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“ SEQ CHAPTER \h \r 1Thank you, Mr. Chairman.”  

“Today we examine the state of the banking industry.  Although we have held many hearings over the past year which have touched on this topic, this is the first hearing where we have focused exclusively on this critical issue.  It could not be better timed.”  
“Just last week we heard that the Chairman of the Federal Reserve Board expects more bank failures in the future.  The regulators have also told us, however, that bank capital levels are generally strong.  That is good news.  But we must be careful as our biggest banks begin a period of transition to the new capital standards under Basel II.  The parallel run should be used to take a very close look at how Basel II performs during periods of stress.  Furthermore, there should be no hesitation to make changes if they are needed.”

“While many experts have commented on the disintermediation of banks within the financial system, we have seen from the subprime crisis, banks remain central players.  Even though many banks moved from portfolio lending to the ‘originate-to-distribute’ model, they still have been significantly affected by the subprime mess.  Whether through off-balance sheet holdings or larger problems in the credit markets, banks have borne the brunt of the losses so far.”  

“With the possibility of bank failures on the horizon, I think that it is worth pointing out that as bad as bank failures can be, regulatory forbearance could be much worse.  As we saw during the savings and loan crisis, when regulators look the other way and allow insolvent banks to linger, their ultimate failures result in greater losses to the Deposit Insurance Fund and to the taxpayer.  It is therefore critical that regulators remain cognizant of their responsibilities under the law.  Among other things, these include mandates of prompt corrective action and least cost resolution.  If economic conditions continue to deteriorate, the next few years could be a critical test of these doctrines.”

(OVER)

“I welcome the witnesses and look forward to discussing these and other issues.”

“Thank you Mr. Chairman.”
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