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[bookmark: _Toc18488762]Abstract
The purpose of this paper is to analyse Lloyds Banking Group plc, one of the main British financial institution. To do that, a brief history of the major events will be given. This assessment is divided into four sections. In the first one, capital adequacy, liquidity, and asset quality ratios will be calculated and analysed over the past five years (2014-2018). Lloyds performance will be compared to Barclays Bank plc in the last year (2018). Then, results will be compared to Basel’s norms. In the second section, financial risks (credit, operational and market) will be exposed. Also, some strategy of mitigating risks (used by the Group) will be studied. In the following stage, Efficient Market Hypothesis (EMH) will be reviewed studying its importance in modern banking. The last part analysis the role of financial regulators will be analysed; emphasis will be on bank supervisor and capital requirement.

[bookmark: _Toc18488763]About Lloyds Banking Group
Lloyds Bank was founded in 1975 in Birmingham by John Taylor and Sampson Lloyds. During the industrial revolution, the Taylors abandoned the business, and it became Lloyds & Company. Over the next years, the bank took over 200 smaller enterprises, and it started to expand. 
Today, Lloyds Banking Group plc is one of the main British financial institution headquartered in London (operational office) and in Edinburgh (registered office). The group has a primary listing on the London Stock exchange and is a constituent of the FTSE 100 index. Lloyds Bank plc and Bank of Scotland plc are the principal subsidiaries of Lloyds Banking Group.
In 2009, HBOS – a holding company for Bank of Scotland PLC – was acquired by Lloyds TSB, and Lloyds Banking Group PLC was formed. In the same year, the government invested £5.7bn in Lloyds to maintain the taxpayer’s stake at 43% after the right issue. In 2010, Lloyds returned to get an actual profit when the global financial crisis began with the subprime mortgage market in the US (Monaghan, 2013).
In 2013, Lloyds and TSB once again became two separate banks. 
Retail banking, commercial banking, private banking, investment banking, pension and insurance are some of its products and services shared in the UK. Two of the main ambitions of the Group are: Becoming the best bank for customers and helping Britain prosper supporting business across in the UK 

[bookmark: _Toc18488764]Ratios’ analysis – Lloyds vs. Barclays 
Ratio analysis is the relation of line items in the profit-and-loss statement of a business; it is useful to analyse inside and outside a business. In this section capital adequacy, liquidity level and asset quality of Lloyds Banking Group plc will be presented. These ratios will be calculated and analysed (internally) over the past five years (2014-2018). Also, a comparison against Barclays Bank plc (another British financial institution) will be explored – only for the last year (2018). The annual financial statement of both companies will be the source of the ratios’ calculation. 

[bookmark: _Toc18488765]Capital adequacy ratio
The Basel Committee on Bank Supervision (BCBS) was formed in 1974 by central banks from the G10 countries. The committee has produced three main norms known as Basel I (1988), II (2004) and III (2010) in order to strengthen the supervisor, practice and regulation of banks worldwide with the aim of reinforcing financial stability. According to Basel Committee (2010), banks must maintain a capital adequacy ratio (CAR) equal at least 8% (10.5% if it also includes the capital conservation buffer). This amount is expressed as capital adequacy ratio (CAR) and it measures a bank’s available capital which is expressed as the percentage of the bank’s risk-weighted credit exposures. 


Where: 
· Tier 1 or core capital consists of shareholders' equity and declared reserves. It is considered the primary capital to measure the financial health of a bank. Tier 1 capital is the sum of Common Equity Tier 1 (CET1) and additional Tier 1 (AT1). AT1 includes instruments that are not considered as common equity but are eligible to be included in Tier 1 capital. 
Under Basel III, at any time banks must maintain:  




As a result, .
· Tier 2 or supplementary capital is the secondary basic of bank capital. It includes all other capital. It is composed of assets which are more difficult to be converted into cash. 
Under Basel III, 

· Risk-weighted asset is a bank’s assets weighted according to risk of insolvency.
Table 1 shows the CAR of Lloyds and Barclays.  

Table 1: Tier1, Tier2, RWA and Capital adequacy ratio – Lloyds (2014 – 2018) and Barclays (2018).
	Lloyds £m
	2014
	2015
	2016
	2017
	2018
	Barclays £m 2018

	Tier1
	36,044
	33,860
	34,604
	34,977
	36,633
	52,998

	Tier2
	9,023
	6,256
	5,018
	4,017
	5,627
	11,596

	Total Capital Resources
	45,067
	40,116
	39,622
	38,944
	42,260
	64,594

	RWA
	239,734
	222,747
	215,534
	210,919
	206,366
	311,926

	CET1 ratio (%)
	12.8
	12.8
	13.6
	14.1
	14.6
	13.2

	Tier1 capital ratio (%)
	15.0
	15.2
	16.1
	16.6
	17.8
	17.0

	CAR ratio (%)
	18.8
	18.0
	18.4
	18.5
	20.5
	20.7


Source: Annual report Lloyds Banking plc and Barclays Group plc.



All the ratios, for both banks, have been conformed to the Basel III. 
As table 1 and figure 1 show, the ratios have increased at steady pace. The greater CAR occurred in 2018 and the worse one in 2015; in other words, the solvency risk was less in 2018. Banks can increase their capital adequacy ratio in two ways; they could either increase the numerator (TIER1 + TIER2), or decrease  the denominator (RWA). Lloyds, over the past five years, has improved its CAR ratio because RWA has decreased by 13,92% from 2014 to 2018, passing from £m239,734 to £m206,366 (even if its total capital resources has decreased). Over the years, Lloyds has acted prudently. 
At first glance, it would seem that the two banks have the same level of solvency as they have almost the same amount of CAR capital ratio. However, investors and depositors should prefer Lloyds because it has assets which can be converted into cash quicker and cheaper as its CET 1 and Tier 1 ratio are higher; while Tier 2 capital (which is higher for Barclays) is less reliable than Tier 1 capital. 
According to Hayes (2019), a more reliable assessment of a bank’s financial soundness is given by the economic capital. Indeed, CAR fails to account for expected losses during a financial crisis or a run bank. 

[bookmark: _Toc18488766]Liquidity coverage ratio
Liquidity ratios measure a bank’s ability to meet its short-term obligations without raising further capital. Therefore, banks must have enough assets that can be converted easily, quickly and cheaply into cash. Bank’s liquidity level can be measured by liquidity coverage ratio (LCR) which was implemented after the financial crisis known as the subprime mortgage crisis occurred between 2007 and 2010 (Kenton and Murphy, 2019). 
Basel III requires to maintain an LCR equal to at least 100% (Hartlage, 2012)

HQLA includes assets with high potential to be covered into cash and it consists of two categories of assets: 
· Level 1 assets: cash and other assets with the highest potential to be covered into cash in a stressed situation. These assets are not discounted when calculating the LCR. 
· Level 2 assets: assets such as covered bonds, low-risk corporate bonds that in a stressed condition they probable obtain nearly their full value. It is composed by Level 2A and level 2B. When calculating the LCR, these assets can have maximum 40% discount (Basel committee, 2013).
The denominator of LCR is calculated as follows:

Lloyds has not published LCR until 2017; in order to understand its liquidity level, loan to debt ratio (LDR) – will be analysed – which measure a bank’s ability to cover withdrawals and loan losses by its clients. 
Table 2 and figure 2 show LDR and LCR of Lloyds and Barclays. 

Table 2: Loan to deposit ratio and Liquidity coverage ratio - Lloyds (2014 – 2018) and Barclays (2018).
	Lloyds
	2014
	2015
	2016
	2017
	2018
	Barclays 2018

	LCR (%)
	NA
	NA
	NA
	127
	130
	153

	LDR (%)
	107
	109
	109
	110
	107
	81


Source: Annual report Lloyds Banking plc and Barclays Group plc. 


Both banks have been conformed to Basel III. 

LCR
It is important to underline that the LCR required by Basel III (100%) is just a recommendation, in other words, the higher the LCR, the higher the liquidity of a bank. From 2017 to 2018, the Lloyds’ LCR has increased by 2.36% because:
· Level 1 assets increased by 7% passing from £m120.2 to £m128.6; 
· Level 2 assets (2A and 2B) increased by 14.3% passing from £m0.7 to £m0.8;
· HQLA has increased by 4.6% passing from £m95.19 to £m99.53. 
Overall, the Group’s liquidity position exceeds the minimum imposed by Basel III. However, Barclays PLC has performed better, maintaining an LCR of 153% in 2018.

LDR
An LDR figure of 100% indicates that loans are equal to deposit, therefore, it means that the bank lends a pound to customer for every pound it received as a deposit. From one side, it means that a bank is performing prudentially; on the other side it indicates that the bank may not have enough cash on hand for contingencies. Ideally, the LDR should be around 80%-90% (Forbes, 2018). 
Over the years, Lloyds’ LDR has been more than 100% which means that the amount of the total Loan has been higher than the amount of total deposit. According to Murphy (2019), deposits play a dual role for banks; by increasing their deposits banks are increasing their liabilities as banks must pay-off an interest rate on those deposits. On the other hand, by increasing deposits, banks will likely have more money to lend. Interest rate on deposits are always lower than interest rate on loans. Lloyds should therefore, create new strategies to attract new customers or to retaining current clients. By doing that, deposit will increase and ideally it should increase its earnings. 
Barclays has a greater LDR. 

[bookmark: _Toc18488767]Asset quality ratio
Banks depend on the borrower’s ability to pay back their loans inasmuch loans are the major source of a bank’s revenue. Banks issue numerous kinds of loan; there are some loan that have a high probability to be repaid such as government bonds or T-bills, whereas other loans such as corporate credit or junk bonds have a high probability to become a non-performing loan. According to Seidel (2018), a loan is considered non-performing loan (NPL) when a borrower hasn’t made regular payment for at least 90 days. When a loan is considered an NPL, then the total amount of the loan will be counted in the NPL ratio, and not just the outstanding loan balance. If the borrower reassumes payment again on a non-performing loan, it becomes a reperforming loan (Troy Segal, 2019). 
Asset quality ratios measures the loan impairment charge as a percentage of loan and advances to customers.


Table 3 Asset Quality ratio Lloyds (2014 – 2018) and Barclays (2018).
	Lloyds
	2014
	2015
	2016
	2017
	2018
	Barclays 2018

	Asset quality (%)
	0.23
	0.14
	0.15
	0.18
	0.21

	0.13



Source:  Annual report Lloyds Banking plc and Barclays Group plc. 



Asset quality ratio has been more fluctuated than other ratios calculated above. It is preferable that the NPL ratio stays lower as possible because a high level of NPL can reduce bank’s profitability and their ability to lend.  Therefore, the grater NPL occurred in 2015 and the worse one in 2014. 
In fact, in 2015, the impairment charge was £m568 (48% lower than 2014) as a result of the significant reduction in run-off business and improvement in all division (Annual report - Lloyds, 2015). Barclays performed better. 

[bookmark: _Toc18488768]Risks
Since the financial crisis also known as “subprime mortgage financial crisis” which occurred between 2007 and 2010, banks and their regulators have become increasingly vigilant to manage various risk that banks face every day. In this section, credit risk, operational risk and market risk will be reviewed. In addition, some methods to mitigate these risks will be given. In this context, an important contribution has been made by the Basel Committee which has published different consultations where it is explained how to define the minimum capital requirement for each risk. Lloyds Banking Group has a solid and independent risk function which aims to maintain a strong control framework, classify and set up emerging risk and bolster sustainable business growth within risk appetite through great risk reward decisioning.

[bookmark: _Toc18488769]Credit risk
According to Basel Committee (2000), the credit risk is the potential that borrowers (customers, corporations and other banks) will be unable to meet their obligations in conformance with agreed terms. Everyday banks offer credit card, mortgage or other loans; doing that, they face the risk that borrower may not pay back their loan (principal and interests).  Therefore, lenders have to analyse the borrower’s historical financial data. The higher the ability to repay, the lower the interests banks will charge. 
According to Basel Committee (2000), loans are the biggest and most obvious source of bank’s revenue, but on the other hand loans arise the credit risk. Other instruments which can increase the credit risk are: acceptances, foreign exchange transactions, interbank transactions, equity and bonds. 
The main source of credit risk for Lloyds Banking Group have been Loans and advances, commitments contingent and liabilities. The Group measures credit risk through internal Ratings- based approach (IRB) as suggested by the Basel Committee (Basel II). According to Basel Committee (2001), IRB approach measures the credit risk by exanimating the characteristics of borrowers and specific type of transactions as well. The derivation of risk-weighted depends on: probability of default (characteristics of borrower and economic environment), exposure of default (amount of loss which bank is exposed) and loss given default (magnitude of likely loss on the exposure). Also, scenario and stress testing are used by the Group to estimate capital demand forecast and impairment losses for both internal purpose and regulatory.  

[bookmark: _Toc18488770]Credit risk mitigation 
According to the Annual report – Lloyds (2018), the Group has a solid through the cycle credit risk appetite. However, it carries out a series of internal processes in order to ensure an adequate identification, control and management of credit risk. These procedures allow to investigate and manage potential signs of customer and counterpart suffering. Lloyds Banking Group conducts portfolio deep dives and larger exposure reviews (once every three months). The Group has a conservative and well-balanced portfolio of UK credit managed through the economic cycle and supported by a solid customer portfolio management. The Group undertakes a board program of stress test which creates a complete view of the potential risk arising from the risk to which the group is exposed. Lloyds improved the use of early warning indicators and specific test indicators without relaxing credit criteria. Thanks to a selective and preventive diffusion of credit risk and to solid control (both internal and external) of economic accessibility, the Group is well-positioned with respect to an uncertain economic outlook. Therefore, the Group is able to withstand potential market volatility.  According to the Annual Report – Lloyds (2016), during 2016, Lloyds was subject to the European Banking Authority’s Europe-wide stress test and during the same year, the Bank of England conducted a stress test run; the Group comfortably exceeded the minimum capital requirement and the capital threshold.     

[bookmark: _Toc18488771]Operational risk 
According to Basel Committee (2011), operational risk is the risk of loss which can result from inadequate people, internal procedures, system or external events. It is also known as human risk as it reflects man-made procedure. Therefore, bank have to control and monitor operational risk level as a high level of this risk could lead to damage the bank’s reputation, adverse clientele and financial loss.    
Sources of operational risk might be internal or external to the bank and they are set-up by people, process and technology. The main sources of operational risk for Lloyds are: a cyber-attack, failure in technology, failure to manage and protect customer’s data and internal and external financial crime. 
In 2016 the Basel Committee has published its second consultation on the risk capital requirement for the operational risk. This new consultation replaces the previous three approaches (basic indicator approach, the standardised approach and advanced measurement approach) with a single approach: standardised measurement approach; which has been utilized by the Lloyds Group. The Basic indicator approach is the simplest one, and the risk capital requirement under this approach is equal to 15% of annual gross income over the previous three years (Paramasivan and Subramanian, 2009). In the standardised approach, bank’s movements are divided into eight business lines. The average gross income (calculated over the past three years, for each business line) is multiplied by a beta coefficient for that business line and the result summed to determine the total capital. In the advanced measurement approach the risk capital requirement is measured by the bank internally by using both quantitative and qualitative criteria.    

[bookmark: _Toc18488772]Operational risk mitigation 
The Group invests and review in its control environment to ensure it addresses the operational risk it faces. According to Annual report – Lloyds (2018), some of the mitigation actions to the main operational risk are the following: 
· The Group has a significant regulatory attention on the threat landscape linked to cyber risk. The cyber risk appetite has been defined by the Board which invests to protect the Group from malevolent cyber-attacks.  
· The Group embraces a risk-based approach to mitigate the external and internal fraud risks it faces. Indeed, the Group has been defined the fraud risk appetite, costs of fraud operations and system and customer experience of certain and attempted fraud. The Group drives a continuous programme of prioritised improvements to the Group’s technology, people and process related control. Operation control frameworks and Group-wide polices are designed and maintained to provide customer confidence, protect its reputation and the commercial interest of the Group. 
· The Group has adopted procedures and policies designed to prevent and detect the use of its banking networking for money laundering, bribery, tax evasion, modern-day slavery and human trafficking. 

[bookmark: _Toc18488773]Market risk 
According to Basel Committee (2016), market risk is the risk of losses which can result from movement in market place. It is also known as systematic risk as its sources (change in interest rate, foreign exchange, risk equity or recession) tend to influence the entire market. Investors and analysts measure market risk through Value-at-risk (VaR) which is a statistical method that measures a probability of loss associated to a portfolio. It is a function of two parameters: the level of confidence and the time horizon (Hull, 2015). 
According to Basel Committee (2016), bank can choose between the standardised approach and internal model approach in order to determine the risk capital requirement for market risk. 

[bookmark: _Toc18488774]Market risk mitigation 
The policy of the Group is to optimise reward whilst managing its exposure with the market risk appetite which is defined by the Board. The Group manages its exposure to movements in market rates throughout the year, lending the group to offer a comprehensive customer proposition and promote low volatility earning with market risk hedging strategies to deliver sustainable growth. Group Asset and Liabilities Committee (GALCO) is responsible for monitoring and approving group market risk, market risk measures and management techniques. In addition, GALCO reviews the duration and the amount of the hedging activity. Numerous mitigation activities are undertaken and assessed the Group to seek and manage portfolio to ensure they remain within approved limits. In General, the mitigation actions look to reduce risk in a cost-effective way. The Corporate Treasury (GCT) is responsible for the market risk policy which is refreshed annually. GCT manages therefore net investment foreign exchange through hedging non-GBP asset value with currency borrowing. 
[bookmark: _Toc18488775]Efficient Market Hypothesis
Number of platforms are present through which investors can make investment. Several theories have been developed in order to understand pricing changes, these are known as investment theories. Efficient market hypothesis is an important investment theory used for understanding the change in prices of shares. This theory has been prevalent for quite some time helping the financial community to make valuable business decisions. Importance of the theory will be discussed mentioning its relevance to modern banking sector and how it helps understanding operational risks. Overall understanding of the financial sector along with movement of stocks will be required to effectively link market efficiency theory in the case banking industry. 

[bookmark: _Toc17329200][bookmark: _Toc18488776]Importance			
According to efficient market hypothesis, prices of securities completely reflect all information that is available in the market due to which it is not profitable to make trade based on average historical returns. Trading strategies applied for gaining return in market are subject to observable trends in history. The main reason why the market efficiency theory is important is the academic support, but often a difference is witnessed in the actual behaviour of the market. Market efficiency hypothesis holds importance from several regards where investors can determine type of strategy that they can use for investing in the market. Market efficiency theory has held strong in several researches, such as research of Rehman and Khidmat (2013) in which analysis was made of publicly available stocks in the Karachi Stock Exchange. Regression analysis showed that prices of shares fully reflected all information that was available in the market. This relation has been proved in the long run case as several years’ analysis was carried out but this relation did not hold in the long run. 

[bookmark: _Toc17329201][bookmark: _Toc18488777]Relevance in Banking	
Considerable research has been carried out to determine whether the future stock returns can be predicted through the use of the initial valuation parameters. Question is whether this trend would still hold in today's time where intellectual dominance is becoming far less relevant in today's time. Change in viewpoint can also be seen in economists and statisticians they believe that somewhat predictability is present in stock values. Most criticism which arose relating to the market efficiency theory is related to the short run where the fluctuation shown in the stock prices allows investors to generate abnormal amount of returns (Lekovic, 2018). However, these patterns do not show any consistent behaviour due to which guarantee is not present for investors to generate return. Waves of optimism are seen in short-run but such viewpoint tends to slim out over longer durations. Role of interest rates is worth mentioning in this part as interest rate is one of the main sources of generating revenue for banks. Dividend yields given out by the company tend to vary with interest rates. A  higher interest rate allows banks to give out higher dividends and vice versa. More abnormal fluctuation in prices is seen as easily tradeable securities: they have less transaction costs allowing investors to make trade more often and generate higher return (Kraujalis, Karpaviciene and Vcilikas, 2006). Shares of banks can be labelled under this category as shares can be traded easily allowing investors to earn abnormal returns, for which market efficiency theory will not hold as strongly. 
According to Fama (1991), a market is efficient when share’s prices reflect all relevant information at any point in time. Investors will therefore unable to gain abnormal returns using said information. 
There are three variants of efficient market: weak-form, semi-strong form and strong form.
· Weak-form: the future prices of shares are random, past events will not influence the future assets’ price. Security prices reflect all past market data which refers to historical price and trading volume information.
· Semi-strong form: the future share’s price will depend on both past market data and all the public information which are shared by company for example in the financial statement, dividend announcement, political, financial and business news. Huge return cannot be achieved by technical and fundamental analysis because the market reacts so quickly.  
· Strong form: the future share’s price will depend on the all the information. But this time, both public and private information will determine the future change in the stock’s price. Thus, the strong form encompasses the weak-form and the semi-strong market efficient. In this form, prices not change random, they will depend on the past events.  

[bookmark: _Toc17329202][bookmark: _Toc18488778]Operational Risk
Operational risk assessment seems to gain growing interest in banking industry, although the measure was given little importance in the previous industry. Taking up such measure is seen as a positive standing point where more formal assessment can be made of companies. Increasing focus towards applying such measures in the financial industry can be attributed to diversity present in the forms of activity and constant fluctuation that is taking place due to changes in the financial sector. Most common ratios applied for measuring the value of stocks include price-earnings ratio and price-to-book value ratio. These measures are mainly focused on the market value of a company as compared to book value where it tells overall value of investing approach. However, this approach assumes that markets are inefficient and firms are trading at less as compared to their actual worth (Makiel, 2003). This presents a dilemma for market efficiency theory where according to the theory, all the available information available in the market is reflected on the value of stocks where investors cannot earn above-average returns. This ratio is mostly applied in capital intensive firms such as manufacturing industry or financial businesses and it does not have much influence on firms belonging to the service industry whereas they have a smaller number of tangible assets which are showed off in book value. From this it can be said that banking industry should be able to apply these ratios, but then again this goes market efficiency theory. Another element to concern is the portion of debt in companies which can carry impact on book value of a firm (Hou and Sun, 2014). Debt can lead to an increase in liabilities of the company depressing the value of therefore impacting value of hard assets. Behind the scenes issues occurring in a bank may also carry impact on performance. 

[bookmark: _Toc18488779]Literature Review: Role of Regulators in Averting Future Banking Financial Crisis or Financial System Failure
Financial regulations are employed in the economy of a country so that regulation and supervision can be carried out institutions that are working in the financial system. Government and non-government organizations can play an active role in regulating the economy where both have responsibilities to fulfil in order to keep the economy stable (Jones et al., 2016). The focus of the literature review is on studying the role played by regulators in preventing financial crisis occurring in the financial sector. Empirical results will be discussed showing various methods through which regulators can play role in avoiding a financial crisis.

[bookmark: _Toc18488780]Role Played by Central Banks
The central bank of a country has been seeing pursuing the same goals for a considerable amount of time where goals include achievement of financial stability. Considerable control is granting to the central bank for controlling the economy, generally in the form of monetary policy, where the central bank can alter interest rate for bringing stability in the economy. According to Goodhard (2011), the role of price stability may be effectively played by the central bank but this does not continue to the role of financial stability as effectively. The central bank also plays an important role in managing regulators and supervisors that are present in an economy. Unquestioned access should be provided to banks so that performance can be actively monitored and can intervene in case the performance is declining. Playing the role of central bank of the country means that regulators need to ensure that the interests of customers are kept under control and protected. The research was carried out to see if single or multiple regulators were present in the economy of a county and whether the central bank was given adequate authority to supervise the work or not. Research indicated that considerable heterogeneity exists in those kind of regulatory authorities that regulate the financial sector of a country. Convergence can be seen towards specific policies and procedures that are uniformly applied in economics such as certain type of banking sector policies, supervisory policies and bank regulations. As stated by Barth, et al, (2013), the diversity present in regulatory authority shows both a challenge and an opportunity to understand differences that can be seen in performance outcome due to the working of such a regulatory authority. Samples have been studied of more than 180 countries which revealed that convergence is seen in certain areas such as bank policies.

[bookmark: _Toc18488781]Financial Regulation
Basel Committee of banking supervision came up with a series of development relating to global capital standards that would enforce banks to maintain adequate structure providing greater resilience against financial downturn (Barr, 2012). Minimum capital requirement is set with this aim in mind where maintaining up to minimum capital ratio allows for a significant increase in reserve of the firm. Regulation is not only necessary at the national level but should be extended beyond borders gaining access to large firms eradicating the false perception that some are too big to fall. Work down by recent initiative to increase the financial standing of companies have been seen to bear fruit which led to an increase in capital strength along with the financial standing of the firm. According to Campiglio et al (2018), some regulators have even started to look beyond common factors which affect the performance of the financial sector taking in view how environment carries an impact on the performance of firms. According to Bech, and Malkhozov, (2016), suggestions have been put forward to shifting towards a carbon-free business model through which one can impact of the environment on the financial sector can be reduced. The effort made on smaller level may not bear fruit where the more widespread application of policies may be needed.

[bookmark: _Toc18488782]Capital Requirements and Bank Supervision
As stated by Watson, and Holland, (2010), banks are important institutions working in a financial sector where they hold considerable knowledge relating to changes taking place economy and can use previous experience for formulating future strategies. However, it is seen that weaknesses previously noted in the market are ignored which even lead to the financial crisis in the past as indicated by heavy lending along with reliance on markets for liquidity. Diversifying securities across various banks, economies and countries were thought to remove the risk but mortgage crisis showed how far-flung effect of crisis could be. The study carried out by Holland (2010) indicated that regulators need to put more emphasis on baking vulnerabilities as revealed during the time of crisis such as low quality and overprice assets along with disappearing liquidity which carried a significant impact on working of the economy. As stated by Lindé, Smets, and Wouters, (2016) another matter revealed during the financial crisis is a lack of knowledge sharing and knowledge management present in banking institutions due to which they do not tend to learn from past experiences. Rather, they have to be reminded of their past experiences and forced to avoid such circumstance in the future. 
Moreover, the regulators have to collect a variety of information related to banks to keep in check working of the banking system but making such information public is not allowed so it becomes difficult to make the availability of information more uniform in the economy. If such information is shared often than it may lead to a better understanding of conditions by financial institutions and encourage them to make adjustments according to their need. It is seen by Anginer et al., (2017), that certain banks try to adopt window dressing so that judgement made by regulators do not show off the bank as too weak. Such actions ultimately lead to a negative impact on judgement being made for which strict checks and measures should be applied while making a judgement. Actions are also needed against who try to hide their true position in such a manner (Leitner, 2014).


[bookmark: _Toc18488783]Conclusion 
All in all, Lloyds has done a good performance over the past five years. however, as results show, Barclays has a better understanding of its actives. The various strategies to mitigate the different risks (diversification and hedging) have been able to strengthen the solvency and reputation of Lloyds. The group should, therefore, continue to invest in order to reduce its risks. However, Credit default swap (CDS) could help Lloyds to reduce its risk. 

Stock markets in the real world are seen to be dynamic where as long as such markets exists, collective judgment of investors is bound to make mistakes. Investors in the market make decisions rationally but room for error will always be there. Market can never be perfectly efficient otherwise investors will have no incentive. Operational risk assessment seem to gain growing interest in banking industry, although the measure was given little importance in the previous industry. These measures are mainly focused market value of a company as compared to book value where it tells overall value of investing approach. Application of such measures can be seen going against market efficiency theory as markets are presumed to be inefficient. Despite the criticism, market efficiency theory holds strong value in stock valuation.

[bookmark: _GoBack]Banking institutions possess the necessary knowledge to regulate their working but often ignore such information relying on diversification strategies to minimize risks. Regulatory authorities have an important role to play in this area so that working of banks can be managed more effectively. The symmetry of information should be supported along with taking action against banks who hid their financial position.
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Figure 2: LDR and LCR - Lloyds 2014-2018
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Figure 3: Asset quality ratio - Lloyds 2014-2018
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