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Introduction

The system of banking has been changed day by day. In the recent times, there is a significant impact on the international banking system. In the early days, coins were the only way to accounting all the business criteria. The main purpose of this report is to discuss banking regulation has changed over time and sustainability and include Regulatory capital, liquidity ratio, efficiency ratio and lending ratio of three chosen banks HSBC, Barclays and Standard Chartered Bank respectively. 
Firstly, this report will discuss about how the regulation is needed for banking sectors, why the banks need to be regulated. This assignment is looking onto the discussion whether the bank should be deregulated, that’s an imagine discussion on regulating banks. 
Secondly, this assignment will present all the data over the past five years, the correlation between regulatory capital and lending, discussing the result and also incorporating the literature that looks onto the relationship between tier 1 and lending.
Finally, this assignment will discuss Risks, Bank Risks, different types of risks and how to mitigate bank risk briefly.

Regulation and sustainability 1500
According to modern thought, the banking system originated in the Middle Ages and the beginning of the Renaissance. The existence of banks has been traced back to the ancient Indus, Greek, Roman, Babylonian and Chinese civilizations from 5000 BC to 400 BC. Enough evidence of banking functions can be found in the ancient Greek, Babylonian and Egyptian civilizations in the second century BC. At that time, banking business was developed around religious institutions and places of worship. The banking business that developed around such a place of worship was called ‘Upasanalaya Banking.’ The history of bank is remarkable in ancient Chinese civilization. Evidence of ‘Shaanxi Bank’ established in China in 600 BC. (Bidgoli, H. ,2004). 

The period from 400 to 1400 years of banking history is referred to as the Middle Ages of the banking system. In fact, from that time onwards, the bank’s operations began to improve. At that time, the Italian republics in Europe and all over the world were very advanced in terms of trade and commerce. In the 7th century, in the Italian city of Rome, Jewish Merchants and moneylenders jointly introduced the banking system. In 1156, the Bank of Venice was established at the initiative of the Venice government, known as the first organizing bank in the world. The modern era of banking system started from 1400. After the establishment of the bank of Barcelona in 1401, the functions of the bank began to expand. This bank was identified as the first modern bank in the world. The bank of Genoa was established in 1408, the Bank of Amsterdam in 1809, and the Bank of Hamburg in 1819. The bank of Sweden was established in 1857 as the first certified commercial bank. Shortly after its establishment, the Bank of England was established as the world’s first central bank in England on July 26, 1894. The Bank of England has been headquartered on Thread needle Street in the City of London. It is in control of all government loan repayments, note making and commercial banks, including the formulation of monetary policy.  

Prudential Regulation Authority (PRA) is the part of the Bank of England, the UK central bank, all the banking sectors are regulated by it. In the UK all the banking system is being leading by four entities. These are Prudential Regulation Authority (PRA), Prudential Regulation Committee (PRC), Financial Conduct Authority (FCA) and Financial Policy Committee (FPC). (penn et al. 2019)
The economic structure of a country depends on the banking system of that country. To make an economy movable, the importance of bank is infinite. Nowadays, the word bank refers to a financial institution whose job is to deposit money, give loans and conduct business from various activities related to money. In general, banks are money and loan traders. In a board sense, a bank is a financial intermediary business that performs a variety of financial functions, including deposit collection, lending, debt and money creation. Different individuals and organizations have defined the bank in different ways, some of which are highlighted below:
According to Prof Cairncross, “a bank is a financial intermediary, a loan and debt dealer”
According to Chambers, a bank is an office or institution for carrying out functions such as saving, lending and exchanging money.
Analyzing the above definition, the following characteristics of a bank can be noticed:
1) Bank is a financial intermediary business organization.
2) It collects deposits through various accounts and pays interest/profit to the customer against the deposit.
3) A significant portion of lends to the customer in various ways and collects interest / profit on the loan.
4) Makes money by providing various services to the customer.
All the financial intermediaries who establish business as general business activities deposit money through various deposit accounts, lend, invest, transact money and also deduct billsand bonds, issue checks, drafts, pay-orders, etc. (AT Kearney,2015).
Agriculture industry and trade of a country are developed around commercial banks. It increases economic growth, makes infrastructural development possible. Therefore, the importance of commercial banks in the economic development of a country is undeniable. In fact, the economic activities of modern world are revolving around commercial banks and for this reason, many have called the commercial bank as the centre of the modern economy. The importance or requirements of a commercial bank is infinitive.
Developing countries often have scattered capital despite having accumulated capital. In these countries, commercial banks play an important role in raising capital. Collecting unused and surplus savings of the people can create opportunities for investment in various productive activities. Commercial banks keep a portion of the accepted deposits as liquidity to meet the demands of depositors and lend the rest to traders, industrial establishments and the public. The bank charges interest and profit at a fixed rate on these loans. Banks provide loans and advances in addition to various types of collateral. In the early days of banking history, commercial banks were able to issue notes but now the country’s central bank is in charge. But commercial banks create a medium of exchange for checks, hundi, bonds, securities, drafts, pay-orders, etc. This creates dynamism in transactions and commercial activities which acts as a positive for trade and commerce. Banks provide easy and safe transfer of money from one place to another for the convenience of traders. As representatives of importers and exporters, carry out activities such as gathering information from abroad, creating markets for goods abroad, setting foreign debts, collecting foreign exchange etc. Banks also play a huge role in the development in the industry. The bank provides a wide range of long-term and short-term capital to the industry, foreign exchange supply, product marketing, product quality development, modernization and expansion of the industry, among other things. When a trader buys goods on loan from another trader, bank pays an exchange bill instead of cash. As a result, the trader cannot collect his money before the expiration date but in case of financial crisis of the seller, the bank provides cash by deducting his bill before maturity. To meet the current growing demand, banks perform their functions by setting up branches at own country and abroad as well. And this bank needs a lot of people to run its activities. As a result, banks are improving the quality of life of the unemployed by providing employment opportunities so that the unemployment problem of the country is decreased. (AT Kearney,2015)







 


Regulatory capital, liquidity and efficiency (50) – 2500

Definition of Ratio Analysis
Ratio Analysis is a method of analysing financial information by comparing logical relationships between different materials in a financial statement. Ratio analysis is a method of gaining an idea of a company’s liquidity, efficiency and profitability by comparing data from a company’s financial statements. It is used to analyze a number of aspects of an entity such as its liquidity, efficiency and profitability. (Baker et al,2008, p. 275-278).
The financial analysis consists of a process of evaluating a business, or its performance, and typically focuses on an entity’s balance sheet, income statement and cash flow statement. In most cases, this analysis is an essential tool of financial Management carried out in order to assess whether a business is enough liquid, profitable, stable and solvent to justify a monetary investment. In addition to that, the financial analysis is not just useful for better financial suggestion but is a necessary study for the survival of the organisation (Răscolean, 2019). In addition to Management, there are also external individuals outside who have an interest in the financial analysis of the company. They are mainly the shareholders, creditors, government and the public in general. (Doyle, 2011, p. 97)
We have already learned the definition of ratio analysis. There are different types of ratios through which financial statements are made the level of financial success of the organization can be determined by reviewing and analysing. And this process is the ratio analysis. All the clauses in the financial statements are about the purchase of goods, the sale of goods, income-expenditure, loss-profit, current assets, capital, liabilities etc. (Bplans, 2017, p. 27)

Limitation of Ratio analysis

The mathematical expression of the relation of two comparable things is called ratio. And the comparative review or judgement analysis of the quotient of those two numbers is called ratio analysis. Although ratio analysis is an important strategy and effective tool in assessing the financial viability, profitability and management efficiency of a business, it has many limitations. The main limitations or disadvantages of ratio analysis are huge. Proper financial statements are required for ratio analysis. Financial statements are often window dressing. As a result, the exact state of the business is not known. Ratio analysis usually compares the determined ratio of the organization with the ideal ratio. But in fact, it is very difficult to determine the ideal ratio. Not all organizations have the same status, shape, management policy. Thus, there are many difficulties in comparing interstates with the help of ratio analysis. If the price level changes, it is bound to have an effect on the calculated ratios. Thus, the ratio analysis is severely disrupted due to changes in the price levels. Ratios are usually determined and analysed for a given period of time. Analysing the ratio for a short period of time does not yield effective results. There are differences among the accountants in determining the accuracy of the analysis of financial statements. Due to this, there is a problem in determining the correct ratio. Ratio analysis cannot give future directions. This is because it is not possible to formulate plans, formulate policies, make decisions, etc. With the help of ratios. Ratio analysis provides partial information in some cases. As a result, it is a partial or incomplete system. Despite the above limitations, ratio analysis is appreciated as a powerful tool in modern efficient management. (Botha,2005, p. 49)
















Regulatory capital, efficiency and liquidity

	Banks 
	Year
	Tier 1
	LCR
	CIR
	LENDINGR
	ROCE

	HSBC
	2019
	14.7
	1.50
	0.443235
	0.7382142
	1.25%

	HSBC
	2018
	14.0
	1.54
	0.044792
	0.7426936
	0.85%

	HSBC
	2017
	14.5
	1.42
	0.478721
	0.7343619
	2.33%

	HSBC
	2016
	13.6
	1.36
	0.665285
	0.7127615
	1.99%

	HSBC
	2015
	11.9
	1.16
	0.559387
	0.7551246
	3.30%

	Barclays
	2019
	13.8
	1.60
	0.713481
	0.662218
	3.80%

	Barclays
	2018
	13.2
	1.69
	0.768499
	0.687072
	3.90%

	Barclays
	2017
	13.3
	1.54
	0.733345
	0.783028
	4.87%

	Barclays
	2016
	12.4
	1.31
	0.761642
	0.833242
	2.90%

	Barclays
	2015
	11.4
	1.33
	0.841016
	0.857937
	4.25%

	Standard Chartered
	2019
	13.8
	1.44
	0.709152
	0.755763
	7.92%

	Standard Chartered
	2018
	14.2
	1.54
	0.787544
	0.897926
	6.98%

	Standard Chartered
	2017
	13.6
	1.46
	0.7222149
	0.762729
	5.55%

	Standard Chartered
	2016
	13.9
	1.33
	0.726244
	0.757918
	6.34%

	Standard Chartered
	2015
	13.6
	1.25
	0.7234954
	0.755062
	4.98%

	
	
	
	
	
	
	





	Bank name
	
	2019
	2018
	2017
	2016
	2015

	HSBC
	Total Cost
	7371
	2480
	5028
	39808
	39768

	
	Total Income
	16630
	55367
	10503
	59836
	71092

	
	Total loans
	1105946
	1053863
	1053357
	949630
	1014855

	
	Total deposits
	1498137
	1418974
	1434384
	1332325
	1343957

	
	
	
	
	
	
	

	Barclays
	Total Cost
	15434
	16243
	15456
	16338
	18536

	
	Total Income
	21632
	21136
	21076
	21451
	22040

	
	Total loans
	141636
	136959
	365552
	392784
	399217

	
	Total deposits
	213881
	199337
	466844
	471392
	465322

	
	
	
	
	
	
	

	Standard Chartered
	Total Cost
	10933
	11647
	10417
	10211
	10100

	
	Total Income
	15417
	14789
	14425
	14060
	13960

	
	Total loans
	317971
	360476
	306201
	281231
	275900

	
	Total deposits
	420728
	401454
	401454
	371057
	365400






	
	Tier 1
	LCR
	CIR
	Lending

	Tier 1
	1
	
	
	

	LCR
	0.56033
	1
	
	

	CIR
	-0.39907
	-1.01831E-01
	1
	

	Lending
	-0.31040
	-2.76691E-01
	0.29966
	1




	Adjusted R Square
	0.2829828
	
	
	
	
	
	
	

	Standard Error
	0.7997797
	
	
	
	
	
	
	

	Observations
	15
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	ANOVA
	
	
	
	
	
	
	
	

	
	df
	SS
	MS
	F
	Significance F
	
	
	

	Regression
	3
	5.45321
	1.81774
	2.84178
	0.08675
	
	
	

	Residual
	11
	7.03612
	0.63965
	
	
	
	
	

	Total
	14
	12.48933
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	Coefficients
	Standard Error
	t Stat
	P-value
	Lower 95%
	Upper 95%
	Lower 95.0%
	Upper 95.0%

	Intercept
	10.41571
	4.00686
	2.59947
	0.02472
	1.59668
	19.23474
	1.59668
	19.23474

	LCR
	3.36660
	1.56379
	2.15285
	0.05438
	-0.07528
	6.80848
	-0.07528
	6.80848

	CIR
	-1.53916
	1.12120
	-1.37278
	0.19716
	-4.00690
	0.92858
	-4.00690
	0.92858

	Lending
	-1.11232
	3.76884
	-0.29514
	0.77339
	-9.40747
	7.18283
	-9.40747
	7.18283






Impact on profitability

According to specific corporate theory as the trade-off theory, higher capital reduces banks risked and increase profitability. Due to the decreased capital requirement imposed by the regulations, banks are often required to hold higher capital respect to their optimal value. Furthermore, banks capital optimal values are likely to vary. In the long period levels above the optimal level. The capital structure needs to be distinguished from the structure of assets which is the total amount of total assets representing fixed assets and current assets. This is the total capital of the business located on the right side of the balance sheet. The formation of a firm liability is therefore referred to as the formation of its capital. If a firm has a capital of 30% equity financing and 70% debt financing, firm leverage is only 70%. The economic policy of the company is an important task to manage the actual working capital. The reason for this lies in the fact that the actual work capital. It is not quite accurate but still its ability to meet the obligation of the firm, non- bankruptcy guarantee liquidity feature. The current short-term liability over assets can be said to significantly increase the risk of the company going bankrupt. In addition, a number of unpaid potential or liquid, unsold innovations may indicate a significant acquisition of net working capital. A significant portion of the stock’s current asset can be assessed using a variety of methods, resulting in the value of the capital work may vary considerably. (Colin,2004, p.5)
Thus, managing real work capital should not solve the problem of finding the best balance between profitability and liquidity. As a rule, current assets have good liquidity as opposed to fixed assets but less profitable.






Risks

It is most important to calculate the asset of a company is risky or not. If the asset is risky then investors do not invest their money into it. Also, the company needs to calculate risk premium using Capital asset Pricing Model (CAPM). Required rate of return is equal to risk free rate plus beta factor/ risk premium. The formula of risk premium is: market risk-risk free rate. In that case, when the banks beyond the most profitable projects allocation. To identify which projects are more profitable projects that is going to be allocated. Not all the projects but the most profitable project. Capital investment appraisal is assessing the viability of the projects. So, the best prospective profitability should see the reflection of share price. If the company give investors higher return then the investor going to buy their share with a high price even though it is a risky project. That is why investors always calculate the risk of this projects before purchase the share. Firms with the best prospective profitability reflected in the share price and they should find the risk of new capital easily at the cheaper cost that firm profitable potential. A company that makes good profit, if the end of this year the company has announced that they are making huge profit from last year and the another company announced that they are making loses then it as to be perfectly find out for the investors which company will get higher interest with a lower rate and lower financial expenses and give higher dividend. There are some factors which affects the share price like current economy of the country, strong brand name etc. Even the company has got a very strong brand name, if the risks is there then the share price will be decline. Where a company has identified the target company or to acquire another company in that case in the process of acquiring another company or the target company the share price will increased because that is good news that the company is going to be acquired. That is called information efficiency. ((palmer, 2012, p.7).
To measure the risk of this projects the investors looking onto details about the company. Sometimes the investors are not only concern about how profitable the company is. They looking onto the capital level of the company, how capitalised the company is, the management level of the company. They going onto much details of the company. Investors try to predict the current share price and historical share price to use historical information of the company. There are two types of investors. One is short term investors and the other one is long term investors. The short-term investors are looking only for the historical share prices. If the share price is high, they immediately buy the shares. They are only interested about short term gain. And the long-term investors are looking for the details about all the information of the company. If the share price is comparatively low but the company is highly capitalised, has good strategy, management strategy, marketing strategy, financial strategy, has good management team then the investors will buy the share. Because they know that they will make profit in the next coming years. This type of investors are long term investors. (Baker and Saren,2010, p. 209)
This is the system called information efficiency. There are three form of efficiency. Weak form, semi strong form and strong form of efficiency. A weak form is where the market make use for historical information to reflects on the share price. This form only depends on historical share prices using historical data. A semi strong market is where that market is making use of publicly aware information to reflect on the share price. That means they are not looking for the historical information. They are looking onto the information that is available in the public domain, TV, media and newspapers. Lastly, the strong form of efficiency is where market making use of both the information that is available in the public domain and also the information is not available in the public domain. So, the information leads to the company itself, not come outside. This is known as insider training. When the investor came to know that the company make a loss this year through a insider of the company then the investor will sell the share to other investors. (Bartels, 2014, p. 29)





Conclusion
Due to technological changes and increasing social concern and environmental sustainability, the rules and regulation of banks are developing and upgrading to make the place of investment safer. Economy plays a vital role in every country. When economy fall down then the country goes down. So good economy is very important. Prosperous economy level depends on accurate and strict rules and regulation. Banks always play a vital role in developing the economy of country.  Banks keep the money of the people safely, give interest on the deposit money, give different types of loans like house loan, car loan, student loan, business loan, education loan, agriculture role, industrial loans etc. Banks are the place of people’ trust that is why they have to be safer. To make safest, central bank of a country give them some strict and accurate rules and regulation. To open a bank, they have to be regaled through the regulation. bank use a interest rate and use a huge number of capital into the economy, which increased the whole economy and they boost the cash flow of economy of the entire nation. Banks also make a positive fluctuation of economy by buying and selling the money. In the need of money, bank can make money quickly in the purpose of developing economy. Bank also helps to develop the trade and industry.
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