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Ending ‘Too Big to Fail’ Is Going to Be Hard Work

On May 9, Jeff Lacker, president of the Richmond Fed, spoke to the Council on Foreign
Relations in New York about the challenges of ending “too big to fail””: the obligation that many
policymakers feel to support certain financial institutions should they become troubled. The
FDIC’s Orderly Liquidation Authority, which was established by the Dodd-Frank Act, attempts
to address this problem, but OLA still provides regulators with considerable discretion. In
Lacker’s view, a more promising alternative is to require firms to establish “living wills” that
would facilitate rapid and orderly resolution and would not expose taxpayers to extraordinary
financial support. (This speech is an abridged version of an address of the same title to the
Global Society of Fellows Conference in Richmond, Va., on April 9.)

Big Banks Need ‘Living Wills’

In the current issue of Econ Focus (formally Region Focus), Jeff Lacker discusses what he
considers an important tool for addressing the financial sector’s “too big to fail” problem. The
“living wills” that large and complex financial institutions must create under Dodd-Frank explain
how institutions could be wound down under U.S. bankruptcy laws without threatening the rest
of the financial system or requiring a public bailout. Lacker believes these contingency plans
could help restore market discipline, rein in the government safety net and truly end the problem
of “too big to fail.”

Economic Outlook, May 2013

Jeff Lacker discussed the economic outlook in a speech to the Risk Management Association in
Richmond, Va. on May 3. In his view, the economy’s current trend of 2 percent real GDP growth
will likely continue beyond 2013 due to lower productivity growth and a decline in labor force
participation, among other factors. At the same time, however, prospects for business and
housing investment are strong, and inflation is likely to be close to the FOMC’s 2 percent target
next year. In the current context, the Fed seems unable to improve real growth beyond its present
level and the benefits of further monetary stimulus are unlikely to outweigh the potential costs.

Does Money Still Matter for Monetary Policy?

Economists agree that inflation is a monetary phenomenon, but since 1982, monetary
policymakers have demoted measures of the money supply from prime targets, to key indicators,
to incidental byproducts. In this Economic Brief the author notes that, with excess bank reserves
at all-time highs, however, measures of money may have a renewed purpose as red flags for
inflation.

Drawing the Line

The poverty line, the federal government’s statistical definition of poverty, has shaped
discussions of U.S. antipoverty policy since the late 1960s. Are we defining poverty too broadly?
Too narrowly? The cover story in the latest issue of Econ Focus looks at these and other
questions about measures of material deprivation.
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Would You Like Cash Back?

The current issue of 5th District Footprint looks at cash back from debit and electronic benefit
transfer card transactions at a national retailer. Cash back is an alternative to using ATMs or
bank branches to withdraw money.

Economic Snapshot, May 2013

Recent reports on the Fifth Federal Reserve District economy indicated an improvement in
residential real estate conditions but a sluggish labor market and a slowdown in business activity.
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