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Problems in Monitoring the Behavior of Firms 

 

 It is difficult for supervisors to understand the risks taken by firms that operate in 

multiple regulatory jurisdictions or involve many legal entities. 

 It is difficult for creditors to know the full breadth of a firm’s risks. 

 A complex firm is difficult to manage. 

 

The Simple Solution 

 

 Consolidate and simplify existing regulators and regulations. 

 

Federal Reserve as Systemic Risk Regulator 

Reinhart does not believe that the Fed should be designated as the systemic risk regulator. 

 

 The Fed should focus on its primary goal of ensuring full employment and price stability. 

 The Fed’s significant macroeconomic policy tools could be overused. 

 The Fed’s monetary expertise is not particularly relevant to systemic risk regulation. 

 

Alternative Systemic Risk Regulator 

Reinhart believes that a systemic risk regulator should be formed as a committee of existing 

supervisors. 

 

 Should be headed by an independent director.  

 Should have a budget and sufficient authority. 

 

Long-Term Financial Stability 

 

 Firms should develop a plan each year outlining how they should be dissolved in the 

event of a failure. 

 Head of financial stability committee should annually outline ways in which regulations 

could be further simplified. 

 Federal agencies and state responsibilities should continue to be consolidated. 
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