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FDIC’s Bair Says Treatment (by government) of Small Banks Unfair vs. Big Banks 

 
 
“They should have let Bear Stearns fail,” Sheila Bair said. 
 
It was midmorning on a crisp June day, and Bair, the 57-year-old outgoing chairwoman 
of the Federal Deposit Insurance Corporation — the federal agency that insures bank 
deposits and winds down failing banks — was sitting on a couch, sipping a Starbucks 
latte. We were in the first hour of several lengthy on-the-record interviews. She seemed 
ever so slightly nervous. 
 
Long viewed as a bureaucratic backwater, the F.D.I.C. has had a tumultuous five years 
while being transformed under Bair’s stewardship. Not long after she took charge in June 
2006, Bair began sounding the alarm about the dangers posed by the explosive growth of 
subprime mortgages, which she feared would not only ravage neighborhoods when 
homeowners began to default — as they inevitably did — but also wreak havoc on the 
banking system. The F.D.I.C. was the only bank regulator in Washington to do so.  
 
During the financial crisis of 2008, Bair insisted that she and her agency have a seat at the 
table, where she worked — and fought — with Henry Paulson, then the treasury 
secretary, and Timothy Geithner, the president of the New York Federal Reserve, as they 
tried to cobble together solutions that would keep the financial system from going over a 
cliff. She and the F.D.I.C. managed a number of huge failing institutions during the crisis, 
including IndyMac, Wachovia and Washington Mutual. She was a key player in shaping 
the Dodd-Frank reform law, especially the part that seeks to forestall future bailouts.  
 
Since the law passed, she has made an immense effort to convince Wall Street and the 
country that the nation’s giant banks — the same ones that required bailouts in 2008 and 
became known as “Too-Big-To-Fail” institutions — will never again be bailed out, 
thanks in part to new powers at the F.D.I.C. Just a few months ago, she went so far as to 
send a letter to Standard & Poor’s, the credit-ratings agency, suggesting that its ratings of 
the big banks were too high because they reflected an expectation of government support. 
If a too-big-to-fail bank got into trouble, she wrote, the F.D.I.C. would wind it down, not 
bail it out. 
 
As an observer of the financial crisis and its aftermath, I have frankly admired most of 
what she tried to do. She was tough-minded and straightforward. On financial matters, 
she seemed to have better political instincts than Obama’s Treasury Department, which 
of course is now headed by Geithner. She favored “market discipline” — meaning 
shareholders and debt holders would take losses ahead of depositors and taxpayers — 
over bailouts, which she abhorred. She didn’t spend a lot of time fretting over bank 
profitability; if banks had to become less profitable, postcrisis, in order to reduce the 
threat they posed to the system, so be it. (“Our job is to protect bank customers, not 
banks,” she told me.) And she was a fierce, and often lonely, proponent of widespread 
mortgage modification, for reasons both compassionate (to help struggling homeowners 
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stay in their homes) and economic (fewer foreclosures would help the troubled housing 
market recover more quickly). 
 
I thought something else as well: with her five-year term as F.D.I.C. chairwoman 
drawing to a close — her last day was July 8 — she never really got her due. The rap on 
her was always that she was “difficult” and “not a team player.” There were times, in 
Congressional testimony, when she disagreed with her fellow regulators even though they 
were sitting right next to her. Her policy disputes with other regulators were legion; in 
leaked accounts, Bair was invariably portrayed as the problem. In “Too-Big-To-Fail,” for 
instance, the behind-the-scenes account of the financial crisis by the New York Times 
business columnist Andrew Ross Sorkin, Bair is described as one of Geithner’s “least 
favorite people in government.” As Paulson, Geithner and the Federal Reserve chairman, 
Ben Bernanke, raced to bail out banks and companies like A.I.G., Bair resisted, fearing 
that they were being overly generous by putting the interests of bondholders over those of 
taxpayers. I couldn’t help recalling that the last female financial regulator to be labeled 
difficult was Brooksley Born, the head of the Commodity Futures Trading Commission 
in the mid-1990s. Fearful that derivatives were becoming a threat to the financial system, 
Born wanted to regulate them but was stiff-armed by Alan Greenspan and Robert Rubin. 
 
It wasn’t just that the men controlled the narrative; it was also that Bair was a classic 
Washington policy wonk, far more comfortable discussing the fine points of regulation 
than backroom politics. Interviewing her could be an exercise in frustration. She was only 
too happy to talk about capital requirements, say, but even off the record she wouldn’t 
tread where most journalists, myself included, wanted her to go — into the boardrooms at 
Treasury and the Fed where decisions were hashed out. In 2009, The New Yorker 
published a short profile of her in which she refused to be drawn out about one of the 
many bureaucratic fights over too-big-to-fail. Her response was classic Bair: “It’s a very 
difficult task to try to balance all the different perspectives and come up with a package,” 
she said diplomatically, “and every compromise is going to have people who are unhappy 
about various parts of it.” You can almost hear the author sighing. 
 
Not long ago, I approached her with the idea of doing an extended exit interview. I 
thought it was important to get her perspective on the last five years. I also thought, to be 
honest, that her impending retirement might loosen her tongue a little. After thinking it 
over, she agreed to talk to me, with the stipulation that nothing be published until she left 
office. 
 
And so there we were, talking about Bear Stearns, the investment bank whose near failure 
marked the beginning of the crisis. Even knowing that her views of the financial crisis 
were at odds with many of the others who were involved, I was taken aback: I had never 
heard anyone involved in the crisis criticize the government’s decision to help Bear 
Stearns avoid certain bankruptcy. 
 
For a moment, Bair seemed a little surprised, too, by the words that had tumbled out. She 
took a sip of her latte and looked straight ahead, deep in thought. 
“Do you really think they should have let Bear fail?” I asked. 
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When she put her drink down, her hesitation was gone. “Let’s face it,” she said. “Bear 
Stearns was a second-tier investment bank, with — what? — around $400 billion in 
assets? I’m a traditionalist. Banks and bank-holding companies are in the safety net. 
That’s why they have deposit insurance. Investment banks take higher risks, and they are 
supposed to be outside the safety net. If they make enough mistakes, they are supposed to 
fail. So, yes, I was amazed when they saved it. I couldn’t believe it. When they told me 
about it, I said: ‘Guess what: Investment banks fail.’  
 
I first met Sheila Bair in November 2005, during one of her rare breaks from 
government service. A longtime aide to Bob Dole, the Republican senator from Kansas 
— Bair grew up in the small town of Independence, Kan., and attended the University of 
Kansas — she had also been a commissioner on the Commodity Futures Trading 
Commission and an assistant secretary in George W. Bush’s Treasury Department. In 
2002, she left Treasury to join the faculty of the University of Massachusetts, Amherst, 
where she taught regulatory policy at the business school. Three years later, she invited 
Senator Paul Sarbanes, the former chairman of the Senate Banking Committee, to speak 
to her class. His visit to Amherst happened to coincide with a column I was writing about 
him. I sat in on the class. 
 
At the time, all I really knew about Bair’s background was that she was a Republican. 
Which kind quickly became clear. She and Sarbanes, a Democrat from Maryland, 
obviously shared a great deal of mutual respect and affection, despite spending their lives 
on different sides of the aisle; she turned out to be a member of that dying breed, the 
Republican moderate. In our recent talks, she described herself as someone who believes 
in “regulations that reinforce economic incentives.” That came through, too; she praised 
Sarbanes’s signature law, Sarbanes-Oxley, which established new accounting rules to 
combat corporate fraud — and which most Republicans still denounce nearly a decade 
after its passage. 
 
Because I was living nearby at the time, I would bump into her occasionally. Sometime 
late in the spring of 2006, she and her husband invited me to dinner; toward the end of 
the evening, she pulled me aside and told me that she was about to be nominated to be the 
chairwoman of the F.D.I.C. The offer came out the blue, she said, and though she was 
reluctant to move her family back to Washington, she didn’t feel she could say no. The 
Bush administration had planned to nominate Diana Taylor, the former New York State 
superintendent of banks — and also Mayor Michael Bloomberg’s girlfriend — but then 
decided not to. The administration needed a Republican who could gain a quick 
confirmation. Bair fit the bill. 
 
Arriving at the F.D.I.C. that summer, Bair found an agency that was floundering. “There 
hadn’t been any bank failures in a long time,” she said. “We were in this so-called golden 
age of banking, regulation had fallen out of favor and the F.D.I.C., which had a 
reputation as a tough regulator, had fallen on hard times.” Its budget had been slashed, 
employees had been let go and morale was terrible. Except for a 10-second handshake, 
she never even spoke to Henry Paulson her first year or so in office. 
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Alone among the regulators, though, the F.D.I.C. began to home in on subprime lending. 
By 2006, the subprime industry was running amok, making loans — many of them 
fraudulent, with hidden fees and abusive terms — to just about anyone with a pulse. Most 
subprime loans had adjustable interest rates, which started low but then jumped 
significantly after a few years, making the monthly payments unaffordable for many 
homeowners. The lenders didn’t care because they sold the loans to Wall Street, which 
bundled them into mortgage-backed bonds and resold them to investors. 
 
Curbing subprime-lending abuses should have been the job of the Federal Reserve, which 
has a consumer division. But the Fed chairman, Alan Greenspan, with his profound 
distaste for regulation, could not have been less interested. The other bank regulators, the 
Office of the Comptroller of the Currency, which oversees national banks, and the Office 
of Thrift Supervision, which regulates the savings-and-loan industry, should have cared, 
too. But their responses to the growing problem were at best tepid and at worst hostile. 
(The O.C.C. actually used its federal powers to block efforts by states to curb subprime 
abuses.) By the time Bair got to Washington, the O.C.C. had spent a year devising 
“voluntary subprime guidance” for the banks it regulated, but it had not yet gotten around 
to issuing that guidance. 
 
The F.D.I.C. jumped into the breach. Bair knew the issue well, because during her time at 
Treasury, when the industry was much smaller, she tried, unsuccessfully, to get the 
subprime lenders to agree to halt their worst practices. Now she was hearing that things 
had become much worse. Bair instructed the F.D.I.C. to buy an expensive database that 
listed all the subprime loans in the mortgage-backed bonds that Wall Street was selling to 
investors. She was shocked by what she saw. “All the practices that we looked at back in 
2001 and 2002, which we thought were predatory — things like steep payment resets and 
abusive prepayment penalties — had gone mainstream,” she said. 
 
By the spring of 2007, she was holding meetings with industry executives, pushing them 
to raise their lending standards and to restructure — that is, modify — abusive mortgages 
so homeowners wouldn’t lose their homes when the housing bubble burst and large 
numbers of loans were bound to default. “There is nothing unusual about this,” she told 
me. “Restructuring is one of the tools the banking industry has at its disposal.” 
 
One thing she learned from those meetings was that the mortgage servicers, generally 
divisions of the big banks, had the legal right in most cases to modify mortgages they 
managed for the investors who owned mortgage bonds. They just didn’t have the will. 
After doing some arm-twisting, Bair felt she had extracted a commitment that the 
mortgage servicers would do so. 
 
She also pushed the O.C.C. to issue its voluntary guidance, even though it would help 
only marginally. The vast majority of subprime loans were issued by institutions outside 
the regulated banking system, out of the reach of the O.C.C. or the F.D.I.C. But those 
nonbanks depended on the regulated banks for their own financing. As a way to get at the 
unregulated lenders, Bair came up with the idea of applying the government’s subprime 
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guidance to any company that was financed by a regulated bank. The banks, she says, 
“fought us tooth and nail.” She lost. 
 
At the same time, she was fighting a rear-guard battle on another critical banking issue — 
so-called capital requirements, the amount of capital banks must hold as a cushion against 
losses. Banks always want their capital requirements to be as low as possible, so they can 
take more risks, which can enable them to make more money — and reap bigger bonuses 
for executives. In 2004, an international group called the Basel Committee on Banking 
Supervision proposed rules that would allow banks to hold capital on a “risk-weighted” 
basis, meaning that assets with lower risk would require less capital. (As it turned out, 
triple-A-rated mortgage bonds stuffed with bad subprime mortgages were considered 
very low risk under the Basel proposal. That is why so many banks loaded up on them in 
the years leading up to the crisis.) To make matters worse, the Basel II accords, as they 
were called, permitted banks to evaluate their assets with their own internal risk models. 
 
Most European countries quickly adopted Basel II. In the United States, the Federal 
Reserve was strongly in favor of doing so, too, as was the O.C.C. But the F.D.I.C., 
fearing that lower capital requirements and the self-selection of risk models would 
increase the risk of bank failures, opposed Basel II. This meshed perfectly with Bair’s 
own instincts, and once she arrived at the F.D.I.C., she became the standard-bearer in 
opposing the new rules. The Fed, in particular, pushed her to sign on; it didn’t need the 
F.D.I.C.’s approval, but it is politically important for all the regulators to be aligned when 
instituting such an important change. Instead, Bair conceded, “we dragged it out and 
dragged it out.” She dragged it out so long, in fact, that the financial crisis arrived before 
Basel II was ever implemented in the United States. 
 
Foot-dragging is not the sort of bureaucratic tactic that draws praise or even much notice. 
But I’ve long believed that her opposition to Basel II has been a hugely underappreciated 
factor in helping to save the financial system when the crisis came. The European banks, 
lacking adequate capital, were crushed by the financial crisis. Big banks in places like 
Ireland and Iceland collapsed. Germany doled out hundreds of billions of dollars to shore 
up its banks. Even today, banks in Europe are in far worse shape than they are in the U.S. 
American banks didn’t have enough capital, either, but they had a lot more than their 
European counterparts, and for all their ongoing problems, they are much healthier 
institutions today. 
 
By the summer of 2007, the subprime bubble had burst. Just as Bair expected, the default 
rate on subprime mortgages was rising quickly. Looking ahead, it wasn’t hard to see that 
all those adjustable-rate mortgages written in 2006 and early 2007 were going to reset in 
a year or two. During the bubble, when housing prices were rising, homeowners avoided 
the higher rates by refinancing. Now that was no longer possible. Disaster loomed, as 
millions of Americans would no longer be able to make their mortgage payments. Yet 
only the F.D.I.C. seemed to take this possibility seriously — and to fear the 
consequences. Paulson and Bernanke, for their parts, maintained that the damage from 
the bursting of the subprime bubble would be “contained,” as they liked to put it. 
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That fall, Mark Zandi of economy.com published a survey of mortgage servicers. “It 
showed that like 1 percent of those reset mortgages were being restructured,” Bair said. 
“They would just push people into foreclosure.” Bair was furious and felt that she had 
been lied to. All those promises made in the spring turned out to be nothing more than 
“happy talk,” in her words. 
 
So she turned her attention to the Treasury Department, hoping to persuade Paulson and 
others to put the weight of Treasury — an agency with far more clout than the F.D.I.C. 
— behind her push for mortgage modification. Although there were sporadic efforts at 
Treasury to do something for homeowners, they never seemed to gain any traction. 
There are certainly arguments against modifying mortgages. One is that doing so creates 
moral hazard — if some people struggling to stay in their homes get lower monthly 
payments, then everybody will want a similar deal, and they’ll stop making their 
mortgage payments even when they can afford them. Another is that many people in 
default will end up redefaulting on a modified mortgage. A third rationale is that the 
foreclosure process itself is necessary for any eventual recovery of the housing market. 
Lastly, designing a mortgage-modification plan that works for a large number of people 
is excruciatingly difficult, maybe even impossible. I have heard all these arguments from 
Treasury officials over the years. 
 
In the cool light of day, however — with two million Americans having already lost their 
homes and another two million in serious default, and with one out of every five homes 
worth less than the homeowner’s mortgage — this thinking has been shown to be 
horribly shortsighted. Had the federal government emphasized mortgage modification 
early on, it could have prevented a lot of pain and might have helped stabilize the 
economy a lot sooner. 
 
Bair, however, has always thought there were other reasons behind the general resistance 
to modifying mortgages. The government, she said, “thought maybe I was overstating the 
problem and that it wasn’t going to be that big a deal.” As for those in the industry, she 
added: “I think some of it was that they didn’t think borrowers were worth helping. There 
was some disdain for borrowers.” 
 
In October 2007, she made a calculated decision to go public. In an op-ed article in The 
New York Times, she called on mortgage servicers to reset adjustable-rate mortgages en 
masse. “These borrowers would still be required to make their monthly payments,” she 
wrote, in an implicit response to the moral-hazard argument. She concluded: “Avoiding 
foreclosure would protect neighboring properties and hasten the recovery.” 
 
Although she made no mention of the Treasury Department, everyone in the bureaucracy 
knew that it was her real target. It was now official: Sheila Bair was difficult. 
That reputation was only made worse by the financial crisis. 
 
The essential brief against her was that she refused to adopt the all-hands-on-deck mind-
set required to deal with the unfolding emergency. At every step along the way, whenever 
she was asked to participate in one rescue program or another, she balked. As Sorkin put 
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it in “Too Big to Fail,” the other regulators viewed her as parochial and small-minded and 
thought her “only concern was to protect the F.D.I.C., not the entire system.” 
When I asked Bair about the charge that she cared only about the interests of her agency, 
she scoffed. “First of all,” she said, “protecting bank depositors is important. So is 
protecting the taxpayer.” As she saw it, there were too many times when she was the only 
one trying to do both. (When I spoke to Paulson, he defended Bair’s work during the 
crisis: “Sheila came to play every day,” he said. As for the criticism that she cared only 
about bank depositors, he added, “That was her job.”) 
 
“They always had the view that the F.D.I.C. was not in the same league as Treasury and 
the Fed,” she told me. “As a result, we were rarely consulted. They would bring me in 
after they’d made their decision on what needed to be done, and without giving me any 
information they would say, ‘You have to do this or the system will go down.’ If I heard 
that once, I heard it a thousand times. ‘Citi is systemic, you have to do this.’ No analysis, 
no meaningful discussion. It was very frustrating.” 
 
Too often, she felt, their requests were excessive, putting taxpayers at risk while bailing 
out undeserving debt holders. For instance, during the peak of the crisis, with credit 
markets largely frozen, banks found themselves unable to roll over their short-term debt. 
This made it virtually impossible for them to function. Geithner wanted the F.D.I.C. to 
guarantee literally all debt issued by the big bank-holding companies — an eye-popping 
request. 
 
Bair said no. Besides the risk it would have entailed, it would have also meant a windfall 
for bondholders, because much of the existing debt was trading at a steep discount. “It 
was unnecessary,” she said. Instead, Bair and Paulson worked out a deal in which the 
F.D.I.C. guaranteed only new debt issued by the bank-holding companies. It was still a 
huge risk for the F.D.I.C. to take; Paulson says today that it was one of the most 
important, if underrated, actions taken by the federal government during the crisis. “It 
was an extraordinary thing for us to do,” Bair acknowledged. 
 
Citigroup was another example. No bank needed more federal assistance than Citi — it 
required three separate bailouts. And yet, in Bair’s view, no bank was treated as 
solicitously, especially by the New York Fed. She felt pressured by the Fed to allow Citi 
to buy a failing Wachovia — which she suspected was a kind of backdoor way to 
strengthen Citi by giving it access to Wachovia’s stable deposit base. To make the deal 
work, the New York Fed even agreed to absorb some of Wachovia’s losses. When the 
F.D.I.C. accepted the Citi offer, Geithner felt that a deal had been made. But before Citi 
could close the deal, Wells Fargo, a much stronger bank, made a better offer — one that 
didn’t require government assistance. Bair leapt at it. Geithner was furious, complaining 
that Bair’s action was sending the wrong signal at the wrong time: that the federal 
government couldn’t be trusted to stick to its word. Bair didn’t care; she clearly got the 
right outcome for taxpayers and bank depositors, even if it didn’t help Citigroup. 
 
As she thinks back on it, Bair views her disagreements with her fellow regulators as a 
kind of high-stakes philosophical debate about the role of bondholders. Her perspective is 
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that bondholders should take losses when an institution fails. When the F.D.I.C. shuts 
down a failing bank, the unsecured bondholders always absorb some of the losses. That is 
the essence of market discipline: if shareholders and bondholders know they are on the 
hook, they are far more likely to keep a close watch on management’s risk-taking. 
During the crisis, however, Treasury and the Fed were adamant about protecting debt 
holders, fearing that if they had to absorb losses, the markets would be destabilized and a 
bad situation would get even worse. “What was it James Carville used to say?” Bair said. 
“ ‘When I die I want to come back as the bond market.’ ” 
 
“Why did we do the bailouts?” she went on. “It was all about the bondholders,” she said. 
“They did not want to impose losses on bondholders, and we did. We kept saying: ‘There 
is no insurance premium on bondholders,’ you know? For the little guy on Main Street 
who has bank deposits, we charge the banks a premium for that, and it gets passed on to 
the customer. We don’t have the same thing for bondholders. They’re supposed to take 
losses.” (Treasury’s response is that spooking the bond markets would have made the 
crisis much worse and that ultimately taxpayers have made out extremely well as a 
consequence of the government’s actions during the crisis.) 
 
She had a second problem with the way the government went about saving the system. It 
acted as if no one were at fault — that it was all just an unfortunate matter of “a system 
come undone,” as she put it. 
 
“I hate that,” she said. “Because it doesn’t impose accountability where it should be. 
A.I.G. was badly managed. Lehman Brothers and Bear Stearns were badly managed. And 
not everyone was as badly managed as they were.” 
 
Grudgingly, Bair acknowledged that some of the bailouts were necessary. There was no 
way, under prevailing law, to wind down the systemically important bank-holding 
companies that were at risk of failing. The same was true of a nonbank like A.I.G., which 
the government wound up bailing out just two days after allowing Lehman Brothers to 
fail. An A.I.G. bankruptcy would have been disastrous, damaging money-market funds, 
rendering giant banks insolvent and wreaking panic and chaos. Itscredit-default 
swaps could have brought down much of the Western banking system. 
 
“Yes, that was necessary,” Bair said. “But they certainly could have been less generous. 
I’ve always wondered why none of A.I.G.’s counterparties didn’t have to take any 
haircuts. There’s no reason in the world why those swap counterparties couldn’t have 
taken a 10 percent haircut. There could have at least been a little pain for them.” (All of 
A.I.G.’s counterparties received 100 cents on the dollar after the government pumped 
billions into A.I.G. There was a huge outcry when it was revealed that Goldman Sachs 
received more than $12 billion as a counterparty to A.I.G. swaps.) 
 
Bair continued: “They didn’t even engage in conversation about that. You know, Wall 
Street barely missed a beat with their bonuses.” 
 
“Isn’t that ridiculous?” she said. 
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John Podesta, who headed the Obama transition team, was another Democrat that Bair 
had known forever. In one of her early conversations with him, she volunteered the name 
of Paul Volcker as a possible Treasury secretary. Volcker was most famous for taming 
inflation as Federal Reserve chairman in the 1980s, but he was also someone who didn’t 
think like a big banker. On the contrary, he was highly critical of the banks. “I just 
thought there had been too many people who had been too close to the financial situation 
for too long,” Bair told me. “I thought we needed a fresh perspective.” 
 
Instead, Obama turned to Geithner. It was no secret by then that Bair and Geithner had a 
frosty relationship; inevitably stories leaked out that Geithner was trying to push her out. 
But the stories were wrong: Bair’s support for mortgage modifications made her 
enormously popular with Democrats; when she told Podesta that she would step down 
early if that’s what the president wanted, he said no: Obama wanted her to stay. (For his 
part, Geithner told me: “Even though we didn’t always agree, I greatly admire Sheila for 
her early recognition of the severity of the crisis and for her creative use of the F.D.I.C. to 
stem the panic.”) 
 
What has been discouraging is that the Obama administration hasn’t done much better on 
the loan-modification front than the Bush administration did. Early on, the president told 
his staff to talk to the F.D.I.C. about how to set up a loan-modification plan. The F.D.I.C. 
had a wealth of experience, in part because it operated IndyMac for nine months until a 
buyer was found. It used that time to work on mortgage modifications with IndyMac 
borrowers and came up with a template for a program it felt could work nationwide. 
“They did talk to us,” Bair said of Obama’s staff, “but I always had the sense they were 
talking to us because the president wanted them to.” 
 
Getting the banks to make large-scale mortgage modifications is no different today than it 
was in 2007 — next to impossible. The servicers still lack the economic incentives to 
modify mortgages; it’s easier in most cases for them to foreclose, which also generates 
fees, while modifications don’t. As Bair herself discovered during the IndyMac 
experience, changing that attitude requires dogged effort. “I ended up having calls with 
our servicers every Friday, to get a status report on what they’d done that week on loan 
modifications, just to keep the pressure on,” Bair said. 
 
Without question, it is difficult to get mortgage modifications right. But many Democrats 
originally voted for TARP because it contained a provision mandating that $50 billion of 
the $700 billion in bailout money go to mortgage modification. The Paulson Treasury 
ignored that part of the law — and the Geithner Treasury has barely touched that $50 
billion. 
 
Still, a Democratic administration had to do something. Bair offered up the F.D.I.C.’s 
ideas, which involved, among other things, some government insurance protection for 
redefaults that took place after three months. She was sure her plan had better economic 
incentives for servicers than anything else under consideration. But the Obama 
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administration went with a plan that didn’t fundamentally change the incentives, and that 
was not much different from what the Treasury under Bush did after the financial crisis. 
When Bair was shown the plan, literally hours before it was announced by the president, 
she told them, “That’s fine; I’m not going to speak out against this, but don’t expect me 
to marry up to it either, because I don’t think it will work.” She told me: “They wanted 
my name and reputation on it.” 
 
Sure enough, the Home Affordable Modification Plan has not exactly been a rousing 
success. Although some 700,000 homeowners have gotten modified mortgages through 
the program, that number is dwarfed by the millions of foreclosures that have taken place 
and the millions of homeowners in default today. Too often qualified borrowers have 
sought HAMP modifications only to be turned away by their servicers. Foreclosure 
remains their preference. 
 
“I think the president’s heart is in the right place,” Bair told me. “I absolutely do. But the 
dichotomy between who he selected to run his economic team and what he personally 
would like them to be doing — I think those are two very different things.” What 
particularly galls her is that Treasury under both Paulson and Geithner has been willing to 
take all sorts of criticism to help the banks. But it has been utterly unwilling to take any 
political heat to help homeowners. 
 
The second key issue for Bair has been dealing with the too-big-to-fail banks. Her 
distaste for the idea that the systemically important banks can never be allowed to fail is 
visceral. “I don’t think regulators can adequately regulate these big banks,” she told me. 
“We need market discipline. And if we don’t have that, they’re going to get us in trouble 
again.” 
 
In the early wrangling over what became the Dodd-Frank bill, “resolution authority” was 
not a prominent part of the agenda. Then in March 2009, A.I.G. filed documents showing 
that it had set aside $165 million in bonuses for its traders. The public anger over these 
bonuses was enormous. One day in the middle of the furor, the president summoned Bair 
to the White House. When she arrived at the Oval Office, Geithner and Lawrence 
Summers, Obama’s top economic adviser, were sitting on the couch — and the seat next 
to the president was empty. That was where she was supposed to sit. As the president 
vented his frustration over the A.I.G. bonuses, Bair saw her opportunity. “This doesn’t 
happen with our process,” she told the president. “We have a resolution process that 
we’ve used for decades, and when we put a bank into receivership, we have the right to 
break all contracts, we can fire people, we can take away bonuses and we don’t get into 
this kind of problem.” The president quickly signed on to the idea of having Dodd-Frank 
include the ability to resolve giant bank-holding companies and other systemically 
important financial institutions like A.I.G. 
 
That was the easy part. Dealing with the Treasury Department was, as usual, the hard 
part. The original white paper the administration produced that outlined the financial 
reforms it wanted from Congress included a section calling for the government to be able 
to legally “resolve” the big banks. It had the F.D.I.C. running the process, which clearly 
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made the most sense; the agency had been doing it for so long, it had the process down to 
a science. That’s why bank depositors scarcely notice when the F.D.I.C. shuts down their 
bank on a Friday and reopens it under new management on a Monday morning. 
 
Weeks passed. About an hour before the president was set to announce the reform 
package, F.D.I.C. officials, including Bair, were shown the latest copy of the white paper. 
According to Bair, “The resolution authority had completely changed.” While the 
F.D.I.C. still had an important role, its authority had been seriously diluted — now the 
Treasury and the Federal Reserve would also have to sign off before a bank could be 
wound down. From Treasury’s point of view, this was completely reasonable. After all, 
any wind-down would require short-term lending from the Treasury, so it wanted some 
say in the process. But Bair felt strongly that this was yet another example of her — and 
her agency — being undercut by other regulators. 
 
So she fought back; and in typical Bair fashion, she did so publicly. When called to 
testify before the House Financial Services Committee about the new resolution 
authority, she bluntly told Barney Frank, then the committee chairman, that, as she put it 
to me: “It still doesn’t resolve the large bank-holding companies. We would like the 
authority to do that.” In the final Dodd-Frank bill, Treasury’s oversight role was 
diminished — and the F.D.I.C. had the authority to manage a failing too-big-to-fail bank. 
 
Even so, there are many people who remain convinced that the government will never 
have the nerve to let an important institution actually fail. Indeed, the big banks currently 
have a much lower cost of capital than their smaller brethren precisely because the bond 
market doesn’t believe they will ever be allowed to fail. 
 
Bair has spent much of the last year trying to convince the country — and Wall Street — 
that the F.D.I.C. is up to the task. Most people remain unconvinced. But she insists, 
thanks to the new resolution authority, “I think we are in a lot better shape than we were.” 
The truth, of course, is that nobody can possibly know what the government will do. The 
only way to find out is to have an institution fail — not exactly a prospect to relish. But 
that will be a problem for someone else, not for Sheila Bair. She has done her part. 
 
“I didn’t start off being assertive and going public with concerns,” Bair said as our 
second interview was winding down. “But we were being ignored, and we had something 
to bring to the table. There’s been speculation: maybe it was gender or that I’m not an Ivy 
League person. It could be; everybody has their biases. But I found I had to become 
assertive when they just wouldn’t listen.” 
 
My own view is the country would have been far better served if more people in positions 
of power had been willing to listen to her as the financial crisis unfolded. Hers was a 
voice of common sense, trying to protect the taxpayer, the bank depositor and the 
homeowner. If other regulators had taken her early subprime concerns seriously — to cite 
just one example — the financial world might be a different place today. 
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“We always saw ourselves as the champion of the little guy,” she continued. “The other 
regulators never saw the pain of a bank closure, because that was our role. We were the 
ones that saw people losing their jobs when we had to shut down a little bank. They never 
understood the unfairness of the way little banks were treated versus big banks. Some of 
the other regulators have an institutional mind-set that the big banks have to always be 
with us.” 
 
Which brings me back to where we began, with Bear Stearns. As I’ve thought about it in 
the weeks since our interviews, I’ve come to the view that she was absolutely right. “I 
think that the Bear deal set up an expectation for government intervention that was not 
really helpful,” she told me. Letting Bear Stearns fail would most likely have sent the 
right message to the rest of Wall Street, while there was still time, and without creating 
the kind of chain reaction that the Lehman failure caused. “I’ve always thought,” she 
said, “that it was really important for everybody to have to play by the same set of rules.” 
That didn’t happen in 2008. Fighting the good fight, Bair has tried to make sure that it 
will happen the next time there’s a crisis. 
 
Joe Nocera is an Op-Ed columnist for The Times and the co-author of "All the Devils 
Are Here: The Hidden History of the Financial Crisis." Editor: Vera Titunik (v.titunik-
MagGroup@nytimes.com) 
 


