Reforming the Dodd-Frank Wall Street Reform Act and Consumer Protection Act
This Act (1)was passed in 2010 to protect consumers and develop stronger rules for financial regulation to ensure the economic crisis of 2008 would not be repeated.
The following are some of the major steps amongst many taken which were highly supported by unions and consumers. The complete summary of this large law is available in this article. A summary of the brief highlights of this law includes,
the creation of a Consumer Financial Protection Bureau along with a Financial Stability Oversight Council. An Office of Financial Research in the Treasury was also created along with a new Office of Credit Ratings at the Security Exchange Commission The functions of these include the following:

A. Consumer Financial Protection Bureau

Will consolidate different departments and strengthen consumer protection laws, covering all institutions offering consumer financial services. Only banks and credit unions with assets over 10 billion would be regulated however by this bureau.

 B. Financial Stability Oversight Council chaired by the Treasury Secretary and                                                                 includes10 federal regulators, 5 non voting members and an insurance appointee.        This council will identify and respond to risks through the financial systems, making                       recommendations to the Federal Reserve to increase rules on risky companies.Risky non banks will be regulated by Federal Reserve by majority vote. 
C. Office of Financial Research within the Treasury.
Financial experts which will do research and will make public information gathered which exposes the financial risks of certain companies.

D. Office of Credit Ratings at Security Exchange Commission

Will create mechanisms to prevent issuers of asset backed securities from picking rating agency they think will give the highest rating. Employee conflict of interest will be monitored preventing rating’s employee from seeking employment in recently rated institution. Requires ratings agencies to use independent sources. Rating agencies are to disclose procedures and their ratings track record. Rating agencies can be held liable for not investigating financial products carefully. The SEC can deregister a rating agency

The Federal Reserve is prohibited from bailing out individual companies. The Government Accountability Office is given authority to audit the Federal Reserve.

Greater transparency is required of the Federal Reserve, requiring disclosures on amounts, terms, and conditions of emergency lending.
The Derivatives Market was given stronger regulation with the Security Exchange Commission and the Commodity Future Trading Commission establishing stronger rules on risky over the counter derivatives trading. Derivative clearinghouses can determine which derivatives are cleared for trading. Market data collection is to be published through these clearinghouses.

Financial safeguards are placed on dealers and swap participants requiring adequate capital and independent advisors are required for those dealing with pension funds, endowments, and state and local government funds. 

Under mortgage reform, lenders are to ensure the borrower’s ability to pay. Penalties are established for irresponsible lending. Rules were created to require more disclosures to borrowers along with assisting consumer protection for high cost mortgages. 

 Many important safeguards for the public were placed in this law as well as strong regulations on the financial industry. However there were many significant safeguards that have not been placed in this law yet. 
The laborious process of writing this act was greatly influenced by the ever present 

Wall Street lobbyists who had spent 5 billion in political investments in the decade leading up to the financial crisis in deregulation and in avoiding enforcement of existing rules. The revolving door between government and Wall Street continues. By late 20009 more than 1447 former federal employees including 73 former members of Congress were working as lobbyists for the financial services sector as this Act was written.(2)
The following are examples of loopholes written into this act. Upon understanding the loopholes, we can then see how the recommendations within Levin-Coburn Report will 

create stronger rule enforcement to avoid a major financial crisis in the future.

a. Private equity funds and hedge funds are not required by the Security Exchange Commission to make simple disclosures to investors and creditors.

b. Private equity funds, hedge funds, community banks :
i. Do not need to create a risk committee

ii. Do not need to pay into a 50 billion fund for liquidating risky institutions posing a “grave threat’ to the financial system.

c. By the direction of Secretary of the Treasurer, foreign exchange currency swaps are exempt from federal regulatory measures.

d. Half of all publicly traded companies are exempt from having audits of their internal controls.

e. “Clearinghouses”(financial facilities which executes trades for parties) were to regulate the sale of derivatives under the Wall street Act. However this very act provides no penalties for the sale of trades that are not cleared.
f. Judges are not allowed to cut principal from struggling homeowners in bankruptcy.

g. Venture capitalists and private equity advisors are not required to register with the Security Exchange Commission.

h. Exemption for auto dealers from consumer protection financial rules.(Americans hold 850 billion in car debt, auto dealers market is 4/5 of this amount).

j. There is no mention of regulations over the mixing of commercial and investment banking by firms such as J. P. Morgan Chase, Goldman Sachs .

k. Private equity and hedge funds are exempt from financial regulatory measures.
l. The legislation does not prevent the large banks from trading securities (principle investments) on a longer term basis.

m. Many firms will override proprietary trading rules by stating the trade was done at request of a client.

n. Farm credit system is exempt from systemic risk regulation, does not need Consumer Financial Bureau oversight.

These are just a few of the loopholes that can lead to another financial crisis.

The Levin-Coburn Report is aimed at enhancing provisions to the Wall Street Reform Act, to strengthen regulation, and to enhance the implementation of the Act. Although the Republicans are hoping to stop funding for the regulation of this system, the implementation of recommendations provided by this report through careful direction of Gary Gensler, Chair of the Commodity Future Trading Commission, will assist in greater oversight of the derivatives clearinghouse market.
The Levin –Coburn report was a result of a 2 year study investigating the 2008 financial crisis. The Senate team of investigators studied 5,900 pages of e-mail and documents from the following firms:

a. Washington Mutual

b. Goldman Sachs Group

c. Deutsche Bank

d. Regulators, including the Office of Thrift Supervision.

The following recommendations were made to strengthen the regulation of the market to prevent future crises.

Recommendations on High Risk Lending

1. Federal regulators are to ensure all mortgages that are “qualified residential mortgages” are at low risk of delinquency or default.
2. Federal banking regulators are to require banks with high risk structured finance products to meet requirements of conservative loss revenue, liquidity and capital.

3. Federal banking regulators are to require banks that offer loans which defer payments of interest and principal, are to maintain more conservative loss, liquidity, and capital reserves.

4. Federal banking regulators are to impose limits on the amount of high risk structured finance products bank’s investment portfolio should contain.

Recommendations on Regulatory Failures
1. Dismantling of the Office of Thrift Supervision.

2. Federal banking regulators are to review major financial institutions to mark those with continuous serious deficiencies, to monitor internal bank management enforcement and inflated ratings systems, to monitor any use of short term profits to excuse high risk activities.
3. Federal banking regulators are to strengthen rating systems of the banks. They are to ensure the rating system which signals whether an institution is operating in a sound and safe manner over a length of time. The asset quality ratings are to reflect embedded risks, rather than short term profits. Management ratings are to reflect any failure to correct identified deficiencies including composite ratings that reflect systemic risks.

4. The Financial Stability Oversight Council is to study and identify high risk lending practices at financial institutions, and evaluate the nature of these impacts on the financial system as a whole.
Recommendations on Inflated Credit Ratings.

1. The Security Exchange Commission is to rank the Nationally Recognized Statistical Rating Organizations in terms of performance and accuracy of ratings.

2. The SEC is to aide investors by holding credit ratings agencies responsible in civil law suits for inflated credit rating when such agency failed to research thoroughly the rated security.

3. The SEC should mandate that credit ratings agencies implement internal controls, procedures, and preventions from employees conflict of interest actions which might increase credit ratings.

4. The SEC is to ensure credit ratings agencies assign higher risk to financial products that are not reliably predictable, or that rely on assets from companies that have a record of issuing poor quality assets.

5. The SEC is to ensure the credit rating agencies are to complete a comprehensive form by the end of this year, providing critical rating information to investors which currently are already being tested by investors.

.

6. Federal regulators are to reduce the government’s use of privately issued credit ratings. 

Recommendations on Investment bank abuses

1. Federal regulators are to review RMBS, CDO, CDS, and ABX activities described in this report, to strengthen existing regulatory prohibitions against abusive practices of various financial products.

a. RMBS: Residential Mortgage Backed Security: A type of security whose cash flows come from residential debt such as mortgages, home-equity loans and subprime mortgages. This is a type of mortgage-backed securities that focuses on residential instead of commercial debt.
b. CDO: Collateralized Debt Obligation: Investment security backed by pool of bonds, loans, and other assets.
c. CDS: Credit Default Swap: Buyer of credit swap receives credit protection. Seller of swap guarantees credit worthiness. Risk of default transferred from holder to seller of swap
d. ABX: Barrick Gold Corporation
2. Exceptions to bans on proprietary trading are to be strictly limited.
3. Federal regulators should implement strong conflict of interest prohibitions, using past examples of abuses in Goldman Sachs as conflict of interest problems.

4. Regulators are to study the implications of federally insured banks using, designing, marketing and investing in finance products with high risks along with naked credit default swaps and other synthetic financial instruments.

Gary Gensler , Chairman of the Commodity Futures Trading Commission, is currently directing the implementations of recommendations. Democrats are hoping Timothy Geithner, will direct the support of greater derivative market transparency and encourage stronger enforcement of foreign market exchange derivative trading, not exemptions. This would reinforce the transparency requirements of the Dodd-Frank Act
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