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Summary

Galbraith does not believe that the Fed would be an appropriate regulator of system risk.
Instead, he suggests that the FDIC be in charge of such regulation. He also believes that
excessively large financial institutions should be shrunk.

Fed’s Conflicting Authority

Galbraith believes that allowing the Fed to assume responsibility for regulating systemic risk
creates a number of conflicts.

e There is a perceived conflict of interest between the conduct of monetary policy and the
regulation of system risk because the FOMC is partly influenced by the regulated banks.

e There is an institutional conflict between the Fed’s main objective of maintaining
macroeconomic stability and the regulation of systemic risk.

o The FDIC would be the most appropriate regulator because it could prioritize
systemic risk regulation.

o Fed leadership is a political appointment designed to ensure public confidence and the
Chair is usually someone connected to the banking and financial sectors.

Insulating Monetary Policy from Systemic Risk Regulation
e The Fed’s monetary policy has undermined systemic stability in the past.

e If the Fed is given the authority to regulate systemic risk, that regulation must be given
priority and combined with the Fed’s monetary goals.

Public Policy Considerations
e One consideration is the documented poor ability of the Fed to prevent systemic risk.
Should the Fed Relinquish Other Roles?

o Galbraith believes the Fed should give up its consumer protection responsibilities if it is
given authority over systemic risk regulation.
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