. Bill also
served as Chairman and CEO of the New York Stock Exchange and
Chairman and CEO of Aetna Insurance Inc. Bill was perhaps most

COMMENT LETTER

proud of his educational contributions as founding dean of the Yale
School of Management and service to his country as a first lieutenant
in the US Marine Corps. In 1959, Donaldson, along with Richard
Jenrette and Dan Lufkin, founded Donaldson, Lufkin & Jenrette (DLJ),
which became one of the top global investment-banking firms.

In a joint statement, Simon Johnson and Erkki Liikanen, co-chairs of
the SRC, said, “Few people have made such an enduring contribution
to the evolving landscape of markets, based on firm advocacy for
regulation that advances market integrity, safety, and soundness. Bill
was one-of-a-kind in his sweeping career, and it was a great privilege

III

to serve with him on the Council.” For the full statement, visit

systemicriskcoucil.org.

Systemic Risk Council Urges Federal Reserve to Strengthen Oversight of Credit Risk Transfer Transactions

SRC Urges Fed Action: The SRC issued a letter to Federal Reserve Chair
Jerome Powell, urging the Federal Reserve Board (FRB) to address the
rising systemic risks posed by credit derivatives, specifically "credit risk
transfer" (CRT) transactions. These instruments, increasingly used by
global systemically important banks (GSIBs) and other banks, are
intended to offload credit and interest rate risks to private market
investors. The SRC warns, however, that this growing trend could
endanger financial stability, potentially recreating issues similar to
those that triggered the 2008 Great Financial Crisis (GFC).

Identified Systemic Risks: The SRC highlights four major systemic risks
associated with CRTs. First, while CRTs are meant to reduce banks'
capital requirements, they might instead increase systemic risk by
concentrating risk in the financial system, as seen in the lead-up to the

2008 crisis. Second, current CRT investors are often private funds using

OP-ED BY SRC CO-CHAIRS

significantly greater leverage, making them more vulnerable to
financial instability. Third, the opaque nature of bank lending used for
the purpose of investing in CRT raises concern, with reports suggesting
banks have lent substantial amounts to CRT investors, further
amplifying risks. Finally, the SRC emphasizes the uncertainty
surrounding CRT structures and their potential performance in a
market downturn.

Recommendations for Regulation: The SRC echoes Senator Jack
Reed’s recommendations, calling for enhanced regulatory oversight of

CRTs, including increased reporting, quantitative limits on their use,
restrictions on bank-provided leverage to nonbanks for CRT
investments, and stress tests to evaluate the potential impact of CRTs
on the financial system in times of economic stress.

Reinstating the TAG Program: An Important Step for Financial Stability

Reinstating TAG Program: In the wake of recent banking sector
turmoil, reinstating a Transaction Account Guarantee (TAG) program,
which provided expanded deposit insurance for noninterest-bearing

transaction accounts (such as business checking accounts), is essential.

This program, administered by the Federal Deposit Insurance
Corporation (FDIC), was crucial during the GFC in maintaining financial
stability by assuring businesses that their deposits were safe.

Impact of TAG Suspension: The suspension of the TAG program after
the GFC left a gap in the financial safety net, contributing to the recent
collapses of Silicon Valley Bank (SVB) and Signature Bank. These banks
experienced significant stress as a result of uninsured deposits,
exacerbating their liquidity crises and leading to their eventual
collapse. Had the TAG program been in place, the panic and
subsequent withdrawals may have been avoided, preventing the need
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for emergency interventions by the Treasury and the Financial Stability
Oversight Council (FSOC).

Commercial Real Estate Risks: Recent warnings from PIMCO highlight
the looming threat of commercial real estate (CRE) exposure to
regional banks, potentially leading to more bank failures. The TAG
program could provide a crucial buffer by ensuring business deposits
remain secure, preventing liquidity crises from sudden withdrawals.
Bringing back the TAG program would enhance stability, prevent
further bank failures, and reduce the need for financial actions by
offering unlimited insurance for noninterest-bearing transaction
accounts.

Call to Action: As Council chairs, we urge policymakers to act to
reinstate the TAG program. The lessons from recent bank failures are
clear: restoring the TAG program is a prudent and necessary step to
ensure the stability and resilience of our banking sector.

systemicriskcouncil.org
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THOUGHT-LEADER PRESENTATIONS ON SYSTEMIC RISK

COPING WITH SHOCKS AND SHIFTS: FOSTERING GLOBAL FINANCIAL STABILITY
Conversation with Klaas Knot, president of De Nederlandsche Bank and chair of the Financial Stability

Board

26 April SEC Meeting: At the
SRC April meeting, Klaas Knot
shared his views on the evolving
financial stability landscape and
the challenges regulators face in
maintaining global financial
health. Since his last address in
December 2022, financial
conditions have improved from

the days of hard-landing
recession fears, despite sharp tightening of financial conditions,
inflation, high debt levels, and geopolitical risks.

Recent Disruptions Test Resilience: Events like the disruptions at SVB
and Signature Bank in the United States, and the Credit Suisse
takeover in Switzerland, have tested the resilience of the financial
system. Although these disruptions were contained, they underscored
the importance of regulatory interventions to prevent banking
contagion and maintain market liquidity. However, these events also
revealed the limitations of existing protections, especially in the face
of rapid technological changes.

Persistent Inflation and Disparities: In 2024, inflation has moderated
yet remains persistent, and although some economies are stable,
economic disparities remain in the US, where many still struggle with
high living costs. This divergence raises concerns about potential
systemic risks, including elevated asset valuations, commercial real

estate deterioration, and high household debt. Knot remains
concerned that these vulnerabilities could lead to significant market
volatility and systemic disruptions.

Regulatory Oversight Challenges: The disruptions at SVB and
Signature Bank not only revealed weaknesses in governance and
regulatory oversight but also highlighted the rapid impact of
technology on bank stability. Knot pointed out that these events have
led regulators to reconsider their approaches and reexamine the
adequacy of protections put in place following the GFC. As seen in the
Swiss decision to facilitate a UBS takeover of Credit Suisse to maintain
broader stability, the resolution and orderly liquidation of a GSIB
entity remains untested.

Challenges from NBFIs and Climate: Knot also reiterated concerns
about the rise of nonbank financial intermediaries (NBFIs), digital
finance, and climate change. NBFls continue to grow in prominence,
but regulatory progress on gaining line-of-sight on the
interconnectedness and leverage has been slow. Digital finance and
cryptocurrencies pose cross-border monitoring challenges, while
climate change remains a critical area in which financial markets need
to align better with global goals.

Ongoing Vigilance Required: While the financial landscape has
stabilized, new and existing challenges require continuous vigilance
and adaptive regulatory measures to ensure global financial stability.

NAVIGATING RESOLUTION FOR GLOBAL BANKS: A PRIORITY FOR FINANCIAL STABILITY
A Conversation with Martin J. Gruenberg, Chair of the FDIC Board of Directors

28 June SRC Meeting: At the SRC’s summer meeting, Chair Gruenberg
emphasized the critical importance of orderly resolution for GSIBs, a
key focus of the FDIC's efforts under Title Il of the Dodd-Frank Act (as
seen in the FDIC report). While progress has been made in preparing
for such resolutions, he acknowledged that a GSIB resolution has yet
to be tested. He cited the Swiss authorities' choice of a government-
facilitated UBS takeover instead of a full resolution, underscoring the
complex challenges that would accompany such a process. Gruenberg
reiterated the FDIC's commitment to applying the resolution
framework developed in collaboration with other FSOC members with
hopes that global authorities would do the same if needed.

Addressing Broader Financial Stability: Gruenberg highlighted that
the implementation of Basel Ill remains a priority, with efforts
underway to address criticisms and maintain strong capital
requirements and systemic risk protections. Additionally, while there is
industry resistance to reducing risk-based capital or modifying the
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Supplemental Leverage
Ratio, FSOC members are
unlikely to weaken these
protections, and the SRC
supports urgent regulatory
focus on the growing risks
posed by NBFlIs.

Maintaining Vigilance Over
Mega-Regionals: There is a
strong emphasis on the

importance of monitoring mega-regional banks, which, while different
from GSIBs, still pose significant systemic risks. It is crucial to avoid
complacency in the face of ongoing global economic challenges,
including inflation, high debt levels, interest rate risks, and geopolitical
uncertainties, to maintain financial stability.

systemicriskcouncil.org
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SYSTEMIC RISK IN THE NEWS

MEMBERS WEIGH IN ON SYSTEMIC RISK ISSUES

Expert voices weigh in on key news and issues: Our members are in the news—and making news—on important financial issues.

“Correction in the Dollar-Yen Was Overdue and May Be ‘Healthy’
for Markets, Former ECB Chief Says” (CNBC, 6 August 2024):
Former head of the European Central Bank Jean-Claude Trichet

indicated that a correction in the yen’s level against the US dollar
was overdue and may be healthy for markets.
“Lessons from History for Successful Disinflation” (The National

Bureau of Economic Research, July 2024): Former White House
Council of Economic Advisers chair Christina D. Romer and co-
author David H. Romer investigated why some attempts at
disinflation lead to substantial reductions in inflation while others
do not.

“Europe Will Remain United in Times of Crisis: Ex-ECB Chief”
(Nikkei Asia, 20 July 2024): Jean-Claude Trichet said he sees a
safer world with further EU integration with the vast majority of
Europeans preferring a single defense and single diplomacy.

“Gonzalez Paramo, former member of the ECB: ‘There Can Be No

Doubt about the Independence of a Governor of the Bank of

s

Spain
hit their ceiling because the downward path will be gradual and
data-dependent.

(El Mundo, 12 July 2024): Paramo said rates have already

SYSTEMIC RISK REPORTS AND UPDATES

“Passive Investing’s Rise Hasn’t Ruined the Stock Market, Says
Jeremy Grantham’s GMQ” (MarketWatch, 8 July, 2024):
Grantham noted that passive investing cannot change the basic

math of investing in the long run.

“Former Council of Economic Advisers Chair and Others on the
Federal Reserve” (C-SPAN, Brookings Institution, 14 June 2024):
Christina Romer joined economists and policy advocates for a

discussion on the Federal Reserve’s monetary policy.

“Former ECB President Jean-Claude Trichet on Prospect of Rate

Cuts in Europe” (CNBC, 4 June 2024): Trichet discussed questions
around ECB’s potentially cutting rates this year.

“Regional Bank Earnings May Expose Critical Weaknesses, Former
FDIC Chair Sheila Bair Warns” (CNBC, 16 April 2024): Sheila Bair
expressed concern that regional banks remain vulnerable
because of overreliance on industry deposits, concentrated
commercial real estate exposure, and the instability of uninsured
deposits.

“Ex-FDIC Chair Sheila Bair Says It’s Wrong for Regulators to

‘Discourage’ Regional Bank Mergers” (MarketWatch, 29 March
2024): Bair said regulators are on the wrong path to throw up
more rules slowing down mergers between regional banks.

In case you missed it: Following is a selection of recent report and updates on current systemic risk issues:

(Economic

Governance and EMU Scrutiny Unit (EGOV) Directorate-General
for Internal Policies, September 2024): An analysis of existing
accountability mechanisms of European Banking Union banking
supervision and resolution.

(Brookings Institution, 10 September
2024): Vice Chair for Supervision at Federal Reserve Board
Michael S. Barr spoke on the Basel Ill endgame proposal and the
proposal to adjust the capital surcharge for global systemically
important banks.

(Senator Mark Warner, 6 August 2024): Senator Warner’s bill
seeks to tackle the stigma of the Discount Window that has

grown over decades, modernize this important liquidity tool, and

return the Discount Window to its intended role.
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(Release from Senator Jack
Reed, 2 August 2024): Senator Reed, a senior member of the
Banking Committee, is warning that a new financial crisis could
arise if the market rapidly evolves without stronger oversight and
additional transparency surrounding CRTs.

(Testimony, 10 July 2024): Jerome H. Powell, chair, Board
of Governors of the Federal Reserve System, presented the
Monetary Policy Report to US Congress’ Committee on Financial
Services.

(Testimony, 10 July 2024) Chair Patrick McHenry remarks at the
House Financial Services Committee on Money Policy Report.

(Bruegel, June 2024): Nicolas Véron offers the first
comprehensive exploration of the genesis, implementation and
possible future completion of the banking union.

systemicriskcouncil.org
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https://www.marketwatch.com/story/ex-fdic-chair-sheila-bair-says-its-wrong-for-regulators-to-discourage-regional-bank-mergers-d03db057
https://www.europarl.europa.eu/RegData/etudes/IDAN/2024/760238/IPOL_IDA(2024)760238_EN.pdf
https://www.federalreserve.gov/newsevents/speech/barr20240910a.htm
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https://business.cch.com/BFLD/ToBetterProtectUSFinancialSystemReedUrgesFederalReservetoPlaceAdditionalGuardrailsAroundBanks%E2%80%99Involvementin%E2%80%9CCreditRiskTransfer%E2%80%9D_SenatorJackReed.pdf
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https://financialservices.house.gov/calendar/eventsingle.aspx?EventID=409311
https://financialservices.house.gov/calendar/eventsingle.aspx?EventID=409311
https://myemail-api.constantcontact.com/McHenry-to-Chair-Powell--Fed-Independence-Remains-at-Risk--And-Unfortunately--the-Calls-are-Coming-from-Inside-the-Building.html?soid=1133131444985&aid=RtbO3qhbxJs
https://myemail-api.constantcontact.com/McHenry-to-Chair-Powell--Fed-Independence-Remains-at-Risk--And-Unfortunately--the-Calls-are-Coming-from-Inside-the-Building.html?soid=1133131444985&aid=RtbO3qhbxJs
https://www.bruegel.org/book/europes-banking-union-ten-unfinished-yet-transformative
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