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DEIRDRE BOLTON, BLOOMBERG NEWS: We continue our look at the future of CIT Group. The executives spent the weekend

trying to convince investors it can work its way out of a credit crunch.

Mark Calabria joins us now. He's the director of financial regulation at the Cato Institute. Before he joined Cato, he spent six

years as a member of the senior staff on the U.S. Senate Banking and Housing Committee, Urban Affairs as well. Very glad to

have you with us, Mark.

So what is the most likely scenario here. I mean, is CIT Group going to be forced to file for bankruptcy?

MARK CALABRIA, DIRECTOR, FINANCIAL REGULATION, CATO INSTITUTE: I think there's a very good chance of it. It looks

increasingly unlikely that the FDIC is going to provide any debt guarantees. There's a good likelihood that they may have to do

that.

But they also might be able too convince their creditors to sort of do a reorganization beforehand. I don't think anything is

necessarily certain at this point. It certainly -

BOLTON: On a scale of one to 10, Mark?

CALABRIA: Well I have to give it a six.

BOLTON: All right, so is this a test case - do you see this as a test case with the Obama administration's willingness to get

involved with an institution or not that has been deemed - it seems like not too big to fail?

CALABRIA: Well, you do have to separate out to some degree the FDIC from the Obama administration. They certainly

coordinate but they're not the same. Remember, this is the FDIC making the choice not to say we're going to let CIT issue

FDIC-backed debt.

If this choice was in the hands of the Treasury Secretary, I'm not sure we would have the same outcome, but I do think there's

increasing pressure and belief among some of the regulators that we need to scale down these programs, we need to wind down

these programs.

For institutions that aren't truly systemic, we need to be able to draw a line here. People need to actually fail at some time.
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MICHAEL MCKEE, BLOOMBERG NEWS: CIT has been struggling for quite some time, and they did get some TARP money. Would

being able to sell the FDIC-backed debt actually help them?

CALABRIA: Well the first thing I think we need to keep in mind is, we need to resist the temptation to throw good money after

bad. The TARP program is run separately. Some of that money will not be gotten back.

And I don't - you know, we have to really be very cautious, and this is one of the dangers about injecting money into any

company is you're always going to feel that need to, well, I don't want to recognize my lost investments, so I'm going to put

more money in.

So, I'm not convinced. If CIT's sole business model is going to only survive if they get subsidized funding, then it's probably not

a sustainable business model anyway. I think that really needs to be looked at in terms of going to market, raising debt without

a government guarantee behind it. I would rather just write off a loss from the TARP money and move on.

BOLTON: Mark, getting back to sort of if it fails, let's just say if CIT does fail, I mean, it's not a huge part of the financial system,

but yet it does make loans to many small and mid-size businesses that would ordinarily have to go to banks. What will this do to

the business environment?

CALABRIA: Certainly, there's going to be some adverse consequences. Every institution that fails, whether it's local community

banks somewhere in a small town, people rely on that, business relationships rely on that.

So there's going to be some disruption. I think that's a given. The question is is this going to be of a magnitude to be of such a

shock to the economy that we really need to support with additional taxpayer dollars on the line.

That's where I would say no. Certainly this is going to be a disruption, and suppliers and clients, they're going to have to build

new business relationships, and that happens when any institution fails.

I will note, a lot of people have done a lot of empirical work, looking at how many firms fail as the result of another firm failing,

and the evidence historically is pretty low. There really aren't a lot of contagion effects. So I'd be concerned about the argument

that we need to bail out CIT because if we don't, then we'll have a lot of other firms that fail. I just don't think there's a very

strong evidence for that.

BOLTON: Mark, we thank you very much for your time. Mark Calabria, from the Cato Institute.

***END OF TRANSCRIPT***

THIS TRANSCRIPT MAY NOT BE 100% ACCURATE AND MAY CONTAIN MISSPELLINGS AND OTHER INACCURACIES. THIS

TRANSCRIPT IS PROVIDED "AS IS," WITHOUT EXPRESS OR IMPLIED WARRANTIES OF ANY KIND. BLOOMBERG RETAINS ALL

RIGHTS TO THIS TRANSCRIPT AND PROVIDES IT SOLELY FOR YOUR PERSONAL, NON-COMMERCIAL USE. BLOOMBERG, ITS

SUPPLIERS AND THIRD-PARTY AGENTS SHALL HAVE NO LIABILITY FOR ERRORS IN THIS TRANSCRIPT OR FOR LOST PROFITS,

LOSSES OR DIRECT, INDIRECT, INCIDENTAL, CONSEQUENTIAL, SPECIAL OR PUNITIVE DAMAGES IN CONNECTION WITH THE

FURNISHING, PERFORMANCE, OR USE OF SUCH TRANSCRIPT. NEITHER THE INFORMATION NOR ANY OPINION EXPRESSED IN

THIS TRANSCRIPT CONSTITUTES A SOLICITATION OF THE PURCHASE OR SALE OF SECURITIES OR COMMODITIES. ANY

OPINION EXPRESSED IN THE TRANSCRIPT DOES NOT NECESSARILY REFLECT THE VIEWS OF BLOOMBERG LP.

[Copy: Content and programming copyright 2009 BLOOMBERG, LP. ALL RIGHTS RESERVED. Transcription Copyright 2009 CQ

Transcriptions, LLC ALL RIGHTS RESERVED. No license is granted to the user of this material other than for research. User may

not reproduce or redistribute the material except for user's personal or internal use and, in such case, only one copy may be

printed, nor shall user use any material for commercial purposes or in any fashion that may infringe upon BLOOMBERG and CQ

Transcriptions, LLC's copyright or other proprietary rights or interests in the material.]

For more Bloomberg Multimedia see {AV [GO]}

LOAD-DATE: July 14, 2009

Source:  Legal > / . . . / > News, Most Recent 60 Days (English, Full Text) 

Terms:  cato institute  (Edit Search | Suggest Terms for My Search)

View:  Full

Date/Time:  Tuesday, July 14, 2009 - 5:34 PM EDT

My Lexis™ | Search | Research Tasks | Get a Document | Shepard's® | Alerts | Total Litigator | Transactional Advisor | Counsel Selector
History | Delivery Manager | Switch Client | Preferences | Sign Out | Help

About LexisNexis  | Terms & Conditions  | Contact Us 
Copyright ©  2009 LexisNexis, a division of Reed Elsevier Inc. All rights reserved.

Search - 677 Results - cato institute http://www.lexis.com/research/retrieve?y=&dom1=&dom2=&dom3=&d...

2 of 2 7/14/2009 5:34 PM


