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Summary

Mahoney does not believe that some institutions are “too big to fail” or that the government
should bail-out failing institutions. He believes that these institutions should undergo the
traditional bankruptcy process.

No Government Bail-Outs
Mahoney believes that perverse incentives are created by the “too big to fail” ideology.

e A policy of bailing out certain institutions generates moral hazard because companies
know they will be able to push some of their losses to taxpayers so they have an incentive
to take excessive risks.

e Bankruptcy should be used to recapitalize failing institutions.
e The proposed Tier 1 FHC designation would encourage excessive risks and give

companies an incentive to grow large enough to be classified as Tier 1 to have some of
their risk transferred to the government.
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