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Regulation and sustainability

In the global market, the financial regulation regarding bank related activities has constantly changed over the years. The financial institutions such as Bank of England were not capable of conducting the finance related activities in a constant manner as the financial regulations have changed constantly. However, in the opinions of van der Hoog and Dawid (2019), this is also realised that change in the banking regulation is necessary for restraining uncertain risks regarding theft and calculation errors. Similarly, it helps to take appropriate measures for conducting the financial activities in a secure and effective way. After a decade of international financial regulatory reform, the financial regulators have focused on conducting the change in the financial regulation in a proper manner. On that basis, the financial operations in the international stock market, security market and bond market can be conducted without facing any errors. 

The political appetite of various regions is continuously growing for globalisation. Therefore, the International Accounting Standard Board is forced to take appropriate action for maintaining an innovative process for reforming the business regulation properly. In the year 2020, the regulatory framework of financial activities have included adapt and respond. Based on the current trend can help the banks in completing their business related activities. On that basis, the risk in international financial trading can be reduced in the upcoming years. As per the views of Boyer and Kempf (2017), in respect to adapt and respond technique, the following changes in the regulatory framework has been recognised:

i) In respect to adapt and respond financial regulation, it has been identified that the banking sector has evaluated the current issues in the financial market. After evaluating current issues such as third party access, illegal documentation and fraud companies, the management has focused on conducting the business activities in an appropriate manner for avoiding the unnecessary business risks in the upcoming years. Adapt and response strategy clearly means that the management of Bank of England needs to evaluate the past issues in the management and implement relevant solutions. As mentioned by Cimon and Garriott (2019), the relevant business related solutions can assist the management in conducting the financial transactions in a proper manner. 

ii) The new change in the regulation of financial activities has helped in securing the business transactions. In the year 2018, it was realised that many fake companies and other financial scams corrupted the management related activities for the Bank of England. Due to this issue, the current market reputation of Bank of England had mitigated in the past years. This is not suitable for Bank of England as the potential financial operations related risks cannot be avoided. Similarly, the management may face the possibility of unnecessary financial risks in the upcoming years due to issue. Nonetheless, in respect to the description of Alexander (2019), as the current change in regulation has helped the management in adapt, new and effective financial evaluation methods are included for avoiding frauds and fake companies. By reviewing all the financial documents of the organisation, Bank of England can securely conduct the transactions of stock and market securities.

iii) Finally, this is recognised that in 2008, during the global financial crisis, the regulatory framework of financial activities had numerous gaps. Those gaps were related to audit activities, transaction activities, data security activities, financial management related activities. Due to these gaps, many banks including Bank of England have faced numerous financial management related risks such as loss of share, reduction of stock price and so on. In the views of Ban, Seabrooke and Freitas (2016), from the global financial crisis, the International Accounting Standard Board and other financial organisation has focused to maintain the constant change so that global financial crisis is avoided. On that note, adapt and response regulation is the best process which helps in evaluating the past mistakes in financial regulations, analyse it and provide effective response that may mitigate the risk. As a result, Bank of England can implement a long-term financial plan in the market. 

Pricing of financial assets

In relation to pricing of financial assets, there are two realms such as use of models and physical world of finance. In the use of models part, the Bank of England can focus on evaluating relevant models such as cost-benefit structure for analysing the pricing process. In the use of models, the equation process is extremely hard and consume huge amount of time. Example of this type of equation is presented below:
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In order to conduct this type of equation, the employees of the bank require advance financial knowledge which may increase finding skilled employees. On that basis, the management related activities can be conducted without facing unnecessary business risks. As a result, the second realm regarding physical world of finance is considered often. The physical world of finance realm has the following elements:

i) As opined by Riccetti, Russo and Gallegati (2018), variegated assortment and financial market regarding agents of economic includes, single investor, institutional investor, banks or intermediaries. Along with that, this realm includes market makers, retainers, brokers and dealers who can conduct the financial transaction in global market. 

ii) Governance structure is built properly based on all the financial requirements of the association. The governance structure includes gatekeepers and regulators who observed that all rules of financial activities are implemented or not. 

iii) Transaction cost is an essential factor in this realm in which taxes, information cost, trading cost and financial cost are depended (Nolde and Ziegel, 2017). Therefore, the actual profitability of the bank can be determined by analysing the current transaction cost. 

Based on this method, it can be understood that the Bank of England can easily set a relevant price of their assets in an effective manner. Similarly, the potential issues regarding underlying assets in the management can be avoided. The physical world of finance is able to evaluate all the assets in the bank and analyse its efficiency. In this process, the underlying assets can be eliminated in the beginning of the financial year. As a result, the management activities cannot be conducted without facing unnecessary risk. 

Theoretical frameworks for financial regulations
Public Interest Theory

According to the Public Interest Theory, there are specific ways to identify or construct public interest. As influenced by Li, Long and Wan (2019), the regulatory authorities are guided by public interest along with regulatory processes and rules to satisfy the public interest. The theory is revolving around the social, economic and cultural changes. There are two components of this theory and they include outcomes and objectives as well as process and procedure (Mizutani and Nakamura, 2019).     
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Figure 1: Two components of Public Interest Theory

(Source: Li, Long and Wan, 2019)

With the help of the application of this theory, the Bank of England will be able to ensure regulation and sustainability in the financial market. Both the components of the theory can be equivalently utilised by the financial institution in order to improve the performance in the financial market (Mizutani and Nakamura, 2019). By the first component, the bank will be capable of ensuring shared opinion with the public-listed banks that trade on the London Stock Exchange (LSE). The common interest and shared value will help it in properly controlling the externalities (Mizutani and Nakamura, 2019). On another hand, through the second component, the bank will be capable of serving inclusive, fair and transparent procedures for better financial performance in the market (Li, Long and Wan, 2019). Therefore, this theory can be applied by the Bank of England to improve its financial stability and sustainability.    
Private Interest Theory

In accordance with the Private Interest Theory, regulation is set due to the government’s and regulators’ private interests. In the view of Grabosky (2017), it can be stated that the more governmental attempt of regulation, the more control on the groups, which are specific and self-seeking in society. There are two aspects of this theory and the first aspect indicates the interests of political parties and politicians (Grabosky, 2017). On the other hand, the second aspect is indicative towards the benefits of the banking regulations (Asquer, 2018). 
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Figure 2: Two aspects of Private Interest Theory
(Source: Grabosky, 2017)

In order to improve the financial markets of the Bank of England, this theory can be applied. The second aspect of the theoretical concept is related to beneficial activities of banking regulation (Asquer, 2018). By the means of this theory, the financial institution will be capable of enhancing its profitability and increasing the ROI (Return on Investment). In addition to that, through the usage of the principle of this theory, the bank can improve its performance in the financial market of London. In case of ensuring systematic stability in the market, banking regulation is indeed essential to influence the governmental national credit supply (Grabosky, 2017). The theory is effective in suggesting the Bank of England the ways, credit allocation can be made tactfully. Therefore, it is to specify that by using this theory, the financial institution will be able to shape banking regulation on the basis of the interests of regulators, government and regulated entities.   
Regulatory capital, liquidity and efficiency

It can be stated that the requirements of the regulatory capital for the banks of the United Kingdom are mainly authorised on a solo and consolidated operational level. In addition to that, being registered on a consolidated level from the government banking officials, the bank of England follows such business and banking framework which is agreed by the Basel committee of the nation. Moreover, the committee mainly operates as a banking supervisor that provides multiple administrative supports to all the banking operations. However, Hendry and Muellbauer (2018), have stated that besides that the banks are also provided with multiple options so that they can choose a wide range of standardized approaches for minimizing the credit risks and other to reduce other unnecessary issues. Apart from that, there is the inter-ratings based approach that can also be undertaken by the banking authority so that desired financial results can be achieved within a specific timeframe. It can be stated that the requirements of capital sources are the "regulatory capital" of the organisation. Furthermore, according to Barrdear and Kumhof (2016), the financial regulators of the banking organisation ensures the amount of capital that is required by the bank in order to conduct business activities in a proper manner. However, for analysing the actual need of capital of the bank the adequacy ratio of the banking equity can be ascertained so that the risk of the weighted assets of the baking organisation can be analysed properly.               

Regulatory capital

The total amount of the capital requirements of the bank must be equal to at least 8% of the risk-weighted assets. Moreover, the share price of the bank must also become at the highest quality with respect to the capital amount. Furthermore, the common equity tier – 1 must be able to make up at least 4.5% of the risk-weighted assets of the bank. According to Allen and Allen (2019), it can be stated that "common equity tier 1" or (CET1) of the bank of England have demonstrated that the capital ratio of the banking organization has been decreased by at least 0.1% and based on the quarterly assumption of the bank the capital ratio has been changed to approximately 15.4%. In addition to that, as per the capital calculation of the financial year 2019, it has also been demonstrated that £439 billion of capital assets has been acquired by the Bank of England, through its operational and business activities in the same financial year. However, according to Clements and Reade (2020), besides that, an increment of approximately 0.7% has also been acknowledged in the total risk-weighted assets of the organization that has been acquired over the few financial years. But from the perspective of the quarterly valuation, the value of the assets has been in between £2,832 billion to £2,852 billion.

Moreover, the minimum adequacy ratio that has been maintained by the Bank of England is approximately 8 per cent. In addition to that, it can be clearly stated that the capital adequacy ratio has also been acknowledged by the bank of England in order to assess the regulatory capital. Apart from that, Bridges et al. (2016), stated that in relation to the capital risk-weighted assets of the bank financial stability is tended to be achieved so that economic system and ability of the company can be enhanced as well. Besides that, by maintaining the minimum requirement of capital within the financial funds of the bank, various investment and lending operations can be effectively initiated. However, besides that, the well-managed regulatory framework will also eliminate the unwanted flow of cash assets. In relation to the credit expenditure of the bank, the amount of regulatory capital can be ascertained. Besides that, the level of capital expenditure can be measured as a percentage and can be calculated by using the capital adequacy ratio.      

Liquidity 

While discussion the liquidity of a bank it can be clearly stated that if mainly refers to the ability of the banking officials to mitigate all the specific financial obligations that may be arrived within due. Moreover, the liquidity related obligations may also come from the direct holdings of the cash and liquid assets. Moreover, Jones, Sinclair and Stekler (2019), have clearly mentioned that in regards to the Bank of England it can be stated that the liquidity of the bank is mainly controlled by the Federal Reserve authority of the nation. However, the bank of England mainly increases its amount of liquidity by acquiring the number of securities which can be sold in a minimum time for eliminating all the potential losses. It can be observed that there are multiple nations over the world that accepts the bank liquefy factor as an immediate suggestion of the regulatory legislation of the economic regulatory aspects of the legislation. Furthermore, according to Goodhart (2018), by considering the concept of the United Kingdom it can be stated that, over the considerations of the exchange controls, of any sort of disposition has been occurred in the assets of the commercial bank then it will not be governed by the legislation laws. The bank liquidity cannot be considered as a matter of banking regulations or origins as the entire concept of banking is mainly derived from the concept of very significant essence of the banking operations. 

However, the needs of liquid cash are required by the banks based on its type of deposits and other various types of liabilities that may be the subject to a large amount of withdraws and receipts along with the types of banking transactions. Therefore, based on this there are various factors which are considered by the Bank of England for maintaining its level of liquidity. The factors are discussed as below:

Type of banking liabilities: The banking liquidity of the Bank of England depends on the liability types. Based on the interest-bearing deposits bank mainly reserves the right of receiving a withdrawal notice regarding a significant period of agreeing. The type of deposits is significantly considered by the bank of England in order to retain the volatility at a minimum level and control the access of the current account more properly and abruptly. The contingent liability is one of the most specific types of liability that can be faced by the bank and which have an outstanding acceptance along with the possibilities of engagement. Black (2017), have stated that, apart from that, the contingent liability also have the possibility of affecting the requirement of liquidity of the bank. Due to the liabilities upon unused advances and overdraft balances, the banker's judgement may also get influenced on the basis of their potential debts and requirement of cash resources and services.

Type of the customers: It can be stated that the volatility of the banking deposits has also a potential of changing as per the type of customers and their demands from the bank. Therefore, based on this the bank of England have improvised their interest rates on a seasonal basis so that the large deposits of the enterprises and companies can be easily handled on each quarter of the financial years. Besides that, from the perspective of a commercial industrial context, the heavy tax payments are normally been made to the Exchequers. Bank of England also includes the funds of various overseas individuals whom funds are mainly deposited in the foreign country's value. Additionally, changing the interest rates of the bank for this type of overseas deposits may get subjected to several sensitive outcomes as the interest rate may affect the sentiment of the overseas customers. Ugolini (2016), have stated that in order to retain the rate of liquidity the changes in the interest rates for the overseas deposits are mostly done with the utmost care and attention to the movement of the working balance of the customers.

The size of the bank: It can be stated that the size of the banking organisation is quite inter-relative to the overall deposits of the bank. However, the size of the bank may also represent the operational capability along with its technique to handle a significant number of deposits. As the number of deposits gets increased the liquidity rate also enhanced. While undertaking the concept of Bank of England, it can be stated that there is a proportional fluctuation can be assessed in the business operations and liquidity rate of the bank in comparison to other small scale commercial banking organisations available within the United Kingdom. Goodhart                                                                                  (2018), stated that due to a large number of customers the small banking organisations are mostly gets affected due to their limited ability to handle a large number of de                                                                     posits. It can be stated that due to a substantial proportion of the total deposits of the customers in the bank may feel to withdraw their account and funds that can deliver a negative prospect to the bank while maintaining the liquidity of the bank. Apart from that, within the clearing banks of London, different observations within the bank deposits and customer's withdrawal activity can be easily noticed that may influence the overall liquidity of the bank may make them able to take multiple investment decisions.

The efficiency of the capital framework of the Bank of England

 The "Prudential Regulation Authority" of England controls the capital framework of the Bank of England. In addition to that, it can be stated that to ensure the compatibility of the capital framework of Bank of England has changed its drafting policies so that the capital investment procedures can be properly done and evaluated. The efficiency of the capital framework of the bank of England is represented as below:

The leverage exposure of the bank has been maintained with a single scale financial structure by the financial controllers of Bank of England so that the capital-related risks can be mitigated within a specific timeframe. Besides that, the total capital ratio of the bank has been in a significant state due to which it can be stated that the managers are able to reduce the financial issues and instability of the economic conditions of the bank. The Economic capital framework has been followed by the Bank of England so that the economic conditions of the nations and as well as the customers of the bank is tended to be developed (Anson et al. 2017). 

However, by following the economic capital framework a significant scope of risk capital has been observed within the financial funds in terms of realistic financial issues. Apart from that, the bank of England also considers the credit and market risks that are already available in the financial market of the United Kingdom. The financial federation of the Bank of England has applied two of the major capital requirements that can help the managers to monitor Risk-weighted assets. On the other hand, there are certain limitations that are also associated with the capital framework of the bank of England. In addition to that, as the volume of the commercial bills has been increased the liquidity of the bank is tended to be controlled. Besides that, in comparison to other small scale banking organisation of London, the bank of England have incorporated a significant banking capital and financial framework which can deliver additional assistance to the financial managers of the company inflate all the potential liquid assets of the bank. In addition to that, the capital framework of the bank is significant and effective as well as it is quite effective for the bank as it makes it able to deliver multiple financial supports to all the individuals and small scale investment firms of creating various business investments. Besides that, the capital framework of the bank also supports to effectively control the treasury bills and liquid assets in a significant manner.     

Impact on profitability

In respect to the financial regulations, it is evaluated that the management of bank is capable of conducting the financial activities properly. Therefore, there is a chance of increment of profitability due to the financial regulations. The following impact of financial regulations on the profitability of Bank of England is described below:

i) In regards to the financial regulations, the potential financial transactions can be conducted without any errors as the number of financial scams may decrease. As described by Schimmelfennig (2016), this is important for the management to avoid irrelevant losses. As a result, the management activities can be conducted without any risks. High number of financial transactions is beneficial for Bank of England to develop its financial profitability rate. 

ii) It is clearly identified that the financial regulations are capable of identifying the requirement regarding the profitability expansion. After evaluating the regulations regarding the financial activities, the management may conduct the business related action in a proper manner. Hence, the profitability efficiency of the management can develop in a constant manner. This is important for the Bank of England of improving its profitability efficiency so that a long-term constant growth can be recognised (Hinterschweiger, Neumann and Saporta, 2018). On the other hand, in case the management fails to evaluate the current requirement regarding the profitability efficiency, the management may fail to generate high net income in the upcoming years. As a result, a gap in the profitability efficiency can be recognised which may corrupt the whole financial management process. 

iii) In respect to the capital, liquidity and efficiency level development, this can be stated that the cash inflows can expand compare to outflows. Cash inflow is a part of profitability in which the remaining balance of cash is forwarded to the upcoming capital account. Therefore, a sufficient amount of capital can be introduced by the organisation. Along with that, it is recognised the management activities can be conducted without facing unnecessary business related risks. The liquidity level clearly describes that the management may increase the financial assets in case the irrelevant market obligations and borrowing are mitigated. On that basis, the potential risk may reduce in a constant manner and profitability of the company can be developed. Along with that, this is evaluated that, the efficiency level can be beneficial for the organisation in conducting the management related activities in a proper manner. As a result, massive growth of profitability can be recognised due to this factor.

iv) Finally, this is seen that due to the financial regulation, the audit related risks can be identified and mitigated in the financial market. The audit related risks are the main factor which increases the potential management issues. This may the number of financial scam and frauds in the financial transactions (Packin, 2018). Therefore, the company will not be capable of conducting their management related activities in a proper manner. However, considering the audit related factors can help the Bank of England in avoiding the high number of market liabilities and develop its profitability rate. 
Risks

Even though the financial regulations and capital, efficiency and liquidity level have a significant positive impact of the management activities, the following risks have been recognised.

i) This has been clear that the financial realm regarding use of model can be extremely complex method. Due to the complexity of this method, the management may not be capable of implementing this calculation process. In addition to that, in the views of Lastra (2019), the equations of cost benefit structure are highly difficult which may not be considered by the organisation without. This might increase the chances of calculation errors for the Bank of England. Therefore, a financial gap may be recognised which will corrupt the financial decision. On that regards, the Bank of England may face issues in implementing a long-term business decision. This is not acceptable for the management as stock price of Bank of England can decrease in future.

ii) This processes are highly expensive which may increase the potential additional cost for Bank of England. The management of Bank of England is trying to increase profitability efficiency per year. In this situation, implementation of highly expensive procedures such as use of model or physical world of finance is inappropriate business decision. This type of mistake cannot be conducted by the organisation in order to avoid loss of cash asset in the upcoming years.  

iii) The financial regulations can slow down the financial transactions in the market. As the management may consider various documentation and other legal activities, the transaction of market security and stock cannot be conducted within a mentioned timeline (Lopes, 2018). This is not beneficial the bank as a negative market reputation can be created in the international market. On the other hand, this has been recognised that if proper documents are not presented during the transaction, the legal difficulties of Bank of England can develop in future. This may reduce the chance of management related errors in a constant manner. 

iv) Finally, this has been recognised that, due to the capital level, liquidity level and the efficiency level, the financial pressure on the employee of Bank of England can increase. In order to conduct the financial transaction related activities, this is necessary for the management to conduct the business activities in an effective way. However, constant pressure of conducting the financial activities can increase employment issues. This will corrupt  the management system completely. 

Based on the above discussion, it can be concluded Bank of England was not capable of conducting the finance related activities in a constant manner as the financial regulations have changed constantly. However, this is also realised that change in the banking regulation is necessary for restraining uncertain risks regarding theft and calculation errors. In 2020, the regulatory framework of financial activities have included adapt and respond. Based on the current trend can help the banks in completing their business related activities.
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