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[bookmark: _Toc113674571]Introduction…
When the value of financial assets and instruments falls dramatically, a financial crisis has occurred. Businesses struggle to pay their obligations due to a shortage of readily available cash or convertible assets, and financial institutions are unable to fund projects or satisfy urgent demands. This case study explains regulations, laws and also contracts that popped up after the 2008 financial crisis. This also deals with how the 2008 crisis is faced and stabilized. It also talks about a bank that is publicly listed, it journeys after the 2008 crisis.
[bookmark: _Toc113674572]History of the financial crisis...
The financial crisis was brought on by banks' ease in producing an excessive amount of money, which they then exploited to inflate real estate values and indulge in market speculation.
THE BANKS MADE WAY TOO MUCH MONEY.
Each credit extension a bank extends results in the creation of new funds. Before the financial crisis, banks generated enormous amounts of new revenue by providing loans. In just seven years, the amount of money and debt in the economy doubled.
[image: ]
(Source: positivemoney.org)
Spent this cash in speculative financial and real estate sectors.
The following are a select few non-financial businesses that got the trillion pounds in bank profits made between 2000 and 2007:
A third of money went to residential real estate, which caused home values to climb more quickly than income.
Commercial real estate received an additional 20% investment (office buildings and other business property)
The banking industry, which includes the same financial markets that ultimately fell during the global crisis, received close to 32% of the total.
Only 8% of the total money that banks made during this time period went to companies outside the financial industry.
Credit cards and personal loans accounted for an additional 8% of expenditures.
[image: ]
(Source: positive money)
The debts were eventually beyond payment.
House prices and individual debt both increase simultaneously when substantial sums of money are loaned into the real estate market. All loans provided by banks have interest charges, and because debt can occasionally increase more quickly than income, some borrowers find themselves unable to repay their bills. They stop making loan payments at this stage, threatening the banks' ability to remain solvent.
The end outcome of this was a financial crisis.

Lord (Adair) Turner, a former leader of the UK Financial Services Authority, said the following in February 2013:
We failed to strengthen financial rules, and the years 2007 and 2008 saw a financial crisis. the financial system's generation of money and personal credit.
On February 6, Lord Adair Turner, the head of the Financial Services Authority, made a statement.
The financial crisis was the pattern's final result. Banks curtailed new lending to households and businesses right after the crisis. The value of these markets plummeted as a result of the slowdown in lending, forcing borrowers who had made significant bets on increasing prices to sell their assets to recoup their losses. Property values fell as the boom stopped. As a result, banks experienced a panic and drastically reduced their lending. Thus, a downward spiral that finally results in a recession starts.
Following the crisis, banks stopped lending, which hurts the economy.
Banks only lend when they are certain that they will be reimbursed. Therefore, during a challenging economic era, banks often restrict their lending. The ordinary individual still has to settle their existing debts even though they are making fewer new loans.
The issue is that using money to pay off debts "destroys" it and takes it out of circulation. As stated by the Bank of England:
Money Creation in the Modern Economy, Bank of England, p. 3-4. "Taking out a new loan harms money just as much as paying off bank loans does... The most major mechanisms by which bank deposits are generated and destroyed in the modern economy are bank lending and client repayment.
Bank of England, Money Creation in the Modern Economy, p. 3–4. In the contemporary economy, bank lending and client repayment are the two primary methods by which bank deposits are created and destroyed. Taking out a new loan hurts money just as much as paying off bank loans do.
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Government of the UK's activities
Numerous initiatives put forth by the UK government might serve as templates for other countries. They would aid in lessening the negative consequences of the financial crisis on the UK economy. The administration also lowered borrowing costs and loosened monetary policy. To increase GDP, they also increased the budget. The government put limitations on the groups that may get public funding to make sure the businesses they controlled did not have a competitive advantage. The UK president's effective reaction to the financial crash has brought Britain closer to recovery from the terrible global recession.
The government took four approaches to the issue:
To avert the "banking crisis" that had already begun on Northern Rock from going worse, depositor safety came first.
First, depositor protection was implemented in order to halt the "banking crisis," which had already begun on Northern Rock, from getting worse.
The third goal was to maintain bank earnings at a level that prevented bank failure.
The ultimate goal was to make sure that lenders kept lending to customers while taking the fewest risks possible.
After understanding that the country was experiencing a worldwide financial crisis and, more specifically, a significant financial slowdown in the UK, the government took action to increase investor confidence. In order to prevent a gap in payments, they needed to maintain strong financial stability. Additionally, this can provide enough money to reverse substantial losses brought on by a drop in the stock and financial markets.
Banks gained from the aforementioned actions both directly and indirectly. RBS, Lloyds, Northern Rock, Bradford & Bingley, and other insolvent firms received the money in addition to being the major stockholders.
After reaching a high point in 2008–2009, government funding fell. The holdings in Lloyds were also liquidated when Northern Rock was transferred to Virgin Money.
The United States' response to the 2008 global financial crisis…
The global banking industry has been in danger ever since the US housing market crashed during the 2008 financial crisis, often known as the subprime mortgage crisis. Following the Dodd-Frank Act's passage in 2010, the US saw its largest bull market in history while fully recovering from the recession that acted as its catalyst. Dishonest bank practises contributed to the economic collapse of 2007–2008, one of the worst financial crises in modern U.S. history. The Dodd-Frank Act was created with the goal of avoiding further tragedies of this nature.
What constraints has Dodd-Frank placed on the banking industry?
Their namesake law, the Dodd-Frank Act, was co-written by Americans. Barney Frank, a representative, and Senator Dodd. The Dodd-Frank Wall Street Reform was passed by Barack Obama to make sure that a tragedy like this never occurs again. Overall, the Dodd-Frank Act is a very complex piece of legislation that regulates a wide range of financial-related enterprises. These are only a few of the essential elements of Dodd-Frank that create government authority, uphold the law, regulate the financial services industry, and safeguard investors.
monetary and fiscal policy
Through a remarkable policy known as quantitative easing, the Federal Reserve handed banks an unprecedented $7.7 trillion in rescue money and dropped a vital lending rate to virtually zero to promote flexibility. By keeping businesses from going bankrupt, these budgetary and fiscal measures do, however, retain them too closely connected to the same societal and economic framework that worsened the catastrophe. These economic and financial measures reduced the significant losses that large businesses suffered.
Council for Financial Stability (FSOC)
The Financial Stability Oversight Council (FSOC) is in responsible of preventing financial institutions like banks from becoming "too large to fail." The fact that even a small number of banking institutions had expanded to such a scale and significance to the functioning of the banking markets that the U.S. government was compelled to protect them from their extraordinarily poor actions was one of the factors contributing to the 2008 financial crisis.
The FSOC requires SIFIs to affirm their internal operating processes and provide documentation to back them up. To reduce possible losses to the country, the government may potentially decide to separate or reorganise these entities.
Banking sector stress testing
Bank Dodd-Frank mandated that the Central Bank keep a tighter check on America's largest banks and businesses, including important insurance firms. To ensure that these very large banks were ready for the predicted onset of downturns and imminent economic catastrophe, the legislation required particular annual exams.
These so-called stress tests make up scenarios to assess how different economic instabilities can affect its survival. To ascertain how different financial shocks might impair their stability, these "stress tests" employ hypothetical situations. When banks lack enough capital on hand to continue lending to struggling enterprises and endure financial instability, the Fed may restrict share repurchases or lower dividends to banks.
Bureau of Consumer Financial Protection
The Consumer Financial Protection Bureau, a new federal agency created by Dodd-Frank, is the most well-known and widely acknowledged (CFPB). The CFPB works to protect consumers from risky or questionable investment products. The agency has the power to regulate companies that offer consumers expensive items as well as to implement rules that forbid discrimination in digital payments. As part of its investigative power, the CFPB has the right to impose fines on borrowers who disobey its rules and regulations. The business also collects official client feedback to learn more about the issues clients are having and who could be at blame. It has developed into a significant institution tasked with defending and governing the economic interests of the American people.
The Volcker Rule
The Volcker Rule forbids financial firms from trading speculative assets. Since institutions are not permitted to participate in trading activities, agents or divisions of a bank are not permitted to buy or sell contracts, commodities futures, or options on the assets of the organisation. The rule states that institutions may only trade when it is necessary for their operations, such when exchanging money. Banks are permitted to trade after acting as a client's representative, negotiator, or custodian. Additionally, the law prohibited banks from offering fund managers and venture capital firms any kind of financial or other support.
Monitoring risky derivatives
The Securities and Exchange Commission (SEC) is now able to keep an eye on agreements between parties that decide on a single or group of treasury securities, according to the Dodd-Frank Act. Trading in stocks, commodities, cryptocurrencies, borrowing costs, market indexes, or securities may be a part of these transactions. Authorities on commodity derivatives can spot hazards in the trades and put the necessary safety measures in place to stop a financial disaster.
Act for Economic Stability in an Emergency
The Emergency Economic Stabilization Act, approved by a split Congress in October 2008, gave the Treasury an initial $700 billion to buy "troubled assets," mostly bank shares and mortgage-backed securities.
With the help of the Troubled Asset Relief Program, which was established in 2008, banks, General Motors, Citigroup, Bank of America, and American International Group Inc. were finally saved for a total of $426.4 billion (AIG). The budget was then reduced to $475 billion (GM).
In the end, TARP clients sent the Treasury $441.7 billion back.
14.41 trillion
From its investment of the $426.4 billion in TARP funds, the Treasury made a profit of $441.7 billion.
Government Reserve
The Federal Reserve took further steps to support the economy and financial markets both during and after the 2008 financial crisis. In addition to carrying out monetary policy, most notably the federal funds rate, the Fed also produced special-purpose instruments for lending to various market segments, setting a new benchmark for the Fed in regular and emergency lending activities.
Throughout and after the 2008 financial crisis, the Federal Reserve adopted additional measures to assist the economy and financial markets. The Fed also established special-purpose instruments for lending to diverse market segments, providing a new standard for the Fed in regular and emergency lending activities, in addition to implementing monetary policy, most notably the federal funds rate.
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The Basel Committee on Banking Supervision is getting ready to tighten the control over the changes' execution as they are virtually finished. Basel III must be fully, rapidly, and consistently implemented to maintain a solid and well-functioning financial sector that can gradually support economic recovery and development. The Basel rules' uniform implementation will also help level the playing field for institutions that operate internationally. In order to guarantee the stability of financial institutions, risk management is a crucial first line of defence.
Payment Alternatives The major banks in the world's pay policies had a substantial contribution to the global financial crisis. Due to the lack of resources available to firms, these perverse incentives led to a surge in excessive risk-taking, which seriously threatened the global financial system.
The phrase "Too Big to Fail"
Due to their scale, variety, and structural interconnection, systemically important financial institutions (SIFIs) are financial organisations whose insolvency or disruptive disintegration would have a significant effect on the larger banking markets and economic growth.
Both the collective action problem that TBTF organisations face and the inherent risk that investors believe these organisations present are addressed under the SIFI Framework. By creating a comprehensive and coordinated set of regulatory activities to deal with them, it lowers the likelihood that a SIFI would fail. These include:
This standard outlines the responsibilities, assets, and authority that almost all national disposition procedures must include in order to give governments the ability to liquidate failing financial institutions promptly and without jeopardising taxpayers' financial stability.
increasing regulatory requirements for operational management, control systems, and corporate governance in enterprises. greater regulatory objectives, responsibilities, and obligations; more rigorous and efficient monitoring.
Resolution techniques and methods that are effective
The Key Qualities are designed to enable the disciplined resolution of any commercial bank without materially disturbing established institutions or placing tax-paying people at danger of loss. They accomplish this by making sure the company upholds its core obligations to the banking system and by ensuring that the liabilities of the failing company are absorbed by both its stakeholders and creditors since they would be in dire straits otherwise. Any financial operations that could have a systemic effect if they fail could be shut down by the government. The Financial Stability Board (FSB) evaluates each year how well its member countries are doing in bringing their various national resolution frameworks for all financial systems into compliance with this international norm.
more effective regulation
Following the financial crisis, the FSB and G20 Leaders placed a high priority on the need for stronger and more efficient supervision, particularly with regard to financial institutions that are systemically important. In addition to increasing the intensity and effectiveness of supervision as a key pillar, the FSB's SIFI framework also contains measures for better loss absorbent and the simplicity of resolving failing financial institutions.
In both good and bad economic times, stronger SIFI monitoring is crucial to advancing policy improvements. Given the significant costs associated with earlier performance errors in supervisory assessments, SIFI supervision has to be more stringent, effective, and reliable.
improving derivatives market safety
Over-the-counter (OTC) mortgage derivatives are often negotiated directly between parties as opposed to being strictly regulated and traded on established exchanges.
The G20 resolved to use the following measures to meet these objectives:
1) All OTC commodities futures must provide information to I Trade repositories.
ii) Every regulated agreement should, wherever practical, be purchased and sold using electronic marketplaces or computerised trading programmes.
iii) Contracts that are commonly not authorised on a regular basis should be subject to stricter margining and lending requirements.
In order to improve information transparency, lower possible losses, and avoid unfair competition in certain markets, the G20 Leaders approved a comprehensive set of measures in 2009.
Increasing the resiliency of non-bank financial intermediaries
The non-bank financial intermediation ecosystem is made up of a diverse variety of financial processes, institutions, and infrastructures. Examples of non-bank financial institutions include investment funds, insurance companies, pension funds, and other financial intermediaries. These organisations are controlled by multiple regulatory frameworks both within and between nations, and they have varied business strategies, balance sheets, and governance structures. These institutions are playing a more and bigger role in running and financing the actual economy as well as personal and business savings.
Non-bank funding, however, may become a source of systemic risk if it requires a change in maturity or liquidity or leads to the building of debt. The FSB invested a lot of time and effort on assessing and managing the risks from NBFI after the global financial crisis of 2008. The monitoring exercise's objectives are to locate the systemic dangers that have accumulated at NBFI and to initiate corrective action as necessary.
[bookmark: _Toc113674577]Other Changes.
Increasing the Disclosure of risks
The global economic crisis has forced financial institutions to openly acknowledge their knowledge of credit derivatives, including collateralized debt obligations (CDOs), financial assets linked to mortgage loans, advertising mortgage securities, and other special purpose businesses (SPEs). This has led to improvements in how these risks are disclosed by various financial institutions. High-quality risk disclosures aid in the better understanding of corporate standards, operational procedures, and potential hazards by investors and other market participants.
A Symbol Designating The Legal Entity
The Financial Stability Board's Legal Entity Identifier (LEI), which was developed, supports and encourages a number of economic stability aims (FSB). A better understanding of macroeconomic and smaller-scale hazards, ease of structured agreement, and generalisation of more accurate and high-quality accounting transactions are some of these objectives.
Addressing Data Gaps
The G20 Ministers and Governors requested that the FSB and IMF conduct an analysis of information gaps and provide pertinent proposals for enhancing data collection. As a result, the FSB and IMF published The Financial Crisis and Information Gaps in October 2009. The study's findings, which included various recommendations to close data gaps, led to the creation of the first Data Gaps Initiative. The G20 Governors and Ministers adopted the report. The main objective of DGI-2 is to put into practise the routine gathering and distribution of accurate and timely information for policy purpose. DGI-2 also includes fresh recommendations to cater for shifting policymakers' demands.
DGI-2 maintains the DGI-1 recommendations while establishing more specific objectives for the G20 economies to collect and share the required minimal common datasets for these ideas. The project demonstrated its value during the COVID-19 pandemic by assisting policymakers in gaining better access to crucial data for analysing interconnectivity and cross-border spillovers, assessing changes and risks in the financial and non-financial sectors, and assessing changes and risks in those sectors. According to member economies and international organisations, once the DGI expires at the end of 2021, a new international cooperation effort on data gaps will be required.
Getting rid of your credit ratings
Large-scale issues with risk management at financial institutions were revealed during the global financial crisis. The over-reliance on ratings supplied by credit rating agencies rather than efficient internal analyses of credit risk is one of the primary problems raised in the wake of the crisis. In October 2010, the FSB released a document titled Principles for Reducing Reliance on CRA Ratings. By reducing the «hard wiring» of CRA ratings in standards, rules, and regulations, the FSB Principles encourage businesses to improve their capacity for credit risk assessment and due diligence in order to eliminate banks', institutional'and other market actors' mechanical reliance on CRA ratings.
However, a corporation should not automate or lessen the requirement that its credit exposures are supported by trustworthy risk assessments by using CRA ratings. The guiding principles assume that financial institutions should always do due diligence before purchasing credits.
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And the world's largest economy started to cling to its awful fate! Global financial markets have been in a catastrophic downturn since the 9/11 terrorist attacks. The consequences only worsened when mortgage rates kept rising and house ownership in the United States peaked. As loan rates started to rise, home ownership hit its limit.
The North American Home Construction Index fell by 40% in 2006 as a result of a subsequent downturn in home values that began to occur towards the end of 2005. It had a negative impact on more than just newly built homes; many subprime borrowers with adjustable interest rates started defaulting on their loans since it was impossible for them to keep up with the growing rates. Every other subprime lender started to declare bankruptcy as the new year drew near.
August 2007: The passing of prominent individuals
By August 2007, it was clear that the American financial sector was unable to contain the subprime crisis, which had already spread outside of the country. The economy of the country was in poor shape, and the recession was well underway when the winters of 2008 started. The Fed had already lowered the funds rate and the discount rate, but nonetheless, bad news was coming from every angle.
Bear Stearns, a pillar of Wall Street and a significant investor on a global scale, went down in March. Finally, JP Morgan purchased it for cents on the dollar.
Lehman Brothers' perplexing collapse occurred in September 2008.
On the financial markets, the 2008 meltdown caused a considerable degree of harm. The worst, though, was yet to come! Lehman Brothers' demise, which was noted as the biggest bankruptcy in American history, served as a metaphor for the devastation that a world financial crisis may bring about. Financial markets had a sharp decline over the same quarter, with significant U.S. indices successively posting the greatest losses. Everyone came to blows in putting out a comprehensive strategy to erase the deficit and restore public confidence in the economy, from the Fed to the White House to the Congressmen.
What happened within the JP Morgan walls?
Jamie Dimon, the CEO of JP Morgan at the time, was the only CEO to survive the financial crisis. He probably was unaware of the approaching catastrophic financial storm at the time, but in his role as CEO of this huge financial institution, he demonstrated to the world his value.
How did he suddenly prevail in this challenging battle? Now let's discuss! In an interview with the Harvard Business Review a few years ago, Dimon said that they should be prepared for the worst rather than only assuming the best.
The company's commitment to aiding the country and its economy during the 2008 financial crisis, rather than just making a profit, was reiterated by Dimon in a message posted on CNBC on Friday. The two insightful remarks made by Dimon laid the foundation for the way that this smart CEO would guide and fight the whole struggle.
Managing Risk: A New Framework
When it comes to risk, there is a common problem. Risk management is one criterion that is all too commonly ignored by the organisation, despite its verbal prowess and financial investments. There are a number of internal regulations that all employees must adhere to in order to manage risk. In actuality, a lot of those laws are sensible and even help to prevent some risks that may seriously hurt a business. However, it is impossible to lessen an oncoming calamity's likelihood or severity using this rule-based method.
This brings us to the initial stage of creating a thorough and efficient risk-management system, where an effort is made to comprehend the qualitative distinctions between the numerous forms of hazards that firms must deal with. Risk may be divided into three categories, according to the field study that formed the foundation of the HBR report. Any of these risk occurrences has the potential to completely damage a company's strategy and prospects of survival.
The classification is as follows:
Classification 1: Risk that is Avoidable
Classification 2: Strategy Risk, 
Classification 3: External Risk.
JP Morgan and many other financial organisations were significantly impacted by the Financial Crisis of 2007, which was caused by a combination of strategic risk and external risk.
To manage such threats, more than just a rules-based control system is required. To reduce the possibility that the predicted risks would materialise and to increase the company's ability to regulate or diminish the incidence of risk occurrences, a thorough risk-management system is required. If such a system was regularly in place, businesses wouldn't be afraid to embark on risky ventures. Additionally, it would provide businesses the chance to launch high-risk, high-return ventures that rivals would either decline to undertake or disastrously fail due to their inadequate risk management.
One Approach to lowering this hybrid risk is the Embedded Experts Model :
How did the Model function?
The decisions made by decentralised traders and investment managers as well as the volatile nature of asset markets directly affect how the financial services industry functions. An investment bank's risk profile can be drastically altered by a single transaction or a major market movement. These businesses need specialists in embedded risk management systems to continually evaluate and adjust the system's risk profile. Here, they work closely with the line managers who are in responsible of developing original ideas, innovations, and—most importantly—risks that might result in profits.
This threat become more serious with the onset of the Great Recession and Financial Crisis in 2008. JPMorgan Chase, the largest bank in the country, is also receiving flak for this. The corporation was maintained viable even throughout the crisis by Jamie Dimon, the company's then-CEO and current leader, and it remained the largest bank in the United States until the crisis was resolved. Many banks and financial institutions withered in the heat.
Despite all the setbacks, JPMorgan was able to shine thanks to the strong risk management model it adopted.
When the global financial crisis first started in 2007, JP Morgan Private Bank adopted his approach. The corporation employed risk managers who were a part of the line organisation and were responsible for reporting to both line executives and a centralised, independent risk-management unit in order to put the idea into practise. The mechanics of this technique required risk managers to interact directly with line managers, which eventually gave the market-savvy risk managers the opportunity to regularly ask portfolio managers "what if" questions that forced them to consider problems from several perspectives.
Risk managers must forecast the total risk of the whole investment portfolio, and with the help of this model, they were able to do so in both regular and unusually stressful conditions. The latter is characterised by situations when the correlations between returns across different asset classes increase. "Portfolio managers come to me with three deals, and the model may reveal that all three are contributing to the same sort of risk," said Gregoriy Zhikarev, a risk manager at JP Morgan, in a prior statement. A manager will often respond, "No, that's not what I want to do," nine out of 10 times. After that, the transactions may be changed.
JP Morgan was able to build other financial institutions like Bear Stearns and avoid going bankrupt during those challenging times by successfully executing this Model. JP Morgan used bailout money to offer assistance to those in need.
In order to help other failing financial firms during the crisis, JPMorgan announced it had repaid $25 billion to TARP.
How is JP Morgan doing right now?
Before the COVID-19 epidemic, JPMorgan's corporate and investment bank disclosed revenue insights for the second quarter that contributed to a record-breaking $5.5 billion profit. Despite all the unknowns, activity levels will soon revert to more ordinary levels, according to the co-president of JP Morgan, thus the future slope doesn't appear to be too steep. Jamie Dimon gave a five-year notice of departure. Most likely, some of Dimon's risk-management DNA will remain in the bank's culture and practises. The company conducts more than 100 stress tests each week to evaluate the potential effects of war, recession, and global unrest.
To put it another way, JP Morgan's strategy of not just planning for the worst but also expecting it maintains them well-equipped with the resources, revenues, and knowledge to tackle any of those catastrophes, just as they were able to maintain their stability throughout the 2008 financial crisis.
[bookmark: _Toc113674580]Conclusion
This overview includes a discussion of several research on the primary and secondary causes of the current financial crisis. The market's extraordinary growth, a lack of regulation, and moral lending practises appear to be the main driving causes. Because of how complicated the resulting mortgage-backed securities were, regulators and consumers typically underestimated the risks associated with these products. It becomes tricky to imply that the environment that enabled the housing market bubble was influenced by low global interest rates. We believe that this was only a little factor, though. If the US asset price bubble was caused by significant global imbalances brought on by a high demand for dollar-denominated assets, the US dollar would have appreciated in value in the years before to the crisis. Additionally, even though the world's interest rates were low, they weren't at historically low levels, and property prices in other countries were rising at a similar rate without endangering their financial systems. The present global financial crisis was caused by the imbalanced incentives and inadequate regulatory structures around US banking businesses. Without resolving the ambiguity, it is unlikely that there will be a sustainable economic rebound any time soon. The big financial institutions' solvency is now unquestionably established. The feasibility of the government's proposed rescue plan is seriously questioned by a large number of people. The political limitations on the government's capacity to carry out its responsibilities continue to be a serious issue. The banking sector has few options since it lacks the necessary financial resources to recapitalize itself. In addition, the crisis and substantial asset losses may trigger a long overdue rebalancing of the country's savings and investments, as well as a major decline in the current account balance. That will provide significant difficulties for those nations whose reliance on exports to the US has grown too great.
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Finally, it is crucial to keep in mind three crucial guidelines to lower systemic hazards
· Even if a lot has changed since the crisis, policymakers (as well as market players) still need to approach risk monitoring and changes from a systemic standpoint. This system viewpoint should be a process in which oversight is primarily concerned with regulating the whole financial system, in addition to many (new) types of analysis. From a system viewpoint, it is also necessary to take into account the implementation of macroprudential rules and other policies that specifically address externalities and market failures.
· Although incentives are important, existing legislation does not adequately take them into account. Many issues won't be resolved until the motivations of all parties are better understood and laws are changed to better meet objectives and incentives. Due to informational limitations and a lack of pertinent data and information, it is undoubtedly difficult to fine-tune laws in this case (particularly "soft," qualitative information). Therefore, it would be wise for regulators to solemnly pledge to "not hurt" when drafting regulations, relying instead on basic ideas and straightforward procedures in the absence of proof of efficacy.
· Whether they be tipping points, fault lines, or spillovers, there will always be unknowns, and more information and understanding are unquestionably required. As a result of deliberate risk-return decisions and because there will always be unknown unknowns, risks and uncertainty will always exist. Having a good "plan B"—crisis management strategies—will pay off since preventative measures can occasionally fail and dangers can manifest (probably literally). Instead than being tacked on afterwards, these safeguards must be included into the design of the whole financial system from the beginning.
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