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Witness: Mark Zandi, Chief Economist and Cofounder, Moody’s Economy.com 

Hearing: Systemic Risk: Are Some Institutions Too Big To Fail? And, If So, What Should We 

Do About It? 

Date: July 21, 2009 

Link: http://www.house.gov/apps/list/hearing/financialsvcs_dem/zandi.pdf 

 

Summary 

Zandi first discusses the sources and impacts of the financial crisis and evaluates some of the 

government’s initial responses.  He then addresses the important regulatory reforms that need to 

occur to ensure long-term stability of the financial system and economy. 

 

Too Big to Fail 

Zandi believes that there are some institutions that are too big to fail. 

 

 He does not believe that it is practical to try to break up these institutions. 

 

 Rather, having a systemic risk regulator and imposing stricter capital and liquidity 

requirements will significantly reduce their potential to disrupt the economy. 

 

Regulatory Reform 

 Zandi agrees with the proposal to designate the Fed as the systemic risk regulator with 

the power to increase the capital and liquidity requirements of systemically risky 

institutions. 

 

o Zandi believes that such regulation should be countercyclical. 

 

 Zandi agrees with the proposal to give the Fed the authority to manage the amount of 

leverage in the financial system in order to counteract asset bubbles. 

 

 Zandi agrees with the need to establish a Consumer Financial Protection Agency. 

 

 Zandi agrees with the centralized exchange trading of derivatives. 

 

 Zandi agrees with the proposal to require originators of securitized assets to retain some 

of their risk. 

 

 Zandi believes that the current regulatory structure has too many different regulators and 

that the Administration’s proposals for regulatory reform do not clearly demarcate each 

regulator’s jurisdiction. 

 

 Zandi is slightly concerned that the regulatory proposals will jeopardize the Fed’s 

independence. 
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