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Four Tentative Lessons

1. Early warning systems and data
2. Deposit Insurance vs. Lender of Last Resort
3. Who is the Supervisor?
4. How should Markets be organized?
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Early Warning Systems and Data

Financial innovators will always find the boundaries 
of the regulatory system and exploit them.
Require disclosure of detailed characteristics of 
financial instruments, including costs and fees.
Require detailed on- and off-balance-sheet data
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Early Warning Systems and Data

Financial innovators will always find the boundaries 
of the regulatory system and exploit them.
Require disclosure of detailed characteristics of 
financial instruments, including costs and fees.
Require detailed on- and off-balance-sheet data

Trust but verify.
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Deposit Insurance and 
the Lender of Last Resort

Is Bagehot’s 1873 formulation obsolete?
Lend freely on good collateral at a penalty rate

Deposit Insurance creates moral hazard
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Deposit Insurance and 
the Lender of Last Resort

Is Bagehot’s 1873 formulation obsolete?
Lend freely on good collateral at a penalty rate

Deposit Insurance creates moral hazard

Well-designed, rules-based deposit 
insurance schemes are essential.
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Should Central Banks be Supervisors?

Conflict of interest:
• Monetary policy in the public interest
• Protecting the banks

Does financial stability require central bankers to be 
supervisors?

. 
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Should Central Banks be Supervisors?

Conflict of interest:
• Monetary policy in the public interest
• Protecting the banks

Does financial stability require central bankers to be 
supervisors?

Good policy-making requires a single 
‘general’ directing the operations. 
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Design and trading of securities

Compare LTCM (and Lehman) with Amaranth
• LTCM 1998: The $1 trillion bet
• Amaranth 2006: $4bn in a few weeks

What was the difference?
• LTCM:  OTC derivatives
• Amaranth: Exchange traded futures 
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Design and trading of securities

Compare LTCM (and Lehman) with Amaranth
• LTCM 1998: The $1 trillion bet
• Amaranth 2006: $4bn in a few weeks

What was the difference?
• LTCM:  OTC derivatives
• Amaranth: Exchange traded futures

Standardise securities and shift trading to 
exchanges with central clearing parties.
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