

	
	

	









	




	







	









		

		
		

	
	




	
	


	
	



	
	


	
	
	
	
	
	
		
			
			
		

		
		
	

	

	



	
	
	
	

	







	















	Skip to main content












	

	

	
	

	

	
	












			

			





			






	




	


	
	





	








	

	
	
		
		
		
		
		
		
		
		
		
		
		
		
		
	

	
	
		
		
		
	


















	
		
	

	

	
		
	

	







	
		
		
		

		
		
		
		
			
				
				









	
	    












    
    






    
    







    




    






    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    






    
        
    


    
            
            
                
            
            
                
        Add Paper to My Library
        
        

    















	














	
	    







 



	




	







	




































    



			

			
				
				
				
				
				
						
				
				
				
					
						Share:
							
	
	
	


					

					
				
				
				




				
				

    
        
        
        
            

		
		
		
			
				
			
				
			
		

		
            

		
		
		
			
		
			
		

		
            

            
        

        
    

    


    




				
				
					

					
					Permalink

						Using these links will ensure access to this page indefinitely

						
							
							Copy URL
						

						
				

				
			

		


		
			
				
				




	
	
		
	

	
	
		
		
	

	
	

	
	
	
	Regulatory Reform: Integrating Paradigms

	
    
        
            
            







    
    










    
    
    
    











			
                    World Bank Policy Research Working Paper No. 4842
 
        

    
	

	
	
		
		
			42 Pages
		
		

		Posted: 20 Apr 2016
		
		
		
	

	
		
			
			




	See all articles by Augusto de la TorreAugusto de la Torre
UDLA, Centro de Investigaciones EconÃ³micas; Columbia University, SIPA
Alain Ize
World Bank


		

	
	
	
	
	


	
	
		
			[image: Multiple version icon]There are 2 versions of this paper
		
	


	
		
		

		
			
				

				
					

					
						
							
						

						
							
								
									Regulatory Reform: Integrating Paradigms

								
							
							
							
								World Bank Policy Research Working Paper No. 4842
							

							
							
								
									Number of pages: 42
								
								
									Posted: 20 Apr 2016
								
								
							

							
							
								
								You are currently viewing this paper
							

							
						

						
							
							Downloads
							  306
							
						

					

					
					

					
						
							
						

						
							
								
									Regulatory Reform: Integrating Paradigms
									

								
							
							
							
								International Finance, Vol 13, Issue 1, Spring 2010, pp. 109-139, DOI: 10.1111/j.1468-2362.2010.01254
							

							
							
								
									Number of pages: 31
								
								
									Posted: 08 Nov 2012
								
								
									Last Revised: 03 Jan 2013
								
							

							
						

						
							
							Downloads
							   43
							
						

					

					
				

			

		

	

	


	
	
	
	
		
		
	
	
		
			Date Written: February 1, 2009

		
	

	
	
		
		
	

	
	
		
	
	
		Abstract

		The Subprime crisis largely resulted from failures to internalize systemic risk evenly across financial intermediaries and recognize the implications of Knightian uncertainty and mood swings. A successful reform of prudential regulation will need to integrate more harmoniously the three paradigms of moral hazard, externalities, and uncertainty. This is a tall order because each paradigm leads to different and often inconsistent regulatory implications. Moreover, efforts to address the central problem under one paradigm can make the problems under the others worse. To avoid regulatory arbitrage and ensure that externalities are uniformly internalized, all prudentially regulated intermediaries should be subjected to the same capital adequacy requirements, and unregulated intermediaries should be financed only by regulated intermediaries. Reflecting the importance of uncertainty, the new regulatory architecture will also need to rely less on markets and more on "holistic" supervision, and incorporate countercyclical norms that can be adjusted in light of changing circumstances. 


	

	

	
		
		


	

	
	

		
		

	
	


	

	
	
	
		
	
	
	

	
	
		
		
			
				
			
		
		Keywords: Debt Markets, Banks & Banking Reform, Emerging Markets, Labor Policies, Financial Intermediation

	
	

	
    

    
	

	
	
	

	
	

























    	
	
	
	
   	
	
	
	
	
	            
	















	











    
    










    
    
    
    
















	






	
		Suggested Citation:
		Suggested Citation
	

	
		
			de la Torre,  Augusto and Ize,  Alain, Regulatory Reform: Integrating Paradigms (February 1, 2009). World Bank Policy Research Working Paper No. 4842,  Available at SSRN: https://ssrn.com/abstract=1348983
		
	

	

	
	
	

	
		
	

	

	
	
		

	










    
    










    
    
    
    





















	

	

	


	























	
	

		

		

		
		
		

		
		
			
				
					
						Augusto De la Torre (Contact Author)

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				UDLA, Centro de Investigaciones EconÃ³micas  ( email )

			

			
			
				
				
				
					De los Granados y De los Colimes, Esquina
Quito, Pichincha
Ecuador

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				Columbia University, SIPA  ( email )

			

			
			
				
				
				
					420 West 118th Street
New York, NY
United States

				

				
			

			

		

		
	

	

	
	

		

		

		
		
		

		
		
			
				
					
						Alain Ize

					
			
		

		
		
		
		

		
		
			
				
			

			
				
				
				
					
					
					
					
				
					
					
					
						
					
				
			

			
				
				
				


				World Bank  ( email )

			

			
			
				
				
				
					1818 H Street, NW
Washington, DC  20433
United States

				

				
			

			

		

		
	

	





	

	

	
	
		
	

	

	
	




				
				
				









	
	    












    
    






    
    







    









    
        
        
        
            
            

            

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    [image: PDF icon]Download This Paper
                    
                
            

        
    
        
    

            
            
                

                

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Open PDF in Browser
                    
                
            

        
    
        
    
            
        

    




















	














	
	    







 



	




	







	







































				

				

				
					
						

						
						

						

						
						

					
				

			


			
				
					
						
						
	










	
	    














	
	    














	
	    







	
		Do you have negative results from your research youâ€™d like to share?

		
			

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit Negative Results
                    
                
            

        
    
        
    
		

	



					

				
				
					
					


	












	
	
	








	
		
			Paper statistics

		

	


	
		
		 
			
				Downloads

				      306

			

		
		
		
			Abstract Views

			    1,712

		

		
		 
		
			Rank

			  158,133

		

		
	


	
		
            
            	        1 Citations
		

	

	
		
			
				       80 References
		

	



	
		PlumX Metrics

		
			
		

		
			
		

	





				


				
				
				
					

    
        
            Related eJournals

        	
                    Banking & Insurance eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                Banking & Insurance eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                            1,781

                                    

                                    
                                        PAPERS

                                           31,804

                                    

                                

                                
                                    
                                        This Journal is curated by:

                                        RenÃ© M. Stulz at Ohio State University (OSU) - Department of Finance

                                    

                                
                            

                        

                    

                
	
                    IO: Regulation, Antitrust & Privatization eJournal

                    
                        
                        

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Follow
                    
                
            

        
    
        
    

                        

                        
                            

                            
                            
                                IO: Regulation, Antitrust & Privatization eJournal

                                
                                    Subscribe to this fee journal for more curated articles on this topic
                                

                                
                                    
                                        FOLLOWERS

                                              999

                                    

                                    
                                        PAPERS

                                           22,850

                                    

                                

                                
                            

                        

                    

                


        
        

    


				


				
					
					

















    
        
            Recommended Papers

            	
                        
                        

                        
                        
                        The Role and the Future of Regulation in the Financial Crisis: The Uncertainty Perspective

                        
                            By
                                
                                
                                    
                                    Alessio M. Pacces
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Regulation of Banking and Financial Markets

                        
                            By
                                
                                
                                    
                                    Alessio M. Pacces
                                     and 
                                
                                    
                                    Dirk Heremans
                                    
                                
                            

                        
                        
                    
	
                        
                        

                        
                        
                        Uncertainty, Liquidity, and Financial Crisis

                        
                            By
                                
                                
                                    
                                    Alessio M. Pacces
                                    
                                
                            

                        
                        
                    


                    
                        	
                            
                            

                            
                            
                            Consequences of Uncertainty for Regulation: Law and Economics of the Financial Crisis

                            
                                By
                                    
                                    
                                        
                                        Alessio M. Pacces
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Uncertainty and the Financial Crisis

                            
                                By
                                    
                                    
                                        
                                        Alessio M. Pacces
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Do Accounting Rules Matter? The Dangerous Allure of Mark to Market

                            
                                By
                                    
                                    
                                        
                                        Richard A. Epstein
                                         and 
                                    
                                        
                                        M. Todd Henderson
                                        
                                    
                                

                            

                            
                            
                        
	
                            
                            

                            
                            
                            Regulatory Reform: Integrating Paradigms

                            
                                By
                                    
                                    
                                        
                                        Augusto De La Torre
                                         and 
                                    
                                        
                                        Alain Ize
                                        
                                    
                                

                            

                            
                            
                        



            
            
                 
            
        

    

				

			

		


		
				
					Feedback
					
				

			

			


	
		
		Feedback to SSRN

		
			
				
					Feedback
					 (required)
				
				
			

			
				
					Email
					 (required)
				
				
			

			
				Submit
				
			
		

		

		If you need immediate assistance, call 877-SSRNHelp (877 777 6435) in the United States, or +1 212 448 2500 outside of the United States, 8:30AM to 6:00PM U.S. Eastern, Monday - Friday.

	







	

	
	
		
		

	




	
	





  
  

	
	
		
	


	
	
		
			
			
		
	
		
	
		
	
		
			
				
			
			
		
	
		
	


	
	
	






		
		














	
		
			
				
                    

    

    

    

    

    

    


        
            

    

    

    

    

    

    


        
            
                
                    Submit a Paper
                    
                        
                    
                
            

        
    
        
    
					Section 508 Text Only Pages
				

			
			
				SSRN Quick Links 

					SSRN Solutions
	Research Paper Series
	Conference Papers
	Partners in Publishing
	Jobs & Announcements
	Special Topic Hubs


			

			
				SSRN Rankings 

					Top Papers
	Top Authors
	Top Organizations


			

			
				About SSRN 

					Network Directors
	Announcements
	Contact us
	FAQs


			

			
		

			
	
	


		
			
				
			

			
				
					Copyright
					Terms and Conditions
					Privacy Policy
				

				
					All content on this site: Copyright Â© 2023 Elsevier Inc., its licensors, and contributors. All rights are reserved, including those for text and data mining, AI training, and similar technologies. For all open access content, the Creative Commons licensing terms apply.

					We use cookies to help provide and enhance our service and tailor content.

					To learn more, visit
					Cookie Settings.
					
						
							
							This page was processed by aws-apollo-l200 in   0.108 seconds 
						
					
					

				

			

			
				
			

		

	









	
		
		
		
		


    
        
        
        

        
        
                
                
                    
                
            
    

    

    


		






    























    




    








	


		[image:  ]

		
		
		
		
		
		
		
		
		
		
	

