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[bookmark: _heading=h.gjdgxs]Introduction
In the years, 2007-2008 there was a financial crisis. In the summertime of 2007, global financial markets were highlighting some signs of cheap credit and other things that were being neglected for years (Adrian, 2010). The causes behind the crisis are interlinked and complex. But there are some factors that clearly contributed to this. According to (Acharya, 2009), the first reason is the imbalance in the global financial condition that resulted from the accelerated shift in the global economy to emerging markets. The macroeconomic triangle contributed to high growth rate and it also generated major imbalances. Secondly, cheap credit accelerated a rise and boom in the customer demand and price. It also encouraged more borrowing by the customers and banks. Thirdly, securitization is made on the basis of complicated structure and product. People were buying and selling assets without properly assessing the risks. Final reason is too much gearing. Many banks got too dependent on wholesale funds and they got over-geared. They made incorrect assumptions about the viability of the funds. However, this assessment discusses the laws, rules and policies imposed by UK, US and EU to survive the financial crisis and also other key players, a critical review of the extent to which those reforms were able to stabilise the crisis and the effect of the reforms on the business model of HSBC, their compliant and non-compliance with the new regulations. 
[bookmark: _heading=h.30j0zll]Responses and Reforms of UK, US, EU and Other Key Players
[bookmark: _heading=h.1fob9te]UK’s Response
The Northern Rock Bank Reform
The Northern Rock Bank in the UK was the first casualty of the financial crisis 2008. The bank was ordered to receive urgent funds from the central Bank of England. The bank took the banking act through the parliament and enacted it in February 2008 (Shin, 2009).
Bingley and Bradford Reform
Bradford and Bingley was a private sector bank that was nationalised later in September 2008. Its branches and savings operations were handed over to Santander, a Spanish bank. The government of the UK took the responsibility of the £50 billion mortgage.


Banking Support Package
According to the recovery plan of the UK government, every major bank was ordered to recalculate capital needs within the weekend on 8th October 2008. To do this, the Treasury used an intense stress test suggested by the Financial Services Authority (FSA) (Davies, 2010).
A Second Support Package
To survive in the financial crisis, the authority established an insurance scheme to reduce the loss on the assets with the highest risk associated according to the banks’ balance sheet. The scheme was named as a work out scheme as insisted by the authority.
Parliamentary and Political Response
Besides the Turner Review, White Paper and Walker Review, several other documents were published responding to the crisis within 2008-2009 in the UK. The documents released a series of official papers from the tripartite authority that consist of the Treasury, Bank of England and the FSA (Kickert, 2012). 
Regulatory Responses
The regulatory reform plan considered by the Turner Review has ten areas of action. Some of them were Bank resolution and deposit protection, systematic control, credit rating, accounting and liquidity, governance and risk management, commercial banking system, business controlling conduct etc. 
Pro-cyclicality
Some measures were implemented by the FSA that required the banks to utilise “through-the-cycle” estimation of possible losses of loan instead of “point-in-time” measures. It was imposed to reduce the pro cyclical effect of implementation of Basel II in the UK (Panetta, 2009).
The Banking Act 2009 and Bank Resolution
Under the Banking Act 2009, some major reformations were made relevant to the bank reconciliation and reconstruction that was enacted in February. Before that, The United Kingdom government had implemented the Banking Bill 2008 to the House of Commons in October 2008. 
Special Resolution Regime
The Special Resolution Regime (SRR) was developed under the banking act in part one.  It provides three particular stabilisation options. These are, transferring to a bridge bank using the US model or transferring to private sector buyers or temporarily transferring to a public ownership. (Brierley, 2009)
Code of practice
The core of practice involves particular guidance and direction on achieving this spatial resolution objective, exercise conditions, consultation in formation, providing advice through one related authority to another, notices and reports. 
Partial transfer
It was ordered that Restrictions will be imposed on making partial transfer of some of the property, liabilities and rights alpha bank under the powers of property transfer.  Through this order, the treasury imposed restrictions referring to the type of property, liability and rights that forms the part of transfer (Walker, 2010). 
Financial Service Act
In November 2009, the Financial Service Act was brought forward by the government of the UK. It was enacted in April 2010.  Generally, this act was designed and developed for improving the overall system wide risk and providing for more effective supervision and regulation etc. 
Resolution and recovery
It was required by the authority that the FSA would make some general rules regarding the preparation of resolution and recovery plan. Resolution plans were made for specifying the possible actions to be adopted in case a firm is about to fall or on the edge of failure (Laeven, 2010). 
[bookmark: _heading=h.3znysh7]US’s Response 
The US authority designed some programs to fight the financial crisis of 2008.  The program primarily consisted of the following regulations and policies. The treasury implemented the troubled asset relief program TARP under the emergency economic stabilisation Act 2008 which was later amended by the reinvestment Act and American recovery Act 2009. The Federal Reserve implemented several programs under their traditional authority of the discount section for the commercial banks under section 13 of the Federal Reserve act (Trichet, 2010). 
The FDIC used their Deposit Insurance fund for providing crucial help to the banking system which also includes increasing the deposit insurance coverage up to 250 thousand U.S. dollar per institution per person, resolving failed thrifts and banks and TLGP- Temporary liquidity guarantee program and the Treasury rescue of Freddie and Fannie Mac according to the authorities and grant of HERA- housing economic recovery act 2008.
Financial Regulatory Reform
The financial crisis 2008 enforced the chance of emergency public assistance to pacify the wave and to create a storm of exclusive financial regulations. In July 2010, the US authority enacted the Dodd Frank Wall Street reform and consumers protection act.
The Dodd Frank Act 
This act highlights the biggest change in legislation of US financial regulations after the storm of financial legislation in the 1930s that later resulted in the Securities Act 1933, Federal Deposit Insurance Act, the Securities Exchange Act 1934, the Glass Steagall Act and the Investment Company Act 1940. These were the most important ones. As the large companies are heavily affected by all the acts, the small institutions had to encounter stricter regulations. However, the Dodd Frank Act resulted in a number of fundamental changes to the scope and shape of US financial regulations. Below is a table summarising the act (Murdock, 2011).



Systematic Risk Regulation
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Figure: The Dodd Frank Act (Harrington, 2009)
The act created a new council of regulator for systematic risk named the “Financial Stability Oversight Council” that served as an advance warning protocol by identifying the risks in market and firm activities and also for enhancing the oversight of whole financial regulations system and for harmonising some considerable standards throughout the agencies (Harrington, 2009).
Risk Committees
Under this act, committees should be created for systematically significant and public trading non-bank financial institutions and also any public trading bank and holding company that has total assets valued $10 billion or higher.
Resolution plan
This necessitates the preparation and maintenance of strictly disciplined resolution plans for the systemically significant non-bank financial institutions and large interlinked bank and holding companies. This must get approval of the Federal Reserve and the FDIC.


Orderly Liquidation Authority
The act also involves a unique orderly liquidation authority which would take the place of bankruptcy codes and any other insolvency law that is applicable for liquidating financial institutions  (Cohen, 2010).
The Volcker Rule
This rule required that the companies holding banks must divest or restructure their proprietorship, private equity business and hedge funds.
Swaps Push-out Rule
This rule required that the US insured depositor companies and agencies and branches of non US banks in the US must push deals to certainly swap the bank units and to separate capitalised affiliates (Warren, 2014).
[bookmark: _heading=h.2et92p0]EU’s Response
Robust Financial Framework for Single Market
During the spread of the financial crisis 2008, the EU had designed 27 different regulations for banks in EU countries which mostly depended on national regulations and rescue schemes. This framework also ensured that taxpayers did not have to thrash their bills for the bank's mistake. Also it highlighted the financial stability in the European continent and it was a prerequisite for the recovery to be sustainable (Schild, 2008).
The Banking Union
They also developed SSM- Single Supervisory Mechanism. Major features of this are: It requires new powers of supervision on ECB for banks in European areas. Authorization of all banks and application of coherence and consistency of a single rule-book in the European arena and direct style supervision of those banks occurred.
[bookmark: _heading=h.tyjcwt]Other Key Players
The Chinese government
There was a rapid move by the Chinese government to hold up the GDP after the great financial crisis by developing and implementing monetary expansion and stimulus packages. The authority proposed a stimulus package worth 4 trillion Yuan in November, 2008 for 2009-10 which was 14% of the GDP in 2008. The government financed one quarter of the stimulus package of 4 trillion Yuan through interest rate subsidies and direct grants. The second most significant source in financing the stimulus package was the bank. Besides, local governments had proposals of their own stimulus packages worth 18 trillion Yuan. Also, monetary expansion became significant to China’s recovery in 2009. 
The Basel Committee
The Basel committee and the oversight body, the head supervisors and the Governors proposed and implemented a reform program to highlight the lessons from the GFC that contributed to mandating banking sector’s reform developed by G-20 at the Pittsburgh Summit 2009.
The macroprudential measure
The main point of the reformation by the Basel committee was more robust regulation for liquidity and capital. On the other hand it is also critical to accompany these reforms through risk management, improved supervision, governance and larger disclosure and transparency.
Macro Prudential Measure
Only a firm specific micro measure was not enough for promoting financial stability. Broad level measures were needed. The macro measures involve addressing the risk arising out of the interlinked relationship of the systemically significant banks, higher sensitivities in financial innovations, and the challenges of local and global resolutions etc (Goodhart, 2015).
[bookmark: _heading=h.3dy6vkm]The Extent of Success of the Reforms in Stabilising the Financial System
The dynamism of recovery from the great depression of GFC (global financial crisis) 2008 was quite effective but was unexpectedly slow. The global economy could not fully handle the aftershock as a result of a persistently declined GDP in the post-crisis. To understand the extent to which the reforms were successful in stabilising the financial system and banks, an overall review of the effects of the reform will be discussed. 
[bookmark: _heading=h.1t3h5sf]Effects of the Reforms on Banks
Some research shows that the reforms have enhanced banks’ resilience. Banks have become more progressed and resolvable. Also the resulting benefits from the reforms have outweighed the costs significantly.
Both the quantity and quality of the capital of the banks have enhanced substantially since the reforms for recovery from the financial crisis were introduced. The ratio of unweighted capital had risen up to 9% and risk weighted capital up to 16%. If the narrower capital definition from Basel III were implemented, the increment would have looked larger.
Overall capital of banks has risen up and domestic systemically important banks (D-SIB) and global systemically important banks (G-SIB) both have raised capital ratio more compared to other banks. There is no confusion that this at least partially reflects the requirement of greater regulatory capital. The ratio of risk weighted capital for D-SIB and G-SIB and partially treated banks is comparatively higher than it is for the other banks. All the four kinds of banks had a 12% risk weighted capital ratio in 2011. Average ratio of capital of D-SIB and G-SIB and partially treated banks had become 4% higher rising to 16% in 2018. Still G-SIB had quite a lower capital-to-asset ratio compared to other banks. Average ratio of unweighted capital of all other types of banks exceeded 7% of their assets. The D-SIB reached 9% in this case but G-SIB average ratios remain 6% (Mülbert, 2009).
In comparison to other banks, the portion of consumer loans in the total asset of SIB is not much different. Also there is no big difference between the G-SIB and D-SIB in this case. But in the balance sheet, the portion of consumer loans of G-SIB is comparatively smaller than other banks. This portion was comparatively quite persistent for a long time for D-SIB, G-SIB and partially treated banks but this portion was slightly down for control group banks. Difference among the groups is not much significant statistically. This pattern is existent in all regions except developing economies and emerging markets (EMDE). The portion of consumer loans in total assets of SIB had increased compared to others.
However, some evidence shows that after the authority made reforms, lending of G-SIB relative to others was shifted to borrowers who were less risky. For both G-SIB and other banks, in syndicate loans, credit rating on average dropped down till 2012.In later years, ratings of the borrowers stabilised for G-SIB but for other banks it continued to drop. This dismissal is important statistically. Also, since the financial crisis happened, the portion of collateralized syndicate loans has increased for G-SIB and other banks. Other banks started taking more collateral when the crisis prevailed and G-SIB started doing so post crisis.[image: Screenshot_20220410-124052_2.png]







Figure: Changes in customer loan to GDP ratio (Sironi, 2018)
After the policy reforms, G-SIB started to be more protective in case of pricing behaviour. But before 2012, they used to charge low interest on average for syndicate loans and the pricing gap narrowed down from then. With reduced implicit fund subsidies for G-SIB, it was consistent. The pricing gap got narrowed mostly for the borrowers with least risk.
Banks’ profitability has proved to be consistent according to expectation. Potential decline in risk taking, low risk, and decline in fund cost subsidies and high capital was accepted to reduce profitability. Relative decline in SIB profitability was expected after successful reformation. Also, an increase in capital and decline in fund subsidy and risk taking happened.
But SIB profitability, especially for G-SIB, had decreased compared to others. This fall of profitability was larger in North America G-SIB. US G-SIB profitability increased more than that in other regions. But the relative reduction occurred because of the increase in non SIB US banks profitability.
The amount of default risk of banks had reduced after the reform. In some regions, this effect is more applied in G-SIB. Also it proved to be consistent with comparative increase in capital ratio. Following the objective of the reforms, the bank risk decreased more in SIB especially in G-SIB after the reforms were implemented. EFD- expected default frequency declined to 0.6% on an average in G-SIB. But it prevailed constantly at 0.9% in D-SIB and other control groups’ banks. The difference was usually not significant systematically. But the non performing bank loan ratio was exceptional as it fell more in G-SIB relative to D-SIB. The possible reason behind the lack of significance was many other confounded facts that affected the risk of SIB and others (Tabak, 2013). 
As a whole, following the objective of the reforms, the bank risk decreased more in SIB especially in G-SIB after the reforms were implemented. The difference was usually not significant systematically. Ratings of the borrowers stabilised for G-SIB but for other banks it continued to drop. This dismissal is important statistically. Also, since the financial crisis happened, the portion of collateralized syndicate loans has increased for G-SIB and other banks. Other banks started taking more collateral when the crisis prevailed and G-SIB started doing so post crisis. SIB had a lower capital-to-asset ratio compared to other banks. 
There has been no proof found that the reforms affected the loan volume negatively in any way. Besides, there has been a significant impact on syndicate loan market pricing and risk taking.
[bookmark: _heading=h.4d34og8]Effects of Reforms on Financial System
The effects of the reforms went way beyond the banks; it also had an impact on the financial structure and system. There was a decline in the SIB market share. Both D-SIB and G-SIB share of consumer loan and deposits, total assets were declining from 2010 where the market share of other banks was going up. Majority of the reductions in D-SIB and G-SIB market share happened in 2012-2015. It was coincidental to reforms implementation. As a result of higher buffer requirement of capital given by G-SIBs sub-charge, some primary elements of the balance sheet and risk taking were relatively declined. The D-SIB market share fell more than the G-SIB market share. The reason can be the policy reforms binding more on D-SIB. Or the decline might have resulted from the retrenchment made by G-SIB provided that in host authority, often G-SIB foreign subsidiary financial institutions were designated (Levine, 2012). 
After the policy reforms, the number of SIB had slightly changed but there was not any major demerger or merger from 2011. The number of shares the major three banks held were shrinking compared to that of SIB. In EMDE, the number was more emphasised compared to the developed economies. But the developed economy had suffered a larger decline after 2012. 
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Figure: Syndicated loan data (Cohen, 2021) 
Despite the reforms incentivizing the banks by reducing the level of their marginal activities, the impact was not big enough to impose an effect on the distribution of bank size. After the policy reforms were implemented, the finance for the economy stabilised. Total GDP and credit was growing at an impressive rate and as a result the credit ratio of GDP prevailed constantly. But G-SIB’s contribution in growth of domestic credit was small.
From the year 2011 to 2018, G-SIB’s contribution to growth of domestic credit was positive compared to GDP, though it was lower in case of NBFI and domestic banks. Research also shows that in authority of more upgraded resolution reform, the G-SIB credit ratio to GDP was lower. Growth of asset of D-SIB and specially G-SIB significantly dropped after the reform where the growth of asset was identical for different types of bank before the reforms made. Such decline is less emphasised in the case of other banks. The declining pattern was persistent in all regions except Asia Pacific where growth of assets also declined for other banks because of insignificant differences. Despite being a slow recovery, the reforms have been quite successful in overcoming the long run effect of the crisis on the financial system (Altavilla, 2019). 
[bookmark: _heading=h.2s8eyo1]Effect of Reforms on HSBC, Its Compliance and Non-Compliance
The UK financial sector and bank reform acts and policies impacted mostly the large banks. It specially affected those banks that have deposits worth £25 billion and more. One of them is the HSBC. Its headquarter is in London, UK. It was one of the banks who at first raised public concerns regarding the market of subprime mortgages in the US. It had led to the then financial crisis. 
To fight the global crisis in the financial sector, a wide range of reformed regulations were proposed aiming to make the global market safe with more transparency and efficiency and also to restore confidence of investors. They imposed new regulations regarding advance investors protection, transparent tax and enhanced market transparency. HSBC had committed to support those reformed regulations and to raise awareness among clients regarding the changes in services (HSBC, 2013).
The financial service and bank reform act 2013 was a proposal from the UK government that aimed at implementing high standards of conduct for the UK banks. Also it aimed at improving their capacity of absorbing loss and plans outlined for “ring fencing” the wholesale and retail bank activities. According to the new rules imposed by the UK government for protecting the taxpayers and economy, the banks had to segregate the retail banking activities from wholesale and investment banking activities. 
So, HSBC changed their structure and way of conduct. Their commercial and personal customers were moved to a new division of the bank. But there was a little change in the great majority of their GBM- Global Banking and Market clients. Those clients continued banking with HSBC bank plc.
[bookmark: _heading=h.17dp8vu]Impact of Reforms on HSBC Business Model
The business model of HSBC remained profitable at that time. The pre tax profit in 2008 was US $19.9 billion without goodwill and down 18%. Pre tax profit was $9.3 billion on a reported basis and down 62%.  They had designed a diversified business model that delivered them profit in all regions except for North America and all consumer groups except for personal finance service. Their business strategies were examined and prevailed intact. They continued to develop their business focusing on markets that were growing faster globally and on businesses that were important for global connection. They kept their financial position strong. The reforms validated their redesigned focus and it accelerated their global economic shift towards the east.
From their robust liquidity and balance sheet, it is understandable that they continued to provide loans. They developed their lending service by 10% to commercial consumers based on underlying in 2008. They increased their lending to personal consumers in all regions except for North America. Their strong brand identity continued highlighting their performance. HSBC was often seen flowing funds as a beneficiary in the market when the market was stressed. 
HSBC had re-based their confronted DPS for first 3 interim dividends into $0.08 for reflecting the effects of the greater common stock capital while prevailing their capital requirement and business condition. Payment of dividend remained substantial and reflected the long run confidence of management in business. HSBC continued to aim at paying incremental dividends along with the long term business growth. The international network of HSBC remained available for clients in the UK. Besides, the other global market clients were equally able to access the HSBC capabilities in the UK.
In the face of the post crisis reforms, they took some measures to protect their business. Earlier, they introduced some more protective criteria of lending, for instance, they tightened loan to value ratio in the UK and declined insecure lending. They continued focusing on the core and major banking regulations that were fundamental in 2008. They maintained their capital robustness and their protective lend to deposit ratio 84%, which enabled them self-funding. They emphasised on reducing non-core global wholesale banking and market asset and subprime customer assets based in the US. They increased their liquidity and managed their risk-weighted assets for protecting their capital positions. They lifted up their service from being affected by the crisis to quality and they even helped provide liquidity to the interbank market (Erkens, 2012). 
[bookmark: _heading=h.3rdcrjn]Compliance
Being confronted with the global financial crisis, the government of the UK imposed some reformed rules to save the financial system and banks. HSBC complied with those rules. Some briefing of the measures they took in compliance are: they segregated their retail banking from wholesale banking and investment division and changed their structure in the UK to comply with ring fencing. They transferred their personal consumers and majority of their business consumers in the UK to HSBC UK from HSBC bank plc.  They did all these before the deadline of the government. They completed the whole process of ring fencing set up by transferring the business and consumers accounts legally to HSBC UK far before the deadline. HSBC UK is fully subsidised under HSBC holding company and their own board. The board is operated by the chairman and consists of 3 executive directors.
They created HSBC UK as a separate ring fenced bank as a response to the financial service and bank reform act 2013. It served about 14.5 million business and personal consumers including retail consumers, first direct and M&S bank consumers, commercial bank consumers and private banking consumers in the UK. M&S financial service plc and HSBC private bank are subsidiaries of HSBC UK (Lui, 2012). 
The high court provided approval to HSBC for the transfer at that time. HSBC UK had assets valued more than £200 billion and it got its full licence for banking from the PRA (Prudential regulations authority). Creating HSBC UK was one of the biggest projects HSBC ever undertook. HSBC UK is fully subsidised under HSBC holding company and their own board. The board is operated by the chairman and consists of 3 executive directors. It required HSBC to reconfigure the core bank platform and payment structure. It also involved separating more than 250 IT systems for the whole group. Moreover, they had to transfer 400000 bank accounts to the HSBC UK and assort codes and all branches in the UK had to be rebranded. 
[bookmark: _heading=h.26in1rg]Non-compliance 
Although HSBC welcomed the proposals of the UK government to inject capitals and give liquidity in the banking system of the UK, they disagreed with some. They considered all these important for rebalancing the situation of the sector but there were some non compliance seen initially. HSBC promised that they would make sure their UK’s subsidiary was sufficiently capitalised and they would provide the necessary funds from their internal source. 
But, as per the HSBC authority, they had no ongoing plan at that time to utilise the re-capitalization initiative of the UK government. They clarified that they were being greatly active in the UK interbank market at that time, they lent about 2 billion pound to other banking companies who got hit by the crisis. They expected to remain active in London’s interbank markets in future. But the UK government announced that they plan to partially nationalise some of the major banks as an effort to ease the credit and lending crisis and to prevent the banking system from collapsing. The government proposed a utilisation of 50 billion pound that is equivalent to 87 billion dollars from the money of the taxpayers to purchase great stakes in banks which also included HSBC. They designed a three part package to make 200 billion pound available for short term loans and the government proposed to issue 250 billion pound as a guarantee of loans among the banks. But the HSBC authority clearly stated that the bank was not planning on implementing any of the newly imposed government capitalization plans (The Economic Times, 2008).
[bookmark: _heading=h.lnxbz9]Conclusion
The major countries have encountered the worst financial conditions. But they survived it by making reforms. The UK, US, EU and other key players responded in several ways. According to the recovery plan of the UK government, every major bank was ordered to recalculate capital needs within the weekend on 8th October, 2008. In July, 2010, the Dodd Frank Wall Street reform and consumers protection act was enacted by the US authority. During the spread of the financial crisis 2008, the EU had designed 27 different regulations for banks in EU countries which mostly depended on national regulations and rescue schemes. This framework also ensured that taxpayers did not have to thrash their bills for the bank's mistake. The main point of the reformation by the Basel committee was more robust regulation for liquidity and capital. Some research shows that the reforms have enhanced banks’ resilience. Banks have become more progressed and resolvable. The UK financial sector and bank reform acts and policies impacted mostly the large banks. One of them is HSBC. The government of the UK imposed some reformed rules to save the financial system and banks. HSBC complied with those rules. But the bank denied implementing capitalization plans.
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