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Introduction
1.01
Financial markets have been subject to fundamental change in recent decades. This has principally been driven by massive increases in the growth and appetite for capital and investment at the national and international levels. It has been accompanied by the cross-border expansion of banking, and then insurance and securities business, supported by continuous improvements in telecommunications and other computer hardware and software support. These technological advances have allowed significant consequent improvements to be made in the speed, reliability, cost, and security of almost all types of financial transaction and activity.

1.02
Many countries have also experienced significant deregulation of market control supported by enormous increases in capital mobility, especially since the late 1970s and early 1980s. All of this has led to the emergence of a truly global capital and financial marketplace from the late 1980s and early 1990s onwards. This has then been further strengthened and supported by the creation of an almost parallel virtual marketplace, with the expansion of Internet and electronic and digital dealing and trading from the mid-1990s onwards.

1.03
With this growth and restructuring of national and international finance, a significant amount of credit has moved from being bank-based to become security-based. This is principally to take advantage of the benefits of increased liquidity and lower transaction costs, as well as the underlying transferability permitted, which creates associated improvements in portfolio and risk management flexibility and efficiency. Wholesale, rather than retail, bank-based credit (especially through the international syndicated loan market) remains of importance, although this has tended to become a more specialist activity used in more complex lending situations or for less creditworthy borrowers. While a significant amount of credit has moved to being security- rather than loan-based as part of a larger process of securitization of international claims, this has also most recently become increasingly immobilized (through the use of single global securities or notes held by custodians or other central counterparties) or simply dematerialized (through the issuance of claims in an electronic form only).

1.04
The markets or exchanges on which these claims are issued and traded have also become subject to a number of increased pressures, including automation, diversification, innovation, competition, and ultimately integration. This has required a range of internal revisions and changes to be made, especially in connection with improving price information collection, management, and dissemination, the introduction of electronic rather than floor trading and dealing, the separation of listing and trading activities in many countries, the removal of earlier private ownership restrictions (and consequent public incorporation and demutualization), as well as improved internal regulation and governance more generally.

1.05
More traditional stock markets and exchanges have also had to respond to the increased challenges created by the development of new electronic trading systems (ETSs) or alternative trading platforms (ATPs) or systems (ATSs), electronic communications networks (ECNs), multilateral trading facilities (MTFs), organised trading facilities (OTFs) and by in-house order matching within the larger security houses (internalization). The need for business expansion and income generation, especially since becoming public companies, has also forced many exchanges to look to mergers, acquisitions, or other linkages. This can be seen, for example, in the rapid expansion of Euronext (now part of NYSE Euronext) and the successive bids made for the London Stock Exchange (LSE) including those by the Deutsche Börse, the OM Group (now NASDAQ OMX), Euronext, MacQuarie Bank, NASDAQ, and the New York Stock Exchange (NYSE). The NYSE and Deutsche Börse subsequently attempted to merge in 2011–12, although this was prevented by the European Commission Competition Directorate-General (DG COMP). Further exchange consolidation is expected at the national, regional, and international levels as markets continue to grow and expand.

1.06
Investment practices and share holding patterns have also changed significantly in recent years. Private share ownership has increased substantially, especially with the privatization of public utilities in many countries. This trend has been further strengthened by the subsequent growth of private pension provision in many parts of the world, as well as the more recent appetite for higher returns, including through hedge funds or other specialist investment vehicles and forms of alternative investment management (AIM). This has been accompanied by the substantial expansion of government-directed sovereign wealth funds (SWFs), which have become significant direct investors on formal exchange and over-the-counter (OTC) markets.

1.07
Financial markets have accordingly arrived at a key development or transformation stage. National and international credit has increasingly become capital market and security-based, which is electronically issued or at least electronically traded and managed. The nature of the securities used and issuance and dealing practices adopted have changed significantly as a result of continued financial innovation and significant supporting advances in financial engineering and re-engineering. Price disclosure and discovery, and associated information collection and management processes, have also become increasingly complex, while risk management more generally has become increasingly specialist and sophisticated.

1.08
We now live at the beginning of a new financial era based on digital telecommunications as well as digital instruments (claims), digital processing systems and markets, and digitally based risk management practices often involving complex financial analysis and mathematical and computer modelling. This creates a range of new challenges and threats to more traditional markets, as well as opportunities for further innovation, growth, and expansion. This has nevertheless also created a large number of new threats and vulnerabilities that public authorities have had to consider through associated changes in relevant supervisory and regulatory policy and practice. Novel or extended solutions and responses have to be produced in light of the new market structures, exposures, and conditions that have emerged.
1.09
Markets have most recently been shocked by the massive disruption and losses suffered following the global financial crisis beginning in August 2007 and then accelerating in September 2008. The crisis began with a contraction of credit in inter-bank markets, and then spread to global stock markets and exchanges after the closure of Lehman Brothers on 15 September 2008. This resulted in a global recession beginning in November 2009 and rising government debt levels during 2010 and 2011. Bond market volatility and high sovereign credit ratings, in particular, threatened the stability of the eurozone system in 2010, 2011, and 2012. All of this has led to a fundamental re-examination of the nature and function of modern financial markets and the most appropriate form of official oversight, regulation, and control.

1.10
Markets have been impacted by massive changes in digitalisation, dematerialisation, disintermediation, privatisation or virtualisation and monetisation while products and services have benefited from mobilisation, personalisation, socialisation, datalisation and democratisation. These processes of change form part of a larger switch in financial markets and growth of the use of Financial Technology (FinTech) and Regulatory Technology (RegTech) across all markets and sectors. Technology will have an even more significant effect on financial markets and exchanges going forward. 
1.11
The global financial crisis and further recent scandals have specifically led to a rejection of an earlier faith and reliance on efficient and self-correcting markets and deregulatory market trends. This has since been replaced by a new re-regulatory pressure and belief across the world with substantial levels of new regulatory control being adopted, especially in the areas of capital, liquidity, and leverage, as well as governance and remuneration, as part of a new pro-regulatory agenda. Regulatory authorities have increasingly focused on the dangers of national and global contagion and systemic threats, and the need to attempt to insulate markets and major financial groups from each other. There has also been a new focus on resolution and crisis management, with authorities attempting to develop wider macro-prudential oversight models that can detect any build-up of risk or exposure across the financial system or economy as a whole. It was expected that these processes would continue for many years, with politicians having promised to prevent the general public and fiscal budgets from having to assume significant future market support costs. The effectiveness of all of these new measures and stability of financial markets was then tested again with the dreadful events surrounding the outbreak of the Coronavirus crisis at the end of 2019 and beginning of 2020.     
1.12
The purpose of this chapter is to consider the development and nature of markets and exchanges. This includes their origin, evolution, expansion, structure, and function. The content and operation of financial markets and instruments are referred to, and the relationship between capital and stock markets and other financial markets explained. The nature and function of markets and exchanges are then examined in further detail, with the main structural and operational issues that arise. The nature and impact of Financial Technology (FinTech) and Regulatory Technology (RegTech) are reviewed. The general nature and impact of the global financial crisis and more recent Coronavirus crisis are referred to, and the shape and structure of the new international, regional, and national responses reviewed. The specific institutional and other reforms adopted in the UK are outlined. The main stock markets and exchanges in operation in the UK are reviewed in the following chapter.

Origin and development

1.13
Historically, the provision of finance and credit was initially restricted either to close family relations or within land-holding relationships and then only to immediate merchant or trade counterparties. The use of separate identifiable financial intermediaries became necessary only as larger value or longer-term credit was required or some geographic distance was involved.

1.14
The provision of such services expanded, in particular, with the growth of trading and commerce following the end of the medieval period from the 1200s onwards. Early banking then began with the Italian merchant and financial families during the 13th and 14th centuries. The first centres were the Italian city-states of Lombardy and Florence, Venice, and Genoa. These, in particular, allowed for the growth and expansion of early moneychangers, lenders, and dealers in bills of exchange and coinage.

1.15
The first bank is considered to have been the Monte dei Paschi, which was established in Siena in 1472, although the Casa di San Giorgio had been set up in Genoa in 1407. The Casa di San Giorgio was reputedly the first public clearing bank, although it subsequently collapsed in 1444. International finance then expanded in Italy and elsewhere with the Great Fairs that were held in the main medieval merchant towns across Europe, including Bruges, Lyons, and Antwerp.

Securities and exchanges

1.16
The first reported security issue was in Venice in the 12th century. This involved the issuance of long-term municipal debt, the Monte Commune, which was traded in the city of Florence from the mid-1300s onwards. The use of long-term securities was subsequently developed by the Habsburgs in the Netherlands with the issuance of tradeable life annuities from 1542 onwards. The oldest stock exchange was established in Antwerp in 1460. Stock markets were subsequently set up in Lyons in 1540, Hamburg in 1558, and Amsterdam in 1602. The first organized stock market is nevertheless considered only to have been set up in Paris in 1724 with membership being restricted to sixty agents de change and a code of market conduct to regulate dealing.

1.17
Merchants and capital providers began to meet in the City of London in coffee houses from the late 1600s onwards. An organized group met at Jonathan’s Coffee-House from 1698 to buy and sell shares. The coffee shop had originally been opened by Jonathan Miles in 1680 and was used by John Castaing to post the prices of stocks and commodities from 1698. The name was subsequently changed to the ‘Stock Exchange’ in 1773, with an original deed of settlement in 1802.
 In New York, dealers in stock met at 22 Wall Street from 1792 onwards, although the New York Stock Exchange and Board was not formally established until 1817.
 An earlier market had been set up in Philadelphia in 1790.

1.18
The growth and expansion of stock markets were significant until the First World War. This had been supported by massive expansion in government and corporate debt, either for military purposes or railway or other industrial expansion. This was assisted by the growth in the use of the telegraph from the mid-1800s and subsequent telephonic communication. Most exchanges had to be closed during World War I and then reopened only under government control. Subsequent growth was nevertheless substantial, although this was interrupted by the stock market crash beginning on 23 October 1929 and the subsequent Great Depression in the US.

1.19
Trading was also principally managed by government and international financial institutions following World War II, with stock exchange activity not recovering until the mid-1950s. Expansion was rapid until the early 1970s, although further growth was increasingly constrained by regulation and competition. The primacy of the NYSE was, for example, challenged by NASDAQ, which was set up in 1971 by the National Association of Securities’ Dealers (NASD).
 This operated on the basis of an automated quotation system, which allowed NASDAQ to become the largest electronic stock market in the world. A number of internal and structural changes were also adopted within the NYSE in 1975 as part of the first ‘Big Bang’ in the exchange area. These exchange reforms were then followed by London, but not until 1986, and then Brussels, Milan, and elsewhere.

1.20
The need for market reform was recognized in the UK after the London Stock Exchange (LSE) had been taken to the Restrictive Practices Court by the Office of Fair Trading (OFT) in 1979.
 The OFT considered that the then prevailing fixed minimum commission system and single capacity trading were anti-competitive. The Department of Trade and Industry (DTI) subsequently, in July 1983, brought forward legislation to exempt the LSE from the Restrictive Trade Practices Act 1976 on condition that the alleged anti-competitive practices were abolished. The LSE consequently abandoned fixed commissions, non-market member limitations, foreign ownership restrictions, and the distinction between ‘stockbrokers’ and ‘stockjobbers’, with market participants becoming dual-capacity market makers in 1986. Trading on the LSE was also later moved off-floor and conducted by telephone as part of the larger Big Bang changes that took place.

Restructuring and competition

1.21
In addition to the automation and ‘digitilization’ of many activities, exchanges have also attempted to respond to the increased pressures created through demutualization and corporatization. This has involved abandoning their earlier mutual status and private member ownership, and becoming listed as public corporations on their own markets. This allowed public listing and lower transaction and capital costs, although the exchanges also then became subject to external ownership and management accountability.

1.22
A related consequence of this has been the need for regulatory separation, with the removal of the public oversight function and supervisory responsibility from a number of exchanges. This can either relate to separating admission to listing and trading functions or to removing market regulation more generally. In the UK, for example, responsibility for listing under the Financial Services and Markets Act 2000 (FSMA) was transferred from the LSE to the Financial Services Authority (FSA).
 This was announced by HM Treasury on 4 October 1999 and took effect from 1 May 2000,
 with the FSA becoming responsible for ensuring that public-offer documents, including principally prospectuses, comply with the listing requirements previously imposed under the Companies Laws and now the FSMA. This separation of listing and trading functions was considered necessary following the LSE’s decision to demutualize and in view of the potential conflict of interests that could otherwise have arisen. The Exchange then became responsible only for determining admission to trading, rather than listing, with admission to trading involving ensuring that stocks comply with its conditions for market entry and subsequent dealing rather than public listing as such. While some exchanges have also retained supervisory oversight responsibility for their markets (essentially on a self-regulatory basis), this has been taken off the exchanges in many countries.

1.23
The FSMA provides for the authorization of firms and the approval of persons,
 with markets and clearing systems being recognized as recognized investment exchanges (RIEs) and recognized clearing houses (RCHs). Recognition exempts the exchanges and houses from the authorization requirement under the FSMA subject to compliance with the requirements set out under the FSMA.
 The FCA maintains lists of RIEs
 and  recognized overseas investment exchanges (ROIEs)
 with the Bank of England being responsible for RCHs.
 A list of exchanges is separately maintained for regulated markets under the Markets in Financial Instruments Directive (MiFID and then its replacement MiFID II)
 in respect of which the UK is the home member State.
 The FCA also maintains a list of regulated markets, designated investment exchanges (DIEs),
 recognized auction platforms (RAPs),
 which are authorized to conduct auctions in EU emission allowances
 and other overseas designated investment exchanges (DIEs) on which UK firms may deal. The Bank of England maintains separate lists of Recognised Payment Systems (RPSs),
 Authorised Central Counterparties (CPPs)
 and Central Securities Depositaries as financial market infrastructure (FMIs). 
  
1.24
The coalition government announced that the structure of UK financial regulation would be fundamentally reformed following the general election in May 2010.
 The FSA’s responsibility in respect of exchanges and clearing houses was transferred to the Financial Conduct Authority (FCA), which became responsible for markets and conduct of business regulation in the UK, with the FSA’s other regulatory functions being transferred to the Prudential Regulatory Authority (PRA) which was set up as a subsidiary of the Bank of England.
 The Bank would later be appointed the PRA with an internal Prudential Regulation Committee (PRC) replacing the separate PRA under ss 12-13 Bank of England and Financial Services Act 2016. A separate Financial Policy Committee (FPC) was established within the Bank to conduct macro-prudential oversight of the UK financial system, replacing the earlier tripartite system comprising the Bank, the FCA, and HM Treasury.

Electronic trading and internal order books

1.25
The increased demands for growth and return that these changes have generated have further increased competition between the main exchanges, especially for quality government stock and international offerings. The competitive pressures that this creates have been further aggravated by the emergence and subsequent expansion of many new alternative trading platforms (ATPs), US electronic communications networks (ECNs) or alternative trading systems (ATSs) and as well as the new EU multilateral trading facilities (MTFs) and organised trading facilities (OTFs).
 A number of these new trading systems and platforms have been developed by the traditional exchanges themselves and operate either in parallel with or replace their earlier floor- or pit-based systems, although many are privately financed and managed. These benefit from the absence of fixed costs, including, principally, expensive location charges, with the deregulatory environment in most countries facilitating immediate market access and with any prior formal exchange competition privileges having been removed.

1.26
Many of the privately operated systems were originally based on proprietary computer models developed by large investment banks that were made available through the Internet or intranet-based facilities to other counterparties. While a number of these have subsequently had to close as a result of low trading volumes, many electronic markets continue to operate as successful competitors to more traditional exchanges.

1.27
The most recent threat to the continued dominance of both more traditional and new electronic exchanges has come from the development of organized order book or internal trading practices within many of the largest market participants. The purpose of this internalization of the dealing function is to increase efficiency and security, as well as to avoid unnecessary transaction costs, by carrying out as much dealing as possible through the internal offsetting of trades across portfolios within firms. Any subsequent net long or short positions are then settled on a formal market, although only through end-of-day trading. The effect is to move substantial transaction volumes off-market. This threatens the income streams (and potential liquidity) of the main exchanges and also creates new supervisory challenges for regulatory authorities, with private firms effectively operating their own internal market systems without formal recognition and regulation.

Regulatory challenge

1.28
A number of separate financial risks have to be considered with regard to the structure and operation of modern financial markets and exchanges. The main financial risks that arise are concerned with credit risk,
 market or position risk,
 interest rate risk,
 foreign exchange risk,
 and insurance risk.
 A range of particular sub-risks also arise with regard to financial derivatives and, in particular, option contracts.
 The other two main types of exposure are operational risk
 and legal risk.
 Operational risk may be considered to include settlement-related risks, such as late deliveries (delayed payment or settlement) and bad deliveries (reverse account entries), among others.
 Operational risk can now be considered to include information, data and technology risk although there has only been limited examination of the meaning and content of these to date.

1.29
One of the key purposes of financial regulation is to ensure that an appropriate legal and regulatory framework is maintained that imposes sufficient obligations on financial institutions to ensure that they manage effectively the risks and exposures that their activities generate.
 In the event that such controls are not imposed, financial institutions may operate imprudently and assume unnecessary risks that can threaten their own stability, as well as that of other counterparties in the market and potentially, in the most extreme cases, the stability of the financial system as a whole. This can then result in significant losses to depositors and investors, as well as massive costs being imposed on the rest of the financial industry and on government in the event that some form of support operation is required.

1.30
Modern financial regulation had increasingly been conducted on a risk basis before the global financial crisis beginning in summer 2007. This involved the identification of the separate risks and exposures involved and the imposition of appropriate controls in respect of each. Supervision by risk may generally be understood to refer either to the selection of particular risks for control purposes
 or the evaluation of regulatory performance against the particular objectives set.
 The term ‘risk by risk’ was used to refer to the identification and aggregation of separate risks for the purposes of applying particular capital obligations such as under the proposed Prudential Sourcebook (PRU) to be adopted by the FSA and later final FSA and then FCA sector sourcebooks.
 These may either be imposed on financial institutions or individuals carrying out financial activities on markets or on exchanges directly.

1.31
Regulatory authorities must attempt to adopt effective responses to all of the potential threats and challenges that arise with the new global markets and conditions of the 21st century.
 In so doing, they have to be able to identify clearly and accurately all of the entities or institutions that are subject to regulatory control. A number of significant difficulties arise in defining relevant markets and exchanges and market practices in relation to officials being able either to recognize the exchange directly or to regulate the person(s) providing the dealing services as an authorized person. A number of difficulties nevertheless remain in formulating a satisfactory definition of an exchange for modern regulatory purposes.
 All of these earlier provisions have since been revised and incorporated into the Handbook of Rules and Guidance maintained by the Financial Conduct Authority (FCA) and the Rulebook established by the Prudential Regulation Authority (PRA).
1.32
Officials also have to ensure that market participants conduct themselves properly, with relevant insider dealing and other abusive practices being constrained as far as possible. A number of new offences have been introduced in recent years in an attempt to deal with the problems created by alternative forms of market distortion and other abusive practices.
 The use of markets for money laundering and terrorist financing purposes must also be controlled.

1.33
Authorities must separately ensure that exchanges carry out their own oversight functions effectively with regard both to trading and market regulation and discipline. Market counterparties must, in particular, hold adequate financial resources and make necessary margin and settlement payments. Exchanges must maintain adequate continuity or other back-up systems in the event of terrorist attack or other market disruption or closure. All of this has become even more complex with the increased deregulation, diversification, separation, and outsourcing, as well as globalization and digitalization, of many market activities. A series of complete and effective regulatory responses must nevertheless be constructed in light of all of these challenges and potential threats.

Scandal and crisis

1.34
Despite the improvements generated in terms of exchange earnings, capacity, and efficiency, a number of crises and scandals have continued to undermine public and investor confidence in the operation and stability of financial markets. Early great historical crashes included the ‘Tulip Mania’ between 1585 and 1650, and the South Sea Bubble in 1720.

1.35
While the causes of the 1929 stock market crash have generally been ascribed to the tight monetary policy pursued by the US Federal Reserve and the supporting regulatory restrictions imposed on banks, including those on making loans available to brokers to purchase stock, other subsequent crises have generally been market-led. The stock market crash of 19 October 1987 resulted in a 20 per cent drop in the value of the Dow Jones industrial average, which was the largest fall recorded since February 1885. (The Dow Jones fell by 12 per cent and then 10 per cent on 28 and 29 October 1929 respectively.) This was partly attributed to electronic programme trading, although other factors included market illiquidity, overvaluation of stocks, tax distortions, and price volatility. There was no subsequent banking crisis or major economic downturn, with a number of more minor regulatory adjustments having been adopted especially with the introduction of new controls on the use of programme trading. The US Dow Jones would later collapse by 1,000 points in minutes on 6 May 2010, with the ‘Flash Crash’ losing US$1 trillion in market value caused by high-frequency trading (HFT). Concerns remain with regard to other innovative devices, such as ‘dark pools’ (or ‘grey pools’)
 and algorithmic trading (or ‘black-box trading’ or ‘robo trading’).

1.36
There have also been a number of other crises and scandals more specifically related to market conduct. These include insider trading in shares of Wall Street takeover target firms by Ivan Boesky and Michael Milken in 1986, the Guinness scandal in 1987, which involved a £258 million illegal share price support scheme, the theft of investors’ funds by Barlow Clowes in 1988, and the laundering of pension fund assets by Robert Maxwell in 1991. Lloyds of London lost £8 billion partly through unprofessional conduct by market insiders in their dealings with names who backed the market with individual funds.

1.37
This was followed by the mis-selling of UK pensions between 1988 and 1992 (with total losses estimated between £4 billion and £8 billion) and pyramid financing schemes in Russia and Eastern Europe during the 1990s. There have also been other spectacular scandals, such as the Orange County bankruptcy in 1994 (following US$1.7 billion derivatives losses), the Barings collapse in 1995 (with US$1.3 billion of unauthorized trading losses), the Daiwa Bank losses suffered in 1995 (of around US$1.1 billion), and the Sumitomo Corporation copper trading losses (estimated to be in excess of US$3 billion).

1.38
All of this has been in addition to more general corporate governance scandals such as Enron, WorldCom, and Parmalat. The increased sophistication and integration of financial markets can be considered to improve the efficiency and potential stability of financial markets, although this can also increase the possibility of and potential for financial crime, financial abuse, and consequent financial loss.

Global financial crisis

1.39
Regulatory and supervisory practice had to be reviewed again following the global financial crisis in 2007–09, with a number of further significant lessons being learned.
 Markets had been dominated during the early 2000s by financial engineering and innovation, and a search for yield as global liquidity levels rose to new highs. While borrowers benefited from high lending volumes and low cost of credit, investors were plagued by low returns, which led to excessive risk-taking in many cases. This was aggravated by overly generous and distortive remuneration packages in many of the largest firms. A correction in the markets was inevitable, although the massive collapse in confidence that occurred took all authorities and commentators completely by surprise. Expected possible default of around $125 billion in the US subprime market escalated to produce between US$14 trillion and US$16 trillion total losses globally. Much of this may have arisen as a result of the authorities’ lack of powers and ability to manage severe international and regional, as well as domestic, crises, in addition to underlying management error and incompetence.

1.40
All of this has resulted in further scandals being revealed, such as with Jerome Kerviel at Société Générale, which lost €4.9 billion in January 2008. Bernard Madoff’s US$64.8 billion Ponzi scheme was closed in December 2008. Allen Stanford was charged with fraud in February 2009. Kweku Adoboli lost US$2 billion at UBS, with hedge fund manager Raj Rajaratnam being fined US$92.8 million and sentenced to eleven years in prison in November 2011. A number of further scandals and losses were revealed subsequently. Investigations were conducted into the operation of the London Interbank Offered Rate (LIBOR) mechanism following Barclays disclosure of over reporting in summer 2012 which led to a report by Martin Wheatley, then Chief Executive of the FCA, and adoption of replacement setting system with a number of substantial fines imposed on participaring banks in the UK and US.
 HSBC was fined $1.921 billion for breach of US anti-money laundering laws and US sanctions in August 2012. Standard Chartered Bank was fined $340 million by the New York Department of Financial Services (DFS) in August 2012 for the alleged concealment of $250 billion of transactions involving Iranian counterparties. UK banks had to make compensation payments to cover the alleged mis-selling of payment protection insurance (PPI) and later interest rate swap agreement (IRSAs) and interest rate hedging products (IRHPs) sold to business customers.
1.41
Markets were charactized by volatility and uncertainty following the peak of the crisis in 2008 and 2009. Banks and major financial institutions had to restructure their balance sheets, with credit levels collapsing in many sectors. A number of institutions were closed or merged or taken over, and a series of further regulatory and supervisory reforms adopted.
 Financial institutions were nevertheless able to grow and recover and to build up capital and liquidity reserves as well as to strengthen continuity and emergency planning measures over the decade after the crisis.      
Financial markets and instruments

1.42
National and international financial systems are made up of a number of specific markets and sub-markets.
 These are generally divided into money and capital markets, each of which includes a number of separate sub-markets. These may either operate on a formal exchange or off-market over-the-counter (OTC) basis. Almost all are subject to some formal organization and regulation.

1.43
Financial markets carry out a number of essential services, including savings or investment, credit or funding, and risk management. Risk cover can be provided either through insurance contracts (including life and non-life, or contingent, liability insurance) or through specialized instruments, including financial derivatives, such as futures, options, and swaps, or other hybrid products. Organized markets or exchanges more specifically carry out a number of important functions, including price discovery or disclosure, which permits trading or dealing in relevant securities, as well as supporting clearing and settlement and trade and transaction reporting functions.

1.44
A key feature of all of these markets and instruments is that they are based on legally enforceable contracts or claims.
 This can either be expressed as a form of debt obligation entered into between a bank (or a group of banks) and the customer or in a transferable form of security instrument. While traditionally recorded in the form of a written contract or security certificate, these claims are increasingly being issued in a purely electronic form and transfer, or traded through electronic systems. The main types of financial market that make up any modern economy are reviewed next. The more specific issues that arise with regard to exchange definition, structure, function, and operation are then considered.

Capital markets

1.45
An initial distinction has to be drawn between capital or securities markets and money markets. These are the two main markets within any financial system.

1.46
Securities or capital markets provide a range of alternative investment and funding mechanisms. The capital markets are made up of a mixture of primary (initial issuance) and secondary (dealing) markets. These principally allow for sovereign or corporate entities to obtain capital through the issuance of transferable debt instruments (principally involving bonds, bills, or gilts), which can then be traded on active secondary markets. The debt holder will receive an interest payment during the term of the instrument. Companies can also raise capital by issuing shares or equity instruments, with the holder owning a proportionate interest in the entity and receiving a dividend payment.

1.47
The issuer of debt or equity will receive funds on the first placement of the security in the primary market. These securities can then be bought or sold on active secondary markets, with dealers or investors making a profit (or loss) on the rise and fall in the value of the securities. Primary issues and secondary dealing can be carried out either on a formal stock exchange or market or off-exchange (OTC). The capital markets more generally also include other direct sources of investment funds, such as through national or international development or industrial banks or investment vehicles, or other venture capital providers.

1.48
The equity markets consist of the markets for the initial issuance and subsequent purchase and sale of shares in corporate bodies. ‘Equity’ refers to the equity or share capital of a firm, which represents the interests in the company corresponding to the total amount subscribed by its members.
 ‘Warrants’ are transferable certificates that allow the holder to acquire a specified number of shares or bonds. ‘Depository receipts’ are certificates evidencing the ownership of an underlying asset such as a share. The certificate acts as a receipt, which becomes a fully transferable security independent from the underlying interest. These include American depository receipts (ADRs), which are cleared through the US Depository Trust and Clearing Corporation (DTCC), as well as global depository receipts (GDRs) and European depository receipts (EDRs).

1.49
Capital markets generally then involve the issuance and trading in debt instruments (bonds or euro bonds), equities, warrants, and hybrids, as well as depository receipts. Governments principally borrow through debt or bond instruments, although these are also commonly issued by large and medium or smaller sized corporate bodies (in which case the instruments are often referred to as ‘debentures’). Bonds may either be issued in the local currency or in another currency. The international market in which large bond issues are denominated in a currency other than the currency of the country of issuance is referred to as the ‘Eurodollar market’.

1.50
Specific new forms of wholesale and structured finance markets emerged during the early 2000s. This included substantial growth in, for example, commercial paper and asset-backed commercial paper (ABCP) issues, which were highly rated by the principal credit ratings agencies (CRAs) and bore high yields. Many of these were purchased by structured investment vehicles (SIVs) and conduits often set up by banks on an off-balance-sheet basis to hold such wholesale debt.

1.51
The earlier securitization market evolved into a ‘resecuritization’, or structured finance, market, with large pools of underlying securitizations being secondary securitized using a higher single special purchase vehicle (SPV). The SPV would issue a number of separate tranches of new notes or commercial paper, with tailored levels of risk and return for institutional and other professional investor counterparties. This market began with more specialist structures using single asset classes, such as collateralized bond obligations (CBOs), collateralized mortgage obligations (CMOs), or collateralized equity obligations (CEOs), with more general mixed collateralized debt obligations (CDOs) emerging subsequently.

1.52
In more complex structures, assets would not be legally assigned but risk synthetically transferred through the use of credit derivatives, such as credit default swaps (CDSs). Further layers of complexity arose with additional layering of securitization within ‘CDOs squared’ and ‘CDOs cubed’, which had increasingly little relation to the underlying credit transactions involved. Investor confidence in the stability of these new wholesale markets collapsed in 2007–08, which precipitated a wider collapse in stock market prices in September and October 2008 and an ensuing global recession.
 Many of these transaction models continued in operation and grew and expanded with specific concerns, for example, arising with regard to the size of the Collateralised Loan Obligation (CLO) market by 2020.

Money markets

1.53
The money markets generally refer to the wholesale markets in short-term bills or paper. Relevant instruments include treasury bills (bills of exchange or promissory notes), local authority or corporate bills, bankers’ drafts (promissory notes issued by banks), and certificates of deposit (transferable securities representing underlying deposit amounts), as well as commercial paper (short-term marketable unsecured promissory notes) and bankers’ acceptances or bank deposits.

1.54
The UK money markets are made up of the primary (or discount) market in which the Bank of England manages the amount of money (credit) in circulation within the financial system as the central bank and the secondary money markets in which other types of credit are bought and sold.
 The Bank of England will generally deal only with a limited number of specialist dealers in the primary market. This is referred to as the ‘discount market’ because this group was originally restricted to discount houses in the City of London. The number of institutions eligible to participate in the primary money market has since been extended, with the Bank of England also increasingly using sale and repurchase agreements (repos) to supply funds to banks without the use of the discount market. (A repurchase agreement—RP, or repo—is a sale and repurchase agreement that involves a cash or spot sale of a security or other asset with a forward repurchase at an agreed price.)

1.55
The parallel or secondary money markets consist of a number of separate wholesale markets for the issuance and trading of other types of short-term bill or money instrument. In the UK, these principally consist of the local authority market, the finance house market, the inter-company market, the sterling interbank market, and the sterling certificate of deposit and sterling commercial paper market. These markets generally emerged at the end of the 1950s following the closure of the earlier Public Works Account, which required local authorities to issue bills into the market for the first time. Dealings are unsecured and not supported by the Bank of England, and are generally conducted by telephone or on-screen with no formal trading floor. A number of banks may operate in more than one of these secondary markets.

Eurodollar markets

1.56
The main international financial markets are the Eurodollar markets, which are made up of separate syndicated loan, bond, and supporting interbank markets. These grew significantly with the expansion of cross-border banking and investment business following the restoration of currency convertibility after World War II, beginning in 1958. Growth of the Eurodollar markets was boosted by the massive influx of ‘petro-dollars’ following the oil price increases in 1973 and 1979, as well as the more general demand for investment capital by countries and international corporations, especially since the early 1970s.

Currency markets

1.57
The currency markets are the wholesale markets for the purchase and sale of foreign exchange on either an immediate (cash) or future (forward) basis. The currency market is reputedly the largest market in the world, with over US$1.9 trillion being transferred daily. The market is screen-based with around 350 participating banks in total, although the majority of transactions are carried through about fifty banks and between ten and twelve brokers.
 Dealer banks provide continuous bid (buy) and ask (sell) prices on minimum contract sizes of US$1 million. Brokers act as intermediaries between corporate or retail customers and the main market. Most transactions are inter-bank, with a third involving a dealer and another financial institution. The main financial centres are London, New York, and Tokyo, with over a third of the total business being conducted through the City of London.

Financial derivatives markets

1.58
The financial derivatives markets provide a number of risk management facilities.
 These can be used either to hedge specific risks such as currency, interest rate, or increasingly credit risk, or for proprietary trading purposes as with other securities. The main instruments involved include exchange and off-exchange futures and options, as well as swap contracts. While forward trading has been available since early times, most of the new more sophisticated instruments emerged only during the early 1970s following the collapse of the Bretton Woods system of managed exchange arrangements between 1971 and 1973. This, in particular, led to the introduction of floating currencies for the first time during the post-war period, with associated volatility in foreign exchange and interest rate risks. Credit derivatives would later emerge during the 1990s and 2000s, which provide protection against counterparty or credit default risk, with early forms including total return swaps (TRSs) or credit spread swaps (CSSs) and then the most commonly used credit default swaps (CDSs).

Gold market

1.59
The gold market provides for the sale and purchase of gold through a daily fixing in London, with physical delivery being managed through other centres including, in particular, Zurich. The gold market has traditionally been based at Rothschild’s in London, with the five main members meeting at 10.30 am and 3 pm to fix the daily price to cover outstanding purchase and sales orders.
 The market now includes eleven market makers and approximately fifty ordinary members of the London Bullion Market Association (LBMA), which was set up in 1987. Members represent the major gold centres, including Zurich, Frankfurt, Sydney, Tokyo, and New York, with the Bank of China as a member.

Commodity markets

1.60
Other commodities can also be sold on an open outcry or auction basis through various exchanges, salerooms, or auctions. These include oil and metals, as well as consumables (such as sugar, cocoa, or coffee) and non-consumables (such as fibres and furs). Ships and shipping, and airfreight and aircraft, are also sold through shipping and carriage markets such as the Baltic Exchange in London.

Insurance markets

1.61
Insurance markets provide a range of additional risk management services. These principally consist either of life (pension) assurance or cover and non-life or other contingent liability cover (including property, business, fire, motor, and personal injury insurance). Insurance intermediation allows for the receipt of an agreed return in the event of a contingent or unexpected event. The life or insurance companies receive a one-off or annual premium, which is invested in the capital markets to produce an appropriate capital base and income stream from which payments can be made. This then allows governments, businesses, and individuals to manage their commercial and personal relations more effectively.

Markets and exchanges

1.62
Stock markets and exchanges can be considered to constitute specific types of market for the issuance of and dealing in particular types of financial asset or claim on a formal, or at least agreed and predetermined, basis. A number of difficult issues nevertheless arise in determining the precise nature and definition, as well as operation, structure, and function, of markets and exchanges. Various types of trading format can also be distinguished.

Financial markets and exchanges

1.63
A market can be considered to be any identifiable location, system, or other set of formalized relations through which any commodity or product may be bought and sold. A financial market is then any organized process through which financial contracts or claims may be issued and traded.

1.64
An exchange is any identifiable location on which specified contracts or instruments can be issued and traded. Such exchanges will generally be authorized or recognized and regulated as such. An exchange may either have a physical location or operate only through a series of telephone or screen-based links. The terms ‘market’ and ‘exchange’ can be used interchangeably, although ‘market’ will also include OTC transactions or the simpler provision of common services in any particular sector.

1.65
A stock market or stock exchange is an organized and regulated marketplace for the trading in government or corporate stock. Stock can include any form of transferable claim, including, in particular, debt obligations issued by government entities or companies (bonds or debentures) or shares, as well as other hybrid and financial derivative instruments.

Securities and claims

1.66
A security is a type of transferable financial asset or claim that either represents a debt obligation issued by a government or corporate body or an interest in the body concerned. The term may alternatively be used to refer to any form of collateral or credit support. Historically, this consisted of the debt obligations issued by government bodies or companies secured, or at least supported, by their assets. Over time, these secured obligations (or debentures) then became more commonly referred to as securities.

1.67
Security also includes shares or equity issued by companies. These are distinct from bonds or debentures in that they confer a proportionate ownership interest in the company rather than simply represent a separate debt obligation. While a bond or debenture holder has a claim against the issuer only for the interest payments on the debt and repayment of principal on maturity, a shareholder will own a proportionate interest in the company as a whole and receive a dividend payment representing a corresponding portion of the profits of the company distributed at the end of the financial year.

1.68
Securities are either bearer or registered. Bearer securities are transferable by delivery and negotiable in that the transferees can acquire perfect title provided that they acquired the interest without notice of any prior defect in title. In terms of English property law, bearer securities are documents of title to the payment of money or financial instruments.
 As a documentary intangible, the instrument is the physical embodiment of the payment obligation and its possession the best evidence of entitlement to the money represented.
 The other main type of documentary intangible is a document of title to goods (such as a bill of lading).

1.69
A registered security is transferable only through the register maintained by the issuer. Registered shares are considered to consist of a bundle of intangible rights.
 This includes the rights to attend general meetings and to vote, and to receive a proportionate share in the assets of the company in the event of its winding-up. While a bearer security evidences the debt due itself, a registered security represents only the underlying intangible interest involved.

1.70
Interests in securities held by custodians or other depositories are also intangible assets (‘choses’ in action) separate from the underlying bearer instrument or registered security concerned. They are indirect and removed to that extent. Whether interests in securities constitute property rights is unclear. Benjamin argues that beneficiaries have indirect property rights in the unallocated pool of assets held by the custodian or depositary.
 Interests in securities may accordingly confer property rights in securities, although they are not securities as such.

1.71
The terms ‘stocks’ and ‘shares’ are often used interchangeably, although ‘stock’ would generally be used to refer to debt instruments, and ‘shares’, equity entitlements of whatever form. Securities then include any type of stock or share.
 In the US, ‘stock’ generally represents equity shares.

1.72
Common shares or stock refers to ordinary or non-privileged holdings. This entitles the shareholder or stockholder to vote and to receive dividend payments, and, in the event of the company’s insolvency, to rank as an ordinary unsecured creditor. Preferred shares or stock allow the holders to rank ahead of common or ordinary holders in respect of dividends and asset distribution in the event of a liquidation. Preferred stock holders may have restricted voting rights and will still generally be postponed against debt or debenture holders in the event of a winding-up. Preferred shares are generally the same as preference shares.

1.73
Subordinated debt consists of bonds and debentures postponed to other creditors’ claims in the event of a liquidation. The increased risk involved is made up for through the payment of a higher interest return. Subordinated debt can be held for regulatory capital adequacy purposes although this  must be of at least five years’ duration to be recognized for bank capital adequacy purposes.

Primary and secondary markets

1.74
A basic distinction is drawn between primary and secondary markets. Primary markets are concerned with the initial issuance, or first placement, of a security on a market; secondary markets, with their subsequent trading. This applies both with regard to shares and bonds.

Primary markets

1.75
The primary markets refer to the markets on which securities (bonds and shares) are initially issued and placed with subscribers. The relevant requirements for initial issuance on an exchange or market will have to be complied with by the particular entity concerned. In practice, the issuer will generally be advised by a merchant bank or other financial intermediary. This will involve compliance with both relevant company law and financial or regulatory requirements. Where a public offer is involved, the relevant rules governing listing or public promotion will have to be complied with.
 If the securities are to be listed on an exchange, the separate conditions for market entry will also have to be respected. This will then involve being admitted both to listing and to trading or their equivalent in any particular country.

Secondary markets

1.76
Secondary markets are concerned with the subsequent dealing in securities after they have been issued. Dealing will be carried out in accordance with the rules of the particular market or any relevant OTC requirements. The financial intermediaries concerned will be authorized for this purpose under the relevant securities or financial laws. While the company making the initial issuance will receive payment on a new issue, only the person selling the stock will be paid in secondary trading.

Market operation

1.77
Markets or exchanges may operate on a number of bases. The main options available are auction or informal markets, more formally organized exchanges, electronic, OTC, and order book markets.

Auction

1.78
An auction is an organized system for determining the price of an asset principally through open bidding. An auction market is a market with some location in which auction prices can be determined. Early markets were developed in coffee houses, although many commodities markets still work on an auction basis. Auctions may be held at fixed predetermined times, or on an occasional or itinerant basis, such as at the early fairs or Great Fairs held during the medieval period.

Exchange

1.79
An exchange can be considered to constitute an organized marketplace usually with a physical location, with predetermined entry being controlled through membership rules. Securities traded may also be subject to specific conditions or trading requirements. Exchange trading has historically been floor- or pit-based. Trading floors were maintained within the NYSE and the Chicago Board of Trade (CBOT) and the Chicago Mercantile Exchange (CME) with the CBOT and CME merging in 2007.
 Open outcry was retained at the CBOT for futures and options trading.  
Electronic

1.80
Exchange and non-exchange trading has increasingly become electronic, with transactions being conducted on screens or Internet or intranet terminals using passwords and security codes. Early electronic trading was developed by the main exchanges such as the Toronto Stock Exchange, which introduced its computer-assisted trading system (CATS) in the late 1960s. The LSE now operates through a number of parallel systems, including SETS, SETSqx and SEAQ Plus.

1.81
In addition to the trading systems operated by the major exchanges, a number of separate privately owned electronic markets have been set up in recent years. These are based on privately owned proprietary trading systems (PTSs) that were often developed for internal portfolio management purposes by banks or investment houses, which were then opened to third-party participation. These are now variously referred to as alternative trading platforms (ATPs). In the US, they are referred to as electronic communication networks (ECNs) or alternative trading systems (ATSs), and in the EU, multilateral trading facilities (MTFs) and organised trading facilities (OTFs).
 While they have no separate physical location in the form of a trading floor, they are still organized and internally regulated. In terms of operation and function, there is essentially no difference between these new electronic exchanges and more traditional stock markets that provide electronic pricing, trading, and settlement facilities. The only difference from a regulatory perspective is that they may be licensed and governed either as a full recognized investment exchange or as an authorized person that make arrangements or deals in securities or provides dealing facilities.

1.82
These new electronic systems benefit from lower fixed costs as well as cheaper and more efficient dealing charges. These markets are also largely disintermediated, which allows investors to place orders directly without the need for brokers and consequent additional commission charges. Many of these systems tend to focus on limited asset groups (such as European government bonds, fixed interest rate instruments, or specific types of derivative contract). The smaller systems cannot then compete with the wider range of asset classes offered under larger exchanges. A number have subsequently had to close as a result of low trading, although new systems and platforms are still being developed.

1.83
US ECNs included Archipelago (or Arca, which was later acquired by the NYSE), POSIT (owned by ITG), and Instinet, as well as E-Trade or E*Trade (which acquired Telebanc in 1999), Datek (subsequently acquired by Ameritrade), and Inet (formerly Island). Other ECNs included Brut (subsequently purchased by NASDAQ), Global Link, and various currency ECNs (such as Fxall, Currenex, FX Connect, 36T, and Hotspot FXi).
 Tradepoint was originally set up in the UK in 1992 to provide electronic trading in major UK equities. It was later referred to as virt-x, which was acquired by the SIX Swiss Exchange in 2002.
 Tradepoint was originally regulated only as an authorized person rather than as an exchange or ATS, although virt-x was regulated as a full exchange. Another electronic system is Ofex
 (now operated by Plus Markets Group), while Jiway was closed in 2003 because of low profit volume.

Over-the-counter (OTC)

1.84
OTC markets have no physical location or formal organizational structure. Early OTC markets operated in the streets outside the main exchanges, such as the Paris Bourse, as a result of the limits on member numbers imposed.
 OTC markets now generally operate over the telephone or Internet. Counterparties can contact each other on a bilateral basis to negotiate trades with the market emerging from the number of regular participants and common contracts involved. While OTC markets are generally self- or even non-regulated, participants may use standard form documentation,
 with underlying securities and financial laws still applying with regard to authorization, conduct, and client remedies.

1.85
Major OTC markets include the foreign currency and Eurobond markets.
 Significant parts of the derivatives market are also OTC.
 Price information can be provided through various electronic systems including Reuters. The OTC Bulletin Board is a regulated quotation service for market makers in the US.
 Bond traders can also use Bond Buyer, which provides bond quotes, while the National Quotation Bureau (NQB) provides a weekly list of market makers and quotes through its Pink Sheets.
 Pink Sheets was later renamed OTC Markets Group with OTCQX, OTCQB and Pink markets.    
Order book

1.86
A number of the larger brokers are also increasingly conducting trades in-house through their own trading desks and order books. This ‘internalization’ of order flow allows firms to offset proprietary and client positions within their order books and then settle any net exposures through a formal exchange before end-of-day trading. The effect is to reduce costs further by taking large volumes of trades off-exchange, although regulatory problems can arise with regard to pricing, reporting and dealing conduct, and, in particular, ensuring that firms treat clients fairly and provide equivalent protection to that available through on-exchange trading.
 Such order book trading (internalization) is now to be subject to requirements introduced under the EU MiFID and MiFID II in an attempt to ensure that formal markets, MTFs, and internalizers are subject to equivalent regulatory controls.

Market structure

1.87
In terms of organization and ownership structure, more formal exchanges can operate in one of three principal ways.

Non-profit mutual organization

1.88
Early exchanges developed in the form of mutual organizations owned by market members. As dealers came together, for example initially in coffee houses in the City of London, a formal structure would be created to govern trading rules and to provide supporting price and other execution services. The LSE began in Jonathan’s Coffee-House in London in 1760, with its name being changed to the Stock Exchange in 1773 and an original deed of settlement being entered into in 1802.
 The purpose of a non-profit mutual is to provide necessary dealing and support services without making any excess profit.

Profit mutual or cooperative

1.89
Cooperatives are again principally owned by members, with services being provided solely for members.
 Outside shareholding may be permitted, although often with no voting rights. Transfers of interests are generally restricted or prohibited. The cooperative may generate surpluses that are then distributed to members.

Body corporate

1.90
Exchanges may later be converted into either private or public limited companies. The principal advantage of being publicly listed is the additional capital that the exchange can generate for investment and development purposes. This will nevertheless require the adoption of more transparent and rigorous governance systems in accordance with the laws applicable to public corporations in the particular countries. Exchange management, in particular, will become more independent and professional, with duties being owed to the company and its shareholders rather than only to its members or users as such. This allows self-listing and trading (with the exchange being listed and its shares bought and sold on its own market), although the major disadvantage is that the exchange can then itself become an acquisition target. The demutualization of many exchanges has become common practice over the last decade, which has then facilitated further mergers, acquisitions, and consolidation within the exchange industry.

Market function

1.91
The core economic function of a market or exchange is to provide a mechanism through which identifiable securities may be bought and sold. In practice, this will involve a number of sub-functions or processes. These are essentially concerned with price disclosure, trading, clearing and settlement, and trade and regulatory reporting.

Price disclosure

1.92
Trades can only be effected where accurate price information is available. Many markets accordingly provide for continuous price disclosure. In practice, this will be supported by a series of additional mechanisms through which firms will be able to obtain information on the government or corporate entities concerned to allow them to make a full and informed assessment of the price of the particular investment involved. This is supported by transaction reporting on most formal markets.

Trading or dealing

1.93
Trading or dealing involves entering into enforceable agreements to buy or sell a particular stock at an identifiable price. Trading is essentially concerned with order matching. Legally, this requires the making and acceptance of an offer to buy or sell. In practice, this can be effected on either an order- or quote-driven basis.

1.94
Under an order-driven system, offers to buy and sell are displayed and then matched where they coincide. Matching can be effected either on a trading floor (using open outcry and hand signals) or electronically. This order matching can be distinguished from pre-settlement clearing which is concerned with off-setting mutual commitments.
 Many exchanges have electronic order matching systems within their more general dealing and trading facilities. LSE’s SETS (Stock Exchange Electronic Trading Service) and SEATS Plus (Stock Exchange Alternative Trading Services) operated on an order matching basis.

1.95
Under a quote-driven system, market makers display two way prices (to buy or sell) particular stock on a continuous basis. Any counterparty wishing to purchase or sell stock can simply accept the bid or offer price available. Quote-driven systems are available on many modern markets. LSE’s SEAQ (Stock Exchange Automated Quotations System) and SEAQ International operated on a quote-driven basis.

Clearing

1.96
Once a number of transactions have been entered into, they can either be settled directly or cleared in advance. Clearing involves the pre-settlement processing of outstanding orders to produce final net commitments. This is generally effected through the set-off or netting of buy and sell orders.

1.97
Netting involves offsetting parallel commitments (such as to buy and sell the same type and amount of stock).
 Netting is a form of set-off, which refers to the combination of credit and debit commitments to produce a new net effect. Insolvency-related set-off under English law is governed by r 4.90 of the Insolvency Rules 1986. This specifies that all mutual credits and debits are to be set off, with only the net balance being provable in or payable in the event of a party’s liquidation.
 Close-out netting provides for the netting of commitments under a contractual direction in the event of specified events of default arising, although this is still subject to r 4.90 on the subsequent winding-up of the debtor.

1.98
Netting can be carried out on either a bilateral basis between two firms in a direct dealing relationship or a multilateral basis between more than two parties participating in the same market. Netting can also be carried out by novation, which involves replacing the earlier net commitment with a new substituted obligation. Clearing and netting can be used in either derivative or cash markets. Netting in over-the-counter markets is provided for under the International Swaps and Derivatives Association (ISDA) 2002 Master Agreement. Continuous transaction or payment netting operates under article 2(c) with close-out netting under article 6.
Settlement

1.99
Once contracts or trades have been entered into, they have to be completed. This requires delivery and payment with the matching of securities under a settlement process. Settlement can also be used to refer to the confirmation of the initial trades or contracts involved, calculating net positions for settlement (either between the counterparties directly or the counterparties and the clearing system), or simple actual delivery of the payment and securities involved.

1.100
Settlement is most commonly effected through a separate clearing house, although this can be carried on within the exchange itself. This can be referred to as ‘straight-through’ processing (STP) or as involving a ‘vertical silo’. Vertical silos may create separate competition law difficulties, especially where exchanges are considering takeovers or mergers as a result of the loss of choice and price competition involved.

1.101
Settlement can be carried out on either a gross or a net basis and either at the end of a particular time or period or on a continuous real-time basis. Gross settlement requires discharge of the full original commitment due on each individual contract at the set time. If there are a large number of transactions, this may involve additional cost and delay, as well as increased settlement risk, with the threat that the final payment or delivery of the security will not take place on time or at all. Net settlement involves the offsetting of matching obligations to produce a new result that can be settled through a single payment or delivery, with the netting involved generally being carried out as part of the clearing stage.

1.102
Settlement may take place within a specified period of time from the date of the original contract to buy or sell. International settlement is generally secured within three days of the trade (referred to as ‘T+3’).
 The difficulty that arises is that settlement risk may be increased because of the time gap involved, while market counterparties may also have entered into a large number of further transactions on the assumption that the original contract was to be properly perfected. This increased risk can be reduced through real-time settlement, which requires contractual settlement during the same day as the original contract. This will generally be carried out on a gross, rather than net, basis, with a central counterparty providing liquidity and credit support.

Trade and transaction reporting

1.103
Once trades have been carried out, they have to be reported to the exchange. This can generally be effected where electronic trading or matching systems are used. Trade reporting will then occur automatically (as through LSE SETS). Otherwise, counterparties have to submit relevant trade reports, usually at end of day. This will include certain minimum contract details (such as parties, date and time of transaction, purchase or sale, security, price, applicable conditions, capacity, and due date).

1.104
Separate transaction reports are also generally required to be submitted for regulatory purposes. This is distinct from trade reporting, which is necessary for transparency and price disclosure purposes. Transaction reporting will include on- and off-exchange contracts, and may therefore be wider in scope than trade reporting. Transaction reporting is generally effected through an approved reporting system, with similar details being provided as for trade reporting. In the UK, this can, for example, be carried out through the Exchange Reporting System (ERS), Thomson Report, CREST and TRAX.

Market trading

1.105
Trading on exchanges can be conducted on either a continuous basis or a batch (or call) basis. Continuous markets can operate on either a quote-driven or an order-driven basis.
 Order-driven markets operate by matching buy and sell orders. Quote-driven markets involve the provision of continuous buy (bid) and sell (ask) prices, which may be accepted at any time during the trading day.

1.106
Continuous markets can also more specifically operate on a dealer market, a consolidated limit order, or an open outcry basis. Continuous markets generally allow transactions to be concluded whenever buy and sell orders coincide. Call markets take place at discrete times, with orders either being placed at the call event or accumulated in advance. Auction markets operate on a call basis.
 A periodic market operates within normal trading hours, with orders being accepted, although trading itself only takes place at specific times.

Order- and quote-driven

1.107
More traditional order-driven markets involve the use of orders to determine prices. Orders are placed on the market and transactions concluded when bid and offer prices and volumes match.
 New York operated partly on an order-driven basis. More modern quote-driven markets involve the display of continuous bid and ask prices, which may be accepted at any time. Two-way prices are quoted by the market-maker members of the exchange. The LSE’s SEAQ and SEAQ International are quote-driven systems, although SETS and SEATS Plus operated on an order-matching basis.

1.108
One of the legal differences between the two types of trading arrangement is that, under an order-driven system, when any particular order, whether to buy or to sell, is ‘hit’, the contract will be created and the order will then disappear; under a quote-driven system, the consequence of the hit is that there is a contract, but the quote will still be available for another purchaser, or buyer, unless the quoting member adjusts his or her quote in response to a different figure. The measure of demand for shares is consequently different under the two systems.

Dealer markets

1.109
Dealer markets generally operate on a market-making basis. Intermediaries offer continuous bid and ask prices in the same stock, which can be accepted at any time. A market maker is an intermediary who makes a market in the specific security or instrument. A US broker-dealer is an intermediary that acts as agent for both buyers and sellers on commission (brokerage), as well as operates on its own account (dealing or proprietary trading). All members of the LSE are now market makers. This arrangement replaces the earlier separate stockbroking (agency) and stockjobbing (principal) distinction. Dealers on the NYSE who make markets are referred to as ‘specialists’.

1.110
Bond and foreign exchange trading is usually conducted on a continuous dealer basis. This may also be used for derivative and equity trading. Dealing is now generally conducted on-screen rather than an open outcry (or pit) basis. NASDAQ allows broker-dealers to display two-way prices on-screen with their unique identifier. Small trades can be executed automatically through a small order execution system (SOES), although larger orders are concluded over the phone or through separate links.

Limit order book

1.111
Dealing can also be carried out through continuous limit order books without the need for specialist market makers. A limit order is an instruction to deal at a particular price or better. A buy limit order will be effected at or below the specified price and a sell limit order at or above the price set. Marketable limit orders allow for immediate execution if the bid or ask price is attained. Many screen-based systems operate on a limit order basis, with exchange members being able to place limit orders and to act as market makers, although this is not necessary. Various algorithms are used to match orders depending on price, volume, and time on each exchange.

Open outcry

1.112
More traditional markets operated on an open outcry or pit basis. Open outcry markets take place in trading pits, with traders shouting out buy and sell orders. Hand signals are used to specify intention (buy or sell), price, and volume. Trades are noted on slips, which are collected and processed separately. A number of futures exchanges still use open outcry, including in Chicago, Singapore, and Australia.

Call or batch trading

1.113
With call or batch trading, orders are collected over a specified period and then executed on a predetermined trading event. This may, for example, be used when the main trading floor is not open, with orders being collected for subsequent execution. Batch trades are collected on the NYSE between trading periods and a call is used to complete any outstanding orders. This is also used for ‘thin’ stocks, such as on the Tel Aviv Stock Exchange.
 Market orders (for immediate execution at best price) will generally be preferred to limit orders (at or above a specified price), with other mathematical systems being used to allocate trades according to volume and time.

Market orders

1.114
A number of different types of order may be placed on markets. An order is an instruction or direction to an agent to buy or sell a particular asset. A number of different types of order are used (such as market orders, limit orders, and stop orders, as well as difference orders, scale orders, or swap orders).

1.115
Other designations can also be used to clarify dealing instruction (including ‘all or none’, ‘fill or kill’, ‘at the close’, ‘immediate or cancel’, ‘good today’, ‘good until cancel’, ‘not held’, or ‘participate but do not initiate’).
 Some of the main orders used are listed below.

Market orders

1.116
A ‘market order’ is an order to buy or sell a financial asset immediately at the best possible price. No specific price is given. Where a trading floor is used, the trade will be executed where the particular security is traded.
 Contracts may be concluded between the bid and ask prices where wide quotes have been given, which are then confirmed when the market order is placed.

1.117
Orders will generally be carried out at standard sizes (units of trading) unless otherwise specified. A ‘round lot’ refers to the standard measure and an ‘odd lot’ to anything less. US stocks are generally traded in blocks of a hundred shares and bonds in lots of US$100,000 or US$1 million. Japanese shares generally trade in blocks of 1,000. A block share is a large trade that can either be dealt through normal trading or special procedures (referred to as the ‘upstairs market’ on the NYSE).

Limit orders

1.118
A ‘limit order’ is an order to buy or sell at a particular price or better.
 A ‘buy limit order’ can be executed at or below the specified price and a ‘sell limit order’ at or above. A ‘market limit order’ is a limit order instruction requiring immediate execution.
 The buy limit order constitutes a bid and the sell limit order an ask, with the difference being the spread. The bid and ask together are referred to as the ‘quote’, or ‘quotation’.

Stop orders

1.119
A ‘stop order’ is an instruction to buy or sell that takes effect when a specified price is reached. When the stop price is arrived at, the order becomes a market order requiring immediate execution. A ‘buy stop order’ is to buy at the specified price or below and a ‘sell stop order’ (or ‘stop loss order’) at the price or above. A stop limit order includes both a stop order and a limit preventing the instruction from becoming a market order unless the limit is achieved.

FINTECH AND REGTECH

1.120 
Financial services and markets have been impacted by the recent substantial growth in Financial Technology (FinTech) and Regulatory Technology (RegTech). Technology has always had a major impact on the growth and operation of stock markets and exchanges. Technological innovation has specifically been used in securities, trading and investment markets through the use of advances in computing, fibre optics and telecommunications and digital and online trading, clearing and settlement. All forms of banking, securities and insurance activity are being disrupted by the further innovations and advances under way in the areas of FinTech and RegTech.

1.121 
FinTech is generally concerned with the use of technology in banking and financial markets.
 FinTech can be defined in a number of different ways including in terms of market function, institutions, technology, structure or impact and disruption.
 FinTech was first referred to by Citicorp (now Citigroup) Financial Services Technology Consortium to promote collaboration between incumbent and new firms.
 The UK Government Chief Scientific Advisor, Sir Mark Walport, defined FinTech as financial technologies that integrate finance and technology in ways that disrupt traditional financial models and businesses and provide an array of new services to businesses and consumers.
 HM Treasury and Ernst & Young defined FinTech in terms of high growth organisations combining innovative business models and technology to enable, enhance and disrupt financial services.
 FinTech generally then refers to the emergence of new services and products, delivery channels, market entrants, new technologies and associated market disruption across all banking, securities and financial sectors and markets. RegTech is concerned with the use of technology for supervisory, regulatory and compliance purposes.

1.122 Modern digital coin technology began with the issuance of Bitcoin by the anonymous programmer referred to as Satoshi Nakamoto in January 2009. Nakamoto had issued an original white paper in 2008.
 FinTech will nevertheless impact all financial sectors. This includes digital banking (BankTech) and digital currencies (CoinTech), lending and credit (LoanTech), payment (PayTech), securities and investment (SecTech or TradeTech) and insurance (InsurTech) and smart contracts (SmartTech) as well as operations, risk management and data analysis, interface and digital platforms (OpTech and DataTech) and government services (GovTech).
 One important area of development has been the expansion of many of the largest technology companies (Big Tech) in the world into the FinTech arena.
1.123 
One of the most significant issue that arises in practice is determining whether digital coins constitute property under law.
 This was considered by the LawTech Delivery Panel UK Jurisdiction Taskforce which concluded that they did and that smart contracts based on computer code and providing for autonomous execution could constitute enforceable contracts under English law.
 The Taskforce stated that cryptoassets would in principle be treated as property insofar as they satisfied the indicia of property and were not otherwise disqualified due to their distinctive nature, information base and failure to classify as either choses in possession or action.

1.124 The importance of financial innovation and new technologies cannot be underestimated.
 This is considered further in dedicated chapters on FinTech and RegTech.

Financial crisis and financial reform

1.125
The stability of national and financial markets was shocked by the onslaught of the global financial crisis beginning in autumn 2007. This was further aggravated by the major events in the US in autumn 2008. This led to a collapse in global stock market prices in September and October 2008, which produced a global recession from November 2008 onwards. A global depression was avoided through the adoption of stimulus packages across the world, in particular led by the G8 countries, which expanded to form the G20, although this placed the debt positions of a number of governments under increasing pressure, triggering concerns with sovereign debt and ultimately a euro crisis during 2010, 2011, and 2012.

1.126
This was a complex event that involved a number of overlapping stages and phases at the national, European, and international levels. A large number of causal factors have since been identified. These included massive credit and debt expansion, complex product innovation and lack of transparency, a mispricing of many key market risks, the mixing of higher and lower quality facilities in structured products, and significant failures in regulatory oversight and market resolution and support.
 Other more specific causes included low capital and liquidity levels, high leverage, distorted incentive and remuneration schemes, and weak governance within financial institutions.

1.127
Other more general factors included larger global macroeconomic imbalances and an excessive reliance on rational and self-correcting markets. The crisis specifically led to the rejection of an earlier dominant doctrine of market deregulation based on such ideas as the efficient markets theory (EMT) and rational expectations theory (RET). Earlier liberal market-tolerant policies have since been replaced by much more interventionist and aggressive regulatory approaches. Significant market re-regulation has been substituted for earlier market deregulation, with a substantial reform agenda having been adopted at the international, European, and national levels.

Financial crisis stages

1.128
The crisis can be considered to have evolved in a number of separate stages or phases.

Inter-bank markets

1.129
The crisis began with a tightening of credit conditions in the principal inter-bank markets between August 2007 and August 2008. The London Inter-Bank Offered Rate (LIBOR) rose sharply as banks found it increasingly difficult to borrow short-term funds from one another. Concerns had arisen following the reporting of significant losses in the US subprime housing market in spring 2007, with a fall in property prices and rising default rates. Bear Stearns was forced to bail out two of its subprime funds in June 2007, at a cost of £3.2 billion, and was later purchased by JP Morgan Chase in March 2008 with the assistance of a US$30 billion facility from the Federal Reserve. The European Central Bank (ECB) and the US Federal Reserve injected substantial amounts of liquidity into the markets in August 2007.

1.130
The German Sachsen Landesbank was purchased by the Landesbank Baden-Wuerttenberg, while Northern Rock in the UK had to approach the Bank of England for support on 14–15 September 2007. This triggered the first run on a major UK bank for over a hundred years. A number of other banks and securities firms were forced to report losses on their structured finance positions, with concerns arising with regard to the stability of the US$2.3 trillion US Monoline insurance industry. Société Générale lost €4.9 billion through the activities of Jerome Kerviel and MF Global US$41.5 million through those of Evan Dooley. In November 2011, MF Global had to file for bankruptcy following its suspension as a primary dealer.

US financial crisis

1.131
Market instability in the US escalated during the first two weeks of September 2008. The massive government-sponsored entities (GSEs) Fannie Mae (the Federal National Mortgage Association) and Freddie Mac (the Federal Home Mortgage Corporation) had to be placed into conservatorship on 7 September 2008 and received an initial US$100 billion in exchange for senior preferred stock. A further US$132 billion in liquidity support would later be provided. The largest insurance company in the world, American International Group (AIG), received an initial US$85 billion on 16 September 2008 in return for a 
79.9 per cent government stake, with around US$182.5 billion in total subsequently being made available.

1.132
The US authorities nevertheless took the decision not to support Lehman Brothers, following failed attempted purchases by Bank of America and Barclays. Lehman was forced into bankruptcy on 15 September 2008. This resulted in an immediate withdrawal of funds from the US$3.5 trillion US money market fund sector, with the Treasury having to provide an open guarantee by the following Friday. Merrill Lynch was purchased by Bank of America on 13 September 2008, with Goldman Sachs and Morgan Stanley re-registering as bank holding companies to allow them access to Federal Reserve discount window support. Washington Mutual (WaMu) was closed on 25 September 2008, with JP Morgan Chase purchasing its deposit and retail branch business. A number of other institutions also failed in the US and elsewhere.

Stock market collapse

1.133
The instability in the US, following the closure of Lehman Brothers, led to a collapse in banking and financial stocks across the world in the second two weeks of September and first week of October 2008. This was halted only by the announcement of then Prime Minister, Gordon Brown, and Chancellor of the Exchequer, Alistair Darling, of a three-part support package early on Wednesday 8 October 2008 before the London markets opened.This involved providing up to £50 billion in new capital to the largest eight UK banks, increasing the Bank of England’s Special Liquidity Scheme (SLS) to £200 billion, and providing up to a further £250 billion in government guarantees to allow institutions to roll over their wholesale lending for up to three years.

1.134
Halifax Bank of Scotland (HBOS) was merged with Lloyds TSB to create the Lloyds Banking Group (LBG) on 17 September 2008. LBG received £17 billion in the recapitalization, with the Royal Bank of Scotland (RBS) being paid £19 billion and a total of £37 billion subsequently. The Bradford & Bingley Bank was nationalized, and its deposits and branch networks sold to Abbey (now owned by and rebranded as Santander) on 27–28 September 2008.

1.135
The UK authorities closed the US operations of the Icelandic bank Kaupthing on 8 October 2008, with the Icelandic government having nationalized Glitnir on 7 October 2008 and Landsbanki having being put into receivership on the same day. A bitter dispute arose over the freezing of the assets of Landsbank under the UK Anti-Terrorism, Crime and Security Act 2001. Substantial losses were suffered in many other countries, including with the French Belgian Dexia Group and Belgian Dutch Fortis.

Financial support and stimulus

1.136
The response adopted by the UK government was followed in many other countries, which halted the collapse in stock market prices. The US$700 billion Troubled Asset Recovery Program (TARP) was enacted in the US on 3 October 2008, with the first US$250 billion being used to recapitalize the US banking system. A series of summits were held by the G20 leaders, including in Washington on 14–15 November 2008 and London on 2 April 2009. The early meetings agreed to adopt a series of fiscal stimulus packages to support economies following the crisis and to prevent a global depression. Specific fiscal packages were adopted in many of the leading countries, including in the US, UK, China, and the EU.

Sovereign debt and eurozone crisis

1.137
While the support packages prevented a global depression, the effects of the additional funding provided combined with the collapse in tax revenues and increase in welfare costs resulting from the continuing recession to increase government debt positions substantially in many countries. By 2010, public debt rose to around 76 per cent of GDP in the UK, 62 per cent in the US, 82 per cent in France, 83 per cent in Germany, 143 per cent in Greece, and 198 per cent in Japan. A range of austerity packages was adopted during 2010 in many countries to attempt to contain debt levels and to protect sovereign debt ratings, and to reduce government bond yields.

1.138
The coalition government in the UK announced an emergency Budget in June 2010, with a tight austerity Budget in March 2011 and autumn statements in November 2010 and 2011. This allowed the UK to retain its AAA credit rating and to continue to enjoy historic low interest yields on its government debt. More significant concerns arose with regard to Greece and Ireland, and then Spain, Portugal, and Italy, on the European continent. Greece had to borrow €45 billion under a joint EU - International Monetary Fund (IMF) package in April 2010, with a further €110 billion being agreed in May 2010 and €130 billion in February 2012. Ireland received €85 billion in November 2010 and Portugal €78 billion in May 2011. Possible eurozone responses were discussed by European leaders through a series of European Council summits.

1.139
The European Financial Stability Facility (EFSF) was set up May 2010 to make available up to €750 billion in total. The EFSF was to be replaced by a permanent European Stability Mechanism (ESM) from 2013, with disputes arising as to whether the two sets of funds involved could be combined to create a larger eurozone ‘firewall’. A separate European Financial Stabilization Mechanism (EFSM) had been also set up in January 2011 to provide financial assistance to member States. While the ECB had expanded its liquidity and open market operations purchasing government and private debt securities, it was prevented from supporting governments directly under the ‘no bailout’ clause in Art 125 of the Treaty on the Functioning of the European Union (TFEU). All of this resulted in further volatility in government bond markets, with the stability of the eurozone system remaining uncertain at the time of writing pending more substantial and permanent solution.

Financial crisis response

1.140
A large number of response documents have been produced following the crisis at the international, European, and national levels. These have been issued by international financial institutions, specialist technical committees, other official agencies, and private bodies and agencies. New global standards have been produced at the international level, with a substantial package of directives to be adopted within the EU. A number of significant new statutes or statutory amendments have been adopted, or are in preparation, in many countries.

International

1.141
A political lead was taken through the G20 Summit communiqués issued at the various meetings in Washington in 2008, the UK and US in 2009, Canada and South Korea in 2010, and France in 2011, and subsequently. The principal international financial committee, the Financial Stability Forum (FSF), was extended and reconstituted as the Financial Stability Board (FSB) at the April 2009 G20 London Summit. The FSF issued an important report in April 2008, Enhancing Market and Institutional Resilience, which examined the weaknesses and causes of the crisis and made a series of recommendations on strengthened prudential oversight, enhanced transparency and valuation, credit ratings, risk responsiveness, and central bank support.
 The FSB has produced a series of documents on global systemically important financial institutions (G-SIFIs).
 The FSB has subsequently issued a number of papers in the areas of market and institutional resilience, compensation and remuneration, systemically important financial institutions (SIFIs), crisis management and resolution, macro-prudential policy, and standards implementation.

1.142
The Basel Committee on banking supervision has been focusing on revision of its 2004 Basel II capital framework, with the inclusion of new liquidity measures and a minimum leverage ratio for the first time.
 The Committee issued an initial short statement following the crisis in November 2008.
 The Committee did not issue any separate paper on the causes of the financial crisis as such, although its opinions were reviewed in its December 2009 document, Strengthening the Resilience of the Banking Sector.
 New core Basel III revised capital and liquidity framework documents were issued in December 2010,
 with the Basel III framework being finalized in June 2011.
 The Committee issued a further ‘finalisation’ package in 2017 which the market referred to as ‘Basel IV’.
 The Committee has also issued a number of supporting papers in the areas of bank remuneration, bank governance, college supervision, cross-border bank resolution, and macro-prudential oversight.
 While the FSB has generally considered the significance of the collapse of any G-SIFIs, the Basel Committee has focused on global systemically important banks (GSIBs).
 Important technical papers have also been issued by such other sector committees as the International Organization for Securities Commissions (IOSCO), the International Association of Insurance Supervisors (IAIS), the Committee on Payment and Settlement Systems (CPSS), and the Committee on the Global Financial System (CGFS).

United States

1.143
The TARP was given effect under the Emergency Economic Stabilization Act of 2008 (EESA), which provided for the establishment of the Financial Stability Oversight Board (FSOB) to review the operation of the TARP. Following the TARP, the Obama Administration adopted the American Recovery and Reinvestment Act (APRA) in February 2009, which injected a further US$787 billion in stimulus into the US economy. Treasury Secretary Timothy Geithner issued his Financial Regulatory Reform Program in June 2009.
 The Financial Crisis Inquiry Commission (FCIC) produced its final report, Causes of the Financial and Economic Crisis in the United States, in January 2011.
 The independent examiner into the collapse of Lehman Brothers, Anton R Valukas, produced his report in March 2010,
 with the US Permanent Subcommittee on Investigations (PSI) under Senators Carl Levin and Tom Coburn issuing a report, Wall Street and the Financial Crisis: Anatomy of a Financial Collapse, in April 2011.

1.144
The main regulatory reforms in the US were set out in the Wall Street Reform and Consumer Protection Act of 2010, which had been led by Chris Dodd, Chairman of the Senate Banking Committee, and Barney Frank, Chairman of the House Financial Services Committee (and is thus known as the Dodd–Frank Act). This contained sixteen titles and 1,601 sections, with 243 new rules, sixty-one studies, and twenty-two periodic reports to follow. The Act provides for the establishment of the Financial Stability Oversight Council (FSOC) to monitor and manage systemic risk within the US, supported by an Office of Financial Research (OFR). A new Federal Insurance Office (FIO) is established, with the Office of Thrift Supervision (OTS) being brought within the Office of the Comptroller of the Currency (OCC). A number of other, more specific, financial regulatory and consumer protection measures are provided for under the legislation.

United Kingdom

1.145
The crisis in the UK was initially examined by the tripartite authorities, consisting of the Bank of England, HM Treasury, and the FSA, which issued a number of papers during 2007 and 2008.
 FSA Chairman, Lord Adair Turner, issued his report on the global banking crisis in March 2009.
 The Turner Review recommended the adoption of a more general systemic and macro-prudential approach to financial regulation, along with thirty-two other more specific recommendations. A new special resolution regime (SRR) was set up under the Banking Act 2009, with revised bank administration and insolvency procedures. The Financial Services Act 2010 amended the objectives of the FSA to include financial stability, with further powers being included on remuneration, recovery and resolution plans, short selling, discipline, and consumer protection. The Treasury Committee of the House of Commons issued a number of comment papers on the crisis.
 The coalition government subsequently announced in June 2010 that a more fundamental restructuring of the UK regulatory system was to be undertaken, including the abolition of the FSA and the transfer of prudential supervision to a subsidiary of the Bank of England, the Prudential Regulatory Authority (PRA), and with a separate Financial Conduct Authority (FCA) being responsible for financial market oversight and consumer protection. A Financial Policy Committee (FPC) was to be created within the Bank to replace the earlier Council for Financial Stability (CFS) set up to replace the tripartite system.

European Union

1.146
The initial European response to the financial crisis was selective and uncoordinated. A number of countries had taken measures to protect depositors, beginning with Ireland and then Germany. The European Commission announced a €200 billion stimulus plan in November 2008.
 An influential report was published by Jacques de Larosière on financial supervision in the EU in February 2009.
 The purpose of the report was to establish a framework for the construction of a new EU regulatory agenda, stronger coordinated supervision, and effective crisis management procedure. The recommendations on institutional restructuring were later adopted, with the establishment of a new European System of Financial Supervisors (ESFS) and a European Systemic Risk Board (ESRB) to conduct macro-prudential oversight. The earlier European sector committees were replaced by a new European Banking Authority (EBA), European Securities and Markets Authority (ESMA), and European Insurance and Occupational Pensions Authority (EIOPA). The early work of the Commission then focused on bank remuneration, implementing Basel III through a new Capital Requirements Directive (CRD IV) and bank resolution and crisis management, deposit guarantee, and payment systems.
 An EU Regulation on Credit Rating Agencies was adopted in November 2009 and amended in May 2011.
 The Alternative Investment Fund Managers Directive (AIFMD) was adopted in November 2011 to impose regulatory requirements on hedge funds and private equity funds.
 The Markets in Financial Instruments Directive (MiFID) was replaced by MiFID II in 2014, with other reviews of the Market Abuse Directive (MAD) and Financial Conglomerates Directive (FICOD).
 The Market Infrastructure Regulation (MIR) was adopted in September 2010, which specifically covers OTC derivatives, with work continuing on a Single Euro Payments Area (SEPA) Regulation. Further initiatives were also proposed in relation to basic bank accounts, mortgage credit, and securities laws, as well as other audit and accounting sector reforms.

Private initiatives

1.147
A large number of papers have also been issued by other non-official and private bodies. The Group of 30 (G30) issued a report, Financial Reform: A Framework for Financial Stability, in January 2009 under Paul Volcker.
 The report contained eighteen specific recommendations on the scope of prudential regulation, structure of regulation and international coordination, governance standards and transparency, and incentives. The US President’s Working Group on Financial Markets (PWGFM) issued a statement on the underlying causes of the developing financial market turmoil in March 2008.
 The Committee on Capital Markets Regulation (CCMR) produced a report, The Global Financial Crisis, in May 2009.
 The CCMR principally attributed the financial crisis to the lack of effective regulation, with a new focus being required on systemic risk and increased investor protection, and the US financial system being considered an integral part of the larger global system. A significant number of other non-official and academic and scholarly papers have since been published on the global financial crisis and necessary reforms required.

UK regulatory system
1.148
The coalition government announced that the structure of the regulatory system within the UK would be fundamentally reformed following the general election in May 2010.
 This would involve the abolition of the FSA, with its replacement by a separate Prudential Regulatory Authority (PRA) and Financial Conduct Authority (FCA). The PRA would be set up as a subsidiary of the Bank of England and would be responsible for the supervision of systemically important banks and other financial institutions within the UK. A separate Financial Policy Committee (FPC) would be established within the Bank, which would be responsible for macro-prudential supervision. The Bank would then become responsible for macro-prudential policy, regulatory policy, and monetary policy, as well as the payment systems and bank resolution, with the FCA being responsible for markets and exchanges and consumer protection.

1.149
HM Treasury issued two early Consultation Papers in July 2010 and February 2011.
 The Treasury commented on the responses received to the Consultation Papers in November 2010.
 The Treasury Select Committee published a report, UK Financial Regulation, in February 2011.
 The statutory changes would be given effect through amendment to the FSMA. The Treasury issued a further Paper in June 2011, with the first draft Financial Services Bill for pre-legislative scrutiny.
 A Joint Parliamentary Committee published its first report on the Draft Bill in December 2011
 and the full formal Financial Services Bill was introduced to the House of Commons on 27 January 2012.

1.150
The coalition government has brought forward a number of other policy initiatives. An Independent Commission on Banking (ICB) was set up by the Chancellor in June 2010, which produced an interim report in April 2011 and a final report in September 2011.
 The government published its response to the final ICB report in December 2011.
 This would generally provide for the creation of a retail ‘ring fence’ within the largest banking groups in the UK to separate retail and small and medium-sized enterprise (SME) facilities from other wholesale and investment banking activities, as well as impose increased capital levels beyond the Basel III minimum levels and require banks to hold higher levels of loss-absorbing debt. The government announced that separate legislation would be brought forward to implement these changes, although banks would have until 2019 to implement the new requirements in line with the final Basel III deadlines.

1.151
The coalition government converted the earlier Labour administration bank charge into a permanent bank levy in the June 2010 Budget, to take effect from 1 January 2011.
 The bank levy was later raised from 0.078 per cent to 0.088 per cent in the 2011 autumn statement. The government agreed on a series of target lending levels to consumers, including SMEs, of £179 billion in 2010 and £190 billion in 2011, under Project Merlin with the major UK banks. This also provided for a reduction in aggregate bonus pool amounts, with the FSA having separately included a Remuneration Code within its Handbook of Rules and Guidance.
 The major banks also agreed to support the HM Revenue and Customs (HMRC) Code of Practice on Taxation for Banks under Project Merlin.

Bank of England

1.152
The underlying policy objective of the new regime was stated to be to restore the position of the Bank of England as the key financial regulator for the UK financial system. The July 2010 White Paper referred to ‘inherent weaknesses and contradictions’ in the earlier tripartite committee model involving the Bank, the Treasury, and the FSA.
 There was an ‘under-lap’ of function, with no single institution having ‘responsibility, authority or powers’ to monitor the financial system as a whole and to take necessary action to deal with any systemic threats.
 The FSA’s earlier perceived ‘tick-box’ compliance approach was also criticized.
 While the concentration of regulatory authority within the FSA was referred to, the effect of the new regime is to create an even more powerful central bank responsible for regulatory, macro-prudential, and monetary policy, as well as payment systems and market infrastructure and bank resolution. It was for this reason that the Joint Parliamentary Committee on the Bill recommended that a new governance structure be implemented within the Bank, with its Court of Directors being replaced by a Supervisory Board that could review the performance of the FPC. The Treasury and Parliament would also be given additional oversight powers in respect of the macro-prudential activities of the FPC.

Financial Policy Committee

1.153
The FPC is responsible for the development and implementation of macro-prudential policy in the UK. The objective of macro-prudential policy is to monitor the build-up of aggregate risks and vulnerabilities within the financial system and any cyclic imbalances.
 The FPC is to have twelve members
 and is to exercise its functions with a view to contributing to the achievement by the Bank of its financial stability objective.
 The FPC is to identify, monitor, and take action to remove or reduce systemic risks to protect and enhance the resilience of the UK financial system, with ‘systemic risk’ being defined as any risk to the stability of the UK financial system as a whole or any significant part.
 The Treasury may make recommendations to the FPC at any time in writing, with the FPC confirming whether it accepts the recommendations and any action to be taken.
 The specific functions of the FPC are to monitor the stability of the UK financial system, provide directions, make recommendations, and prepare financial stability reports. Directions may be issued to the FCA or PRA on macro-prudential measures, and the FPC may make recommendations within the Bank, to the Treasury, or FCA and PRA, or any other persons.
 The Bank is to publish records of each meeting of the FPC within six weeks, except where this may not be in the public interest, with the FPC publishing the biannual Financial Stability Reports.

Prudential Regulation Authority

1.154
Prudential regulation was transferred to the Bank initially through a subsidiary PRA which was set up under s 2A FSMA as amended by the Financial Services Act 2012. The Bank was subsequently appointed the PRA and an internal Prudential Regulation Committee (PRC) set up within the Bank to replace the PRA under ss 12-13 Bank of England and Financial Services Act 2016.
 The PRA is responsible for the supervision of all firms subject to ‘significant prudential regulation’, including banks and other deposit-takers, such as building societies and credit unions, broker-dealers and insurers, and friendly societies.
 The specific scope of the regulated activities covered is to be set out in secondary legislation. The PRA was set up separately under the FSA 2012 with the FSA being replaced by the FCA.
 General provisions are included with regard to the duties of the PRA, the imposition of a specific insurance objective, additional objectives, interpretation and guidance on objectives, consultation, and Treasury reviews.

1.155
The general function of the PRA is to promote the safety and soundness of PRA authorized persons by ensuring that the business of such persons is carried out in a way that avoids any adverse effect on the stability of the UK financial system and ensures that the adverse effect of any failure is minimized.
 The PRA is to secure an appropriate degree of protection for those who are, or may become, policyholders under its insurance objective.
 The PRA is not expressly required to ensure that no PRA authorized person fails.
 An additional ‘Continuity Objective’ was imposed with a secondary competition objective (SCO) under the Financial Services (Banking Reform) Act 2013.
 The PRA is to consult with PRA authorized persons, or persons representing their interests, with appropriate panels being set up as necessary, and the PRA considering any representations made and publishing its responses from time to time.
 The Treasury may appoint an independent review of the economy, efficiency, and effectiveness with which the PRA and FCA use their resources and discharge their functions.

1.156
The Bank of England and FSA issued a joint paper on the supervisory approach to be adopted by the PRA in May 2011.
 The paper dealt with underlying supervisory principles, scope, risk assessment framework, supervision, policymaking, and firm authorization and individual approval. The approach had been developed by the Prudential Business Unit set up within the FSA in April 2011 in cooperation with the Bank. Hector Sants, PRA Chief Executive Designate, referred to the PRA’s purpose as being ‘fundamentally different from that of previous regulatory regimes’ and said that it would lead ‘to a significantly different model of supervision to that which was in use pre-2007’. Three sets of tools were highlighted, including rules and regulations (principally relating to capital, liquidity, leverage, and governance), resolution plans, and the supervisory oversight of management actions and strategies. 
1.157
The PRA would generally be responsible for firms holding US$9 trillion in assets and European Economic Area (EEA) firms with US$2 trillion in assets or other systemically important institutions. The PRA would focus its resources on firms that generated the greatest risk to the stability of the UK financial system. Its supervisory approach would be ‘forward-looking’, with ‘supervisory interventions’ being directed at reducing major risks to the stability of the system. Prudential policies would set out the high-level framework and expectations with which firms were expected to comply, with prudential rules establishing minimum standards and prudential policy supporting judgement-based supervision. The constitutional provisions that governed the FSA under Sch 1 to the FSMA are amended to apply to the FCA and PRA.

Financial Conduct Authority

1.158
The FCA is principally be responsible for ensuring confidence in financial services and markets, including, in particular, protecting consumers and ensuring market integrity.
 The need to have a separate FCA was justified on the basis of attempting to avoid ‘in-built tensions’ between different regulatory objectives, and focusing on the interests of consumers and market participants in a separate ‘conduct regulatory system’.
 The FCA is to have power to issue rules governing the conduct of all financial firms and the authorization of ‘non-prudential firms’. In addition to its strategic objective, the FCA is assigned three operational objectives of consumer protection, integrity and efficiency, and choice.
 An additional ‘Continuity Objective’ was inserted under the Financial Services (Banking Reform) Act 2013 in connection with ring fencing.
 The earlier Practitioner Panel and Smaller Business Practitioner Panel are given statutory recognition under the Bill.
 A new Markets Practitioner Panel is to be set up to represent the interests of firms and persons affected by the FCA’s functions, in addition to the existing Consumer Panel, with the FCA considering the representations made by each.

Financial Services

1.159 
A series of further statutory revisions were adopted to create a new legal basis for banking and financial services law in the UK. These were given effect to under the Financial Services Act 2012, Financial Services (Banking Reform) Act (FSBRA) 2013 and Bank of England and Financial Services Act (BEFSA) 2016.
Financial Services Act 2012
1.160
The decision was taken by the government to amend the original FSMA rather than to enact a new statute. A pre-legislative scrutiny copy of an amendment Bill accompanied the Treasury’s White Paper in June 2011 and the formal Bill was presented on 27 January 2012.
 The January 2012 Bill contained a number of changes from the 2011 draft, including significant amendments to crisis management arrangements between HM Treasury and the Bank of England, and with the transfer of consumer credit regulation to the FCA. The Financial Services Act 2012 (FSA 2012) received Royal Assent on 19 December 2012 and came into effect on 1 April 2013. The FSA 2012 amends the FSMA to set out the powers, objectives, and principles for each of the new agencies established, with a managed transfer of powers from the FSA to the PRA and FCA. Specific provisions are included to secure accountability and governance, as well as cooperation between the new agencies. This will be particularly important in securing a consistent policy approach when different agencies are representing the UK on separate European and international committees and bodies. The FSA 2012 is in ten Parts, with separate amendments being made to the Bank of England Act 1998,
 the FSMA,
 and the Banking Act 2009.
 The FSA 2012 includes specific provisions on securing collaboration between the Treasury, the Bank, the FCA and the PRA,
 and on enquiries and investigations
 as well as replacement and new offences.

1.161
A specific offence was created of benchmark manipulation (s 91) with persons found guilty being liable to up to seven years imprisonment or a fine or both (s 92). This followed the LIBOR scandal in summer 2012 after Barclays had admitted to manipulating LIBOR rates during the global financial crisis. A £59.5 million fine was imposed on Barclays by the FSA in June 2012 with separate fines of $200 million by the US Commodity Futures Trading Commission (CFTC) and $160 million by the US Department of Justice (DoJ).
 The UK government commissioned an inquiry into LIBOR by Martin Wheatley, then Chief Executive designate at the FCA, which issued a discussion paper in August 2012 and a final report in September 2012.
 The ten point action plan proposed under the review was accepted by the government. Responsibility for LIBOR was transferred from the British Bankers’ Association (BBA) to the FCA and then to ICE Benchmark Administration to create ICE LIBOR. Alternative measures were to be introduced from 2021 such as with the Sterling Overnight Interest (SONIA) produced by the Wholesale Markets Brokers' Association (WMBA) in 1997 and now managed by the Bank of England,
 the Euro Overnight Interest Average (EONIA) and Secured Overnight Financing Rate (SOFR) published by the New York Federal Reserve Bank since April 2018. A separate review was later held into misconduct in the foreign exchange markets with lead to the Fair and Effective Markets Review (FEMR).

Financial Services (Banking Reform) Act 2013

1.162
The FSBRA 2013 contains eight Parts covering ring fencing, depositor preference, bail-in stabilisation, conduct, payment systems, infrastructure administration, miscellaneous and final provisions. This introduced a structural regulation (ring fencing) model within the UK following the recommendations of the Independent Commission on Banking (ICB)
 and Parliamentary Commission on Banking Standards (PCBS).
 The objective is to protect accounts held by households and small and medium-sized enterprises and specifically with regard to critical functions. New Senior Managers and Certification regimes were established for banking to replace the earlier system of approved persons under the FSMA with a new offence of causing a financial institution to fail (s 36) introduced. A new regulatory system is created for payment systems with a Payment Systems Regulator (PSR) established. 
Bank of England and Financial Services Act 2016 
1.163 
Governance and accountability arrangements were strengthened under the BEFSA 2016 with resolution and crisis management improved and the Senior Management and Certification regimes extended to apply to all financial services. The Prudential Regulation Committee (PRC) was created within the Bank of England and the Bank recognised as the PRA with the abolition of the PRA’s separate subsidiary status (ss12-13). The FPC was made a committee of the Bank rather than a sub-committee of the Court with the number of annual MPC meetings reduced to eight. The Oversight Committee was abolished (s 3) and oversight function transferred to the Court. A number of other more minor amendments were made in Parts 2 and 3 with regard to agreement enforceability, illegal money lending, money laundering, transformer vehicles, pensions, resolution planning and Scottish and Northern Irish banknotes.
Coronavirus Crisis and Financial Markets





1.164 
Financial markets have to be able to withstand all forms of shock or disruption. Financial institutions maintain risk management systems to identify and contain financial risks and other systems shocks. This may include wider or more peripheral forms of exposure. Risk management is then principally micro, or market and sector specific based, or macro which considers the financial system more generally. All of this can be considered to be endogenous and internal to the financial system or economy while markets may also be exposed to wider external or exogenous impacts. This may, for example, include forms of political or social disruption outside the financial system or economy, biological threats (including pandemics and resistant antibodies), climatic events (floods and droughts), other natural disasters (such as earthquakes and tsunami), systems failure (include cyber terrorism, IT or power system collapse) and wars or weaponry (including nuclear weapons and nuclear proliferation). 

1.165 
While the global financial crisis beginning in 2007-2008 created major endogenous exposures that could be corrected through financial and regulatory support, the Coronavirus crisis in 2020 constituted the most significant exogenous global threat in modern times that necessitated the adoption of a number of medical, social and political responses across the world. While significant losses were suffered on many markets, almost all were able to continue in operation without any major systemic instability. Wider threats nevertheless arose with regard to the operation and existence of economies and societies, including private markets, more generally that required more complete government and official intervention. Financial institutions were always aware that more extreme forms of threat may arise although many may not have prepared for the magnitude and impact of the Coronavirus crisis. Incorporating more extensive contingency planning and continuity arrangements will become more significant in financial market regulatory practice going forward.

1.166
The Coronavirus crisis erupted at the beginning of 2020 following an outbreak of novel coronavirus infections (SARS-CoV2) in China at the end of 2019 which caused the severe acute respiratory coronavirus disease (COVID-19).
 This represented a new form of severe acute respiratory syndrome (SARS) coronavirus (CoV) that can infect humans and mammals including bats (chiroptera). The origins were either attributed to a zoonotic pathogen that was transferred from bats to humans directly or through an intermediate animal either through wet markets or a virology laboratory leak. The human infections date from the 1960s with a SARS-CoV-1 outbreak arising in China at the end of 2002 and the Middle East respiratory syndrome MERS (‘camel flu’) in Saudi Arabia in 2012. The Coronavirus virus spread rapidly across China and South East Asia and then Europe, the United States and the rest of the world. The World Health Organisation (WHO) classified the outbreak as a public health emergency of international concern on 30 January 2020 and later a pandemic on 11 March 2020.

1.167 
Stock market values collapsed by around a third following the introduction of lockdown measures with government responses attempting to be fast, efficient and flexible.
 Bond prices fell at the beginning of March. The Dow Jones Industrial Average in the US registered its second largest trading day fall in its 124 year history mid-March 2020. The Japanese Nikkei 225 Index recorded its largest fall since April 1990 on 13 March 2020. Bond and gold prices were materially damaged which are usually countercyclical. North Sea oil prices collapsed into negative territory following the crisis and with a price war between Russia and Saudi Arabia.
 Many other markets were damaged including the UK FTSE 100, French CAC 40, Swiss SMI and German DAX.
 The IMF, OECD and other bodies predicted that this would result in the worst global recession possibly in history. Over $8 trillion was initially provided in legislative and central bank support which represented two years’ worth of annual economic profit.
 
1.168 
Immediate responses to the crisis included the adoption of various quarantine, social distancing, isolation (lockdown) and curfew measures with travel restrictions and other incoming passenger quarantines. A number of other financial measures had to be adopted to support and contain the stable operation of financial markets and economies. Different sets of responses were adopted in particular countries. 

1.169
Financial markets and institutions have to be able to contain all major forms of disruption and collapse going forward. This includes managing financial risk on a continuing and ongoing basis as well as being able to protect and preserve systems in the event of a major market shock. This requires having appropriate continuity planning systems in place supported by possible Recovery and Resolution Programmes (RRPs) in the event of the stability of a specific institution being threated. All forms of internal or endogenous exposures must be taken into account and threats considered.

1.170 
The 2020 Coronavirus crisis confirmed the need to consider more general exogenous shocks that may threaten the stability and existence of wider economies and societies as a whole. These exogenous shocks may threaten the existence of the market system itself and social cohesion as a whole. These may arise as a result of political and social, biological, climatic, tectonic, technology and military sources or causes. Modern financial stability planning must consider all forms of possible endogenous and exogenous threats and impact. This will include difficult longer term budgetary management decisions to absorb the financial costs of these major social disruptions longer term. 
1.171
Crises and loss cannot be prevented although governments and authorities must focus on developing appropriate absorption, resilience and continuity systems and arrangements to allow them to respond to any form of market or social failure and attack over time.

Brexit 

1.172
UK financial services and markets have also had to manage the additional disruption and uncertainty caused by the U.K.’s withdrawal from the EU. The UK voted in a National Referendum on 23 June 2016 to leave the EU by a 51.9% majority. The then British Government published a White Paper on the Future Relationship Between the UK and EU (the Chequers Plan) on 12 July 2018 and negotiated a Draft Withdrawal Agreement and Outline Political Declaration with the EU with proposed terms being concluded on 14 November 2018. The November Draft Agreement and Declaration were rejected by the House of Commons in a ‘Meaningful Vote’ on 15 January 2019. A revised Withdrawal Agreement was produced on 17 October 2019, the Bill to implement which received a Second Reading by the House of Commons on 22 October 2019 and was then paused. The Bill was subsequently reintroduced and given a Second Reading on 20 October 2019 following the General Election on 12 December 2019. The implementation of the Withdrawal Agreement was approved by the UK Parliament under the European Union (Withdrawal Agreement) Act (‘EUWAA’) which became law on 23 January 2020. The UK ratification instrument was deposited on 29 January 2020 and Withdrawal Agreement ratified by the EU Council on 30 January 2020.
1.173
The UK formally left the EU on 31 January 2020 (11.00 pm GMT) (‘Exit Day’) with a transitional implementation period provided for until 31 December 2020 (‘IP Completion Day’) under the Withdrawal Agreement. The UK and EU attempted to agree the terms of a replacement trade agreement during 2020 with separate equivalence negotiations being conducted under various EU financial measures which assess the comparability of UK and EU provisions.
 
1.174
EU law has generally been incorporated, or reimported, into UK law through the ‘on-shoring’, or the domestication, of ‘retained EU law’ under the European Union (Withdrawal) Act (‘EUWA’) 2018.
 HM Treasury’s policy was set out in an approach document in June 2018.
 The EUWA 2018 repealed the European Communities Act 1972 with a saving until the IP completion day later inserted by the EUWAA. Ministers were empowered through statutory instruments to prevent, remedy or mitigate any failure of EU law within two years of ‘Exit’ day.
 Financial services regulators were also to be given power through ‘EU exit instruments’ to correct any deficiencies in their rulebooks or EU Binding Technical Standards (BTS) with authorities having separate power to adopt transitional measures in relation to on-shoring.
 It was expected that around 800 statutory instruments may be adopted in total in the financial services and other areas.
1.175
In the event that it was not possible to agree new trade arrangements, the default position would be for the UK and EU to treat each other as third countries and apply existing WTO and third country requirements.
 A Temporary Permissions Regime (TPR) was to be set up to allow EEA firms to continue to operate for a time-limited period with other transitional measures to be adopted for activities outside passport frameworks.
 EU Regulatory functions would be divided between UK authorities under the on-shoring arrangements.
 The consistency of UK regulatory provisions with relevant EU measures would be assessed under the equivalence studies referred to. With the on-shoring, equivalence and the other arrangements proposed, EU based and derived financial laws and regulations would therefore continue to apply in the UK for the foreseeable future  (as UK law) subject to ongoing review and revision over time irrespective of whether a new comprehensive trade treaty was agreed or third country provisions applied. 
Financial evolution

1.176
Markets continue to change and evolve. Market conditions had still not stabilized following the global financial crisis by 2012, with threats of a double recession in many parts of the world. European authorities attempted to find solutions to the eurozone debt crisis, while international and national regulators finalized and implemented their new post-crisis response measures.

1.177
Markets were not as liquid as before, although many companies had high levels of cash reserves with banks preferring to retain rather than to extend credit. Central banks continued to pump large amounts of liquidity into the markets, in particular in Europe to support undercapitalized banks damaged by continuing slow growth and further recessionary threats. Many institutions were forced to contract their balance sheets further, which position was aggravated by the direction by authorities to increase short-term capital levels and the longer term impacts of implementing Basel III. The massive implementation programme adopted in the US under the Dodd–Frank Act also created substantial additional costs that banks and other financial institutions would have to cover, while the threat of separation and ring-fencing in the UK created further additional burdens for the major banks there.

1.178
Global markets had entered a new phase of continuing volatility, low growth, and increasing re-regulatory burden. Banks have had to absorb the costs of higher capital and liquidity cover levels, with lower leverage limits, new resolution mechanisms, and controls on bonus packages. New central counterparty clearing arrangements were to be imposed on derivatives markets, with transparency improved through trade repository reporting. A range of other, more specific, new controls would be imposed under the US Dodd–Frank Act, and the EU CRD IV and MiFID II, with further institutional adjustments being made in the US, EU, UK, and elsewhere. All of this was accompanied by more aggressive regulatory action and political intervention, and with a new degree of political, regulatory, and management involvement, responsibility, and accountability.

1.179
Financial markets and incumbent financial institutions have been disrupted by the more recent growth and expansion of FinTech. This has impacted across all financial services areas. A large number of new platforms and business models have been established using a wide range of highly innovative new technologies including DLT, blockchain and smart contracts. Regulation and compliance have also been materially improved with the adoption of parallel innovations in the area of RegTech. While overall levels of disruption have been less than many had predicted, technology will have a continuing and permanent impact on the structure, content and provision of banking and financial services and the structure and operation of markets and exchanges.
1.180
 Markets have had to contend with the even more severe effects of the Coronavirus crisis at the end of 2019 and during 2020. This has had a major impact on the structure and operation of societies across the world as governments have been compelled to adopt market closure and lockdown measures and then staged and staggered relaxation and lockout programmes. This led to the partial suppression of private markets with increased levels of direct government intervention and control in most countries. Financial markets and financial institutions were nevertheless able to withstand the shock remarkably well and to continue to function and operate in increasingly difficult conditions. The principal post-crisis lesson is now to review contingency planning and emergency responses at the market, firm and exchange levels and to determine to what extent these may be further enhanced and improved to strengthen to manage future exogenous threats and shocks going forward.
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