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NCOIL TAKES ON CREDIT DEFAULT SWAPS:

ACTION EXPECTED AT SPRING MEETING

New York, New York, January 26, 2008 — In front of a packed house on Saturday, the National Conference of Insurance Legislators (NCOIL) Steering and Financial Services & Investment Products Committees took first steps here toward developing a comprehensive credit default swap (CDS) policy.  The NCOIL Financial Services Committee will discuss the public hearing and regulatory strategy when it meets during the upcoming NCOIL Spring Meeting in Washington, DC.

NCOIL President Sen. James Seward (NY) said, “The testimony presented from our expert witnesses on Saturday will inform NCOIL policy direction.  The message received was loud and clear:  that unfettered “naked” swapping should not be allowed.  Participants in the CDS market are not subject to the same strong solvency, reserving, and insurable interest standards that are imposed on actors operating in the insurance market.  These standards protected the insurance sector as other financial services industries have struggled or failed during this economic crisis.  NCOIL legislators, at the hearing, found the definite need to fill an existing regulatory gap and to provide guidance to the states on how to address CDS regulation.”
NCOIL Financial Services & Investment Products Committee Chair Assem. Joseph Morelle (NY), said, “The Financial Services Committee will be poised to chart a policy course when we meet in Washington, DC, next month.  The sheer magnitude of the CDS market—and the fact that estimates on its size and scope vary dramatically—warrant NCOIL consideration of a regulatory framework.  Our public hearing laid the foundation for NCOIL action and the Committee must decide the form and strategy of that action.  Members may consider advising the federal government on a “holistic” approach, or creating a state solution that could be based on uniform legislation or, perhaps, an interstate compact.”                

Participating in the hearing—which ran from 11:00 a.m. to 4:00 p.m.—was Superintendent Eric Dinallo, New York Insurance Department, Robert Pickel of the International Swaps and Derivatives Association, Inc. (ISDA), Michael Schozer representing Assured Guaranty and the Association of Financial Guaranty Insurers (AFGI), Ryan Wilson of the AARP, Thomas Hoens of HRF Associates, LLC, Nat Shapo representing the National Association of Mutual Insurance Companies (NAMIC), David Ingram representing the American Academy of Actuaries (AAA), Michael Greenberger of the University of Maryland School of Law, and Connie Erlanger of Marketcore, Inc.

Select witness testimony and responses to Committee questions regarding state action follow. 

· Supt. Dinallo said that legislators could write to Congress arguing that the “Commodity Futures Modernization Act (CFMA) took away a linchpin of state regulation that would have taken away a lot of this activity.”  While recommending that state legislators give the new administration time to consideration a “holistic” approach to the CDS market, he added that “state statutes had it right” and that states had “reason to feel scorned.” 

· Mr. Pickel said that regulators should have “full information available on regulated and unregulated entities,” noting that insurance companies and regulators should be focused on derivative activity.  

· Mr. Wilson said “the individual consumers and investors care little about who regulates these products, but they care a great deal about the stability and safety of global financial markets and any problems that may be caused by a lack of appropriate regulation.”

· Mr. Ingram said that “we do not see how a future CDS market can be expected to avoid collapse in a credit crisis without some form of effective solvency requirements and risk management oversight.”  
· Mr. Greenberger urged states to take immediate action and advised legislators against waiting for the federal government.  He said that it is “common sense” that CDS are insurance and that states should regulate covered swaps and make illegal naked swaps.   
Witness and interested party testimony is available here.

The NCOIL Financial Services Committee will meet on Saturday, February 28, from 8:00 to 9:30 a.m. in conjunction with the February 27 through March 1 NCOIL Spring Meeting.  The Meeting will be held at the Hyatt Regency on Capitol Hill.  
NCOIL is an organization of state legislators whose main area of public policy interest is insurance legislation and regulation.  Most legislators active in NCOIL either chair or are members of the committees responsible for insurance legislation in their respective state houses across the country.  More information is available at www.ncoil.org.

For further details, please contact the NCOIL Washington, DC Office at 202-220-3014, or by email at mhumphreys@ncoil.org.
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