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Two Kinds of Systemic Risk 

 Short-term seizures or failures. 

 Long-term risk of favoring large systemically significant institutions over small 

competitors. 

 

Two Kinds of Systemic Risk Regulation 

 Traditional regulation by primary regulators to prevent systemic risk. 

 Macro-prudential regulation to identify and minimize systemic risk. 

 

Addressing Structural Imbalances 

 Ensure same rules apply to similar products and participants. 

 Improve oversight and flow of information to enhance transparency. 

 Actively enforce regulations. 

 

Macro-Prudential Oversight 

Schapiro believes there is a need for a systemic risk regulator and a Financial Stability Oversight 

Council because functional regulation alone is insufficient. 

 Functional regulators often only see smaller parts of the larger financial system. 

 Financial actors can often choose their regulator through functional regulation. 

 The regulatory tools of functional regulators are not applicable to a wide variety of 

entities or types of risk. 

 

Systemic Risk Regulator 

Schapiro believes a systemic risk regulator could be the Fed or a new entity. 

 The regulator should have information about the financial system and be the second line 

of defense against systemic risk. 

 The regulator should report to the Financial Stability Oversight Council. 

 

Financial Stability Oversight Council 

Schapiro believes that the Council should be stronger than that envisioned by the Administration. 

 The Council should be able to create regulations on leverage and risk-based capital. 

 Members should be from different regulatory bodies. 

 The Council should be able to set standards for liquidity and capital requirements. 

 The Council should coordinate with the systemic risk regulator and primary regulators. 

 

Resolution Regime 

Schapiro agrees that a resolution regime to unwind systemically significant institutions is 

necessary. 
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 This would allow the government to disassemble an institution over time. 

 


