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The Dodd-Frank Wall Street Reform and Consumer Protection Act created a new, 

permanent interagency council to address the problem of financial market stability. The 

2008 credit crisis revealed that U.S. financial markets are surprisingly fragile -- the 

failure of one firm (particularly a large or “systemically important” firm) can jeopardize a 

number of firms, placing the entire financial system at risk. This problem – systemic risk 

or financial contagion – had been a focus of ongoing attention by regulators and private 

sector actors in the aftermath of the 1998 collapse of Long Term Capital Management.  

The 2008 crisis brought the problem of systemic risk to the attention of the broader 

public and revealed that the individual regulators faced severe challenges coordinating 

actions as the crisis intensified. Rather than relying on the type of ad hoc decisions that 

led to the Bear Stearns sale in early 2008, the later Lehman Bros. bankruptcy, and the 

AIG bailout, the Financial Stability Oversight Council (or Stability Council) 

institutionalizes cross-agency collaboration. Dodd-Frank permits the Stability Council to 

designate large financial services firms as systemic risks, triggering oversight by the 

Federal Reserve System, special capital requirements, and provisions for the development 

of a liquidation or orderly resolution plan (a “living will”) with the Federal Deposit 

Insurance Corporation (FDIC). 

The Stability Council is not the first attempt by the U.S. Congress to create 

interagency councils as tools to coordinate and rationalize financial regulatory policy in 

response to financial crisis. During the Carter administration and the inflation and 

disintermediation crises of the late 1970s, Congress turned to this structural solution at 

least three times.  
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Under Title X of the Financial Institutions Regulatory and Interest Rate Control 

Act of 1978 (“FIRA”), Congress established the Federal Financial Institutions 

Examination Council (the “Examination Council”).  Building on an existing interagency 

working group, the Examination Council was introduced to implement uniform reporting 

requirements for the purposes of bank examination. Its authority was expanded in 1980 to 

include reporting and other disclosure activity related to consumer protection and fair 

lending legislation and, in 1989, to ensure licensing and certification standards for real 

estate appraisers (FDIC, 1998). 

As a component of broad financial regulatory reform in 1980, Congress created 

the Depository Institutions Deregulation Committee to oversee the phase-out of interest 

rate ceilings (Regulation Q) at depository institutions. Deregulation Committee members 

included the Secretary of the Treasury and the heads of the several agencies with roles in 

banking regulation. The Deregulation Committee was granted authority to ensure an 

orderly transition to the new market rates and it was closely monitored by Congress, 

principally to protect the vulnerable savings and loan industry that faced large costs as 

rates on consumer deposits were increased (see Rom, 1996). 

The closest analog to the Stability Council may be the Interagency Country 

Exposure Review Committee (the “Review Committee”), established in 1979 to monitor 

exposure of U.S. banks to foreign lending risks. The Review Committee adopted a 

uniform system for evaluating country risk in bank examinations.  Despite these 

important steps, the explicit recognition of and attention to the problem of less-developed 

country risk did little to influence the lending behavior of large U.S. banks and nothing to 

stop a full-blown debt crisis in 1982-3, the “most serious international financial crisis 
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since the 1930s” (FDIC, 1998). After the debt crisis, the Review Committee was 

strengthened and formally integrated into the bank supervisory framework. 

Overall, the experience of the interagency groups from the late 1970s and early 

1980s suggests a number of possible paths for the Stability Council.  We focus below on 

the activities and performance of the Examination Council and the Review Committee to 

offer some insights into the functions and operation of the Stability Council.  The 

Examination Council represents a more successful effort to encourage coordination, 

evidenced by later congressional decisions to broaden the Council’s role. It has been 

largely credited with accomplishing a broad legislative mandate over thirty years.  The 

Review Committee represents a more ambiguous case – after an inauspicious start, the 

Review Committee became a critical element of international lending supervision.  But 

developments and changes in the supervisory approach, namely implementation of the 

Basel Accords, coupled with the fading memory of the less-developed countries debt 

crisis, reduced the visibility and impact of the Review Committee.  Which path is likely 

for the Stability Council?  We describe formal aspects of each committee – budget and 

staff, composition, frequency of meetings and other interaction, initial authority and 

actions, and congressional oversight of committee activity—and less formal committee 

features – particularly perceptions of the committees’ work and performance in 

government reports and media outlets. In general, what structural features or 

administrative choices increase the effectiveness of formal interagency collaboration? 

What types of obstacles cause these efforts to fail? What do the findings suggest about 

the likely effectiveness of the new Stability Council? Will the new council and the new 

authority foster the type of interagency collaboration and coordination required to address 
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the problem of systemic risk?  After reviewing an extensive existing literature on 

collaboration, we sketch out the details of the two cases, describe the structure and 

organization of the Stability Council, and offer some conclusions about the prospects for 

the collaboration on the problem of systemic risk. 

Interagency collaboration: experience and theory 

Interagency collaboration is an intuitively compelling approach to complex public 

policy problems.  Collaborative efforts explicitly recognize that problems cross agency 

boundaries and combinations of resources and expertise can generate leverage over 

intractable problems.  The public administration and management literature offers a 

number of insights into how and why collaborative efforts succeed or fail.  In an early 

and widely cited work, Bardach (1998) studies a range of collaborations (nineteen 

specific cases across nine distinct policy domains).  He focuses on the concept of 

interagency collaborative capacity – how do agencies create opportunities for and reward 

successful collaboration?   One crucial element of successful collaboration which 

Bardach identified was technical clarity – high clarity is associated with tasks based on 

“predictable cause-effect relationships and free of contested value issues.”  It seems that 

many interagency collaborations emerge precisely in cases where technical clarity is low, 

so management of that uncertainty is a particular objective of collaboration.  Bardach 

observes that technical uncertainty drives the need to improve communication and 

exchange of information.  Particular organizational practices -  colocation, joint training – 

can overcome problems related to technical uncertainty. 

Collaboration also features in literature on networks. The typical focus is public-

private partnerships and the expansion of private networks to pursue public purposes 
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(see, for instance, Agaranoff (2005) on economic development partnerships).  Practical 

prescriptions emerging from this tradition emphasize the pivotal role of the public 

manager in the promotion and operation of networks.  Public managers are expected to 

cultivate a broad and open network of public and private partners to advance agency 

goals.  Scholarship in this tradition also highlights what is perhaps the central challenge 

to successful pursuit of a public purpose through a network:  power disparities among 

stakeholders, some of whom have interests in conflict with collaborators’ formal purpose 

(Selznick, 1949; O’Toole and Meier, 2004).  This problem is a particular source of 

vulnerability in collaborative ventures:  high power stakeholders (leaders) can obstruct 

actions that might be critical to successful performance. 

A 2005 GAO report relied on positive insights like Bardach’s and Agaranoff’s to 

develop a systematic review of collaborations across federal agencies (GAO, 2005).  The 

report reflects a long-standing GAO interest in removing barriers to collaboration to 

address policy problems that cross agency boundaries (GAO, 2000).  The 2005 report 

identified eight specific practices associated with successful collaboration, most 

involving development of communication about common goals and adoption of 

compatible administrative procedures to permit operation across agency boundaries. An 

indicator of this communication and procedural change is the incorporation of specific 

mentions of the collaborative effort in the strategic and performance plans and operating 

documents published by the individual agencies. 

Recent research reflects an ongoing search for tangible, observable features of 

agency practice that might distinguish successful collaborative efforts.  In a novel 

approach, Sowa (2008) measures what agencies share – staff, financial resources, other 
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resources – to support collaborative efforts.  She finds a diverse set of approaches to 

collaboration within a single policy domain (early childhood education) – ranging from 

simple financial contracts to extensive staff collaboration and “deep” collaboration that 

uses the collaborative platform to reach a wider audience.  Page (2004) describes the 

tactics that collaborating agencies can use to communicate results and progress to 

stakeholders.   Collaborative work encourages agencies to skirt procedural or 

administrative obstacles and to focus more on results rather than procedure for 

assessment or evaluation (also see Behn, 2001).  The specific elements of accountability 

identified by Page include external authorization, internal inclusion, results measurement 

and managing for results.   Four operational measures reflect some dimensions of these 

elements:  

“Do the statutes grant the collaborative legitimate public auspices?” 

What is the “quality of communication among the collaborating organizations?” 

“What is the extent and sophistication of data tracking” and, 

“How effectively [do] collaborators use measurement data to adjust their… 

operations?”   

Page finds that collaboratives which successfully develop one of these elements typically 

pursue or demonstrate attention to the other three as well.  Although Page is careful to 

maintain the distinction between elements of accountability and metrics of performance, 

we rely on these four concepts to review the activities and performance of the regulatory 

councils. The elements identified by Page capture the spirit of the prescriptions in the 

GAO reports – the idea that features of external authority, internal coordination, and 
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performance assessment (measurement of and accountability for common goals or 

objectives) are at the heart of effective collaboration. 

Federal Financial Institutions Examination Council 

The Examination Council provides an example of a formal interagency body with 

a continuous history of more than thirty years.  The Examination Council was established 

by statute in 1979 and, over time, Congress has adjusted its membership and added to its 

list of assigned functions.  In a comprehensive 2002 review, the banking agency 

Inspectors General found it effective in accomplishing its mandated responsibilities (see 

Office of the Inspector General, 2002). 

External authority and explicit mission 

Title X of FIRA declares that the Council “shall prescribe uniform principles and 

standards for the Federal examination of financial institutions…and make 

recommendations to promote uniformity in the supervision of these institutions…. The 

Council’s actions shall be designed to promote consistency in such examination and to 

ensure progressive and vigilant supervision.”  In the 1980 Housing and Community 

Development Act, the Examination Council was given further responsibilities to facilitate 

public access to data reported under the Home Mortgage Disclosure Act and to aggregate 

that data by census tract for Metropolitan Statistical Areas.  The Examination Council 

also compiles and reports aggregate country loan exposure data which triggers reviews 

and evaluations of country risk by the Review Committee (discussed below).  In 1989, 

FIRREA created an Appraisal Subcommittee within the Examination Council. The 

Appraisal Subcommittee monitors state requirements for appraisers in federal related 

transactions, monitors the appraisal standards of federal regulators, maintains a national 
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registry of state-certified appraisers, and monitors the Appraisal Foundation (an industry 

association).  In the Housing and Economic Recovery Act of 2008, the Council was 

further charged to develop and maintain a registry of depository institution employees as 

loan originators with the Nationwide Mortgage Licensing System and Registry (FFIEC, 

2010). 

Certain expansions of the Council’s mandates which were actively discussed have 

not been legislated.  The 1999 Gramm-Leach-Bliley Act eliminated statutory barriers to 

affiliations between commercial banking, investment banking and insurance firms.  In a 

2002 study aimed centrally at assessing whether the Examination Council was 

performing its mission , the Inspectors General for the bank regulators inquired into a 

question posed by staff of a House Financial Services subcommittee:  Should the 

Examination Council’s role be broadened to include coordinating insurance and securities 

regulators, along with banking regulators?  Examination Council officials interviewed for 

the study resisted such an expansion (Office of the Inspector General, 2002).  The report 

indicates that one official “indicated expanding the FFIEC would be an ’awful idea’ and 

it would be ’disastrous’ to bring securities and insurance regulators into the FFIEC.  The 

principal noted that… the result would be an ’awkward, ponderous coordinating entity.’”  

The report describes how the Federal Reserve had, instead, initiated periodic informal 

“cross-sector” meetings to encourage information-sharing related to the oversight of 

complex financial holding companies.  Officials also told the Inspectors General of a 

congressional probe in the direction of assigning implementation responsibility to the 

Examination Council for the anti-fraud provisions in the Patriot Act, the rationale being 

that these provisions cross agency boundaries. Most Examination Council officials 
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interviewed for the study did not favor expansions of the Council’s mandates that would 

take it into the territory of implementation.  This response is consistent with the idea that 

the Examination Council is strictly designed to coordinate policy across agencies.  The 

Examination Council has no rulemaking authority and no professional staff to produce 

the type of analytical work required for implementation. 

Internal coordination (structure, staff, funding) 

The Council itself is composed of chief executives - “the principals” - from each 

of the several member agencies.  The original Council member agencies included the 

Board of Governors of the Federal Reserve System, the Federal Deposit Insurance 

Corporation (FDIC), National Credit Union Administration (NCUA), Office of the 

Comptroller of the Currency (OCC), and the Federal Home Loan Bank Board.  The 

Consumer Financial Protection Bureau (CFPB) was added in 2011, pursuant to Dodd-

Frank, in place of the Office of Thrift Supervision which had replaced the Federal Home 

Loan Bank Board.  The Council also now includes a state banking regulator who 

represents the advisory State Liaison Committee.  This committee was established by the 

Examination Council in keeping with the 1978 authorizing statute, but its representative 

was only added as a voting member of the Council in 2006. The Council’s work is done 

by several interagency task forces and by a small Council staff consisting of 13 people in 

2010.    Six interagency task forces address supervision, consumer compliance, examiner 

training, information sharing, reports, and surveillance systems.  Each task force is 

staffed by one staff person from each of the five federal agencies plus one who represents 

the State Liaison Committee.  In addition to the task forces, a Legal Advisory Group is 

composed of each agency’s chief counsel; an Agency Liaison Group composed of senior 
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officials is responsible for coordination across the five agencies; and a State Liaison 

Committee (SLC) is composed of five state banking commissioners.  Budget and 

accounting work is provided by the Federal Reserve.  The Examination Council is funded 

by assessments on the member agencies and fees charged for bank examiner training.  

Total expenses in 2010 were $12.6 million. 

Performance assessment 

In 1984, the GAO found that the Examination Council had made little progress in 

accomplishing its congressional mandate to develop uniform examination principles, 

standards, and report forms – though it had been able to make recommendations for 

uniformity in other matters – and had been unable to develop a comprehensive examiner 

education program.  A later retrospective on Council performance tied this initial failure 

to decisions by the first Council chairman, Comptroller John G. Heimann, to continue to 

push for regulatory consolidation in the form a single bank regulator, rather than rely on 

interagency coordination (Lawrence, 1992). Almost two decades after the GAO report, a 

more positive 2002 evaluation of Council performance (mentioned above) concluded that 

the Council was “accomplishing its legislative mission of prescribing uniform principles, 

standards, and report forms…”  Examiner training (an area of concern for the GAO in 

1984) was not an object of scrutiny and Examination Council annual reports indicate that 

training is a well-developed function.  The lack of a uniform examination form and 

procedure – flagged by GAO in 1984 – persisted in 2002, but the Inspectors General 

accepted interviewees’ view that what matters is agreement on uniform principles and 

standards, which has been achieved, and uniform bank reporting, also achieved, by such 

devices as banks’ call reports.  The Inspectors General also found that the Examination 
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Council had succeeded in addressing the major risks perceived by banking regulators 

from 1997-2001.  To study this question, evaluators asked bank regulators what they saw 

as major banking issues and checked whether regulatory guidance had been issued on 

those issues; the Council was assessed as successful in addressing these issues if 

guidance was issued by the Examination Council itself or by one or more of the bank 

regulatory agencies.  Ironically, one area that was specifically mentioned in this positive 

assessment was oversight and supervision of subprime lending, the business line at the 

heart of the 2008 financial crisis. 

Though the Inspectors General concluded that the Examination Council was 

accomplishing its original congressional mandate, they endorsed the view of “virtually 

all” Council officials interviewed for the study that the Council could be more effective 

and efficient.  The Inspectors General endorsed the recommendations for increasing 

effectiveness of then Examination Council Chairman Donald E. Powell of FDIC which 

included setting goals and objectives, establishing priorities, more active involvement by 

the principals, and improved communication between the principals and agency staff.  

The report specifically noted that the performance of the Examination Council was 

dependent on the “individual principal’s interaction and level of commitment.” The 

report also prescribed more direct communication between Examination Council staff 

and industry trade associations. (Interestingly, individual agency responses appended to 

the report strongly resisted this type of direct interaction between affected interests and 

the Examination Council). 

Overall, the persistent attention of agency leadership, continuing attention from 

Congress, regular scrutiny by the GAO, and internal self-assessments indicate the type of 
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performance assessments and “managing for results” that the literature suggests would 

characterize a resilient collaborative venture. 

Interagency Country Exposure Review Committee (ICERC) 

The Review Committee is an interagency working group formed by the three 

major bank regulators in 1978. The committee focuses on a narrow but important aspect 

of bank lending risk, the “transfer risk” associated with international lending.  Transfer 

risk captures the risk associated with lending where repayment hinges on the ability of 

borrowers to convert local currency to the dollar in order to service the loan. Its functions 

were highlighted by the bank regulators in a 2009 assessment of U.S. compliance with 

the core principles of the Basel Accords (Treasury, 2009). 

External authority and explicit mission 

The Review Committee is a voluntary collaborative effort, but committee ratings 

have been incorporated into specific statutory responses to foreign debt crises, notably 

under the 1983 International Lending Supervision Act.  The basic task of the Review 

Committee is to assign countries that represent transfer risks to one of several risk 

categories for the purpose of routine bank examinations.  The Review Committee initially 

assigned one of seven risk designations – ranging from “loss” to “strong” - to any country 

that represented a substantial exposure to a U.S. bank.  Clock (1992) indicates that the 

original objective of the regulators in forming the committee was to agree on common 

reporting forms and language to manage growing foreign exposures of U.S. banks. These 

exposures are reported quarterly by the Examination Council in the “Country Exposure 

Lending Survey” and information about these exposures is collected as a routine part of 

the bank examination process.   Bank examiners use the Review Committee ratings to 
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target specific country exposures for closer attention in order to evaluate the internal risk 

ratings at specific banks (BIS, 1999). The transfer risk assessment by the Review 

Committee is now part of the broader country risk management strategy crafted by 

internationally active US banks.  In practice, the transfer risk ratings from the Review 

Committee are coupled with country risk evaluations produced by the individual banks as 

well as information from credit rating agencies about sovereign risk (see ICERC 1998). 

A 1997 FDIC report traces the origins of the country risk approach to the 1982/3 

less-developed country (LDC) debt crisis.  Sovereign debt originated by Mexico and 

three South American nations (Argentina, Brazil, and Venezuela) represented a $38 

billion exposure for the eight largest U.S. banks. The statutory response to the debt crisis, 

the International Lending Supervision Act of 1983, directed the bank regulators to apply 

uniform capital requirements to banks with exposures outside the United States.   ILSA 

specifies both reporting requirements for international exposures and the types of 

additional capital that banks must set aside to account for these risks.  The statute is a 

landmark in the sense that it was the first systematic attempt by Congress to impose 

broad and uniform capital requirements on banks (see Tarullo 2008, 38-9).  The 2001 

Argentine sovereign default motivated examiners to develop the additional requirement 

for “exit plans” – strategies to limit exposure as country risk elevates (FDIC, 2004:11.1-

3). 

Internal coordination (structure, staff, funding) 

The Review Committee is composed of nine members, two senior bank examiners 

and one management representative (or a third senior examiner) from each of the major 

bank regulators (OCC, FDIC, Federal Reserve).  This composition is strikingly different 
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from the Examination Council, which is composed of the heads of the participating 

agencies.  The leadership of the Review Committee rotates across the management 

representatives.  The OTS briefly joined the committee as a nonvoting member in 2006.  

New York state bank supervisors and a representative from the Conference of State Bank 

Supervisors also attend the regular meetings (Board of Governors et al, 2007; Board of 

Governors et al, 1999).  Staff work is carried out by economists at the Federal Reserve 

Bank of New York in coordination with the International Finance division of the Board 

of Governors and with support from country specialists in the Treasury (Clock, 1992).  

The Review Committee meets three times each calendar year and agrees on a risk rating 

for countries that represent large U.S. bank exposures.  Engagement by agency leadership 

is rare, there is no permanent staff for the Committee, and there is apparently no direct 

funding for the Review Committee. 

Performance assessment 

Initially the presence of the Review Committee and the increasing examiner 

scrutiny of foreign lending exposures had little effect on lending by banks.  The level of 

LDC lending by the largest U.S. banks actually expanded from 1979-82, setting the stage 

for the 1982 crisis.  As the crisis unfolded, sovereign debt originated by Mexico and three 

South American nations (Argentina, Brazil, and Venezuela) represented a massive $38 

billion exposure for the eight largest U.S. banks (FDIC, 1997).   

As suggested above, the 1983 congressional response to the crisis signaled a more 

important role for the Review Committee, attaching additional capital requirements to 

problem country loans. Bank regulators approached the new capital requirements with 

caution, permitting large banks to write down the value of LDC debt without increasing 
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the required level of capital.  This strategy of forbearance, by most accounts, avoided a 

severe financial crisis (Seidman, 1993:127).  Other observers concluded that the 

regulators were too easy on the banks.  GAO officials reported that bank regulators 

resisted efforts to impose stricter capital requirements on U.S. banks and that, even by 

1989, U.S. banks still held insufficient capital reserves to cover losses on LDC debt.  

Regulators required banks to hold additional capital only for exposures in countries 

designated as “loss” or “value-impaired” (with no excess capital required for “weak” 

countries – a category that described nearly a fourth of all nations reviewed by the 

ICERC in 1988).  The GAO also identified specific technical weaknesses in the models 

and data used by the Review Committee to evaluate country transfer risk (Mendelowitz, 

1989).  Other critics of the Review Committee point to the tensions between White 

House (and Treasury) international financial objectives and Review Committee decisions 

to designate a country as value-impaired. (See, for instance, Aggarwal 1996 for a 

discussion of the international dimensions of ICERC decisions.) 

A November 1998 ICERC report described the state of country risk management 

in U.S. banks, emphasizing the ongoing development of internal risk models and 

sustained attention to country risk at top levels of management.  Within months of the 

report, a financial crisis in Asia validated the conclusions of U.S. regulators in the 1998 

report.  The Basel Committee on Bank Supervision concluded that major G-10 creditor 

banks were sufficiently capitalized and prepared to withstand the Asian financial crisis, a 

distinct departure and improvement over the LDC crisis in the 1980s (Basel Committee, 

1999). 
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Recently the banking regulators agreed to reduce the intensity and scope of 

transfer risk monitoring.  As the 2008 crisis was unfolding, the member agencies reached 

the conclusion that supervised banks had “improved their sovereign risk management 

practices” and that “better analytical approaches for analysis and assessment of sovereign 

risk” made the Review Committee evaluations unnecessary (OCC, 2009).  The 2008 

guidance described how banks had improved assessments of cross-border risks, 

specifically assessment of sovereign risk. Reflecting these improvements, the banking 

regulators decided to restrict Review Committee evaluations of country risk to nations 

currently in default. This step was taken to “reduce the burden on banks, while continuing 

to meet ILSA standards” (Board et al 2008).  The guidelines specify that review be 

focused on defaulted countries that account for exposures of $1 billion or more in two 

consecutive quarters. The impulse to defer to management assessments of risk is 

consistent with a broader movement to decrease the influence or scrutiny of official 

sector supervisors while increasing reliance on internal risk management. Reflecting on 

refinements to the Basel Accords, Norton (2003) concluded that the changes represented 

a new private public partnership between “elite banks” and domestic regulators.  The new 

rules, recognizing the increasing complexity and rapid pace of change in the financial 

sector, defer to internal management decisions and expertise and permit banks to appeal 

to this expertise to justify lower capital requirements and lower levels of direct scrutiny. 

The Review Committee initially had limited impact on bank behavior, never 

operated with direct participation of agency principals, and was never formally staffed or 

funded.  The committee was nevertheless charged with a critical role in international 

supervisory lending.  This role persisted until technical developments in bank 
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supervision, under the Basel Accords, shifted the focus of examination to capital 

requirements and credit rating agency assessments of risk, and, later, internal risk models.  

A period of intense attention on international lending in the mid-1980s generated 

enthusiasm for the Review Committee function, but the role and impact of Review 

Committee decisions diminished as the policy problem faded from public attention. 

Financial Stability Oversight Council 

The Stability Council is one of the most important formal responses to the 2008 

financial crisis.  Dodd-Frank includes a number of distinct features – ranging from limits 

on proprietary trading (the Volcker rule) to the establishment of new offices in the 

Treasury and a new consumer protection arm of the Federal Reserve System, the 

Consumer Financial Protection Bureau.  The Stability Council is an integral part of the 

post-crisis financial regulatory regime, implying new roles and offices in the Treasury, 

the Federal Reserve, and the FDIC.  To date, the actions of the Stability Council have 

largely centered on rulemaking related to criteria for the development and operation of 

the new orderly liquidation authority meant to give the government the tools to breakup 

and wind-down large distressed financial institutions. 

External authority and explicit mission 

The Stability Council has a variety of functions under Dodd-Frank, including 

mandates to develop reporting and analytic capabilities to measure and monitor risk, and 

specific authority to designate nonbank financial firms as systemic risks.  Nonbank firms 

identified as risky are subject to oversight and supervision by the Federal Reserve System 

and these firms are required to provide an orderly resolution plan to the FDIC.  The 2011 

annual report, particularly the Letter from the Chair (Secretary Geithner), indicated that 
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the immediate focus of the Council will be on the refinement of stress tests to reveal firm-

level fragility, evaluation of the adequacy of capital and liquidity requirements, and 

attention to areas of rapid innovation, particularly outside of the “regulated core” of the 

financial system.  Specific recommendations in the annual report detail progress on the 

problem of structural vulnerabilities in the financial system and describe particular 

scrutiny of money market mutual funds, short-term funding markets, and mortgage 

servicing standards.  

Internal coordination (structure, funding, staff) 

The Stability Council includes ten voting members (the heads of nine regulatory 

agencies and an independent appointed member with insurance expertise) and five 

nonvoting members (a state banking supervisor, a state securities commissioner, a state 

insurance commissioner, and directors of two new Treasury units, the Office of Financial 

Research and the Federal Insurance Office).  Architects of the Stability Council 

specifically intended to subject policy choices to a wide range of private interests behind 

the many regulators at work in the financial sector. SEC Commissioner Luis Aguilar, for 

instance, justified the creation of a multi-agency council for systemic risk by appealing to 

the idea that the Fed’s understanding of the financial sector was rooted in experience with 

and advocacy for banks.  He suggested that if the power to manage systemic risk was 

concentrated in one agency (the Fed, for instance), that agency might give preferential 

treatment to the firms it regulates (Aguilar, 2010).  

The work of the Stability Council is currently organized under six committees, 

each drawing on staff in member agencies and coordinating agency responses on specific 

aspects of the Council’s mission.  The “Orderly Liquidation Authority, Resolutions 
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Plans,” for instance, will oversee development, evaluation and FDIC/Fed action related to 

divestiture and liquidation.  

The function of the Stability Council is closely tied with Treasury’s Office of 

Financial Research, tasked to measure and monitor financial market risks. New roles for 

the Federal Reserve System and the FDIC are also anticipated in the operation of the 

Stability Council. The location of resolution authority at the FDIC exploits the track 

record and expertise of that agency and draws on lessons from the structure and 

performance of the Resolution Trust Corporation after the Savings and Loan crisis (Kettl 

1991).  Similarly, the Fed’s new oversight authority largely complements earlier choices 

to extend Fed supervision to bank holding companies and financial holding companies, 

and to extend lender of last resort functions to nonbank financial institutions.  The Board 

of Governors of the Federal Reserve System established an Office of Financial Stability 

to support the supervisory mission.   In addition to the structural changes, Fed planning 

documents indicate that the leadership takes the new role seriously.  Fed reports produced 

under the Government Performance and Results Act incorporate references to 

interagency collaboration beginning in the 2010 performance report, with specific 

mentions of the Stability Council and the Examination Council appearing in the 2011 

performance and strategic plans (Board of Governors of the Federal Reserve System 

2009, 2010, 2011). 

Stability Council operating expenses are covered under a new Treasury budget 

category, the financial research fund.  The fund provides annual funding ($8.2 million for 

FY 2012) for Stability Council staff and expenses, and also covers the Office of Financial 
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Research ($109 million) and permissible FDIC expenses related to Dodd-Frank 

implementation ($4.2 million). 

Performance assessment 

Crucial details about the operation of the Stability Council remain unclear a full 

three years after the credit market meltdown: the criteria to be used to designate firms as 

systemic risks, the metrics to be used to measure and manage risk, and the exact 

operation of the resolution authority.  For instance, the Stability Council must first 

determine the scope of oversight: how many firms are risky enough to warrant special 

scrutiny?  In 2011, FDIC Chair Sheila Bair advocated a larger set of firms while Fed 

Chair Ben Bernanke indicated support for a smaller group (see Katz and Christie, 2011). 

Using Bair’s more inclusive approach minimizes incentives for larger firms to reorganize 

under a different charter or business in order to escape close scrutiny, but increases the 

workload associated with and complexity of the Fed’s supervisory activity.   

Overall, the Stability Council represents the most ambitious interagency 

collaboration attempted in the domain of financial regulation.  The number of 

participating agencies is large, agency principals are directly involved, the annual reports 

and related performance documents are delivered directly to Congress, a large analytic 

and support staff is attached to Council operations, and an extensive network of 

interagency committees conducts the work of the committee. On the dimensions of 

external authorization and internal coordination, the Stability Council appears to have the 

elements required for collaborative effort to persist and succeed. 

Early critical assessments of the Stability Council have emerged from within the 

Federal Reserve System.  In its 2011 annual report, the Federal Reserve Bank of Dallas 
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highlights the vulnerability of the Stability Council to political influence and obstruction.  

Stability Council functions may conflict with other objectives in the White House or 

Treasury, creating incentives for the Secretary to, for instance, delay wind-down or 

resolution of a distressed firm.  The same political considerations that drove the halting 

response to the 2008 crisis may underpin the response to a similar disruption. Critics of 

the Review Committee had identified a similar potential conflict:  the Treasury Secretary 

could influence OCC representatives to manipulate a country’s risk designation as a part 

of a broader international financial strategy to reward or punish borrower countries (see 

Seidman 1993 for a discussion of this tension in the 1983 Mexican debt crisis).   In 

addition to the direct influence of the Secretary, the bulk of the staff support and expertise 

that the Stability Council draws on is located in the Treasury and financed by Treasury 

funds, providing an opportunity for Treasury – and the private constituencies in its 

network – to influence the analytic and intellectual framework that guides Stability 

Council choices.  

Conclusions 

An extensive literature on interagency collaboration points to a limited number of 

specific operational details that help to predict the outcome of collaborative efforts.  

Explicit external authority (a clear mission), robust internal coordination (shared staff, 

resources, and activity), and evidence of performance assessment are indicators of a 

robust and durable collaborative arrangement.  The financial regulatory domain is 

characterized by a long history of interagency collaboration and the recent financial crisis 

triggered renewed interests in broad and wide-ranging collaboration to manage the 

problem of financial contagion.  At first glance, it appears that the broad comprehensive 
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statutory mandate of the Stability Council, coupled with extensive staff support and 

dedicated resources, put into place conditions for the establishment of a durable 

collaborative effort.  As the Council is only due to submit a second annual report in July 

of 2012, it is likely premature to reach conclusions about attention to or prospects for 

performance assessment and “managing for results.” But as with the Review Committee 

and the Examination Council, it may take years (and learning from failure) to fully 

institutionalize collaboration on the problem of systemic risks. The Review Committee 

was unable to stem bank lending until after a severe financial crisis – statutory 

realignment of the agency’s voluntary efforts took place nearly four years after the 

Committee was established.  The Examinations Council leader advocated abandoning the 

interagency approach – in favor of a more comprehensive consolidation - after less than 

one year of experience.  It took a series of failures – unfolding over the course of the 

Savings and Loans Crisis – for Congress to turn to the Examinations Council as a tool for 

standardizing examiner training and other forms of oversight.  This is a sobering feature 

of financial regulatory reform – an imminent or emerging crisis may trigger a 

collaborative effort, but failure and learning from failure may be necessary to stimulate 

genuine progress on collaborative approaches to complex problems. 
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