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Book Review

The Financial Crisis and the Regulation of Finance 

Edited by Christopher Green, Eric Pentecost & Tom Weyman-Jones, Edward Elgar 2011  ISBN13: 978-1-849808-70-5,  

Format: Hardback, Price: £85.00

There is no need to emphasise the relevance of essays on regulation of finance in light of the ongoing financial turmoil 

experienced since 2007. It worth noting, however, that the papers contained within this book were presented at a conference 

held in June 2009 to honour the career of David Llewellyn, Professor of Money and Banking at Loughborough University, 

and SUERF President between 2000 and 2006. As far back ago as 1999, David wrote an occasional paper for the then 

newly-established Financial Supervisory Authority (FSA) on “The Economic Rationale for Regulation”  and continues 

to speak and publish on regulatory and supervisory issues, so in this light, the fourteen assembled papers appearing in 

this volume form a fitting Festschrift.

The book is split into five parts, with Financial Crisis papers being brought together in the first part of the book. For 

Christopher Green, the two most important factors of the financial tsunami (2007-2009) are the over-complexity of 

financial transactions and the absence of adequate competence. Furthermore, by limiting the size of banks, the “too big 

to fail” issue would also be eliminated. Geoffrey Dennis gives an emerging market perspective with lower leveraged 

economies explaining why they were less affected by the crisis.

Part two includes three papers focused on financial regulation. Peter Andews insists on the trade-offs facing financial 

regulators, using the FSA's approach to the economics of financial regulation as an example. Richard Herring and Reinhard 

Schmidt investigate how the crisis has changed the economic rationale of financial regulation. Charles Goodhart gives an 

overview of the areas where safety nets extended by regulators have enhanced the potential of moral hazard.

The third part of the book deals with how the systemic dimension of the crisis has put forward the need for macroprudential 

regulation. Claudio Borio sets out the key features of the macroprudential approach and outlines the policies that could 

strengthen the macroprudential orientation of regulatory and supervisory frameworks. Franco Bruni highlights the links 

between finance and money, with money being a cause of the crisis as well as being an amplifier of regulatory failures. 

Forrest Capie and Geoffrey Wood insist on the need of an efficient lender of last resort, using an historical perspective of 

the financial crises over the past two centuries to support their arguments.

Papers regarding the issues of the regulation of financial institutions are in part four. David Mayes shows that the "prompt 

corrective action" proved to be more complicated for banks engaged in cross-border activities given the decentralized 

structure of EU regulators. Robert Eisenbeis and George Kaufman argue that regulatory reforms can have some 

unintended and undesirable consequences, using Regulation Q to demonstrate this, thereby arriving at the conclusion 

that these reforms should not be enacted hastily. Shelagh Heffernan, on the other hand, suggests that radical changes are 

not needed in regulation in the United Kingdom, apart from regulators taking a more proactive behaviour and for banks 

carrying out a better analysis of credit risk. 

The final part of the book focuses upon the users of the financial system. Morten Balling focuses on the information, risk 

and know-how asymmetries within the system, which need more disclosure rules, with improved safety nets to protect 

depositors and a higher level of financial literacy in the population. The lessons for corporate governance are drawn by 

Andy Mullineux, who underlines the difficulties of shareholder oversight while also suggesting that banks should be 

regulated as utilities. Darren Grimsey and Mervyn Lewis's paper, last but not least, presents options for long term project 

financing with public-private partnerships, which has indeed become a fundamental issue as a long-term perspective, 

seems to have vanished from investors' behaviour.

With such weighty issues being assessed and addressed by major economists, this book proves to be a very worthwhile 

read. The chapters investigate and address most of the challenges that financial regulators and supervisors are still 

confronted with and offers leads that are indeed on their agenda for reforming the architecture of regulation.

by Catherine Lubochinsky, SUERF President
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