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[bookmark: _Toc70633925]Introduction
Global Financial System collapsed during 2007-2009 and global economy witnessed recession. Many financial institutions collapsed due to this financial crisis (Baily, et al., 2008). There are various reasons which elevated the subprime crisis. Financial institutions failed to estimate their true valuation model and relied upon credit ratings. Credit default Swaps (CDS) market was highly unregulated. However, it all started due to subprime mortgage crisis. Federal reserve lowered its interest rate from 3% in 2003 to 1% in 2001. The objective was to make money accessible in the market and boost economy. This resulted steep rise in home price and low mortgage rates. Borrowers including subprime borrowers could buy house. Subprime borrowers do not have good credit rating history. So must pay higher interest rate to get a loan. Even, during this time financial institutions were relaxed to give loan to subprime borrowers without stringent underwriting. Banks used to sell this mortgage loan to large investment companies which used to repackage these loans into relatively low risk assets such as CDO (Collateralized debt obligations) and   mortgage backed securities. Therefore, a large secondary market was developed based on these subprime loans. Gradually the Federal reserve interest rate started to increase, and it reached to 5.25% and remained till August 2007. By 2004 homeownership reached 69.2% (FRED, 2021). Then in early 2006, home price started to decrease. Americans faced deep trouble as their houses were worth below the amount, they paid to take loan from lenders. Therefore, the number of defaulters started to increase specifically the subprime borrowers. In 2007, subprime lenders started to file bankruptcy. By mid of 2007, it was evident that this banking industry was unable to resolve this crisis. Interbank markets froze due to this. Northern Rock filed bankruptcy in 2008 (O'Connell, 2017). UBS a Swiss Bank announced $3.4 billion loss due to their investment in secondary market which was linked to subprime mortgage market. By winter 2008, United states and global economy completely blown away due to recession. British Government nationalized Northern Rock. Investment firm Bear Stearns collapsed. Fannie Mae and Freddie Mac, two of the largest lenders in USA were sized by US Government. However, the collapse of iconic Lehman Brothers created the history as it was the largest bankruptcy ever filed in US financial history. 
Governments provided bailout packages and introduced various acts in their countries to prevent further economic slide. This article will explain some of those acts which has significant impact in US, UK and Europe economy. This article will also critically review how these reforms have contributed the financial system. In addition to that the article takes reference to UBS bank and analyses the effect of these reforms. 
[bookmark: _Toc70633926]Key Financial Reforms 
Global regulators and government authorities implemented new financial reforms to prevent further slide in economy. Different countries implemented different reforms, however the objective of these reforms is similar which is strengthening the overall financial system to avoid any further financial recession. This article describes some key financial reforms implemented in USA, EU and UK. 
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Major reforms established after the subprime crisis were 1. Dodd Frank act 2. Emergency Economic Stabilization Act (EESA)
[bookmark: _Toc70633928]Dodd Frank Act 

“The Dodd Frank Wall Street Reform and Consumer Protection Act 2010” was created as counteractive measure of Financial crisis. It was named after Senator Christopher J. Dodd and Representative Barney Frank who were the primary sponsor of this act. The several provisions of act were implemented over a period. Below are some of the key provisions of Dodd-Frank act (Hayes, 2021).
· Financial Stability: The Dodd-Frank act has established ‘Financial Stability Oversight Council’. In addition to that ‘Orderly Liquidation Authority’ oversight the financial stability of the large and major financial institutions. The large financial institutions are “too big to fail”. Failure in these institutions have severe impact on overall country’s and global economy. The law provides opportunity for liquidation of assets via orderly liquidation fund. It also provides direction about restructuring of financial assets. The council determines the systemic risk and can break a large size bank to mitigate risks. It can provide mandate to increase their cash reserve. Similarly, ‘Federal Insurance Office’ can regulate and monitor large insurance firms which are “too big to fail”.
· ‘Consumer Financial Protection Bureau’: Under Dodd-Frank act, CFPB was established. The purpose was to control the aggressive mortgage lending. During 2008 financial crisis subprime mortgage lending was one of the biggest reasons. Therefore, CFPB’s role is to prevent the similar scenario in future. In addition to this it also makes aware the consumers about the terms and conditions of a mortgage lending. CFPB resists mortgage brokers from collecting higher commissions for foreclosing a loan with increased interest rates or higher fees. Also, it prevents the originator to guide the consumer to the loan which require higher charges for originators. CFPB manages credit and debit card lending. The bureau address complaints of mortgage consumers. It makes the formal procedure simplified including the mortgage forms in Lehman’s term.  
· Volcker Rule:  To eliminate proprietary trading, limit bank investment and limit speculative trading, Volcker rule was implemented under Dodd-Frank act. Banks are not encouraged to get involved with private equity or hedge funds as these assets consists of high-risk elements. To avoid the conflict of interest Volcker rule directs the banks not to do trading proprietarily, unless it has enough “stake in the result”. Volcker rule has provisions to regulate credit default swaps (CDS) which was one of the major reasons’ of 2008 financial crisis. The act established centralized exchange which facilitate Swap trading. By establishing exchange, the act reduced the counterparty default and promoted higher disclosure of information associated with swap trading to increase the transparency in the market. 
· Securities and Exchange Commission (SEC) Office of Credit Ratings: Credit rating agencies were responsible for the financial crisis. Rating agencies unethically exaggerated the rating of financial institutions. To prevent this under Dodd-Frank act SEC office of credit rating was formed. The responsibility is to monitor the credit rating agencies so that they provide honest, reliable and meaningful credit ratings to financial institutions and other organizations. 

· Whistleblower Program: Dodd-Frank act elaborated and extended the existing whistleblower initiative by implementing Sarbanes-Oxley Act (SOX). Whistleblowers may receive 10%-30% of the earnings from a litigation payment. This has become mandatory in the new act. The act extended the scope where it included employees of subsidiaries along with parent organization. 

[bookmark: _Toc70633929]Emergency Economic Stabilization Act
US Congress passed this act in October 2008. This act issued $700 billion to purchase mortgage backed securities, bank shares and others. These assets were termed as “troubled-assets”. The “Troubled-asset relief program (TARP)” spent approximately $426 billion, predominantly for bailing out the institutions including AIG, Citigroup, Bank of America, General Motors, JPMorgan Chase. The treasury could recover approximately $441.7 billion from the TARP recipients. 
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[bookmark: _Toc70633931]Short Selling Restriction
UK regulators imposed temporary restriction on short-selling of shares. Investors can make profit by short selling while a share when it declines its value. When a large organization’s stock starts declining, investors do more short selling and that cumulatively reduce the share price. It was believed that short selling of share is one of the prime reasons of bailout of Lehman Brothers. 
[bookmark: _Toc70633932]Financial Services Act 2012
UK government responded to the financial crisis by introducing ‘Financial Services Act 2012’. This enabled a completely new approach towards banking regulations. Previously the system was tripartite where The Bank of England, HM treasury and FSA were involved. According to the new act the system has changed to twin peaks which are PRA and FCA. Northern Trust, HOBS collapsed during financial crisis. It was highlighted that the collapse of these financial institutions happened due to failure of tripartite regulation. FSA failed to anticipate the crisis despite they were aware about the discrepancies and deficiencies, before the financial crisis happens. 
[bookmark: _Toc70633933]EU Regulatory Reforms
European Parliament Committee in May 2010 passed a bill which strengthened and empowered the regulatory authorities to monitor banks, insurers, pension funds. The plan also created a provision of establishing two new funds- deposit insurance fund and stability fund. The large financial institutions were supposed to contribute in these funds. Depending on the risk assessment the contribution to these funds were determined. ‘European Systemic Risk board (ESRB)’ was created under this plan which oversight the interconnected risks between the banks. The plan created this new system ‘European System of Financial Supervisors (ESFS)’ which would comprise of EBA, EIOPA, ESA (European-Parliament, 2021). A new committee was established to avoid any conflict between these regulatory authorities. Thus, ESFS would promote a common direction to financial institutions to maintain synchronized regulatory norms. It also protects consumer’s interest in financial market. ESFS monitors the stress at micro level for individual financial institutions in order to provide stability and protect consumers faith on banking. By doing macro prudential-supervision ESFS holistically monitors the entire financial system and maintain its stability so that in future any other financial crisis can be avoided. 
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Figure 1: ESFS
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Different regulatory reforms were introduced post financial crisis of 2008 in order to avoid any such future crisis in financial industry. However, it was also evident that the existing financial regulations for banking systems were not effective as it was expected to prevent a financial crisis. It also failed to protect financial institution from the turmoil and bailouts. The ‘Basel committee on Bank Supervision (BCBC)’ was established in 1970 in order to monitor international banking and provide guidelines for stability in global banking system. The Basel committee introduced regulatory framework in 1988 for regulating the capital structure of banks and financial institutions and maintain synergy in global banking system. It was named as Basel I. In 2004 the second accord was released which was known as Basel II.  The new framework was established as a response to financial institution’s systemic risk. A new comprehensive set of amendment was made to strengthen the financial regulation and bank’s risk management system. Bank’s capital strength, liquidity and standard leverage were also raised by Basel norms. 
Basel III brought changes in increasing minimum capital requirement for financial institutions, in addition to the buffer capital. Basel III also elevated the coverage of financial institutions and banks’ credit risk exposure. The new leverage and liquidity ratios ensure that banks are maintaining their adequate funds during a stress period. Basel III also provide direction in terms of creating balance sheet with restricted measures. The norm puts limitation to size and number of activities a financial institution can create. 
Basel II introduced three different types of Tier capital. In Basel III reduced it to two, Tier one and Tier two. After financial crisis, all UK commercial banks must maintain Tier one capital. Thus, the Tier one and Tier two segregation of capital requirement defines the financial strength of different banks. In Basel III another important theory is ‘Counter Cyclical Capital Buffer. This was required to amend pro-cyclicity of previous Basel II norms. This is specifically during the economic growth. 
[bookmark: _Toc70633935]Critical Review 
Policy makers, economists have critically reviewed the laws and reforms implemented after financial crisis in 2008. This section describes the critical evaluation of these reforms and whether these reforms have helped the economy to avoid another recession. 
Protagonists of Dodd Frank acts believed that this regulation would prevent global economy to witness another event such as 2008 financial crisis. It would prevent financial authorities, credit rating agencies and organization to abuse the laws. However, the detractor of Dodd Frank act highlighted that this law would reduce the competitiveness of US financial institutions with respect to its foreign peers. According to this school of thoughts the complex regulatory environment would put additional burden on small financial institutions, community banks. However, these small financial institutions did not have any significant role in causing financial crisis. 
Financial institutions became more secure after the laws were implemented. However, the shortage of liquidity in the market was evident. This happened as the law enforced greater degree of capital requirements from the financial institution. 
The scenario was more prominent in Bond market. In Bond market all securities are not ‘mark to market’ and several bonds may lack a consistent supply of sellers and buyers. Under Dodd Frank act banks are supposed to keep a higher proportion of their financial assets in cash. Therefore, the amount of money which banks can invest in marketable securities has come down. Traditionally banks were key contributor in the bond market and played the role of market maker. After implementation of Dodd-Frank act banks were unable to contribute as market maker. Therefore, prospective sellers would find hard time to find counteracting buyers and prospective buyers would find it difficult to search counteracting sellers.
Donald Trump elected as President of United States in 2016. He decided to repeal the Dodd-Frank act. In May 2018, Donald Trump administration rolled back significant part of the law. U.S congressed reviewed and passed Consumer Protection Act, Regulatory relief and Economic Growth act after rolling back adequate percentage of Dodd Frank Act. Below here some of the significant reforms. 
· The new reform relaxes the Dodd-Frank act for regional banks and small financial institutions by increasing the financial asset threshold for stress test requirement, and risk related compliance. 
· There are some financial institutions who acts as a custodian of customer’s assets, but they are not involved in lending or act as a traditional bank. For those kinds of institutions, the new law has lowered the capital requirements and decreased required leverage ratios. 
· The new act relieves escrow obligation for residential mortgage lending held by a credit union or a depository trust under specific conditions. It also provides direction to ‘Federal Housing Finance Agency’ to establish a defined standard for Fannie Mae and Freddie Mac to evaluate substitute credit rating methods.
· According to Volcker Rile the lender had to maintain$10 billion asset requirement. The new law has exempted the lender from this requirement. Also, capital requirements and stringent reporting are now relaxed for small lenders. 
Several analysts and researchers have studied the Basel norms.  According to Persaud, ‘Counter-Cyclicality’ should be the cornerstone of new regulatory environment and it should not be considered as an additional element (Persaud, 2010). The initial Basel III agreement constituted stringent regulatory values (Howarth & Quaglia, 2013).Despite of the fact that, 2008 financial crisis generated a requirement of stringent regulatory norms, governance and continuous monitoring on financial institutions, the implementation of Basel III happened in 2019 only, which was far delayed than the planned. It is evident that Basel III can bridge the gap between Basel I and Basel II, and it has also addressed the key issues of previous financial crisis.
The financial crisis in 2008 showed the world why a stringent regulatory framework is required in global financial system. As the large banks are interconnected with each other globally, it was evident that a macro prudential-supervision regulatory framework is necessary in order to monitor and govern the financial system. The macro prudential-supervision was necessary to monitor each bank and check the stress factor and bring back the trust of consumers on banking system. The regulation also encouraged to build a strong corporate governance system of financial institutions. The company boards must reveal the risks and hazards in terms of running the business. Therefore, a productive reporting system was required in terms of monitoring and governance.UK has one such institution which maintains reporting governance FRC (Financial Reporting Council). ‘The UK Corporate Governance Code’ provides direction and build standards of best practices for Company boards with regards to their relationship with the company shareholders. According to Merino et al, the public confidence on corporate governance system has declined significantly. The organizations, regulatory bodies must restore this confidence by addressing the challenges related with corporate governance relations and company management (Merino, et al., 2010). The researchers suggested that corporate governance plays a crucial role in understanding a financial firm’s business practice and response during a financial crisis. 
Banks have a high contagion financial risk, as they are globally interconnected with each other in terms of transaction, policies and overall business. However, the global banks showed negligence and recklessness and unethical practices during the early 2000s.  For instance, LIBOR scandal for which the various financial institutions manipulated the Libor rate unethically. The banks were already facing financial loss and therefore they did not show any intent to keep the LIBOR rate down. (McConnell, 2013). FCA (‘Financial Conduct Authority’) replaced FSA in 2013. FCA and PRA (‘Prudential Regulation Authority’) adopted a new policy which was named as ‘creditable deterrence policy’. In this policy more harsher norms were imposed on the banks. In addition to that heavy penalties were imposed on wrongdoers and unethical practices (Wilson & Wilson, 2013). According to Lui, FCA and PRA acted very stringently by enforcing sanctions on financial institutions post 2008 crisis and this could be a good step in order to maintain a stable corporate governance (Lui, 2015). FCA introduced SMR (‘Senior Managers Regime’) which made the approval process to hold the position of a director of a bank even stricter than before the financial crisis (Bagge, 2000). In 2013 Banking Reform Act was introduced. Similarly, PRA introduced a new accountability regime in 2014 for insurance industry. According to PRA, the regulatory framework should strengthen similar standards of conduct, financial fitness, financial stress management and accountability among banks and insurance companies (Baber, 2013). 
The shareholders have keen interest on the financial institutions, however they have very limited control over corporate governance. It can be said that directors of banks run the banks for the shareholders. Therefore, a significant asymmetry prevailed in terms of the control on the information. Lord Myners provided one of the most critical reviews against shareholders. He mentioned that hedge fund became typically an ownerless corporation. Shareholders did not monitor what a hedge fund manager was doing with the fund, therefore it went beyond control (Myners, 2016).  Even there was no one to monitor or govern what director was doing and therefore it led to enormously high leverage ratios. 
One of the prime recommendations were suggested by Walker review was promoting institutional investors to engage and become active with respect to individual investments. This lead to generate a controversial approach which was introduced in 2009 to elevate the quality of bank’s stakeholder engagement. This was named as Stewardship Code and later it was adopted by FRC (Walker, 2009). Despite of the fact that the code was set for providing best practices to institutional investors to engage with the individual investors it was made transparent that it does not hold any compulsion to micro manage or influence the selling of a holding  (Cheffins, 2010). 
Financial institutions should focus on corporate governance which in turn strengthen economy. Despite of knowing the fact still it can be found that financial institutions are not voluntarily maintain corporate governance as expected. The reason could be that financial firms try to maintain it to the extent but still fails to deliver the desirable impact and incur more cost. 
The critical review of these norms helps us to understand the loop holes of the system and how different financial institution utilized it to create a bubble during pre-crisis period. Banking regulation has been there always, and it is certain rules to which banks are supposed to adhere to (Hindmoor & Bell, 2017). Weak supervision of the financial system coupled with regulator’s relaxed attitude gave the banks enough opportunities to cause the financial crisis (Yeoh, 2009). According to Yeoh the crisis was result of bad corporate governance, relax regulatory supervision and adverse macroeconomic environment. Post Crisis regulatory authorities of different countries evaluated the cause and effect of crisis and focused on capital adequacy which became the predominant tool of correction (The-Warwick-Commission, 2009). The subprime mortgage crisis was one of the main reasons and lack of regulation in this market elevated the crisis and multiplied it. In addition to that reduced interest rate promoted banks to focus on investing on high-risk assets and focus on secondary market. Lack of regulation in investment banking created the large bubble and finally the fall of entire financial system started. Therefore, policymakers started focusing on all aspects including the investment banking, retail banking, commercial banking to regain the trust of consumers on banking system. 
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Previous two segments analyses the regulations implemented after financial crisis globally. Critical review of these regulations and its impact were discussed. In this segment a UK bank Royal Bank of Scotland is selected to understand the effect of the new regulation (Dudley, 2018). Royal Bank of Scotland has long history of approximately 300 years. It started as a small bank and they gradually grew up to a large behemoth in financial world. RBS has acquired many banks. But its notable acquisition was ABN AMRO in 2007 and NatWest acquisition in 2000. The aggressive growth model provided the growth, but it also brought high risk in terms of non-performing assets, high operation cost, different legacy systems and others. 
RBS elaborated its balance sheet raised swiftly prior to financial crisis from £750 billion in the year of 2005 to £2,400 billion in 2008. The amount was more that UK GDP in 2008.  This pre-crisis rise of RBS was driven by the expansion of bank’s derivative and wholesale line of business. This also includes the acquisition of ABN AMRO which is a large Dutch bank in 2007. Wholesale debt funds contributed to expansion largely. The Global financial crisis of 2008 hit RBS. The bank was recapitalized by government of UK. UK Government incentivize the financial system to boost it and save it from drowning it from the crisis. As a response to the crisis and the government aid RBS started to divest its portfolio to consolidate and strengthen its balance sheet. This was done upon the agreement with European Commission. RBS established “non-core” division. The aim was to manage and control “high-risk” assets. From 2010 to 2013 these high-risk assets were reduced by £150 billion. Therefore, RBS’ balance sheet was made stronger mostly by the mean of divesting financial assets such as write-downs, whole-business disposal rather that, investing on raising capitals or earning retentions. As RBS has made considerable amount of loss over this crisis period, it could not generate new capital or assets organically. In 2013, UK government conducted systematic review of the bank’s financial health. Based on Government and stakeholder’s interest RBS announced that it would focus on lending to personal and commercial space. These measures also include sell off the stakes in an US retail bank Citizens. By doing so RBS further reduced it investment banking portfolio and decided to sell off £38 billion non-performing high-risk assets. This also includes loans from RBS’s subsidiary Irish Bank and commercial lending portfolio. It also decided to divest most of its international footprint. RBS reduced its presence from 38 countries to only 13 countries. In addition to that the bank also shut down its cash management and trade finance operation outside UK and Ireland. RBS gradually narrowed down its portfolio and business focus and finally in 2016 it could achieve the CET1 capital ratio of 13.4%. In 2008 the CET1 capital ratio was 6.1%. Bank’s revenue started coming from net interest income. This was predominantly generated from the lending business, investment banking attributed mostly on fixed-income and foreign exchange market. RBS took many initiatives as a part of its cost cutting strategy. Improving cost efficiency was one of its key focus during this period. Despite of the fact that it could achieve its financial targets, legacy issues have been always a challenge for the bank, and it hit on the bottom line of profit statement. In 2016, RBS reported total loss of £7.0 billion. This include litigation costs and restructuring cost. The litigation cost for RBS was £5.9 billion. The restructuring cost was £2.1 billion.
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Figure 2: RBS financial health
During 2019, RBS remained focused on its restructuring activities and to maintain all regulatory requirements defined by UK Government. The primary business is core retail banking starting from wholesale to investment banking activities. RBS remained under Government aid and committed to maintain a long-term CET-1 capital ratio of 13% minimum. It also committed to achieve cost to income ratio of 50%. RBS intended to gain 12% rate of return on equity by 2020. 
In 2020 RBS renamed itself as NatWest (Spezzati, 2020). The bank returned to profit after a decade however it is still struggling to grow and overcome the loss caused due to financial crisis. Post Brexit the mortgage lending business is booming, and it is working as a cash cow for RBS. Government still holds majority of the shares in the bank. 
It is evident that the financial crisis of 2008 hit the entire banking system. RBS was no exception to it. Due to the crisis the bank incurred major loss. Government had to intervene to save the bank and due to government aid, it was saved. However, one thing was very clear that the regulatory measures were not taken properly by RBS bank. The increase in high-risk assets became a huge challenge for the bank. Ultimately it had to shed off those assets in order to keep adhere to the regulatory norms. Due to stringent regulations RBS had to change its strategy, do business more ethically and focus on restructuring to adhere to reforms and capital requirements. 
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The financial crisis of 2008 has tremendous impact in restricting the entire regulatory system of global finance. Lack of regulation in investment banking created the large bubble and finally the fall of entire financial system started. Credit default Swaps (CDS) market was highly unregulated. The subprime mortgage lenders started filing bankruptcy as the borrower started defaulting in USA.  Financial institutions are interconnected with each other globally. Therefore, the crisis which started in USA also had severe impact on the EU and UK banks. Governments provided bailout packages and introduced various acts in their countries to prevent further economic slide. “The Dodd Frank Wall Street Reform and Consumer Protection Act 2010” was created as counteractive measure of Financial crisis. UK regulators imposed temporary restriction on short-selling of shares. UK government responded to the financial crisis by introducing ‘Financial Services Act 2012’. This enabled a completely new approach towards banking regulations. European Parliament Committee in May 2010 passed a bill which strengthened and empowered the regulatory authorities to monitor banks, insurers, pension funds and established ESFS. Basel II introduced three different types of Tier capital. In Basel III reduced it to two, Tier one and Tier two. After financial crisis, all UK commercial banks must maintain Tier one capital. Several regulatory authorities globally implemented new norms. However, from the study it is evident that all these norms focus on strengthening the financial system. The new regulations encourage banks to do fair practices and avoid high-risk assets.  The crisis was result of bad corporate governance, relax regulatory supervision and adverse macroeconomic environment. Post Crisis regulatory authorities of different countries evaluated the cause and effect of crisis and focused on capital adequacy which became the predominant tool of correction. 
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