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Summary 

Mishkin believes that the Fed is the best institution for regulating systemic risk, despite certain 

dangers it may pose.   

 

The Fed Should Be the Systemic Risk Regulator 

 

 The Fed is in the best position to monitor the market and identify potential problems. 

 The Fed’s goal of maintaining macroeconomic stability goes hand in hand with the goal 

of maintaining financial stability. 

 The Fed is an independent governmental agency. 

 The Fed needs hands-on knowledge on financial institutions to effectively act as a lender 

of last resort. 

 

What Roles Should the Fed Relinquish? 

Mishkin believes that the Fed should relinquish its consumer protection regulatory authority if it 

is to gain systemic risk regulatory authority. 

 

 Different skills are necessary for regulating consumer protection and systemic risk. 

 Consumer protection is subject to serious political pressures, which could taint the Fed’s 

responsibility to regulate systemic risk. 

 

Dangers of Fed Regulating Systemic Risk 

 

 The Fed could lose sight of controlling inflation and sustaining employment. 

 The Fed could come under increased political pressure and become less independent. 

 The Fed currently lacks the resources necessary to be a systemic risk regulator. 

 

Recommended Safeguards against Dangers 

 

 Fed should employ well-defined, specific inflation objectives to keep its goals in focus. 

 Congress should commit to ensuring the Fed’s independence. 

 Congress should help the Fed with its need for additional resources. 
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