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One of the most important economic events of the twenty-first century was the global financial crisis of 2008, commonly known as the 2008 Financial Crisis. The implications of it on the world economy were profound and are still being felt today. A number of causes, including the housing bubble, subprime mortgage lending, and the spread of sophisticated financial products, contributed to the crisis. It was made worse by loose regulation, poor risk management procedures, and a lack of financial sector transparency. Many banks failed as a result of the crisis, which also resulted in job losses and a severe recession in many nations. To stabilise the financial system and avert a total collapse, governments and central banks throughout the world intervened with significant stimulus programmes and monetary policy measures.
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According to The Financial Crisis Inquiry Commission (2011) The global financial crisis of 2008, commonly referred to as the 2008 financial crisis, was a significant economic event that occurred over the course of many years, starting in 2007 and peaking in 2008. A number of interrelated issues, such as the housing bubble, subprime mortgage lending, and the spread of sophisticated financial products, contributed to the crisis. These elements played a part in the fast rise in house foreclosures and the subsequent drop in housing values, which had a domino effect on the whole global financial system.

The worldwide economy suffered significant effects from the crisis, including widespread bank collapses, job losses, and severe recessions in many nations. Many individuals lost trust in governments and financial institutions' capacity to properly manage the economy as a result of the crisis, which also had enormous social and political ramifications.

Governments and central banks throughout the world responded to the crisis by implementing a variety of interventions, including as significant stimulus programmes and changes to monetary policy, in an effort to stabilise the financial system and stop a total economic collapse. These actions assisted in reducing the crisis's worst consequences and averting the entire collapse of the world financial system.

The global economy, as well as the approaches taken by governments and financial institutions to risk management and regulation, have all been significantly impacted by the 2008 financial crisis, which is largely recognised as one of the most important economic events of the 21st century. As a result, it is still the topic of extensive academic research and analysis, with an emphasis on figuring out what caused the crisis and looking into measures to stop it from happening again in the future.
[bookmark: _Toc133613057]Post-2008 Crisis 

According to Naqvi (2018), A sudden decline in economic activity was one of the crisis' most noticeable immediate effects. For instance, the economy in the United States contracted by 8.4% in the first quarter of 2009 and by 4.3% in the fourth quarter of 2008. Other significant economies around the world, such as Japan, the United Kingdom, and Germany, also experienced similar contractions.

Lenders became more risk-averse and reluctant to offer credit to companies and people as a result of the crisis, which also resulted in widespread bank failures and a credit crunch. Due to many businesses cutting back on operations or going out of business entirely, this had a huge negative influence on employment creation.

Globally, governments and central banks responded to the crisis with a variety economic actions, such as substantial stimulus plans and changes to monetary policy. The global financial system was kept from completely collapsing thanks to their attempts to stabilise the financial markets. But they also had important long-term effects, such as higher public debt levels, more government involvement in the economy, and a reconsideration of conventional economic policy frameworks.

The global economy was significantly impacted by the financial crisis of 2008, which led to a period of economic contraction and turmoil. The US housing sector, where loose lending rules and an oversupply of subprime mortgages created a bubble that finally burst and resulted in widespread mortgage payment defaults, is where the crisis began.

Due to this, a chain of occasions occurred that had an impact on the financial system, causing large banks to fail, the credit markets to freeze, and a severe decline in the value of assets like stocks and real estate. The global economy was significantly impacted by the crisis's spillover effects, with several nations facing recessions or poor growth.

[bookmark: _Toc133613058]Key Decisions post 2008 Crisis

The crisis revealed significant flaws in the financial system, such as inadequate regulation, reckless lending practices, and a lack of accountability and transparency. In order to improve and stabilize the financial system and avert further crises, several governments and regulatory agencies throughout the world have implemented new policies. enhanced control and regulation of financial institutions, enhanced transaction transparency, and systemic risk reduction were some of these activities.


UK Authorities 

The global economy was significantly affected by the financial crisis of 2008, which also prompted the creation of a number of new laws, rules, and contracts aimed at bolstering the financial system and averting future disasters. These actions in the UK included:
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The Financial Conduct Authority (FCA) and the Prudential Regulation Authority (PRA), which were established as the major regulators of the financial services industry in the UK, took the role of the Financial Services Authority (FSA). With an emphasis on consumer protection, market integrity, and competition, the FCA was created to oversee the behavior of financial businesses. In order to ensure the health and stability of financial institutions, the PRA was created to supervise the prudential regulation of such institutions. The Financial Policy Committee (FPC), a unit of the Bank of England that is in charge of keeping an eye on and managing systemic threats to the financial system, was also formed by the Act (Legislation of UK, 2023).

By giving the government unprecedented authority to deal with failing banks, the Banking Act of 2009 sought to rectify flaws in the regulatory structure for the banking industry. The Special Resolution Regime (SRR), which was created by the Act, provided the government the authority to take control of and successfully resolve failing banks. The Financial Services Compensation Scheme (FSCS), which protects consumers if their bank fails, and requirements for banks to hold more capital as a buffer against future losses were also introduced by the Act as measures to improve regulation and oversight of the banking sector.

[bookmark: _Toc133613060]The Basel Committee

The Basel Committee on Banking Supervision, which is made up of officials from central banks and regulatory agencies from all around the globe, created Basel III, a set of global banking standards. The laws increase the quantity and caliber of capital that banks must retain as well as include additional liquidity requirements in an effort to bolster the banking sector. Through the PRA, the UK has put these regulations into effect.

Basel III is being implemented across the EU with the help of the EU Capital Requirements Directive IV. The laws impose additional limitations on leverage and the use of derivatives, as well as new capital and liquidity requirements on banks. Through the PRA, the UK put these regulations into effect (Basel Committee, 2011).

[bookmark: _Toc133613061]ISDA Master Agreement

International Swaps and Derivatives Association The terms and conditions for trading between counterparties are outlined in this common contract, which is utilized in the derivatives market. The ISDA implemented a number of additional requirements in reaction to the financial crisis of 2008 with the goal of lowering systemic risk in the derivatives market. New guidelines for collateralization and margin requirements are included in these clauses, which reduce the risk of counterparty default (ISDA, 2023).

US:


[bookmark: _Toc133613062]Dodd-Frank Consumer Protection and Wall Street Reform Act

This Act, which was presented in 2010, sought to tighten oversight of the US financial sector. It implemented a number of reforms, including the establishment of the Financial Stability Oversight Council (FSOC) and the Consumer Financial Protection Bureau (CFPB), which are in charge of monitoring systemic risks to the financial system and consumer protection.

The Dodd-Frank Act's Volcker Rule forbids banks from participating in proprietary trading and places restrictions on their capacity to engage in hedge funds and private equity firms.

The Financial Stability Act created the Office of Financial Research, which is tasked with gathering and examining information on the financial system in order to spot any possible dangers or weaknesses (Dodd-Frank, 2010).

EU:

[bookmark: _Toc133613063]Investment Requirements Basel III
Investment Requirements Basel III is implemented in the EU via Directive IV, a set of rules that apply to the whole EU. The laws impose additional limitations on leverage and the use of derivatives, as well as new capital and liquidity requirements on banks (Härle et al., 2010).

The Capital standards Directive (CRD) and the Capital Requirements Regulation (CRR), which went into force in 2013, transformed the Basel III standards into European Union legislation. The CRD and CRR outline specific guidelines for how EU banks must adhere to the Basel III framework, including minimum standards for capital, liquidity, and leverage.

Banks are required to maintain a minimum amount of Tier 1 and Tier 2 capital under the Basel III framework, and this capital must be of a sufficient calibre to absorb losses during periods of financial crisis. In order to give another layer of protection against unforeseen losses, the CRR also lays forth guidelines for the computation of risk-weighted assets and capital buffers.

[bookmark: _Toc133613064]The European Market Infrastructure Regulation (EMIR)
The European Market Infrastructure Regulation (EMIR) changed the regulations for over-the-counter (OTC) derivatives by requiring central clearing and trade reporting.

All EU financial institutions, including banks, asset managers, hedge funds, and other financial institutions, that transact in OTC derivatives are subject to EMIR. These companies must disclose all of their OTC derivatives dealings under EMIR to trade repositories, which are organisations in charge of gathering and preserving data on all OTC derivative deals. Regulators can then utilise this information to monitor market activity and spot possible dangers by having it available to them.

In addition to the reporting requirement, the EMIR imposes a number of other requirements on financial institutions, such as the need to have risk management policies in place to control counterparty credit risk and the need to clear specific classes of OTC derivatives through central counterparties (CCPs).
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The European Union (EU) set up the European structure of Financial Supervision (ESFS) as a structure of regulatory agencies in response to the financial crisis. The European Insurance and Occupational Pensions Authority, the European Securities and Markets Authority, and the European Banking Authority are all part of the system.

The ESFS was financed by a combination of bonds and guarantees from eurozone member states and was created to function as a temporary crisis resolution tool. It gave loans to nations in need of money on the condition that they carry out stringent budgetary and structural changes to address the root causes of their economic problems (esfs, 2010).

In order to address the systemic risks created by the sovereign debt crisis and to ensure the stability of the eurozone, the ESFS and ESM were established. However, there has been debate over the use of these mechanisms, with some detractors claiming that the stringent requirements for receiving financial aid have made the economic and social issues in recipient nations worse. However, the ESFS and ESM continue to be crucial instruments for combating financial instability in the eurozone and fostering greater economic integration and stability in the region.

In addition to the ESFS, the European Stability Mechanism (ESM) was created in 2012 to offer eurozone nations longer-term financial support. The ESM is a permanent institution that has the responsibility of lending money to nations who are having serious financial problems. It is financed by a combination of callable and paid-in capital.



The global economy was severely impacted by the 2008 financial crisis, which was a serious incident. The housing bubble, loose lending guidelines, and the widespread use of sophisticated financial products that were mispriced and poorly understood were some of the reasons that contributed to the crisis. Policymakers responded to the crisis by enacting a number of changes that were meant to stabilize the financial system and lessen the possibility of future crises. The Basel III framework and the Dodd-Frank Wall Street Reform and Consumer Protection Act were the two most important of these changes.

[bookmark: _Toc133613066]Towards Stability 

The global economy saw a considerable fall in activity as a result of the 2008 financial crisis, which also sparked a wave of financial instability that put the stability of the global financial system in jeopardy. In response, governments and central banks adopted a variety of legislative initiatives designed to encourage economic growth and financial market stability.

The Dodd-Frank Wall Street Reform and Consumer Protection Act, passed in the US in 2010, was one significant response to the crisis. In order to guard against another catastrophe of this nature, this bill was created to improve financial monitoring and regulation in the US. Dodd-Frank created new regulatory organisations, like the Consumer Financial Protection Bureau and the Financial Stability Oversight Council, and unveiled new rules intended to reduce systemic risk (Mor, 2018). 

International efforts were made to address the causes of the crisis in addition to domestic regulatory improvements. The Basel III framework was created in response to the financial crisis by the Basel Committee on Banking Supervision, which establishes worldwide standards for banking regulation and supervision. To strengthen the financial system's ability to withstand future crises, Basel III increased the capital requirements, liquidity rules, and risk management procedures for banks (IMF, 2010).

Additionally, central banks were crucial in preserving financial market stability and promoting economic growth. For instance, the US Federal Reserve adopted a number of unconventional monetary policy tools, such as large-scale asset purchases and interest rate forward guidance, to reduce borrowing costs and promote economic development. Similar to this, the European Central Bank put in place a number of measures designed to aid the European banking sector and encourage eurozone economic expansion (Bank, 2011).

[bookmark: _Toc133613067]SIFI Framework 

According to  FSB (2016), The global financial system as well as the overall economy may be severely harmed by the failure of major financial institutions, as the 2008 financial crisis demonstrated. The international community responded by creating a framework to deal with the problem of systemically significant financial institutions (SIFIs).

The global financial system as well as the overall economy may be severely harmed by the failure of major financial institutions, as the 2008 financial crisis demonstrated. The international community responded by creating a framework to deal with the problem of systemically significant financial institutions (SIFIs).

G-SIBs are required by the SIFI framework to maintain higher capital and liquidity levels than other banks in order to lower the risk of failure and lessen the possible impact on the larger financial system. Additionally, G-SIBs are required to create recovery and resolution plans outlining how they would handle a crisis situation and are subject to increased supervisory oversight.

National regulatory agencies in several nations, including those in the United States, Europe, and Japan, have put the framework into practise. Additional requirements for G-SIBs under the Basel III regulatory framework include increased capital buffers, leverage caps, and liquidity requirements.
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One of the most important changes made following the financial crisis of 2008 is the Dodd-Frank Wall Street Reform and Consumer Protection Act. The Volcker Rule, which forbids banks from engaging in proprietary trading and investing in hedge funds and private equity funds, was one of several regulations established by the act to address the problems that caused the crisis. The Consumer Financial Protection Bureau, which strives to safeguard customers from unfair financial practises, was also established under the legislation.

By lowering systemic risk, the Dodd-Frank Act has improved the stability of the financial system. The Volcker Rule has lessened the possibility of a new financial catastrophe being brought on by hazardous trading methods by preventing banks from engaging in proprietary trading. Similar to how it has protected customers from unfair financial practises, the establishment of the Consumer Financial Protection Bureau has decreased the probability of another crisis brought on by predatory lending.

The Dodd-Frank Act, particularly for small and medium-sized banks, has drawn criticism for being overly onerous. Some claim that because of the act's stricter regulations, their ability to lend money and promote economic growth has been hampered. Additionally, some of the act's reforms, like the Volcker Rule, have been softened or delayed, which lessens their efficacy in lowering systemic risk.

Lack of enforcement resources available to regulatory agencies is one of the Dodd-Frank Act's biggest problems. The legislation included a number of new laws and regulations, but implementing them takes substantial manpower, technological, and financial resources. It has been challenging to enforce due to the regulatory authorities' inadequate resources.
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The Basel III framework is yet another key change adopted following the financial crisis of 2008. The framework tightened bank capital regulations, forcing them to store more capital to cover probable losses and preserve their viability. As a result, the chance of a new crisis has decreased and banks have become more robust.

By decreasing the chance of bank failure owing to inadequate capital, the Basel III framework has improved the stability of the financial system. The framework has made banks more robust to economic shocks and less likely to experience another financial crisis by forcing banks to retain greater capital.

The Basel III framework has, however, come under fire for not doing enough to address the dangers connected to shadow banking. The supply of financial services by non-bank financial entities, such as hedge funds and money market funds, is referred to as "shadow banking." Critics contend that the framework needs to include actions to address the dangers of shadow banking, like regulating money market funds.

The Basel III framework has also come under fire for lacking international uniformity. The Basel Committee on Banking Supervision, which is made up of officials from central banks and regulatory agencies from many nations, established the framework as a set of global banking standards. Although the framework is intended to be a universal standard, how it has been applied varies across various nations.

There are worries that some banks may be at a disadvantage relative to their counterparts in other nations as a result of this lack of harmonisation. For instance, varying levels of capital requirements for banks operating in several nations emerge from varied levels of Basel III framework implementation in various countries. This has raised worries about a potential competitive disadvantage for banks in nations that adopt the framework more strictly.

The Basel III framework has also been criticised for being unable to manage the risks connected with new and emerging financial technologies like blockchain and cryptocurrencies. These innovations might upend the conventional banking industry and introduce fresh dangers that the Basel III framework might not be able to handle.


A reaction to the subprime mortgage crisis was the Emergency Economic Stabilisation Act (EESA) of 2008, which was enacted by Congress. The Act gave the Treasury Secretary the power to purchase problematic assets for up to $700 billion in order to provide market liquidity. The EESA stabilised the economy and avoided economic upheaval, which helped combat the financial crisis. It is largely recognised with reviving stability and liquidity in the financial sector, thawing out the credit and capital markets, and bringing down the cost of borrowing for individuals and companies. Since the 2008 financial crisis, the majority of security markets and major financial institutions have experienced significant improvements, and large banks' borrowing costs have gone down. The Troubled Asset Relief Programme (TARP) was established by the EESA to buy toxic assets from banks, which aided in preventing the financial system's collapse during the subprime mortgage crisis. The Act also includes steps to reduce federally held mortgage foreclosures and recoup any future losses from the government's continued financial system degradation.
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A global provider of banking and financial services, HSBC Holdings plc (HSBC) has its global headquarters in London, United Kingdom. With operations in more than 70 nations and total assets of more than $2.9 trillion as of December 2021, HSBC is one of the biggest banks in the world. In this paper, I will examine the effect that the Dodd-Frank Act and Basel III framework have had on the business model of HSBC as well as the extent to which it complies or does not comply with these changes (Neate, 2016).

[bookmark: _Toc133613071]Act of Dodd-Frank

The Dodd-Frank Act's rules pertaining to risk management, capital requirements, and liquidity requirements have all been adhered to by HSBC. In order to comply with the higher minimum capital requirements imposed by the Dodd-Frank Act, the bank has considerably raised its capital levels. To satisfy the increased liquidity standards mandated by the Dodd-Frank Act, HSBC has also improved its capacity for stress testing and liquidity management.

In order to comply with the Dodd-Frank Act's anti-money laundering (AML) and anti-terrorism financing (ATF) rules, HSBC has also taken the necessary steps. The bank has boosted personnel AML and ATF training while also enhancing its client due diligence procedures and putting in place new transaction monitoring tools (HSBC , 2010).

However, HSBC has had trouble adhering to some of the Volcker Rule-related provisions of the Dodd-Frank Act. Due to the Volcker Rule, banks are not allowed to invest in hedge funds or private equity funds or engage in proprietary trading. Following the implementation of the Volcker Rule, HSBC was forced to drastically cut back on its proprietary trading activities, which had an effect on the bank's revenue and profitability.

[bookmark: _Toc133613072]Framework for Basel III

By raising its capital levels and enhancing its risk management procedures, HSBC has conformed with the Basel III framework. In accordance with the Basel III framework, the bank has considerably raised its Common Equity Tier 1 (CET1) capital ratio, which is a crucial indicator of capital adequacy. By expanding its stress testing capabilities and introducing new risk management tools and procedures, HSBC has also enhanced its risk management procedures (Basel Committee on Banking Supervision, 2016).


Additionally, HSBC has had trouble adhering to some of the Basel III framework's requirements regarding the leverage ratio. The leverage ratio, which compares a bank's capital to all of its assets, aims to prevent the banking industry from using excessive leverage. Following the implementation of the Basel III framework, HSBC was forced to significantly lower its leverage ratio, which had an effect on the bank's lending operations and profitability.

Conclusion


HSBC's business model and level of compliance or non-compliance with these changes have been significantly impacted by the Dodd-Frank Act and the Basel III framework, to say the least. The terms of these reforms pertaining to risk management, capital requirements, and liquidity requirements have all been met by the bank. Additionally, HSBC has taken action to comply with the AML and ATF rules. However, some of the Volcker Rule's and the leverage ratio's requirements have proven difficult for HSBC to follow, which has had an effect on the bank's revenue and profitability. In order to safeguard the stability of the financial system, HSBC has taken considerable efforts to comply with these changes and enhance its risk management procedures.

[bookmark: _Toc133613073]A decade after the financial crash, What has not changed yet? 

A paper entitled "A Decade After the Global Financial Crisis: What Has (and Hasn't) Changed" was released by the McKinsey Global Institute (MGI) in 2018. The study offers a thorough review of the changes that have occurred since the financial crisis of 2008 and identifies the areas where advancements have been achieved and problems remain.

The research identifies stronger risk management procedures, higher capital and liquidity requirements, and the banking sector's increased resilience as some of the major developments that have occurred. The average Tier 1 capital ratio of big banks increased from 6.1% in 2008 to 13.3% in 2017, according to the research, showing that the global banking sector has considerably increased its capitalization since the crisis.

The research also stresses the problems that still exist, notably in the non-banking industry. For instance, the shadow banking sector has expanded, with assets managed rising from $36 trillion in 2008 to $45 trillion in 2016. The research makes notice of the threat to financial stability posed by the absence of control and transparency in this industry.

The regulatory environment is another area where development has taken place. The research points out that since the crisis, there have been a considerable number of new rules and regulatory frameworks, notably in the areas of capital and liquidity requirements. For instance, the Basel III framework has included additional guidelines for risk management and market discipline, as well as greater capital and liquidity requirements.

The paper, however, also emphasises the difficulties caused by regulatory fragmentation and disparities among various jurisdictions. This may reduce the efficiency of international regulation and open the door for regulatory arbitrage.

The research also draws attention to the rising concern over income disparity, which has been made worse by the crisis and the ensuing recovery. Although many countries' GDP per capita has returned to its pre-crisis levels, the report points out that median household income has not yet fully recovered. In addition to causing social and political unrest, this has raised questions about the sustainability of long-term economic development.
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For the world economy to remain stable, it is imperative to avert another financial catastrophe such to the one that occurred in 2008. Many steps have been taken in the wake of the 2008 crisis to avert another one. Here are a few instances:

Regulations that are more stringent were put in place for financial institutions as one of the major reactions to the 2008 financial crisis. In accordance with the Basel III framework, which was put in place as a reaction to the crisis, banks must maintain higher levels of capital and liquidity as well as submit to more stringent stress tests. Additionally, new regulatory agencies and specifications for financial institutions were established by the Dodd-Frank Wall Street Reform and Consumer Protection Act, which was passed in the United States in 2010.

Better risk management: In the aftermath of the 2008 financial crisis, banks and other financial institutions have also made efforts to enhance their risk management procedures. To better absorb losses in the case of a crisis, many banks, for instance, have put in place tougher risk assessment procedures and boosted their capital buffers.

Transparency improvement: Transparency improvements in financial transactions may help avert future crises. Greater transparency in over-the-counter derivatives trading is required by the EU's European Market Infrastructure Regulation (EMIR), which was implemented in the wake of the 2008 financial crisis. Similar to this, the Dodd-Frank Act in the US required increased openness in the trading of financial goods and derivatives.

Enhanced international cooperation: The 2008 crisis was a global crisis, and preventing future crises requires increased international cooperation. International collaboration on financial regulation and stability is encouraged through the Financial Stability Board, which was set up in response to the crisis.

However, despite these precautions, the global financial system is still vulnerable. For instance, concerns have been voiced regarding the possible effects of the fast expansion of cryptocurrencies and other digital assets on financial stability. The COVID-19 epidemic has also emphasised the necessity for ongoing attention in monitoring and managing risks and revealed vulnerabilities in the global financial system.

In conclusion, continued efforts to strengthen rules, enhance risk management procedures, raise transparency, and foster international collaboration are necessary to avert a financial catastrophe similar to the one that occurred in 2008. While there is no foolproof method to avoid a crisis, these steps can lessen its likelihood and impact while fostering world economic stability.
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