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ABSTRACT 

The evaluation of  capital  adequacy should be considered,  not  just  in terms of  easily  observable on-balance
sheet items, but also in terms of important and related off-balance sheet items and other proxies for risks. It is
also  critical  to  factor  in  the  impact  of  popular  market-based  measures  of  liquidity  and  volatility.  While  the
current  move  is  to  ensure  that  all  systemically  important  financial  institutions,  especially  Bank  Holding
Companies (BHCs), are adequately capitalized, based on the financial statement information, one should also
consider  how  BHCs  ensure  the  safety  of  their  institutions  with  the  use  of  derivatives.  One-size  regulatory
guidelines  for  capital  adequacy  may  not  fit  all  BHCs,  effectively.  More  research  is  needed  as  to  the  real
effectiveness and necessity of capital for various BHCs.  
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