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1. [bookmark: _Toc69777978][bookmark: _Toc71568084]Introduction

This assessment is based on 2008 financial crises of United States which collapses the overall financial system of the well-developed countries. 
A big financial system includes the financial markets and financial intermediaries. Financial intermediaries are being differentiated whether they ask for complete conditional contracts or partial contracts (Allen & Gale, 2004). There are five types of financial intermediaries and they are as follows: banks, mutual funds, stock exchange, financial advisors and insurance companies. This assessment it will concentrate mostly on the banking sector.
 Usually, the banks are playing an essential part in the economy for offering a deal for the individuals that are trying to save some money. Moreover, they also have an essential part in funding the companies who want to invest and grow.  Both the loans and business financing are vital for supporting economic growth (Economics Help, n.d.).
The Financial Conduct Authority regulates the financial services industry in the UK. FCA role is to make sure that the markets perform correctly, for people, for companies, big and small, and for whole economy (Financial Conduct Authority, 2020).
Agency theory is interested with the principal-agent challenge in the separation of the ownership and management of a company, between various suppliers of capital, and to differentiate the risk assessment, who is going to take the decisions and manage the roles in companies (Morris, 1987).
In 1970, in United States, banking was opened to everyone, and it turn out to be much more unstable, leading to the 2007-2009 crisis and Great Recession which looks a lot like the banking problems from the 1930 and the Great Depression (Vives, 2016).
Financial stability is all about developing a financial system that can operate in normal times and in financial crisis and can engage with everything that happens in the economy in every moment. It is hard to prevent businesses collapsing or preventing people or companies from losing money, however, it can help to build environments and work efficiently even with this kind of events.

2. [bookmark: _Toc71568085]Key laws and regulations that were enacted after the 2008 financial crisis by the US authorities

According to (Bordo & Landon-Lane, 2010), President Barack Obama and George W. Schubert passed several legislative and authoritative laws in response to the 2008 financial crisis of United States. The most controversial and influential are the Dodd-Frank Wall Street Reform Act and Consumer Protection key laws and regulations, which established a long list of measures to regulate consumer safety and financial industry activity (Kacperczyk & Schnabl, 2010). Another notable piece of legislation is the “Emergency Economic Stabilization Act (EESA)”, which formed the “Troubled Asset Relief Program (TARP)” (Bajpai, 2011). In addition, the Federal Reserve took on various additional and novel responsibilities (Gabrieli, 2010).

2.1. [bookmark: _Toc69777980][bookmark: _Toc68042446][bookmark: _Toc71568086]Dodd-Frank Act

As determined by (Orhangazi, 2015), the Dodd-Frank Act was enacted in July 2010 and introduced reforms to the United States financial sector. The Act expanded a number of important regulatory requirements and has already established standards for the securities markets and financial exchanges. It also created a number of new protections, such as the “Consumer Financial Protection Bureau (CFPB)”, which has turn out to be a significant organisation for monitoring and protecting the financial benefits and interests of US consumers.

[bookmark: _Toc69777981][bookmark: _Toc68042447]Financial Reporting, Securities, and Exchange
There are several important laws in the United States that structure the entire system of securities regulation, disclosure and transactions. Perhaps the most significant change since Dodd-Frank has been the adoption of the following rules (Hope, 2011)

[bookmark: _Toc69777982][bookmark: _Toc68042448]1933: Securities Act
The Dodd-Frank Act amended and revised Regulation D by excluding a small number of securities from registration (Jefferies, 2017). These exclusions are closely related to offerings of securities that are generally not available to accredited financiers or investors (Plagborg‐Møller & Holm, 2017). However, the Dodd-Frank Act also used to adjust the definition of accredited financiers or investors to substantially eliminate the use of principal residence as a component of the financier’s total assets (Acharya, 2013)

[bookmark: _Toc69777983][bookmark: _Toc68042449]1934: Securities Exchange Act
In this Act, Section 9 of the Dodd-Frank Act contains provisional statements requiring several changes to the “Securities Exchange Act of 1934” (Canova & Hickey, 2012). Section 9 involves the establishment of the “Investor Advisory Committee (IAC)” and “Office of Investor Protection (OIP)”, as well as the appointment of an OIP Ombudsman. It provides for additional periodic reviews of inconsistent situations of investment firms and the issuance of general fund warnings, primarily through a newly created supervisory panel (Barnichon, et al., 2018). Section 9 recompenses the 1934 Act on matters relating to liability, accountability, corporate governance, and executive remuneration (Anand, et al., 2013). Sections 939, 932 and 935 of Title 9 of the Dodd-Frank Act further revise the 1934 Act to improve regulation of credit rating agencies, including the creation of the Office of Credit Ratings under the “Securities and Exchange Commission (SEC)” for oversight (Quispe & Rossini, 2010). Section 941 of Title 9 made significant improvements to the asset securitization measures of the 1934 Act, focusing on the securitization of mortgage loans (Sanchez, 2014)
[bookmark: _Toc69777984][bookmark: _Toc68042450]1940: Investment Company Act
The Dodd-Frank Act had minimal direct impact on investment agencies and the Investment Company Act of 1940, although the creation of new regulatory agencies and strengthening of existing ones, primarily the “Securities and Exchange Commission” left significant scope for tightening restrictions in areas such as disclosure policies and consumer protection (Ball, 2010).

[bookmark: _Toc69777985][bookmark: _Toc68042451]1940: Investment Advisers Act 
The “Advisers Act of 1940” changed and reformed the overall requirements for registration as an investment adviser (Fernández Sánchez, et al., 2020). This may affect hedge funds and independent investment advisers (Elmagrhi, et al., 2016). The revised rules changed the registration requirements to $100 million (Fratzscher, 2012). 

[bookmark: _Toc69777986][bookmark: _Toc68042452]2002: Sarbanes-Oxley Act
This act has been passed in 2002. In this Act, the Dodd-Frank Act adds new key laws and regulations for whistle-blowers’ protection (Orhangazi, 2015). The new agreement makes providing data as a whistle-blower actually attractive and financially more advantageous (Bordo & Landon-Lane, 2010).

2.2. [bookmark: _Toc69777987][bookmark: _Toc68042453][bookmark: _Toc71568087]Further Dodd-Frank Enactments

In addition to amending and revising new prevailing or existing laws, Dodd-Frank also contains a number of separate provisions (Poole, 2010).

[bookmark: _Toc69777988][bookmark: _Toc68042454]Financial Stability Oversight Council
The “Financial Stability Oversight Council (FSOC)” is mentioned in a systematic legislative body of the Dodd-Frank Act (Kacperczyk & Schnabl, 2010). The creation of the FSOC is focused on enhancing fundamental risk factors (Bajpai, 2011). Moreover, the primary function of the FSOC is to review certain “systemically important financial institutions (SIFIs)” that are deemed “too big to fail” (Gabrieli, 2010). One of the core objectives of FSOC is to empower to require audits and records of SIFI activities. The FSOC has the power to entail inspections and records of the business processes and activities of SFUs (Hope, 2011). This may not only split or decide or convert these institutions to reduce the general damage to the economic state but also improve the economic values (Jefferies, 2017).



2.3. [bookmark: _Toc69777989][bookmark: _Toc68042455][bookmark: _Toc71568088]Rule of Volcker

One of the features of Dodd-Frank, known as the Rule of Volcker, is intended to limit the projected investments (Plagborg‐Møller & Holm, 2017). For example, the Rule of Volcker was effectively used to prohibit proprietary trading in depository institutions and similarly reduced the number of trading privileges of restrictive traders in other large and outsized financial institutions (Plagborg‐Møller & Holm, 2017).

[bookmark: _Toc69777990][bookmark: _Toc68042456]Consumer Financial Protection Bureau
CFPB was established by the Dodd-Frank Act to look after the financial products, market networks, and regulatory systems, and markets available to all US consumers. The main purpose of this is to manage all financial products, regulatory systems and markets available to US consumers (Barnichon, et al., 2018). As part of its mandate, CFPB provides a number of educational materials that require for the US consumers. It can also find undesirable practices through judicial confirmation in US courts (Anand, et al., 2013)).

[bookmark: _Toc69777991][bookmark: _Toc68042457]Emergency Economic Stabilization Act
A separated Congress has approved the “Emergency Economic Stabilization Act”, which gave the “Treasury” about $710 billion to buy “distressed assets,” most of which were offerings of bank and mortgage-backed securities in October 2008 (Quispe & Rossini, 2010). One of the programs entitled as “Troubled Asset Relief Program”, as it was called, ended up spending $427.5 billion to bail out institutions like Citigroup (C), Bank of America (BAC), General Motors (GM), American International Group (AIG), and JPMorgan (JPM) (Sanchez, 2014). It has been found that treasury recovered $445.8 billion from all of the listed TARP beneficiaries (Ball, 2010).

2.4. [bookmark: _Toc69777992][bookmark: _Toc68042458][bookmark: _Toc71568089]Federal Reserve

The study of (Sanchez, 2014), during and after the 2008 financial crisis, the Federal Reserve has taken unnecessary steps to save both financial and economic markets. In addition to the targeted approach to monetary policy, the Fed implemented a number of unique reasoning tools to provide credit to various market sectors. These unique reasoning offices have, in a sense, become another standard for the emergency lending activities and Fed.
Furthermore, based on their own actions, the Fed is authorized by the Dodd-Frank Act to conduct routine stress tests of banks (Sanchez, 2014). The Federal Reserve’s stress testing provisions in the Dodd-Frank Act are found primarily in Section 11 (Ball, 2010). Under the Dodd-Frank Act, the FR has conducted two sorts of stress tests each year (Fernández Sánchez, et al., 2020). The “Dodd-Frank Act Supervisory Stress Test” (DFAST) and the “Comprehensive Capital Analysis and Review” (CCAR) (Elmagrhi, et al., 2016).
Dodd-Frank introduced a number of important changes to both administrative and legal rules governing securities financing, investment structure as well as corporate governance (Fratzscher, 2012). It also sought to expand consumer protections. In addition, the Dodd-Frank Act created broad opportunities for the banking industry, including supervision of systemically important institutions, regulation of all bank holding companies, and regulation of lending, especially mortgage lending (Chari, et al., 2008)).
President Donald Trump signed into law the “Regulatory Relief, Economic Growth” and “Consumer Protection Act” in the mid of 2018 (Barnichon, et al., 2018). The Act alleviates many of the administrative obligations imposed on banks under the Dodd-Frank Act, primarily by expanding the inception at which banks can avail themselves of broader paper-based administrative obligations (Orhangazi, 2015). The limit has been raised from $50 million to $250 million (Fernández Sánchez, et al., 2020).

[bookmark: _Toc69777993][bookmark: _Toc68042459]Emergency Responses to Control Financial Crises
This phase provides an overview of the programmes planned and implemented by the U.S. government to contain the 2008 financial panic. In these emergency responses, a descriptive analysis has been performed based on proposed programs and implemented by the United States that can be found in the Davis Polk Handbook on the Financial Crisis (Quispe & Rossini, 2010).
The U.S. financial panic programme consisted mainly of the following measures (Canova & Hickey, 2012).
The “Troubled Asset Relief Program” (TARP) administered by the Treasury Department under the “Emergency Economic Stabilization Act of 2008” (EESA), as amended, and the American Recovery and Reinvestment Act of 2009 (ARRA) (Wilmarth Jr, 2008).
There are various programmes administered under the umbrella of Federal Reserve Act (FRA). Also, these programmes are regulated under this traditional authority over the commercial bank credit assessment window and Section 13 of the Federal Reserve Act (Barnichon, et al., 2018).
The use of the “Deposit Insurance Fund” (DIF) to provide critical support to the banking structure, comprises of the treatment of troubled and failed banks, the temporary expansion of deposit insurance to $260,000 per person in the Fund, and the implementation of the “Temporary Liquidity Guarantee Program” (TLGP) (Hearit, 2018). 
Treasury’s bailout of Freddie Mac and Fannie Mae under the authority of the “Housing and Economic Recovery Act” (HERA) of 2008 (Chari, et al., 2008).




3. [bookmark: _Toc71568090]Stability of the financial system after 2008 crisis

Developing countries have been affected by the crisis in developed countries, characterised by low levels of economic development, rising unemployment and poverty, and shifting imbalances (Bordo & Landon-Lane, 2010). The different transmission channels associated with the crisis have also affected developing countries differently and, moreover, according to their vulnerability to certain channels (Orhangazi, 2015). The emerging economies of Central and Eastern Europe are post-socialist countries that have succeeded in their transition to a market economy (Elmagrhi, et al., 2016). We review some financial developments in the 16 post-socialist countries between 1989 and 2010 and discuss the impact of the progress process and the actual crises experienced by the former socialist countries (Poole, 2010).
Crises can start anywhere in the world and can become global to the extent that a problem in one country has all the signs of being exported to different countries through different channels such as companies, forms of money, investments, derivatives.
The rapid spread of the crisis from the United States to several large and small countries shows that the interconnectedness between economies is increasing due to the strong globalisation of markets, including financial globalisation (Barnichon, et al., 2018). In this situation, the financial base of a country is seen as an obstacle that the entire economy must overcome through its close interaction with the national and international Zaman financial base (Anand, et al., 2013). Therefore, the current crisis, although originating in the United States, is spreading with great speed around the world, affecting the real economy, economic development, unemployment and thus having unintended side effects on the international and national financial system (Quispe & Rossini, 2010).
The current crisis originated in the US but spread rapidly around the world, affecting the real economy, unemployment, and economic development with secondary implications for the international and national financial system (Kacperczyk & Schnabl, 2010). It has been recorded that this crisis was not only limited to financial markets but has had a severe impact on actual and real economic position, causing the largest global recession since the Great Depression, which some commentators consider far greater than the crisis of 29-33 (Bajpai, 2011). 
A series of corrective measures that began in 2004 anticipated the crisis, but few financial experts foresaw its enormous scale. The Federal Reserve raised the federal funds rate from 1.25% to 5.25%, which inevitably led to an increase in subprime loan defaults (ARD) (Jefferies, 2017). Although higher interest rates played a role, home sales and thus home values began to decline in 2005 when the housing market became saturated (Sanchez, 2014). Many subprime mortgage holders could not protect themselves by buying, refinancing or selling their homes because there were few buyers and many mortgage holders owed more than their homes were worth (Baily, et al., 2015). 
As the number of subprime borrowers increased and house prices continued to fall, the value of MBS issued on subprime mortgages declined, negatively affecting the structure of many banks and companies (Kacperczyk & Schnabl, 2010). Although MBS bonds issued in the US housing market were also traded in other countries where the housing bubble had formed, so that the American problem had a direct global impact, many experts believed that the problem was not as bad as it seemed and that the damage to the financial markets was manageable (Anand, et al., 2013).
By 2007, the precipitous decline in MBS values had so distressed many banks, private equity and mortgage lenders that some large companies liquidated investment funds that had invested in MBS (Barnichon, et al., 2018), borrowed from the government, sought mergers with healthy companies or filed for bankruptcy (Canova & Hickey, 2012). The situation worsened to the point that even those companies that were not directly at risk incurred billions of dollars in losses because the MBS invested in them were downgraded to toxic assets by the rating agencies (Quispe & Rossini, 2010). These financial institutions were accused of being in a predicament when their operating costs were paid by the banks whose debt they were supposed to protect (Bordo & Landon-Lane, 2010). 
According to experts, this financial report was the original reason for awarding deceptively high ratings to some MBS (Chari, et al., 2008). Notably in 2007, New Century Financial, one of the largest and considerable prime banks, applied for financial assistance and shortly thereafter many subprime banks failed (Fernández Sánchez, et al., 2020). The continued inability to finance subprime mortgages through the sale of MBS forced banks to stop lending to subprime customers (Fratzscher, 2012), further reducing home sales and spending and discouraging even the best FICO buyers from purchasing homes, further reducing sales and spending (Bordo & Landon-Lane, 2010). In August, BNP Paribas, France’s largest bank, announced that it had suffered billions in losses (Fernández Sánchez, et al., 2020), and another major US firm, American Home Mortgage Investment Corp. filed for bankruptcy (Bordo & Landon-Lane, 2010).

[bookmark: _Toc69777997][bookmark: _Toc68042463]Financial Stability Oversight Council
The purpose of the Council is to identify threats to US financial stability that may arise from significant financial difficulties, failures or ongoing operations of large holdings of interconnected banks or non-bank financial institutions, or that may arise from threats to off-market financial management. Similarly, the Commission must promote market discipline and respond to dangers in U.S. financial markets (Canova & Hickey, 2012).
The Commission is authorized to identify systemically important nonbank financial institutions, financial practices or activities, financial market service providers, and facility, remittance, and reimbursement processes. Bank holding companies with total consolidated assets having average of $52 billion or more are considered systemically important; no designation is required (Plagborg‐Møller & Holm, 2017). The Act refers to the category of nonbank financial institutions, which are defined as “nonbank financial institutions regulated by the Federal Reserve System” (Acharya, 2013). In this section, researchers refer to them as “systemically important nonbank financial institutions” and to bank holding companies with assets of $52 billion or more as “systemically important institutions” (Canova & Hickey, 2012).

[bookmark: _Toc69778001][bookmark: _Toc68042467]Endorsing Standards: Recommendations
The Board is sanctioned to make commendations to the Federal Reserve Board on the establishment and refinement of appropriate prudential standards for systemically important institutions and on the need for disclosure and reporting to prevent or mitigate potential harm to U.S. financial stability that could result from the significant financial distress, failure, or ongoing operations of such institutions (Plagborg‐Møller & Holm, 2017). The Federal Reserve should take these recommendations into account when approving extensions to prudential regulation (Canova & Hickey, 2012). The Commission may also make recommendations to apply more stringent standards and safeguards to financial activities and practices if it determines that the expansion, scale or interconnectedness of activities may create or exacerbate significant liquidity risk, credit or other problems (Kacperczyk & Schnabl, 2010).

[bookmark: _Toc69778002][bookmark: _Toc68042468]Systemic Risk Regulatory Structure
[bookmark: _Toc69778003][bookmark: _Toc68042469]Non-Bank Financial Companies: Systemically Important
This Act defines a “non-bank financial institution” as any entity primarily engaged in financial activities, other than a bank holding company or an entity that qualifies as a bank holding company (Bajpai, 2011). The Board is responsible for identifying systemically important non-bank financial institutions that, under the Act, may pose a risk to financial stability because the entity may be experiencing significant financial difficulties or in connection with its ongoing operations. Subsequent interaction steps added considerations about the organisation’s current activities that expanded the range of organisations that can be classified as systemically important (Gabrieli, 2010).

[bookmark: _Toc69778004][bookmark: _Toc68042470]Bank Holding Companies: Systemically Important
As a result, bank holding companies with total assets of $50 billion or more must meet expanded prudential standards (Kacperczyk & Schnabl, 2010). No action by the Federal Reserve Board or the Board of Governors is required (Gabrieli, 2010). There is currently no way to lower the $50 billion limit (Poole, 2010). The Federal Reserve has the ability to raise the limit, and the Board of Governors may recommend such action, but only with respect to the use of unanticipated capital requirements, specific programs, public borrowing announcements, rate limits, increased public disclosure, and immediate debt limits. The Federal Reserve may not increase the limits for hazardous capital requirements, exposure limits, liquidity requirements, and general hazardous executor requirements (Hope, 2011). As of March 31, 2010, 36 bank holding companies nationwide have exceeded the $50 billion limit (Bajpai, 2011).
According to some simulations, by intensifying the regulations on bank activities, various countries increased their banking-system fragility. The results of the simulations imply that Argentina, Korea, and Russia enacted further restrictions on bank activities and these measures will raise the possibility of a crisis by between 20% and 40%. On the other hand, other countries eased on the restrictions on the bank activities, letting banks to vary income flows with positive effects on the stability of the banking-system. Japan, UK, and US as well lowered their activity restrictions, give it a boost to stability (Barth, et al., 2008).
In 2010, the “Basel Committee on Banking Supervision” published Basel III Accord, which is about the international financial regulations that worked through the financial crisis of 2007-2009 (Lyngen, 2012).
The purpose of the new rules is to encourage the strength of the banking system and enhance the competence to deal with the shocks that can arise from the financial pressure. The new rules are set up to strengthen the bank capital and demand that banks have a bigger capital for a certain amount of assets and increase the coverage of bank assets (Cosimano & Hakura, 2011). 
When raising bank’s capital requirements, will raise the marginal cost of financing, and this will lead to an increase in the lending rates. Generalized method of moments valuations suggest that this would make the banks to raise their loaning rates by 16 basis points, which will trigger a decrease of the loans by 1.3 percent in the future (Cosimano & Hakura, 2011).
Basel III regulations are extremely discussed by everyone in the financial sectors and they have different opinions. Some will say that this regulation will bring positive economic benefits among banks all due to the increase of the capital requirements that will reduce the leverage and the risk of bank insolvencies (Admati, et al., 2010).
On the other hand, some will argue that there could be considerable costs of implementing a system that requires higher capital. Moreover, banks will raise their interest on lending, and this could lead to a decrease of the loans and affect the economy recovery (Cosimano & Hakura, 2011).
The Basel Committee is initiating phase-in measures to implement the Liquidity Coverage Ratio to help certify that banks can meet the requirements through reasonable methods, and at the same time they are lending to the market.
Precisely, the Liquidity Coverage Ratio will be established as proposed on 1 January 2015, however the minimum requirement will start with 60% and increase in every year until 1 January 2019 to get to 100% (Bank for International Settlements, 2013).

[bookmark: _Hlk71380013]Table 1: Implementation of the Liquidity Coverage Ratio between 2015-2019
	
	1 January
2015
	1 January
2016
	1 January
2017
	1 January
2018
	1 January
2019

	Minimum
LCR
	
60%
	
70%
	
80%
	
90%
	
100%


Source: (Bank for International Settlements, 2013)


After the Great Recession, wide-reaching regulators took measures to improve and prepare banks for other potential shocks. The Tier 1 capital ratio has increased from 2007 to 2017 with 11%. In 2007 US and European banks average was 4% and 2017 reached 15%. The bigger banks must have an additional capital buffer, and moreover, all banks should now have a minimum amount of liquid assets (McKinsey Global Institute, 2018). Therefore, banks are now safer, however they are not as profitable as before.

Graphic 1: Global financial performance of banks
[image: Chart, line chart

Description automatically generated]
Source: (McKinsey Global Institute, 2018)

As it can be seen in Graphic 1, banks did not recover after the Great Recession as it was expected. Basil III measures helped the banks to recover, but they did not reach the numbers from before of 2008. Return on Equity for banks in 2017 is less than half since the Great Recession, with an average of the last couple of years of 4.4% compared with 7.9% for US banks (McKinsey Global Institute, 2018). 

4. [bookmark: _Toc69778007][bookmark: _Toc68042473][bookmark: _Toc71568091]JPMorgan Chase & Co

According to (Hearit, 2018), JPMorgan Chase’s 2008 news inclusion focused on three key actions taken by JPMorgan Chase. First, JPMorgan Chase was one of the first banks to repay loan money (Erkens, et al., 2012). As a result of the quick repayments, JPMorgan Chase was widely cited in the media as the strongest bank to emerge from the situation and one of the top four most immobilized banks on the road to recovery. AIG, for example, was frequently criticized by the media, but JPMorgan Chase’s stability received positive press coverage (Wilmarth Jr, 2008). Following the early TARP payment, the recurring nature of the issue intensified (Erkens, et al., 2012).
Second, the sale of warrants was seen by JPMorgan as a last resort (Wilmarth Jr, 2008). In essence, it is a different kind of redemption (Erkens, et al., 2012). JPMorgan Chase was one of the major banks that sold warrants in December, which allowed it to rethink the inclusion of the news and its shares when it paid all the money earmarked for redemption (Hearit, 2018).
Third, less than a year after the start of the financial crisis, JPMorgan Chase began granting incentives and other key employees, and the media urged caution (Hearit, 2018). Subsequent news received from JPMorgan emphasized the bank’s clear actions to address the problem (Erkens, et al., 2012). For example, JPMorgan Chase stepped up its actions, focusing on cost cutting and cutting red tape (Wilmarth Jr, 2008). In early August, JPMorgan was the only bank to tie up more executive benchmarks and impose greater oversight before compensation JPMorgan Chase’s involvement in these actions was seen as an attempt to sue both the general assessment and managers to oppose some form of regulation (Hearit, 2018).
The annual report exuded an air of confidence, highlighting the organisation’s post-monetary balance sheet and nothing that it has good predictions for the future (Wilmarth Jr, 2008). It also sought to bolster shareholders’ confidence in the bank’s ability to succeed in the future, stating that JPMorgan Chase “will do the right thing for our consumers and the network it serves” (Baily, et al., 2015). 
Fortunately, JPMorgan Chase was left behind in the highly profitable, but by no means disastrous, business of selling subprime mortgage-backed securities (Hearit, 2018). In the 1980s, JPMorgan Chase experts recognised major problems in applying financial evolution to the mortgage market (Baily, et al., 2015). For example, there was a lack of housing market data that would allow financial institutions to reliably assess the dangers of mortgage-backed securities compared to commercial loans. In addition, JPMorgan did not know what to do with the so-called “very senior” portion of packaged mortgage-backed securities, which are problematic as long as they remain on the bank’s balance sheet but are difficult to sell (Erkens, et al., 2012). The JPMorgan team had no idea how banks like Citigroup were dealing with this fundamental flaw in the mortgage securitisation market (Hearit, 2018).
The problem is that individual banks tend to neglect this issue. Robert Rubin, Citigroup’s treasurer and senior advisor, admitted to the Financial Crisis Inquiry Commission (FCIC) shortly before the crisis that Citigroup’s senior securities “had a seemingly high degree of bad luck” and represented a $43 billion risk. He blamed the rating agencies that gave those bonds AAA ratings (Baily, et al., 2015). He added that “virtually no financial model” could have predicted the huge fall in the US housing market. In any case, JPMorgan’s experts correctly identified the problems in assessing the dangers of the mortgage-backed securities market (Erkens, et al., 2012). When he became CEO of JPMorgan in 2006, Jamie Dimon began diversifying his trading division into mortgage-backed securities, an area where his competitors were making huge profits (Hearit, 2018).
The online newspaper Pro-Publica notes that while the bank was initially reluctant to participate in subprime mortgage securities, JP Morgan partnered with Magnetar, a hedge fund specialising in hedging the US mortgage market (Wilmarth Jr, 2008). Magnetar bought and hedged the riskiest mortgage-backed securities and made huge profits when the housing market crashed (Baily, et al., 2015). JPMorgan created a CDO with Magnetar’s underlying shares and turned it into a $1.1 billion investment that was sold internationally to 17 institutional investors. The JPMorgan-Magnetar deal closed when the real estate market had already begun to decline in 2007 (Erkens, et al., 2012). The investors, including a Lutheran non-profit organisation, saw their misfortune at 100% after 8 months (Wilmarth Jr, 2008)
By focusing on the risky asset market, Magnetar, JP Morgan and other financial institutions allowed the housing crisis to turn into a full-blown financial crisis, despite signs that the housing market was in trouble. It has been estimated that JPMorgan’s profits decrease from $16.5 billion in 2007 to $6.4 billion in 2008 due to financial crises (Baily, et al., 2015). In any case, it did well against its competitors (Erkens, et al., 2012). The results released by the organisation’s investment banking division in 2009 were labelled “the recession giant”. In June 2009, JPMorgan Chase paid out $25 billion of TARP (Hearit, 2018).
Latest theory of financial intermediation expresses that, liquidity creation is an important factor for banks in the financial system. Banks are creating liquidity on the balance sheet by investing in the long-term illiquid assets with short-term liquid liabilities. Moreover, they additionally create liquidity from outside the balance sheet events, as an example, supplying standby letters of the obligations of the customers, such as credit and loan (Zheng, et al., 2019). 
The minimum level of Tier 1 Capital Ratio which United States bank regulators do not consider banks as being well capitalized after the financial crisis of 2008 is 8% (Abou-El-Sood, 2016).

Table 2: Tier 1 Capital Ratio, Tier 1 Leverage Ratio and LCR of JP Morgan Chase
	JP Morgan Chase
	2017
	2018
	2019

	Tier 1 Capital Ratio
(%)
	13.8
	13.7
	14.1

	Liquidity Coverage Ratio (%)
	119
	113
	116

	Tier 1 Leverage Ratio (%)
	8.3
	8.1
	7.9


Source: JPMorgan Chase 2019 Annual Report 

Due to the fact that the minimum level of Tier 1 Capital Ratio is 8%, JP Morgan Chase is doing very well having the ratios above 13% as it can be seen in Table 2.
Due to the fact that the minimum level of Tier 1 Leverage Ratio is 4%, Table 2 shows that even if the leverage ratio is slightly decreasing for the years 2017-2019, the numbers are still above the minimum level and doing very well.
Table 1 shows that the minimum LCR for the year 2017 is 80%, for the year 2018 is 90% and for the year 2019 is 100%. Table 2 shows that JP Morgan Chase Liquidity Coverage Ratio for 2017-2019 is above 100%, which implies that the company follows all the regulations and the numbers are always above the requirements.

Graphic 2: Evolution of JP Morgan Fortress Balance Sheet
[bookmark: _Toc69778010][image: Diagram
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Source: Annual Report of JP Morgan Chase, 2019

Graphic 2 shows that JP Morgan Chase has registered an increase in the values of the CET1, Tangible common equity and Liquidity since the financial crisis of 2008, which implies that the company has grown considerably.

[bookmark: _Toc71568092]Conclusion

The 2007-2009 financial crisis (Great Recession) started in the United States and affected other developed countries showed significant weakness in the Basel II rules meant for controlling commercial banks. Moreover, significant banks were affected and experienced falls in their return on equity from losses on off-balance sheet activities even though they tried to maintain the capital ratios expected under Basel II. Therefore, the Bank for International Settlement created new regulations, under the Basel III, meant to ease the weaknesses of the former laws. 
Capital and leverage ratios of banks are now considerably stronger and the global banks considered “too big to fail” are doing so much better in regard to the solvency and liquidity view. 
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