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Summary
Berner believes that the Fed is the most appropriate institution for regulating systemic risk.

Why the Fed Should Be in Charge of Systemic Risk Regulation
e Because the Fed is mandated to ensure the stability of financial markets, it should be in
charge of ensuring the stability of financial institutions within those markets.
e The Fed could gain greater knowledge of the institutions involved in lending and
borrowing, and thereby establish more effective monetary policy.
e The Fed has plenty of experience and knowledge of financial markets that qualify it to be
the systemic risk regulator.

Shortcomings and Remedies of Current Regulatory System
e Current regulation is limited in scope because it focuses on institutions, not the activities
in which they engage.
o This could be resolved by focusing on systemic risk and designating the Fed as
the regulator of systemically risky activities.
e Current regulations are vulnerable to moral hazard.
o This could be remedied by establishing regulatory charges on “TBTF”
institutions, such as a “systemic capital charge.”1
o An additional remedy would be to establish a resolution process® for bank holding
companies and non-bank financial institutions.
e Current regulations encourage behavior that exacerbates the fluctuations of financial
markets.
o One remedy to this is to require institutions to build reserves and limit leverage
during good economic times.
o A second remedy is to stress test securities to make them more reliable.
o Finally, central counterparties or exchanges should be used for OTC derivatives.

Concerns for Expanding Fed’s Authority

e Berner agrees with critics who claim that the Fed’s independence could be compromised

by putting it in the middle of politically controversial decisions.
o However, he believes that the resolution of failing institutions should be a role for
the FDIC.

e The Fed should be examined to determine whether it can be improved to help it meet its
new duties.

e |tis possible that some Fed roles, such as its role of consumer protection and promoting
financial literacy, should be relinquished to other regulators.

! A regulatory charge imposed through capital requirements.
2 This is a process conducted by the government of overtaking financial institutions to prevent a crisis.
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