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Summary 

Cooley does not believe that the Fed is the most appropriate regulator of systemic risk. 

 

Why Fed Should Not Be in Charge of Systemic Risk Regulation 

 Systemic risk should be addressed by a new regulatory institution. 

 The goals of the Fed would be altered and its independence jeopardized. 

 The Fed’s primary responsibility of maintaining economic stability and conducting 

monetary policy could be subordinated to its new role. 

 The Fed does not have unique experience or understanding of systemic risk regulation. 

 

Historical Precedent for Regulation 

 Cooley believes that regulatory bodies are most effective when they are designed to 

address specific market failures. 

 

Regulation of Systemic Risk 
Cooley notes three steps necessary to regulating systemic risk: 

 Identify the quantity and type of systemic risk. 

 Determine the price of the systemic risk. 

 Make the institutions that generate systemic risk pay for the risk they create. 

o This could be done in terms of a fee for access to Fed’s lending facilities and 

added to the FDIC’s fee for deposit insurance.   

 

Alternatives 

 While the FDIC has more experience in restructuring financial institutions, it is probably 

too open to political pressure to be the appropriate systemic risk regulator. 

 Something similar to the FDIC but more independent would be the best regulator of 

systemic risk. 
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