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[bookmark: _Toc143510774]Introduction
Baking financial management is the practice of managing the financial assets and debts of banks. This report is created for analysing this concept in light of the global economic crises of 2008. The main purpose of this report is to analyse the case of 2008 financial crises to identify related responses by key players of the financial system to end the financial crises and how such responses and reforms helped in stabilising the financial system.
The 2008 financial crisis was the result of real estate market collapse in the United States. The 2008 financial crises predominantly influenced the developed countries (Munir, 2011). In year 2007, the real estate market of the US and other developed countries started to collapse which spiked recession due to freezing billions of dollars which were supposed to be invested in real estate businesses. In response of real estate collapse, government of development countries and central banks started to liquidate the market by increasing government spendings, lowering interest rates and providing financial assistance to financial institutes. Such responses reduced the value of currencies of the developed countries resulting in global economic crises (Naudé, 2009). 
This report will be divided in three tasks. In the first task of this report, different key laws, regulations and contracts will be identified that were enacted post 2008 financial crises to end the financial crises by the key players in the financial system including US authorities. In the second task of this report, the extent to which reforms have contributed to stabilise the financial system will be analysed. Lastly, the third task of this report will be based on a public listed company. Using this company, the extent to which reforms have had impact on its business model will be analysed along with the evaluation of the level of compliance / non compliance of the business with these reforms. 
[bookmark: _Toc143510775]1. Key laws, regulations and contracts that were enacted to end the financial crises
In this section, key laws, regulations and contracts will be identified that were enacted post 2008 financial crises to end the financial crises by the US authorities as United States is the selected region of analysis. 
Dodd-Frank Wall Street Reform and Consumer Protection Act:
The Dodd-Frank Wall Street Reform and Consumer Protection Act or the Dodd-Frank Act of 2010 was enacted in the aftermath of 2008 financial crises. Under this act, the CFTC written rules to regulate the swaps marketplace and was passed by the US government. There are three major purposes of this act (Murdock, 2011). The first purpose was to bring increased regulations for swaps dealings and regulate swap dealers. Under these regulations, the swap dealers were required to meet robust recordkeeping requirements. These regulations were created to promote market integrity and to protect value of currency (CFTC, 2023). 
The second purpose of this act was to increase transparency in the derivative marketplace and improve the pricing strategies. Transparent trading of the swaps can increase the trading volume and fair competition resulting in better pricing. The third purpose of Dodd-Frank Act was to lower the risk involved in swap trading for the public of the US (CFTC, 2023). Under this Act, the government of the United States also introduced two agencies namely Consumer Financial Protection Bureau (CFPB) (Congressional Research Service, 2023) and Financial Stability Oversight Council (FSOC) (U.S. DEPARTMENT OF THE TREASURY, 2023). 
Under this law, various key reforms were enacted including systematic risk regulation, Volcker rule, Enhanced Regulation of Banking Entities and many others (Guynn and Wardwell, 2010). 
[bookmark: _Hlk141191218]Emergency Economic Stabilization Act of 2008:
Another act identified which was enacted post financial crises was the Emergency Economic Stabilization Act of 2008. This law was also passed by the US government on 3 October, 2008. The purpose of this act was to stabilise the liquidity position of the US market (Congress, 2010). Under this legislation, an authority was given to the secretary of treasury to buy mortgage backed securities worth $700 billion. This helped the banks of the US and promoted financial stability in the market. Under this legislation, a Troubled Asset Relief Program was also initiated to protect the ability of businesses to secure credit (Nolen, 2008).
Federal Reserve Act:
The Federal Reserve of the US plays a major role in ending the financial economic crises of 2008. The Federal Reserve created various regulations during and after the financial economic crises, so that the crises can be ended. A certain regulation was increasing the level of government spendings in the US. A graph showing the increased spendings during 2008 to 2010 in the US is attached below. This graph shows the attempt made by Federal Reserve to reduce the impact on economic crises (Bosworth and Flaaen, 2009). 
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Figure 1: Federal Government Revenues and Expenditures (1980–2019)
(Source: Bosworth and Flaaen, 2009)
Troubled Asset Relief Program:
Troubled Asset Relief Program or TARP was a contract between US Treasury and Congress, where Congress was asked to invest US$700 billion in existing mortgages, so that, the balance sheets of the US financial sector can be improved. This contract between US Treasury and Congress was created under express authority but was rejected on 30th September 2008. Following the contract of TARP, two more programs were created for controlling the collapse of US financial market as a post 2008 financial crisis action (Britannica, 2023). In October 2008, Capital Purchase Program was created by the US Treasury. Under this program, investments were made for US$250 billion so that preferred stock of US insured depositories can be bought along with their holdings. The purpose of this program and its investments was provided credit support to the insurers in the US. Furthermore, the US FDIC also created Temporary Liquidity Guarantee Program (TLGP), so that, credit support can be provided to dept capital market issuances (Guynn and Wardwell LLP, 2010). 
Housing Economic Recovery Act of 2008:
For controlling the financial crises, the US government created a financial reform legislation and the Housing Economic Recovery Act of 2008 was a part of such legislation. This act was passed by Congress as a response to the mortgage crises. Under this act, the federal housing administration (FHA) was authorised to provide 30 year fixed rate mortgages to its borrowers. For this, FHA was sanctioned $300 billion. The purpose of this act was to bring back the faith of people (borrowers and investors) in the US economy (Authenticated U.S. Government Information GPO, 2008). 
Fannie Mae and Freddie Mac are the two government backed companies that were highly impact by the financial crises 2008. These two companies took more risk than the limit which result in losses to taxpayers as they had to absorb the losses faced by these companies. Considering such state of governmental companies, the Housing Economic Recovery Act of 2008 was created in the post financial crises era. This act regenerated the faith in these companies. This act was passed in associated with three supported statutes including the Housing Assistance Tax Act 2008, Secure and Fair Enforcement for Mortgage Licensing Act 2008 and FHA Modernization Act 2008 (Authenticated U.S. Government Information GPO, 2008). All these three statutes are analysed below:
Housing Assistance Tax Act 2008 – This act was also an initiative of the US government for reclaiming the faith of US borrowers. Under this act, the first time home buyers were given refundable tax credit. This act allowed to attract home buyers to invest in real estate, so that, the situation of the US real estate can be improved (Arthur, 2009). 
Secure and Fair Enforcement for Mortgage Licensing Act 2008 – Another statute of the HERA was to create a licensing system for the mortgage loans. The purpose of this statute was to administer states to operate their own system for mortgage licensing but this system was supposed to be in alignment of the federal standards, 
FHA Modernization Act 2008 – The statute of HERA was to increase the loan limit under Federal Housing Association from 95% to 115%. Various reforms regarding real estate loans were stated and implemented under this statute. Some of such reforms include prohibiting downpayments that are seller funded and mandated 3.5% downpayment (Emerson, 2008). 
Monetary policy:
In October 2008, the Federal Reserve made some changes in the monetary policy of the US. This regulation allowed the Federal Reserve to pay banks interest on their excess reserves. This helped banks to have incentive to hold on to their reserves rather them lending them out (Federal Reserve History, 2013). Under this policy, the federal funds rate was reduced to be zero in order to ease up the interest rates. A major role that monetary policy played in the post financial crises era was its expansion into the non traditional area of finance and banking. According to this, significant credit services was provided to wide range of financial markets. Some of the non traditional areas included the Term Auction Facility, Commercial paper funding facility and the mortgage backed securities. Moreover, US $900 billion were swell to US $2 trillion in only few months (Bosworth and Flaaen, 2009). These programs were also successfully known to restore liquidity in the United States. 
Fiscal policy:
Besides monetary policy, fiscal policy was the significant regulation in post financial crises era that controlled the financial crises and ensured that no such crises shall repeat in future. Under fiscal policy, the Congress in the US passed a program in 2009 which was an economic stimulus program. Under this program, tax cuts were made and the national expenditure was increased. The purpose behind tax cuts was to revive the trust and faith of the people of US and the national expenditure was increased to support tax revolutions. The increase expenditure of US $787 billion allowed to ensure strong recovery of the US economy (Bosworth and Flaaen, 2009). 
Financial Reconstruction:
During post 2008 financial crises, US government created a policy for financial reconstruction. The purpose of this policy was to stabilise financial system of the United States. In this policy. The US government followed various steps to reconstruct the financial system. The first step of such policy creation was to accurately assess the losses which individual financial institutions of the US has faced. The following step was to write off such losses, so that, an effective asset management can be done. In the third step, the financial institutions that faced losses were assessed to determine that whether such institutions should be closed down or recapitalised. Lastly, the fourth step of the process of creating a policy for financial reconstruction was to restart the lending process, so that, the trust of people in the financial system of the company can be restored (Bosworth and Flaaen, 2009). A figure showing the financial reconstruction is attached as figure 1. 
According to the figure 1, it is clear that how during post 2008 financial crises, the structure of US financial system changed. Near the year 2010, the revenues have lowered significantly and the expenses have been increased immensely. The reason behind lowered revenues were the tax cuts that US government sanctioned for the tax payers. And the reason behind the increased expenses were the attempts by the US government for writing off the losses by financial institutions which resulted in heavy expenses.  
All the above legislations and regulations helped the US to end the global financial crises and ensure to be ready for similar situation in the future. Moreover, the key laws, regulations and contracts by the other key players in the financial system include the regulations by G20. G20 or Group of 20 is an intergovernmental forum that comprise 19 countries and European Union. After the economic crises of 2008, G20 committed to a fundamental reform of the global financial system (Financial Stability Board, 2022). The leaders of G20 had a meeting in London, where G20 pledged for triple funding for the International Monetary Fund. The purpose of this contract between 19 countries and EU was to increase trade financing (Council on Foreign Relations, 2023). 
[bookmark: _Toc143510776]2. Critical review of the extent to which reforms have contributed towards stabilising the financial system
In this section, the impact of reforms identified above will be analysed in contributing towards stabilising the financial system of the US. The purpose of analysing the reforms is to analyse the extent of their contribution towards stabilising the overall financial system of the US and the different banking institutions during the post 2008 financial crises. 
Dodd-Frank Wall Street Reform 
The most significant legislation which reformed and stabilised the financial system of the US is the Dodd-Frank Wall Street Reform. This reform stabilised the financial system in three phases. In the first phase, this reform ensured that innocent taxpayers of the US will have to bear the cost of irresponsibility of the Wall Street. Under this, tax cuts were provided to tax payers and policies were made, according to which, it was ensured that taxpayers would not pay the price of Wall Street fallout. This restored the trust of people in the financial system of the US which contributed towards stabilising it (The White House, 2023).  
Volcker Rule:
Another significant reform which contributed towards stabilising the financial system is the Volcker rule. According to this rule, the US government restricted activities of the US financial institutions to own, invest and sponsor private equity funds and hedge funds, so that, the focus can be on serving their customers instead of taking risks which are not authorised by their customers. In summary, the proprietary trading was separated from the core banking business, so that, the mistakes of banking investments cannot impact customers of the banks in future (The White House, 2023). By implementing the Volcker Rule, not only the banking institutions were regulated but also the chances of any future financial crises were mitigated. Thus, the Volcker Rule significantly contributed in stabilising the financial market.  
Emergency Economic Stabilization Act of 2008:
During the financial crises, the banking and other financial institutions of the US were struggling to survive as they had millions of dollars in debt due to unpaid mortgages in real estate. The demise of banking and other financial institutions was leading towards losing confidence of people of the US from the financial system. In order to restore the confidence and protect banking and other financial institutions from bankruptcy, government initiated the Emergency Economic Stabilization Act of 2008. Under this act, US Treasury helped the financial institutions through Troubled Asset Relief Program (TARP) and Capital Purchase Program (CPP) (Swedberg, 2013). Under TARP, US Treasury bought the troubled assets of the banks and under CPP, US Treasury bought equity of banks. These programs allowed the banking institutions to gain recovery by reducing their unpaid mortgages. 
Monetary and fiscal policy:
During the financial crises, the US adopted unconventional monetary and fiscal policy. Under the monetary policy, the interest rates of the banks lowered and under the fiscal policy, tax cuts were made for the taxpayers of the US. These policies contributed towards stabilising the financial market of the US (Munir, 2011) by allowing people of the nation to restore their confidence in the financial system of the country. 
[bookmark: _Toc143510777]3. Impact on their business model
In this section, a publicly listed company is selected i.e., JPMorgan Chase. JPMorgan Chase & Company is a financial services company which is headquartered in New York City. This company is a multinational financial services company which is considered as the largest bank of the United States and is one of the most influential companies of 2023 (JPMorgan Chase & Co., 2023). The extent to which the above identified reformed has an impact on the JPMorgan Chase’s business model is analysed in this section along with the level of compliance/non-compliance for the identified above reforms in the company.
[bookmark: _Toc143510778]Dodd-Frank Wall Street Reform and Consumer Protection Act
Impact on business model
This was one of the most important reforms which helped in stabilising the US economy. This reform has separated the retail banking operations and investment banking operations of the banks. JPMorgan Chase & Co. used to be an investment firm which used to earns revenues from investments banking products and commissions imposed on customers for the company’s services such as advisory, management and underwriting fees. Due to the Dodd-Frank Wall Street Reform, JPMorgan Chase & Co. had to separate its investment banking activities from its retail banking activities. The purpose behind this reform was to ensure that the poor investment decisions of banks does not impact honest taxpayers. This reform minimised the chances of another financial crises in future but this reform significantly altered the business model of most US banks include the JPMorgan Chase & Co. Due to this change, JPMorgan Chase & Co. needs to separate its investment banking and retail banking activities (Hearit, 2018). 
Impact on trading practices
Besides the impact on JPMorgan Chase & Co.’s business model, the Dodd-Frank Wall Street Reform has also influenced the trading practices. The Dodd-Frank Wall Street Reform increased the capital requirements. This increase in the capital requirements was based on the total risk weighted assists and as JPMorgan Chase & Co. was the second largest banking company in terms of assets, the capital requirements for this company were quite high. A figure showing the capital surcharge level for the US banks after the Dodd-Frank Wall Street Reform is attached below.
[image: ]
Figure 2: New Capital Surcharge Levels for U.S. Banks
(Source: Wilkes, 2016)
According to above figure, it is clear that JPMorgan Chase faced the highest impact of capital surcharge requirements. JPMorgan Chase had to increase its capital by 4.5%. The variation in the capital surcharge was due to varied risk weighted assets. 
Impact on business performance
Besides having a powerful impact on JPMorgan Chase’s business model and trading practices, the Dodd-Frank Wall Street Reform has a significant impact on business performance as well. A figure is attached below which shows the net profits of top banks of the US after 2010.
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Figure 3: Net income of US banks
(Source: Berman, 2023)
The above figure shows that since year 2010, the net profits of the JPMorgan Chase has increased. This shows that the Dodd-Frank Wall Street Reform has a positive impact on the company. 
Compliance of the reform 
Besides the surcharge of capital due to Dodd-Frank Wall Street Reform, JPMorgan Chase also had to spend 800000 hours in compliance training in single year, so that, the rule can be effectively complied (Oran, 2016). The reform of Dodd-Frank Wall Street was integrated within the JPMorgan Chase in 2010. In order to comply with this reform, JPMorgan Chase hired tens of thousands of staff to simply their corporate structure and develop new technology, so that, the retail banking activities of the business can be separated with the investment banking activities. Thus, the JPMorgan Chase highly and effectively complied the Dodd-Frank Wall Street Reform. 
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Impact on business model and performance
Another reform which significantly influenced the JPMorgan Chase is the Federal Reserve Act. During the financial crises of 2008, many small banks and other financial institutions of the US were in deep debt. In order to restore the trust of the people of the US, the US government used its Federal Reserve Act to create reserves, so that, such banks can be saved (Weinberg, 2009). In addition to this, large banks were advised to acquire or merge with such banks. According to the Financial Stability Oversight Council, JPMorgan Chase was the second largest banking institution of the US in terms of assets and if JPMorgan Chase can merge with US Bancorp, which is the 10th largest lender of the US, the JPMorgan Chase would still be under the limit (Murdock, 2011). Considering such reform under the Federal Reserve Act, JPMorgan Chase decided to merge with Bear Stearns. In order to save Bear Stearns, JPMorgan Chase agreed to pay just $2 per share. This deal was considered as the watershed deal to save Bear Stearns (Sorkin, 2008). 
Compliance of the reform 
When compared to the Dodd-Frank Wall Street Reform, it can be said that the compliance of JPMorgan Chase for the reform by the Federal Reserve Act was low. This is because, JPMorgan Chase does agree to buy Bear Stearns to save the company but it only paid one tenth of the firm’s market price. JPMorgan Chase complied with the Federal Reserve and guarantee to save the troubled firm which was about to be bankrupt. In summary, JPMorgan Chase only paid $270 million in stock for the Bear Stearns (Sorkin, 2008). The Bear Stearns was struggling to survive as it had large losses on investments linked with real estate mortgages and by buying Bear Stearns’ stocks, not only JPMorgan Chase saved the company but also showed compliance with the Federal Reserve Act. 
[bookmark: _Hlk143500215][bookmark: _Toc143510780]Emergency Economic Stabilization Act of 2008 and Troubled Asset Relief Program (TARP)
Impact on business model and performance
In year 2008, the Emergency Economic Stabilization Act was initiated. Under this act, government provided funds to banking and other financial institutions to stabilise their business; one of those significant funds was the Troubled Asset Relief Program (TARP). Under TARP, US Treasury ought to buy troubled assets of the banking institutions, so that, financial market of the US can be stabilised and the confidence in financial markets can be restored. TARP bought troubled assets of JPMorgan Chase which allowed the company to maintain its survival within the market. Besides, Troubled Asset Relief Program (TARP), there was another program under this act i.e., Capital Purchase Program (CPP). According to CPP, US Treasury ought to buy direct from the equity of banking and other financial institutions (Webel and Murphy, 2008). The support from this act continued in 2009 and even continued for few years, so that, in the aftermath of the financial crises, the smooth functioning of the financial markets can be ensured. 
In 2008, JPMorgan Chase allowed US Treasury to buy directly from the equity of the company under the adherence to Emergency Economic Stabilization Act of 2008. The purpose behind such capital purchase was to stabilise the stock prices of JPMorgan Chase. Even after various efforts of the US Treasury under this act, the financial performance of JPMorgan Chase was significantly influenced. A pair of graphs is attached below highlighting the net income and net revenue of the JPMorgan Chase for five years until 2008 (Cecchetti, 2008). 
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Figure 4: Net revenue and income of JPMorgan Chase & Co.
(Source: JPMorgan Chase & Co., 2008)
The above pair of graphs shows that how JPMorgan Chase & Co. was a growing company having net income doubling in just three years. In 2008, when the real estate bubble bursed, it was discovered that the many banking and other financial institutions of the US has made bad decisions for providing real estate mortgages which has impact their investment banking activities. The Emergency Economic Stabilization Act of 2008 used TARP and CPP as its tools to support banking institutions but the financial performance of banks including JPMorgan Chase was significantly lower in 2008. 
Compliance of the reform 
JPMorgan Chase has sufficiently complied with the Emergency Economic Stabilization Act of 2008. The proof of this compliance is the agreement of JPMorgan Chase for the US Treasury to buy into the equity capital of the company. Under this act, JPMorgan Chase allowed US Treasury to buy $25 billion capital investment under CPP (Webel and Murphy, 2008). 
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Impact on business model and performance
The fiscal policy of 2009 helped the taxpayers of the US by increasing the expenditures by the government. Under monetary policy, the rules for the banking institutions tightened, so that, any further financial crises can be eliminated in future. Before the financial crises, the mortgage credit growth increased by 45% and the “too big to fail” companies were thriving in the market by providing mortgages to weak borrowers (JPMorgan Chase & Co., 2020). These were the results of the not so strong monetary policy of the US. After the financial crises, the US government adopted the approach of unconventional monetary policy. Under this policy, the growth of the banking institutions was not only measured through their ability to increase annual turnover or net profitability but also through their liquidity and capital ratios. Under this monetary policy, banks were required to face complex and harsh stress tests annually to test their solvency and capital adequacy, so that, the position of financial crises can never be faced in future.  
The above stated monetary and fiscal policy had a significant impact on JPMorgan Chase, but there were certain areas which were largely impacted, these areas were credit, uncertainty, asset prices and consumer confidence. The monetary policy is said to played a significant role in the transmission of financial crises (Jannsen, Potjagailo and Wolters, 2015). JPMorgan Chase had to lower its interest rates due to the monetary policy which not only mitigated the biggest drop in the output but also helped JPMorgan Chase to grow in terms of profitability. It is said that monetary policy was highly effective for financial and banking institutions during the financial crises, but its impact began to lower after few years of financial crises. To evident this impact, the net profit margin for JPMorgan Chase is calculated for six years and a table with line graph is attached below:
Table 1: Net profit margin of JPMorgan Chase
	 
	2008
	2009
	2010
	2011
	2012
	2013

	 
	$ million
	$ million
	$ million
	$ million
	$ million
	$ million

	Total net revenue
	67252
	100434
	102694
	97234
	97031
	96606

	Net income
	5605
	11728
	17370
	18976
	21284
	17923

	Net profit margin
	8.33%
	11.68%
	16.91%
	19.52%
	21.94%
	18.55%



Figure 5: Line graph for Net profit margin of JPMorgan Chase
(Author: Self created)
According to the above table and graph, it is clear that how for few years into the financial crises, monetary policy helped JPMorgan Chase to increase its net profitability but such impact began to decline in 2013 (JPMorgan Chase & Co., 2010) (JPMorgan Chase & Co., 2013), when JPMorgan Chase recovered from the financial crises and didn’t needed support to survive in the market. 
Compliance of the reform 
JPMorgan Chase effectively complied with the monetary policy and fiscal policy. The evidence of such compliance is the lowered interest rates by the company in order to adhere the monetary policy. Also, for the purpose of complying with monetary policy, JPMorgan Chase also increased its capital under capital adequacy requirements (Jannsen, Potjagailo and Wolters, 2015). 
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Impact on business model and performance
The Volcker Rule is a rule under the Dodd-Frank Wall Street Reform. According to this rule, the investment banks were banned to use the money from their retail operations for their investment operations (Whitehead, 2011). The reason to implement this rule was to make sure that such real estate fall down can be mitigated for future. The situation of financial crises raised when the banking institutions were using money of the customers from retail operations for providing mortgages (Thakor, 2012). The Volcker Rule significantly impacted the business model of the JPMorgan Chase. Before the Volcker Rule, JPMorgan Chase used to utilise the funds received from retail banking operations for its investment banking operations. But after the Volcker Rule, JPMorgan Chase had to change its organisational structure. The new structure of JPMorgan Chase which was created in alignment of the Volcker Rule is attached below:
[image: ]
Figure 6: Organisational structure of JPMorgan Chase
 (Source: JPMorgan Chase & Co., 2008)
The above figure shows that how JPMorgan Chase had to change its functional structure by separating its activities, so that, the demise of one function cannot impact the other functions of the bank. In addition to this, the Volcker Rule also restricted JPMorgan Chase from carrying out the shadow banking. The term of shadow banking is used for activities that go largely unregulated. The Volcker Rule restricted to carry out these activities with the intention to ensure high regulation of JPMorgan Chase (Wilkes, 2016). 
Compliance of the reform
JPMorgan Chase has effectively complied with the Volcker Rule and the evidence of such compliance is the changed organisational structure of the company as shown in figure 6, that allowed the company to separate its investment banking activities from its retail banking activities.  
Other reforms stated in this report such as Housing Economic Recovery Act of 2008 and Financial Reconstruction has significantly played a role in stabilising the financial market of the US but has not particularly impacted JPMorgan Chase. 
[bookmark: _Toc143510783]Conclusion
From the above report, it has concluded that the financial crises of 2008 significantly impacted the baking arena of the US. For controlling the financial crises, the US government initiated various reforms to support banking and ither financial institutions, so that the financial market can be stabilised and confidence of people in the financial market of the US can be restored. These reforms are concluded to be Dodd-Frank Wall Street Reform and Consumer Protection Act, Emergency Economic Stabilization Act of 2008, Federal Reserve Act, Troubled Asset Relief Program, Housing Economic Recovery Act of 2008, Monetary policy, Fiscal policy and Financial Reconstruction. All such reforms have concluded to significantly contributed towards stabilising the financial market. This report has also used JPMorgan Chase as the US banking institution to analyse the impact of reforms on the banking institutions. From such case analysis, it is concluded that the reforms have positively influenced the business model and business performance of the company. Also, JPMorgan Chase has concluded to comply with all the identified reforms, policies and rules. 
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