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Summary
Wallison believes that the only institutions “too big to fail” are large commercial banks, which
should be regulated in a number of ways.

Are Some Institutions Too Big to Fail?
Wallison believes that only large commercial banks are “too big to fail.”

e Wallison does not believe that a nonbank financial institution can pose a systemic risk or
be “too big to fail” because its liabilities are not withdrawable deposits so its failure
would not result in immediate losses to creditors.

Lehman

Wallison does not believe that Lehman’s failure was an instance of systemic failure.

Rather, the lending crisis that ensued after Lehman’s failure was due to changing expectations
about the future of the market.

Macro-Prudential Regulation
Wallison makes several recommendations to prevent systemic risk in the future:

e Create a systemic risk council to monitor the financial system.

e Develop metrics and indicators of risk-taking and publish them periodically.

e Require large banks to issue subordinated debt. This would create a warning system for
high risk activities if the interest rate on the subordinated debt was much higher than the
rate on Treasury securities.

o Establish higher capital requirements for large banks.

e Alter capital requirements countercyclically.

e Develop and enforce appropriate levels of bank growth.
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