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so, what is the best way to make the financial system more stable? as is so often the case, the answer is to take a fresh look at the past and see what worked and what didn't work. indeed, this is
the kind of approach that should be taken, but there is another strategy worth considering that would actually be more effective. the first step is to recognize that there are two types of firms: risk-
sharing and risk-taking firms. risk-sharing firms are the ones that lend money to others. risk-taking firms are the ones that borrow money. as the name implies, risk-sharing firms reduce the risk of
others borrowing by making their own money safe. by contrast, risk-taking firms increase their own risk by borrowing from others. as the economist john maynard keynes noted, we need firms that
are a little big to fail so that when a failure does occur it is likely to be a small one and not too costly. the question is how to encourage more risk-sharing firms to compete with more risk-taking
firms. there are two basic approaches. one is to have governments use their political power to induce risk-sharing firms to enter the market. by contrast, the second approach is to encourage risk-
sharing firms to leave the market. both of these approaches have their attractions and disadvantages. it is important to recognize that while risk-sharing firms are socially desirable, they are a
source of systemic risk themselves. as long as they are present, the risk that another risk-taking firm will fail and take the entire system down is increased. as keynes recognized, if more risk-
sharing firms are present, the risk that a failure of a larger firm will take the system down is less likely to occur.
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the book is organized into four chapters: a brief introduction to the issues. the risks and costs of being a too big to fail firm. how the too big to fail problem has emerged. the role of equity and
fairness in financial stability. the three pillars of a successful resolution regime. a glossary of financial terms. this book makes the case that a more robust and transparent resolution regime is not

enough to prevent a systemic banking crisis. a key provision of the book is that the approach to resolution must be economic. this means that the costs and benefits of resolution should be
understood in terms of the real consequences of failure for the economy. in addition, the role of equity and fairness must be central to the design and assessment of a resolution framework. the

book is written in a manner that is understandable by financial executives, policy makers, lawyers, and academics. it can be used as a primer for a high-level discussion of the resolution issue, as a
handbook for engaging with the question of too big to fail, or as a resource for academic research. the first half of the book gives a high-level overview of the issues. the second half provides more
detail and incorporates some of the insights that have emerged from academic research. a sixth requirement would be to ensure that the new regime is a general, and not a sector specific, policy.
it should be a policy applicable to all large, complex companies, regardless of industry. the new system should not be tied to the particular business model of a particular industry. such a system
would have to be extremely flexible so as to accommodate the unanticipated sudden failure of any firm that might emerge. but, i would suggest that it also be designed to discourage the use of

the new regime for strategic purposes. 5ec8ef588b
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