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Introduction 

The financial crisis of 2008 posed many challenges for the developed countries to cope with the depression and keep the economy in good health. Therefore, vast efforts were invested at political, geographical, and economical decision-making levels, for making the financing systems stronger and more resilient. This report aims to identify the regulations and contracts that were enacted after the financial crisis of 2008. The report will also analyze how much these reforms were successful in stabilizing the financial systems post-2008 crisis. The report will also analyze a public listed company and will investigate the impact of these reforms on their business model. 

Key Laws, Regulations, and Contracts That Were Enacted Post the 2008 Financial Crises by the UK, US, or EU Authorities and Other Key Players in the Financial System 

US response to Financial Crisis

In response to the financial crisis of 2008, there were many reforms proposed in the US in an attempt to save the economy from major collapse. In the US, the initial signs of the accelerating financial crisis appeared in 2007, when the prices of real estate started collapsing and early delinquencies began to spike in the recent underwritten sub-prime mortgage. Since then, the financial panic started the uprising and lead to a serious recession after the 1930s great depression. In the US, the initial response by the institutions of the US Government and Federal reserves was to flood the market with different kinds of liquidity and money (Cecchetti, 2008). Also, the authorities took steps to provide extraordinary assistance to main financial institutions, decreasing the interest rate, taking measures to provide financial assistance, and increasing government spending (Anne Smith, 2022). To battle the financial panic, the US started a number of programs, a summary of which is provided below;

· The TARP (Troubled Asset Relief Program) was implemented by the US Treasury under EESA (Emergency Stabilization Act 2008), which was amended by ARRA (American Recovery and Reinvestment Act 2009)

· Under the Federal Reserve Act, section 13(3), and traditional discount window authority for commercial banks, federal Reserves introduced various programs. 

· FDICs used their deposit insurance fund for providing assistance to the sinking banking system, including providing measures to resolve failed banks and thrifts, issuing of temporary liquidity guarantee program, and increasing deposit insurance coverage on a temporary basis by US$250.000 per person per institution (Bosworth and Flaaen, 2009).  

· Under the Housing Economic Recovery Act 2008, the treasury rescue was granted to Fannie Mae and Freddie Mac (Anne Smith, 2022). 

· Enactment of Dodd-Frank Wall Street Reform and Consumer Protection Act in 2010.  The Dodd Act was introduced to enhance the financial stability of the United States by improving the system of transparency and accountability. This Act was introduced to protect the consumer and the financial system of the US, with the vision to end “too big to fail”. It was aimed at protecting the taxpayer and consumers from malpractices of financial services and ending the bailouts (Bosworth and Flaaen, 2009). 

UK response to Financial Crisis

The financial crisis of 2007 led to a serious economic and banking crisis. To save the economy from going into recession, government intervention became necessary. In the UK, to save the economy from collapsing, the government took four major steps to handle the crisis. 

The first and foremost aim of the government was the protection of savers in order to prevent the panic from spreading has emerged from the bank run on Northern Rock. The government was also keen to maintain the liquidity level in order to smoothly run bank to bank lending. The third motive was to maintain the capital level in banks to prevent the banks to go into liquidation (Fairclough,  and Fairclough, 2011). The aim of the government was also to ensure that banks should be able to lend to borrowers without involving high risks. The actions taken by the government were: 

The treasury took some recovery actions and took the initiative to recapitalize the banks. The main action was the nationalization of the banks that were at the risk of failure and buying back of shares. Additionally, a large amount of money was injected into Financial Services Compensation scheme for assuring that savers do not fall prey to this crisis. Some of the insolvent banks were directly lent money by the treasury to protect the customers from losing their money. Bank of England invested efforts to increase the liquidity in banks. Some of the risky mortgages were swapped which were held for treasury bills. A credit guarantee scheme was introduced to restore market confidence. An asset protection scheme was introduced for all the banks to protect the banks’ assets (Kickert, 2012) 

BASEL Reforms

Following the crisis, the Basel Committee on banking supervision updated the proposed ad updated Basel framework to prevent the occurrence of such crises in the future. Basel III is a set of measures, agreed upon on the international level by all the G8 countries. The measures in Basel III were aimed at strengthening the supervision, risk management of banks, and improving banking regulations (Bis.org, 2017). 

Similar to all Basel standards, Basel III standards are minimum requirements that are applied to the banks operating internationally. The members’ countries are committed and liable to implementing the standards in their respective jurisdictions within the required time frame, established by the mutual agreement of the committee (Blundell-Wignall and Atkinson, 2010). 

Basel III framework is the main document that is agreed upon by the Basel committee to resolve and prevent the issues that led to the financial crisis. It is designed to address the shortcomings that were present in the previous regulatory framework. It also provides the regulatory foundation to make the banking system more resilient for supporting the economy.  The key amendments that are part of the framework include the reduction of excessive variability of risk-weighted assets. After analysis of the situation, in the post-crisis period, the committee also highlighted that there is a troublesome degree of variability that is present amongst the bank for calculating risk-weighted assets (Deloitte, 2018). The revisions were proposed to increase the credibility in the calculation of risk-weighted assets by

· Increasing the risk sensitivity and robustness of the standard approaches for operational and credit risk can facilitate easy comparability of the capital ratios of the bank. 

· Constrained using internally designed modeled approaches

· Complementing finalized ratio with risk-weighted capital ratio (European Central Bank, 2021).   

The amendments in Basel III are focused on two main areas that are capital management and liquidity management. The capital management amendment is based on 3 pillars. Pillar 1 is focused on the general level and quality of capital, risk coverage, and containing leverage. Pillar 2 is focused on risk management and supervision whereas Pillar 3 provides guidance for the market discipline (Hearit, 2018). 

Pillar 1

· Capital: It provides guidance regarding the quality and level of capital. According to the revised framework, the percentage of raising minimum common equity has been raised to 4.5% of RWA (risk-weighted assets), after deductions (Slovik and Cournede, 2011). 

The capital conservation buffer has been raised to 7%, which previously comprised of common equity of 2.5% of RWA. If any bank falls into the buffer range, the constraint will be imposed on the banks’ discretionary distribution (Bis.org, 2017). 

In the situation where credit growth is judged to be leading towards building up of unacceptable systematic risk, a countercyclical buffer, in the range of 0-2.5% will be applied comprising of common equity (Bis.org, 2017). 

In case, where the bank is judged to be non-viable, then the capital instruments are allowed to be written off. They can also be converted into common shares in such cases. This will contribute to reducing the chances of moral hazards and will increase the contribution of the private sector to resolving the banking crisis (Slovik and Cournede, 2011). 

· Risk Coverage: The amendments have been made to revise the approaches for calculating, credit risk, market risk, credit valuation adjustment risk including operational risk. 

To enhance the risk coverage criteria, the constraints are applied to use internal models. This has been done to minimize the unwanted variability in calculations of RWA by the banks. 

To enhance the standard of securitization, some amendments have been made including, minimizing the reliance on the system of external ratings. Also, amends have been made to increase the requirements for riskier exposures and to limit and simplify the number of approaches for the calculation of capital charges (Young, 2013). 

It also includes a revised output floor. Basel III puts limits on the regulatory benefits that banks can gain from the relative application of standardized approaches (Bis.org, 2017). 

· Containing Leverage:  It provides that a non-risk-based leverage ratio including off-balance sheet exposures is present as a backstop for risk-based capital requirements. It also helps towards reducing the building up of system-wide, buildup leverage (Bis.org, 2017). 

Pillar 2: 

· Risk Management and Supervision: The requirements of the Basel III framework provide guidance with reference to the risk management and government firm-wide. It also includes the risk of securitization activities and off-balance sheet exposures, valuation practices, supervisory colleges, stress testing, sound compensation practices including corporate governance (Bis.org, 2017). 
· Interest Rate Risk in the Banking Book:  Basel III has included detailed guidance on the IRRBB expectations for the management process, an updated standardized approach, and increased requirements for disclosure including strict requirements for the threshold for identification of outlier banks (Bis.org, 2017). 

Pillar 3:

· Market Discipline: Basel III amended framework provides an enhanced and consolidated framework, which covers the reforms of Basel I. 
· Liquidity: The banks are required to have sufficient high-quality liquid assets as by the Liquidity Coverage Ratio to be able to withstand 30 days of stressed funding scenarios (European Central Bank, 2021). 
Net Stable Funding Ratio has been designed for addressing the mismatches of liquidity. It provides the bank with incentives to use stable funding sources and also covers the entire balance sheet. Principles for sound liquidity risk management and supervision have been introduced to review the sound practices for liquidity risk management in banks. 

· Supervisory monitoring: Longer-term and a common set of intraday monitoring metrics have been included in the liquidity framework for identifying the trend in the liquidity risk system-wide and at the banking level. 

· Large exposure: It has been introduced to mitigate the systematic risk that may arise from the interconnections from concentrated exposures across financial institutions (Slovik and Cournede, 2011). 

Evaluation of the reforms towards stabilizing the financial system and the different banking institutions post the 2008 crises

A different set of actions was being taken in different countries to combat the financial crisis of 2008. Some regulations and reforms such as TARP, Dodd-Frank Wall Street reform, nationalization of private banks, and injection of money into the markets were limited to the country-wide level to protect the economy of the country. While reforms such as Basel III were designed to standardize the practices of financial institutions that are operating on the international level to minimize the risk factor for the future financial crisis 
· Review of US Response to the Financial Crisis

In the US, the Dodd-Frank reform was the most important reform that was targeted toward curbing the financial crisis and saving the economy. Dodd-Frank contributed both positively and negatively to the stability of the economy. Taking into consideration the financial markets of the US, there are areas where Dodd-Frank reform has significantly contributed towards strengthening the financial stability and stimulating economic growth. Some of the most prominent contributions of Dodd-Frank reform were the formation of higher prudential standards and the creation of a new resolution authority which has manifested in the strategy of a single point of entry. Dodd reform has also contributed towards making derivative transactions to greater oversight and transparency. Due to Dodd, the capital requirement for financial institutions increased thus making the system more resilient to crisis and financial st3Aress. The adoption of SPOE (Single point of entry) by FDIC (Federal Deposit Insurance Corporation) resulted in creation standard procedure for ensuring the safe winding of many failed institutions. A number of financial transactions were regulated due to the derivative exchanges, as it increased the transparency level in major transactions (Cecchetti, 2009). 

However, there is a number of areas where the Dodd Act hindered economic growth and did not contribute to financial stability. Dodd posed two new restrictions that were not in favor of the economy. Firstly it required Federal Reserve to issue emergency loans to almost every category of institutions rather than only providing the said facility to single firms. It also required FDIC to get a joint resolution from congrebefore to the provision of a guarantee of liquidity on certain debts. These provisions can hinder financial stability and would not support the economy in times of stress. Also, there are a number of provisions such as the Volcker Rule and Lincoln Amendment, etc. that are part of Dodd and haven’t proved to be much beneficial for the economy(Cecchetti, 2008).  

TARP and other similar relief programs proved to be beneficial for the US economy and helped the economy to survive the crisis. In the case of TARP, the return was greater than the actual amount which was invested at the time of providing relief. Also, it did not place any additional burden on the taxpayers and helped the banking industry to recover from the financial crisis. 

· Review of UK Response to the Financial Crisis

The reforms taken by the UK government were appropriate and helped the UK economy to recover timely from the crisis. However, the response of the UK government led to putting an extra burden on the Treasury. The response to the crisis was dynamic and nimble in nature. The UK government ensured to ramp up all the resources (Naudé, 2009). The buying back of shares and nationalization of the banks that were on the brink of failure helped many banks to save themselves from facing liquidity issues. The measures also ensure that the savers or customers’ confidence remains intact and lending the money was the best solution that the government came up with (Kickert,2012). All the measures helped the banking industry save itself from going into a complete crisis state and also helped the customers to keep themselves motivated in terms of making investments and seeking profits. 

· Review of Basel III reforms 

The reforms that were made after the financial crisis of 2008, in the form of Basel III, had their fair share of benefits for the banking system of Europe. However, whether the reforms were up to the standard and helped create a resilient banking system remains a subject of debate. The Basel III reforms, designed and agreed upon by the Basel committee took into consideration the elements of Basel I proposed in 1988 and Basel II proposed in 2004 (Hearit, 2018).

The Basel III reforms are under continuous scrutiny. The related authorities not only assess the impact it has had so far on the banking sector, but also revised the standards that needed improvements. Considering the elements of the reforms, some regulations were rightly placed to improve the performance of the banks yet some reforms require revisiting so that they can contribute in a better manner to strengthen the banking system (European Central Bank, 2021). 

As per the review of the Basel III reforms, it was analysed that Basel III tier 1 requirement for the minimum amount of capital seemed to have a heterogeneous effect on the institutions of the EU with respect to their business type, their size, and the degree of reliance on the internal models. The minimum capital requirement significantly impacted the systematically important and large institutions as compared to the medium-sized or small institutions. With respect to the financial institutions, on average, some areas of mortgage banks would be most affected. The impact will also follow on public developmental banks, cross border universal banking systems including local banks in the minimum capital requirement is completely implemented. On different types of banks, the overall impact would be estimated to be +35%, which means that the banks would be required to increase by 35% their l reserves, to 10%. This is indicating the different impact of minimum capital requirements for different banks operating in different EU countries (Slovik and Cournede, 2011).  

Improving the comparability of internal models is another significant element that was part of the Basel III reforms. As per the recent results of the Targeted Review of Internal Models of ECB, some gaps were analysed. ECB covered 200 models from sixty-five major financial institutions, taking into consideration, counterparty credit risk, market risk, and internal model for credit risk. ECB results highlighted that in a majority of cases, the risk-weighted average was not appropriately reflected risk factors. This is due to the critical shortcomings that are inherent in the internal models (Young, 2013). 

The Basel III reforms and the finalization of Basel III thereafter can also have an impact on increasing the capital costs for banks. This is because Basel III has made solvency requirements more demanding. However, it has reduced the risk of any future failure that financial systems may encounter. As per the remarks of the European Banking Authority, the long-term impact of Basel III reforms would be far more beneficial and would outweigh the transitory costs. Also, as per EBA evaluation, the reform has the tendency to mitigate the seriousness of the economic downturn, if any occurs, in the future. Thus Basel III reforms will be beneficial for economies across the EU, as they will contribute to better resilience and long-term growth of the financial sector (Blundell-Wignall and Atkinson, 2010). 

Considering the above discussion, the main aim of the reforms, including Basel III was to curb the severity of the crisis that was negatively affecting EU economies and other economies of the world. In the light of the above discussion, can be said that the implementation of Basel III reforms will result in reinforcing the level field playing concept, for both the EU financial institutions as well as the financial institutions that are operating globally. The Basel III reforms were introduced to ensure internationally consistent standards and will benefit the financial institutions in the long run (Hearit, 2018).  

The Extent to Which These Reforms Have Had an Impact on the Business Model and the Level of Compliance/Non-Compliance with These Reforms

The financial crisis of 2008 had severely affected the banking industry. The reforms thereafter had a significant impact on the banking operations and the business models. Lloyds Bank plc was also affected by the crisis. This section will explore how the reforms of the post-crisis period impacted the business model of the bank in terms of the level of compliance.

Lloyd Banks Plc 

Lloyds Banks Plc is a British-based retail and commercial bank. The bank has its branches across Wales and England. It is considered amongst the Big Four clearing banks. It is the largest retail bank of Britain with its extensive branches and ATMs across Wales and England. The bank offers 24 hours online banking service and helpline services. 

In 1765, the bank was founded in Birmingham. Since then, it took over a number of smaller banks and expanded majorly during the 19th and 20th centuries. The bank merged with Trustee Savings bank in 1995 and started trading by the name of Lloyds TSB Bank plc. The bank become the principal subsidiary in 2009 of Lloyds Banking Group which was formed after the HBOs acquisition.  The bank has operational offices in Scotland, Wales, and London. The bank operates through a number of brand headquarters, data centers, and office complexes in Leeds, Halifax, Sheffield, and Yorkshire (LLoyd, 2022).

Financial Crisis and its impact on Lloyds Bank 

The bank was not much affected by the financial crisis of 2008. It did not go bankrupt or did not collapse. It was bailed out by the UK Government along with HBOS during the financial crisis. Lloyd faced a written-off a year earlier of £200m due to the collapse of the US subprime mortgage market. The bank further took a hit during the interim results in July 2008. The bank was back on its track after the acquisition of HBOS. This acquisition helped the bank to plum its shares price. However, the share price fell by half during the first trading hour. The stake of the UK government in this settlement was 43pc. In the year 2017, the bank was in a good position and became privatized again (Bis.org, 2018). 

In September 2008, considering the bad business position of the bank and poor trading performance of its shares after the HBOS acquisition, Lloyd TSB came forward for the HBOS rescue after the decline of share price due to the ongoing crisis. To save Lloyd from ending in mayhem, the government of the UK intervened and took a 43.4% stake in the bank. The bank’s performance continued to decline and the bank announced a loss of £11bn at HBOS. The Lloyd chairman was forced to step down from his role after losing the trust of the majority of shareholders. To help Lloyd to perform better, the government again injected money into the bank and made an investment of £5.7 bn for maintaining the stake of taxpayers at 43% (LLoydbank, 2010). 

After the continued declined performance for 2 years, the bank managed to come back on its track in the year 2010. In April 2010, the bank reported its profit for the first time, after the crisis period. In 2013, the government announced to sell off Lloyd’s shares, thus helping the bank to continue back its route of attaining complete privatization (Bell and Hindmoor, 2014). 
After 2007, banking crisis, the major regulatory initiatives were aimed at making the banks safer for the taxpayers and the depositors. To achieve this aim, the main measures were introduced to re-capitalize and de-risk the banks. There were many structural arrangements that were made for separating the riskier banking investment activities from that activity that is of retail nature. The Basel III reforms further played a major role in making banking activities less risky. Basel III introduces major amendments in the reform and made a set of adjustments for the risk algorithm for the capital which is loss-absorbing by nature, the definition of capital and what qualifies for capital, and the required minimum capital which is required against the risk. Also, the reforms introduced new frameworks for management and measurement of the liquidity risk which have arisen in the pre-crisis times over the banks’ resilience on short-term toomey market funds of volatile nature (Ertürk, 2015). 

In the said situation, in the post-crisis period, Lloyd went through changes in its business model and in its state orientation. Lloyd as like other banks has assessed its ventures that were focused on trading activities. It also reassessed its dependence on the wholesalers’ sources of funding about strict liquidity and capital regulation. Lloyd increased its deposit funding and its uses and focused its business on capital activities that are less intensive, including wealth management and retail banking. These changes can be observed in their strategic plan and by the composition of the revenue mix and balance sheet. Lloyd also focused its attention on core foreign markets and home market business (Bell and Hindmoor, 2014). 

A major change that was made after the crisis period was that the bank adopted a divestment plan as it was required to sell some of its business portions as a consequence of the government’s purchase of its 43.4% shares. In its divestment plan, the bank identified six hundred and thirty-two branches that the bank was required to transfer to the new business. With the transfer of the branches, the customers, staff employed, and the ownership held by the branches were required to be transferred as well. The new business was operated under the TSB brand under TSB bank plc. The Lloyds TSB business which remained after the completion of the transfer was rebranded under the Lloyd name (Ertürk, 2015). 

The group structure and the business percentage were reassessed. The group structure which was already under four operating divisions went through slight changes in its business ratio with retail contributing 46%, wholesale 36%, Wealth and international comprising 10%, and insurance contributing 8% of the total business of the group. The group strategy remained focused on building a high-performance organisation (The guarorganization In order to do so, theTonued to work on improving its cost efficiencies and making use of its capital more prudently while maintaining a balanced risk approach. The strategy regarding the capital became more robust and effective as per the need of the environment. The capital was carefully and rigorously allocated across the entire portfolio of the bank and was allocated to the areas that can help in supporting the core business growth of the bank. 

The amended approach to risk is the “through the cycle” approach, a prudent Lloyd TSB risk approach that was applied to the entire group. The risk approach became more conservative and prudent in the changed business model. The cycle approach enabled the bank to keep supporting its customers in the tough economic cycle. The revised frameworks and risk structure that the bank implemented became the foundation for the management of good business (The guardian, 2013)
The bank further focused on developing good and deep connections with the customers by strengthening its focus on customer franchises and customers relationships. The bank focused on core businesses for extending customer relationships along with strengthening the capability of its products to gain a competitive edge in the market. The bank continued to offer its diverse product range to the customers from basic banking products to more services of specialized nature such as wealth management, corporate banking, and insurance (Bis.org, 2018). 

The bank was able to make good progress in 2010, by reducing its cost-income ratio by 46% in way to keep the minimum capital requirement and to comply with the other regulations of Basel III reforms. Therefore, the bank achieved this goal through lower operating expenses and higher underlying income. The bank introduced cost synergies through the integration program. In 2010, the bank delivered more than £2bn per annum of its cost synergies. As per the balance sheet, it was noticed that the bank reduced its non-relationship assets, which are not under risk current risk appetite of the bank by £200bn (The guardian, 2013). The bank continued to lend to UK businesses and households and continued its active support for its customers (LLoydbank, 2010).

The bank also went under an asset reduction program for achieving a reduction of £181 billion in one of its specific pools. They further made some behavioral commitments which also included a commitment to not making certain kinds of acquisitions for almost a period of three to four years. The bank also made the commitment of not making discretionary payments of coupons. The bank also made a commitment not to exercise its voluntary call options targeted which were hybrid securities from 2010 to 2012. This also prevented the bank to pay dividends on its ordinary shares (LLoydbank, 2010). 

Lloyd bank is gaining great headway against the concurred resource decrease program and keep on gaining great headway in planning for the removal of the concurred retail banking business. The last expense of removal will rely upon the purchaser and the degree to which significant IT framework and foundation improvement will be vital. In this way the absolute expense is difficult to anticipate yet is probably going to be significant. The resources and liabilities, and related pay and costs, of the business to be stripped (alluded to above) not are entirely set in stone with accuracy until closer to the date of offer (LLoydbank, 2010). 

Thus all the changes that bank made during this recovery period were compliant to the Basel III and other regulatory reforms. It also helped the bank to recover from the crisis and to get back on its track of withhold performance and profitability. 
Conclusion

Financial Crisis of 2008 created many challenges for the financial institutions and for the overall economy. To combat the challenges different measures were being taken from different governments. In USA, the prominent reform was Dott-frank Wall Street reform which was taken to strengthen the financial institutions. In UK special subsidies was being provided to various financial institutions to prevent liquidity. On the international level Basel reforms were introduced which revisited minimum capital requirement for the banks and also increased risk sensitivity to prevent the financial institutions from such crisis in the future. These reforms proved fruitful and resulted in saving the economies from facing severe collapse. Lloyd bank also changed its business model and also revised the capital requirement, risk sensitivity requirement along with requirements that were posed by Basel 3 reform.
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