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The 2008 financial crisis was the worst economic disaster
[bookmark: _Toc71494915]Introduction – Financial Reforms Post 2008 Crisis
 
Since the Great Depression of 1929, the 2008 financial crisis was the worst economic hit so far. It arosed in spite of the attempts of the Federal Reserve and the U.S. Department of the Treasury. The disaster led to yet another Recession, where real estate prices plunged more than the value loss during the Great Depression. Deregulation of financial derivatives was a key underlying cause of the financial crisis. It cost the country $1,488 billion in bailouts and spending to return things back to normal (Amadeo, 2020). After the bankruptcy of Lehmann Brothers financial legislation was reformed drastically and new laws were put into place in many of the developed economies in the world. 
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“Presidents George W. Bush and Barack Obama signed the Dodd-Frank Wall Street Reform and Consumer Protection Act, which introduced many measures designed to regulate the activities of the financial sector and protect consumers”. An Additional significant regulation was also the Emergency Economic Stabilization Act (EESA),﻿ which created the Troubled Asset Relief Program (TARP).
The Dodd-Frank Act demonstrates the greatest statutory adjustment to US financial regulation. While the full weight of the Act applied to a larger financial institution, smaller establishments also faced some harsher supervision.  This statute created only a general context, leaving most key issues to be resolved by implementing regulations. It built the “Consumer Financial Protection Bureau (CFPB)” which come to be an essential organization in assisting supervision and protection of the financial interests of American buyers. Some of the changes that were brought from the Dodd-Frank Act are given as follows (Amadeo, 2020).
1. Securities Act (1933) – “Dodd-Frank amended Regulation D to free some insurances from registration”. 
2. Securities Exchange Act (1934) - Title IX of Dodd-Frank law contains conditions that require many changes to the “Securities Act of 1934”. Title IX involves the creation of an “Investor Advisory Committee (IAC), an Office of the Investor Advocate (OIA), and an ombudsman appointed by the OIA”. It needs new surveys to be conducted frequently on differences of interest within “investment firms and on mutual fund advertisements”. Title IX amends the 1934 Act for matters relating to responsibility, administrative reimbursement, and corporate governance. It also amended Act for amendments to the regulatory functions of credit rating agencies.  The amendments also established the organisation of the “Securities Exchange Commission (SEC) Office of Credit Ratings for oversight” and added key upgrades to the 1934 Act concerning the asset-backed process of checks, which is closely concentrated on mortgage-backed inspections.
3. “Investment Company Act (1940)” - The creation of new control agencies and the enhanced authority given to current ones, mainly the SEC, by the Dodd-Frank Act left a lot of chances to tighten restrictions on matters like “consumer protections and disclosure policies”.
4. “Investment Advisers Act (1940)” – “The Advisers Act of 1940” witnessed adjustments to the requirements of registration for investment advisors, which affected equally hedge funds, as well as independent investment advisors. Revised guidelines changed the registration requirement to “$100 million in assets under management (AUM) with a $150 million private fund advisor exemption for advisors with assets from only private investors”.
5. “Sarbanes-Oxley Act (2002)” - Dodd-Frank added new protections for whistle-blowers under which providing information as a whistle-blower was made more appealing and also more financially rewarding (Ross, 2020). 
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The “European Union can impose its financial regulation only on member countries that accept those regulations”. The governments of partnering countries should implement the laws to follow most EU financial directives and “disputes over their correct implementation are addressed in the courts”. The EU put into action various reforms to its banking sector as well to prevent another financial crisis post the Dodd-Frank Act of USA being enacted. “On May 19, 2010, the European Parliament Committee for Economic and Monetary Affairs approved a version of the bill that would strengthen the regulatory authorities for banking, securities and insurance and pension sectors, and would have the power to overrule national governments on key issues. The Parliament plans called for the establishment of two new funds to which large, cross-border financial institutions would have to contribute. One fund would be a deposit insurance fund and the other would be a stability fund” (Ross, 2020). 
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	Basel III were a set of globally accepted measures brought in by the Basel Committee on Banking Supervision in response to the financial crisis of 2007-09. These were to be seen as the chief tool aimed at preventing a new financial crisis, and a set of guidelines for resolution regimes for financial institutions. The LCR were first published in 2010 and subsequently revised post a rigorous review on its implications for financial markets, credit extension and economic growth.  According to capital ratio standards, banks are required to keep an amount of capital as a percentage of their exposures, risk-weighted with several methods. This led to the strengthening of the prior capital ratio, namely Basel II framework which comprises a rise in minimum capital requirements with better quality, a wider risk coverage and a new tool called leverage ratio.
	Post the full implementation of the LCR’s, the bank needs 100% LCR as a minimum requirement in normal times. In times of distress or financial instability, the banks may leverage its liquid assets and temporarily the requirement may be unmet. It requires the banks to hold liquid assets which can stand a 30-day period of stressed funding environment. The 100% minimum LCR requirement has been enforced since January 2019.
	Basel III regulations also mandated changes in increasing minimum capital requirement for financial institutions, in addition to the buffer capital. The regulations also took care of financial institutions credit risk exposure. Basel III reduced different types of Tier Capital from three to two, Tier one and Tier two. Tier 1 capital requirement increased from 4% in Basel II to 6% in Basel III as per the 2015 regulation. The regulations also required the institutions to increase not only the quantity but also the quality of own funds. The implementation date for the same has undergone several postponements and banks have time till January 2022 to implement the changes (Rikka, 2020).
Basel III also provide guidance for maintaining the balance sheet with appropriate measures. The norm puts limitation to size and number of activities a financial institution can create. 
[image: ]
(Source: Chandler,J. BASEL III – A basis for discussion, Presentation slide)
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	“To prevent future financial crises, the European Commission adopted a range of regulations to enhance shareholder rights by imposing stricter corporate governance requirements on corporations operating in the EU”. It also worked on a proposal where an individual could not belong to three different corporate boards and had restrictions on compensation as well. The commission would require the boards to regulate a corporation’s risk management function (Ferran et al, 2012).
	Other regulations included both the European Parliament and the EU member countries simultaneously approved different versions of a plan to require hedge funds and the private equity industry to seek government authorization to operate, hold adequate capital, and make disclosures to regulators and investors. The European Commission proposed an outline of a plan for individual EU member countries to impose a tax on banks. The tax would be used to establish a resolution fund to be used in the event that an insolvent financial institution needs funding to lessen its impact on the financial system without taxpayer-financed bailouts. (Eubanks, 2010). 
	Credit rating agencies (CRAs) operating in the EU would have to be registered with a central supervision office and would have to follow new rules designed to improve the transparency among companies requesting ratings. The CRAs have to make their rating methodology public as well. The European Commission stress tested a few banks operating in Europe. It covered 75% of the EU banking sector.
	Reforms were also made on a country basis in Europe. “The German administration barred the naked short selling of German bank stocks, Eurozone bonds and credit default swaps because the government believed that the euro is in danger. They also announced the largest austerity package since World War II. It included spending cuts and new business tax increases aimed at saving 80.0 billion euros by 2014”. All such reforms were necessary to bring back trust into the financial system and bring stability to the markets. It also ensured that such a crisis does not happen again (Eubanks, 2010). 
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The Dodd-Frank Wall Street Reform and Consumer Protection Act, also known as Dodd-Frank, was passed in 2010 after the wake of the 2008 financial crisis. This law was aimed at preventing another financial meltdown. It increased regulation of the financial industry of countries with the intent of better protecting customers of the financial industry. This act further regulated the financial services industry. The critical manned in which the law aimed to stop another financial crisis was by adding more mechanisms through which the government can regulate and enforce laws against banks and other financial institutions.
[bookmark: _Toc71494921]Volcker Rule

One of the most ways of regulation was the Volcker Rule. The rule regulated the way banks can invest using their own accounts. This directive controlled the relationship that banks could have with hedge funds and private equity funds. It specifically prohibited some activities centred around the short-term trading of derivatives securities and commodities. 
The Volcker Rule helps in keeping banks from making speculative investments that expose their customers to risk. The bank was separated into two forms under Glass-Steagall Act of 1933, depository and investment institutions. Investment banks could use their funds to trade securities and otherwise expose themselves to speculative investments. These banks were not allowed to take deposits or open up checking or savings accounts, or otherwise operate like a commercial bank (Nester, 2017). Depository institutions conducted all of the retail operations that are associated with banking. More importantly, they can accept deposits from consumers and give an interest rate in return. Depository institutions had very strict rules on how they could invest in securities and other properties. In theory they could only make their money by investing in traditional and secured assets like car loans and mortgages. This was because the bank made those investments with its depositors’ money and the government trying to prevent the bank taking on excessive risk. The Volcker Rule helps in ensuring that insured depository institutions or any company affiliated with one does not engage in proprietary trading. This helps protect consumers from losing money. It prevents the situation of series of bad bets that happened in the case of Lehmann Brothers during the 2008 crisis (Minor and Persico, 2017).
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Dodd-Frank act led to the creation of many federal agencies to help carry out the mission of consumer protection and financial regulation. Two of the most well-known and important are the Financial Stability Oversight Council (FSOC) and the Consumer Financial Protection Bureau (CFPB.) The FSOC monitored the risk that major banks play to the U.S. financial system. The FSOC wanted to ensure that no bank became “too big to fail,” which would pose systemic risk if it were indeed to fail and necessitate a government bailout like those after the 2008 crisis. The CFPB focused on the consumer protection side of the Dodd-Frank Act. It looked to make sure that people who participate in the financial system as individuals are protected from predatory behaviour by the banks or other financial institutions. In addition to providing and enforcing rules for the banks and other institutions, the CFPB also worked to educate consumers about how the financial products they were buying worked and what they could do to make sure they are adequately informed before buying a product or entering into an agreement (Cohodes, 2018).
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It is potentially risky to act as a whistle-blower.  Even if one is right, the company can fire the whistle-blower and he or she might struggle to find another job. Therefore, Dodd-Frank took steps to protect potential whistle-blowers in future cases of malfeasance.  Dodd-Frank made elaborate changes the whistle-blowers policy which led to the inclusion of not only the direct employees of the organization but also those who work for the organization’s subsidiaries or sister concerns. It also created a reward scheme in which whistle-blowers could get a percentage of the reward from the settlement that came from litigation against the company. That bill also increased the statute of limitations for whistleblowing to 180 days after the discovery of wrongdoing (Shaw, 2018).
Higher Capital Requirement
The financial crisis has led to higher regulatory scrutiny on capital levels. Post the crisis there has been a significant increase in the Tier 1 capital of the bank which is its core capital, consisting largely of its equity capital and disclosed cash reserves—of the six largest U.S. bank holding companies. During the 2000s leading up till 2008, this number fluctuated between 8 and 9 percent of risk-weighted assets before dropping below 8 percent late in 2007. Since 2010, it has usually been between 12 and 14 percent. Dodd-Frank attempted to find long-term solutions to these pre-crisis problems by instituting higher prudential standards, including for capital, for all bank holding companies with more than $50 billion in assets. It was based on the global Basel III capital standards. In some cases, U.S. regulators had mandated standards that go beyond Basel III, including measures like bank stress testing and additional capital for the largest U.S. bank holding companies (Baily et al, 2017).
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The derivatives market, particularly for those traded over the counter amplified risks to the financial system that built up during the crisis. According to the International Swaps and Derivatives Association (ISDA), of the total notional outstanding value of over-the-counter (OTC) derivatives as of June 30, 2013, about 95 percent were either interest rate or foreign exchange derivatives which performed well during the crisis. Derivatives are a tool to transfer risk from those who want to be rid of it to those best able to assume it.
Unfortunately, sometimes risk is transferred to those who least understand it rather than to those most able to bear it. The market for OTC derivatives exists mostly because companies often demand instruments tailored to their specific risks and circumstances, which makes it difficult to standardize products. Little information was disclosed about them and over time they became more complex and difficult to understand. 
Title VII of Dodd-Frank made real progress by putting swap dealers to greater regulations and requiring most derivatives to trade on open exchanges and be centrally cleared. The ISDA estimates that eventually 70 percent or more of even OTC derivatives trades will be cleared. Adding much-needed oversight to such a large and consequential market is another clear success for Dodd-Frank (Baily et al, 2017).
New Way of Failure Resolution for Large Systemically Important Institution
During the financial crisis, many large financial institutions faced losses that threatened their feasibility. Due to the interconnections among institutions, the failure of one or more such institutions might cause the failure of others. As a result, the interbank funding market shut down. The US policymakers had two choices which led to a dilemma, bail out the troubled institutions, thereby giving taxpayer support to private companies, or let the troubled institutions fail, potentially resulting in systemic collapse and depression. To prevent such a situation again, Dodd-Frank established a new failure-resolution regime that seeks to ensure that the losses resulting from bad decisions by managers will be borne by equity and debt holders of that company, while at the same time greatly reducing the risk of financial collapse (Baily et al, 2017).
Prior to Dodd-Frank act, regulators lacked an important tool to resolve these entities in an orderly manner and help stem contagious panics and runs that can result from such failures. While the U.S. Bankruptcy Code proved inadequate for containing the distinct risks generated by the failure of systemically important financial institutions (SIFIs) and lacking the authority to place those firms under Federal Deposit Insurance Corporation (FDIC) receivership, the government was left with the unfortunate choice of either extending taxpayer-funded bailouts or allowing the institutions to undergo disorderly bankruptcies.
Dodd-Frank Act took some steps to address the need for a formal procedure to deal with the failure of systemically important financial institutions in the future. The act required all SIFIs to prepare resolution plans that formally demonstrate how, in the event of a business failure, they could be resolved under the Bankruptcy Code in an orderly manner. Dodd-Frank set forth an Orderly Liquidation Authority (OLA) for the FDIC to resolve systemically important institutions (Gao, Liao and Wang, 2018).
In order to implement its new authorities under Dodd-Frank, the FDIC has been developing single point of entry (SPOE), which aims to resolve large and complex financial institutions that are insolvent. Since these entities are highly interconnected, often providing support services to each other and sharing funding as needs arise, it can be difficult to conduct an orderly resolution of one part of the company without jeopardizing other entities in the structure. SPOE was able to address this issue by providing a mechanism where the failing holding company is removed but the subsidiaries are placed under the control of a newly created bridge holding company whose managers and directors are appointed by the FDIC. The equity and long-term unsecured debt that was issued by the old holding company were removed and were no longer considered liabilities of the bridge company or the company’s subsidiaries it has taken over. As these liabilities had been removed, the new bridge holding company was solvent and it had been effectively recapitalized without requiring taxpayer funds (Baily et al, 2017).
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Dodd-Frank Act led to reforms in the financial institutions all around the world. Many regulations were set based on the Basel Accords and the Dodd-Frank Act leading to establishment of niche regulators in different countries. The mechanisms that were established be it the new whistle-blower policy, the single point of entry system to handle bankruptcies of financial institutions, the higher capital requirement and the regulations to make the derivatives market more transparent helped in improving the financial stability of not only USA but Europe and rest of the world where the financial crisis had caused trouble. The impact of the Dodd-Frank Act will be unknown until the time arises but it has so long prevented the happening of another financial crisis and has made the systems safer for investors all around the world (DeHaan, 2017).
With rising disposable income, people are starting to gain trust on the financial markets and are investing more. The pension and mutual funds are able to invest in capital markets without much risk of the market defaulting on its payments. Having seen no financial meltdown over the past decade it can be said that the regulations which were implemented after the 2008 financial crisis seem to be doing their job properly and have been a success.
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The 2008 financial crisis let to establishment of many new regulations in the EU which brought in many changes in the operations of the banks and financial institutions. The Dodd-Frank Act and the implementation of the Basel III norms are a few of the major changes that came after the crisis.
Deutsche Bank has been surrounded by controversy in relation to its conduct leading up to the Global Financial Crisis. When the Global Financial Crisis hit, Deutsche Bank Group posted its first annual loss in over 50 years. Deutsche AG’s net income fell from €6.5 billion in 2007 to -€3.9 billion in 2008. The primary source of these losses was the Corporate & Investment Banking Division, suffering losses before taxes of €7.4 billion. Losses from this division were primarily attributable to trading of financial derivatives linked to the value of housing markets across the globe; namely Collateral Debt Obligations (CDOs) and Residential Mortgage-Backed Securities (RMBS). To recover from these losses and to gain back trust on itself, Deutsche had to undergo a substantial reform in its business model which took years to complete (Yemen and Kicks, 2014).
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It made changes in its model several times but was unable to garner profits. While the bank’s American and European counterparts have been able to demonstrate strong investor returns to shareholders for several years now, Deutsche Bank continued to struggle. Before the financial crisis of 2008 the bank’s Investment Banking Division contributed roughly 60% to Deutsche Bank’s total revenues. After the crisis, DB decided to scale back its trading business and increased its focus on other stable revenue drivers. This is evident from the fact that in 2014 Deutsche Bank’s Investment Banking contribution to total revenues had plunged to 43%, with trading desk constituting about 34% to total revenues. This number further reduced to IB division’s 36% of the revenue and the Trading division’s 30% in 2019. According to forecasts by Trefis, the contribution figure to decline to around 26% in five years.
The CIB division’s revenues reached a high of $23.3 billion in 2010 as upbeat market conditions helped the sales and trading desk achieve record revenues. But, since 2010, CIB revenues have declined at an average annual rate of 7% and now stand at below $11 billion. The bank’s trading portfolio has taken a substantial hit since 2008 due to which total trading assets have declined at an average annual rate of 12% since 2007 and as of 2018 total trading assets stood at just $194 billion. Large costs related to its long-term reorganization plan coupled with huge settlement costs from its outstanding legal issues has reduced the division’s margin from about 29% in 2014 to just 4% in 2018.
This scale back in the trading business resulted in revenues declining from $20 billion in 2010 to about $8.5 billion in 2018. The two trading desks now contributes less than 30% to total revenues as opposed to about 53% a decade ago. According to the estimations by Trefis, the contribution is likely to decline to about 26% by 2024. Deutsche Bank’s FICC trading yield has averaged around 5% over the last decade. The bank’s equity yeild averaged around 8% in 2019. DB’s peer UBS announced that the investment bank would focus on its traditional strengths and exit much of its fixed-income trading business that was not economically profitable in 2012. UBS has drastically reduced its trading operations and trading revenues which accounted for just 18% of total revenues in 2019. Credit Suisse too went into restructuring mode post the crisis and reduced its trading activities largely after 2015. As a result, the trading division in 2019 contributed 24% of Credit Suisse’s total revenues as compared to almost 34% before the crisis (Yemen and Kicks, 2014).
Finding Profitability within Basel III norms
The financial institutions’ response to the 2008 financial crisis was a revised global banking regulatory framework — Basel III. The Basel III norms aimed to make the global financial system safer by increasing bank capital and liquidity requirement. Basel III could fundamentally change the banking industry landscape altogether. Through the corporate and investment banking division as well as loan and deposit services through its commercial division, Deutsche Bank engaged in investment banking activities. When Basel III regulation was agreed on in 2010, DB was a global institution with most of its revenues coming from foreign sources. Basel III raised concerns for investors that Deutsche Bank would need to issue fresh equity capital to meet the requirements, thereby diluting the value of existing shares. Thus, the bank needed alternative ways for profit (Yemen and Kicks, 2014).
Deutsche Bank reduced its leverage between 2007 and 2011, thereby starting to address capital concerns. In 2010, it acquired Deutsche Postbank, a German private-sector retail bank. Postbank strengthened Deutsche Bank’s deposit base and gave it an alternative revenue source.  Deutsche Bank used the downturn in investment banking to gain market share as many competitors were forced to exit the business. By July 2012, Deutsche Bank had the largest market share in U.S. fixed-income trading, beating JPMorgan Chase. Strategically, the 2010 Postbank acquisition gave Deutsche Bank low-cost funding which brought its business model closer to global peers (Crabb, 2018).
Current Condition
Deutsche bank was founded in 1870. Unfortunately, throughout the years, they have been involved with several scandals and poor business decisions. For example, the bank took part in the subprime mortgage crisis where even after knowing that the market was collapsing, they continued to sell mortgage-based investments. To make things worse, Deutsche also took bets against the products they were selling. These actions cost the bank $7.2 billion in fines, which was adjusted from $14 billion after a settlement with the US Department of Justice. Between 2015 to 2018, Deutsche was also fined for other charges too. They include rigging the Libor interest rate, doing business with US-sanctioned countries, and failure to prevent money laundering. Deutsche Bank was fined $630 million in the money laundering case, for not preventing $10 billion of Russian money laundering (Plumpe, Nützenadel and Schenk, 2020).
Deutsche Bank announced that they will be cutting 18,000 jobs in an effort to restructure the corporation in the month of June 2019. Deutsche made the decision that their business operations are spread too thin or over-diversified. To ratify this situation, they have decided to close the equities sales and trading business and decrease the rates division. By removing this business line from the banks, they are also letting go of 18,000 employees. The bank will shift focus to corporate money management. The short-term cost of Deutsche Bank’s restructuring process is $8.29 billion with a majority occurring in 2019. The cost mostly consists of severance packages for the employees that were let go. The estimated benefit is $6.7 billion in cost savings by 2022. Cost savings originate from lower salary expenses and bonuses paid each year. 
The Deutsche Bank’s stocks have fallen by 95% since 2007 caused due to the difficulties and decisions it has taken. The bank would not raise additional capital to fund the restructuring plan. The future is uncertain as the impact on its future revenues is unknown (Kalanidis, 2017).
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The 2008 financial crisis led to the demise of a few major investment banks and some getting acquired or being bailed by the government or other banks. It was a low point of consumer confidence on the financial sector and even after more than a decade the banking and mortgage sector is recovering. Many financial institutions put new regulations to prevent another crisis which needed to be followed by the companies in the financial sector. Deutsche Bank is one of the few entities which has not recovered completely from the crisis yet which is evident from the continuous reconstruction and the declining stock prices over the years. The size of its trading and investment banking division has been reduced drastically which has affected its revenues as it generated a significant chuck earlier. But the company has not been able to make a comfortable comeback and thus is still struggling financially (Crabb, 2018). The recent cutback of 18,000 jobs may bring some financial help and allow it to recover from the losses of the crisis as well as from the payment of the fines but the company has a long way to go to reach sustainable profitability. It needs efficient management and strict corporate governance to achieve this and the German government and its financial aides should keep an eye on the bank to help it recover properly without any further scandals. The $14 billion settlement for its actions during the crisis to the US Department of Justice put a major setback to the company but it can come back strong if it works on it steadily with proper financial management. It needs to work on its corporate lending division and move away from the investment banking and try to make that business profitable to stay relevant in the future. Only after reaching the limit of profitability should, it looks into its investment banking and trading divisions and try to improve them so that are free from the bad loans and investments made during the 2008 financial crisis.
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