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Case Study 4: The Warning
Summary of the Issue
The Warning is a documentary aired on PBS to unearth the factors behind the economic meltdown witnessed in the United States, which is perceived to be the second-worst economic crisis after the Great depression (PBS, 2009).  Clinton, the then US president, appointed Arthur Levitt, Alan Greenspan, and Robert Rubin to the Working Group, a commission that oversees the financial market of the country. Clinton also appointed Brooksley Born to lead the Commodity Futures Trading Commission (CFTC), a regulatory agency for the federal government.  The members of the Working Group opposed any efforts to regulate the financial market. Born states that the financial market had become a dark market, and they were thus not aware of its dangers.  Born sent a warning for a significant economic meltdown and convinced the country's major financial powerbrokers to take the necessary measures to prevent the crisis. Unfortunately, the members of the Working Group opposed her claims. Specifically, these members were against any regulation of the financial market.  Due to lack of regulation, the financial markets created risk and misallocated funds, all this at a high cost. As a result, the financial market became a dark market causing an enormous financial crisis and poor economic performance. 
How the Issue Could Have Been Prevented
The issue could have been prevented through effective and regular regulation of the financial market. The members of the Working Group could have paid attention to the sentiments of Brooksley Born, who advocated for the regulation of the financial markets. The financial banks were reckless, their incentive structures were irrational, and they perceived themselves as too big to the extent that they could not fail, and therefore they took an excessive risk by avoiding any regulation. The members of the Working Group ought to have learned from previous financial crises caused by deregulation and free banking, and therefore taken precautionary measures to avert another financial crisis (PBS, 2009). The financial market would also have shunned political influence. Big banks had political influence, and they used this to operate without regulations and stop any initiatives aimed at regulating the financial markets to avoid taking excessive risk. The absence of political influence would have ensured effective regulation of the financial markets and thus allow for transparency in all financial dealings. 
Besides, the regulation of the financial markets would have ensured transparency to the general public. For example, the regulation of the Credit Default Swap (CDS) would have provided essential information pertaining to the individuals with hidden interests behind the falling of a certain financial institution (PBS, 2009). As a result, immediate actions would have been taken. Having access to such information would have helped the relevant authorities like the Securities and Exchange Commission and the Federal Deposit Insurance Corporation to track information about all banks. The credit rating agencies also ought to have been effective. Essentially, credit rating agencies evaluate the credit risk of certain debt and borrowing securities. Credit rating agencies also assess the solvency of debt securities allotted by both corporations as well as the government. Due to the effectiveness of the credit rating agencies, some borrowers received debt securities they did not deserve. Therefore, if the credit rating agencies were effective in their ratings, this would have reduced the experienced financial crisis.   
Advice to Resolve the Issue
I think there is a need for effective strengthening of the financial system in order to ensure transparency in the financial markets. Specifically, there is a need for the regulation of over-the-counter (OTC) derivatives. One of the reasons why OTC derivatives have not been regulated effectively is due to disputes between the Securities and Exchange Commission and Commodity Futures Trading Commission. Therefore, I believe there is a need for a joint venture between these two commissions to ensure effective oversight of OTC derivatives. The regulation of OTC derivatives would ensure financial stability in the financial markets (Ghamami & Glasserman, 2017). In addition, the regulation of OTC derivatives would prevent associated risks, such as transparency issues, integrity issues, unknown nature of risk, and high default rate. More importantly, the regulation of exchange OTC derivatives would lead to the creation of business market standards that would improve integrity, enhance transparency through the keeping of records and reporting, and safeguard the public from fraud.   
In addition, I think the government ought to be thorough in its appointments. One of the factors that led to the economic meltdown was the appointment of officials who did not mean well for the country. These individuals did not have integrity, and therefore, they collaborated to witness the financial market fail. Therefore, the government should ensure that members who join the Working Group commission are of the highest integrity and ethics and who mean well for the general public. The government, through its relevant agencies, should provide a financial system that would aid in risk management, offer capital to emerging enterprises, assist homeowners in managing risk associated with owning homes, and offer credit to small and micro-medium sized ventures (Murphy, 2020). 
Personal Opinion
My personal opinion of the matter is that the lack of effective regulation and members of the Working Group who did not observe integrity and ethics in their practice highly contributed to the financial crisis experienced in the country. I think Brooksley Born, the leader of the Commodity Futures Trading Commission (CFTC), was professional in her duties, and she meant well for the public because she advised the members of the Working Group on the importance of regulating the financial markets and cautioned of significant economic effects if her advice was not taken into consideration. However, the members of the Working Group who included Arthur Levitt, Alan Greenspan, and Robert Rubin, disregarded her advice and termed her stubborn and unreasonable. In addition, I think the economic crisis could have been prevented through the effective regulation of the financial markets. Notably, the regulation of the financial markets of the financial market would have created transparency and evaluation by relevant agencies like the Securities and Exchange Commission and Commodity Futures Trading Commission, and this would have protected the public from fraud.          








References
Ghamami, S., & Glasserman, P. (2017). Does OTC derivatives reform incentivize central clearing?. Journal of Financial Intermediation, 32, 76-87.
[bookmark: _GoBack]Murphy, D. (2020). Our Lessons Have Returned: Insights into Post-crisis Financial Regulation from Mandatory OTC Derivatives Clearing Policy.Global Business & Management Research, 11(1).
PBS. (2009). Frontline: The Warning. Retrieved from https://www.pbs.org/wgbh/frontline/film/warning/




