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Summary
Taylor does not believe that the Fed is an appropriate body for regulating systemic risk.

Why Fed Should Not Regulate Systemic Risk

e Expanding the Fed’s authority would interfere with its mandate to ensure macroeconomic
stability and control inflation.

e Authority over systemic firms would place the Fed in the middle of controversial and
politicized choices, which would reduce the Fed’s credibility.

e Giving the Fed authority over systemic risk could generate a conflict of interest between
the Fed’s use of monetary policy and its desire to protect systemic institutions and
financial markets.

e The independence of the Fed could be jeopardized if the Fed’s role was expanded to
included systemic risk regulation.

Possible Alternatives

e Taylor believes that the government — from its lack of regulation and eased monetary
policy — is primarily responsible for the current financial turmoil.

e The reforms necessary to correct these regulatory failures are clarifying roles and
responsibilities of various regulators and making aggregated information more widely
available to regulators.

e However, Taylor does not believe that a completely new systemic risk regulator is
necessary.

e Instead, the reforms he describes can be undertaken by the President’s Working Group on
Financial Markets.
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