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Summary
Johnson provides in-depth background about the U.S. financial system and the current crisis. He
concludes with several suggestions for getting out of the current crisis.

Systemic Risk
Johnson believes that the collapse of a single large bank could pose a systemic risk both to the
U.S. and global financial markets.

Flaws in the Government’s Response to the Financial Crisis
The Fed and Treasury did not follow any principles or legislation to bail failing institutions out,
which led to deal-making with failing institutions.

Addressing Systemic Risk
Johnson cites several main ways to reduce systemic risk:

o Create market-based incentives to reduce the size of large institutions. This could be
accomplished through higher capital requirements, a larger insurance premium paid to the
FDIC, or compensation limits.

e C(Create a “resolution authority” that can shut down failing institutions.

¢ Reduce leverage in the financial system.

Cited Studies
e The testimony is based largely on work with James Kwak (The Quiet Coup, The Atlantic,
May 2009) and Peter Boone.
e Additional policy assessments are available at: http://BaselineScenario.com.
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