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President Obama signed into law this week the biggest overhaul of the financial 
industry since the Great Depression. The Dodd-Frank Wall Street Reform and 
Consumer Protection Act touches virtually every corner of finance, from credit 
card fees to derivative trades. Prompted by the 2008 credit crisis, the legislation 
establishes new consumer protections, subjects more financial firms to federal 
oversight, sets new standards for the derivatives market and gives regulators 
greater power to dismantle firms on the verge of collapse. Although the passage 
provides some degree of clarity, rulemaking is far from complete and makes the 
road ahead less than certain. Here, we provide a brief high-level overview of some 
of the features of the Act, and offer some perspective on its potential impact.

Key Elements of the Financial Reform

Highlight Policy

Creates the Consumer Financial 
Protection Bureau

A new government watchdog to regulate mortgages, credit cards and other consumer financial 
products. Its aim is to ensure Americans receive accurate information on these products and to 
police hidden fees and deceptive practices. 

Monitors Systemic Risks A council of regulators, chaired by the Treasury Secretary, to monitor and respond to emerging 
risks in the financial system. Among other things, the council and the Federal Reserve could 
break up companies that threaten the financial system. 

Ends Bailouts Creates an “orderly liquidation” system so that failing financial companies could be broken up 
and liquidated without government bailouts. The legislation requires firms to create “funeral 
plans” that describe how they could be shut down quickly. 

Regulates Derivatives Over-the-counter derivatives trading would be re-routed through exchanges and central 
clearinghouses. Traders will be required to disclose pricing data to improve market transparency.

Restricts Bank Trading Activities Establishes the Volcker Rule which restricts banks from proprietary trading activities and allows 
banks to invest only up to 3% of their Tier 1 capital in private equity and hedge funds sponsored 
by the banks.

Regulates Investment Advisors Requires many more investment advisors of hedge funds and private equity firms to register  
with the Securities and Exchange Commission, exposing them to more scrutiny about their  
trades and portfolios.

Reforms Mortgage Industry Establishes a federal standard for all home loans so that institutions must assess a borrower’s 
ability to repay the loan before it is sold. It will also prohibit pre-payment penalties and bonuses 
to lenders for selling more costly loans.

Reforms Credit Agencies Creates an Office of Credit Ratings at the Securities and Exchange Commission to provide 
enhanced regulation, transparency and accountability for credit rating agencies.

Includes Other Reforms Among other things, it sets new rules on golden parachutes for employees, abolishes the Office 
of Thrift Supervision, creates a new federal office to monitor the insurance industry and limits the 
Federal Reserve’s emergency lending authority.
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Impact on Investing
For several months, the Obama administration and members of Congress have crafted 
legislation with the hope of promoting stability, accountability and transparency in 
the financial system. In so doing, however, policy makers have exerted great influence 
over capital market participants and cyclical economic forces. As a result, a cloud of 
uncertainty has surrounded financial companies and has contributed, in our opinion, 
to a lowering of price/earnings multiples within the sector and broader equity market. 
While the final impact of the passed legislation may not be felt for some time, we believe 
financial markets should benefit from greater clarity and companies will be able to 
make changes to their business plans now that the “ground rules” have been established. 

Still, just as the legislation prompted intense debate and wrangling by Democrats and 
Republicans, so too does the topic of its ultimate impact on the financial markets as 
a whole. Democrats say the law will restore investor confidence in the U.S. financial 
markets, protect consumers and reduce the odds of another crisis hitting the economy. 
Republicans say the law could jeopardize the recovery by hampering the banking 
industry, creating vast new bureaucracies and undermining the competitiveness of the 
American economy.

Implications for Financial Stocks
While the effect of the reform varies by sub-sector within the financial industry,  
we anticipate that brokers and the money center banks could be potentially the most 
negatively affected by the regulatory changes, as most of the reforms affect capital 
markets businesses, consumer businesses and large companies. The trust banks, 
however, should be the least affected.

Overall, we anticipate the final impact on banks’ earnings to eventually be reduced as 
there will be offsets from repricing products or exiting unprofitable segments. Other 
products will also change as higher capital charges or lower flexibility to price for risk 
are taken into consideration. To the extent that banks exit certain businesses, capital 
will be freed up which can be redeployed. 

Since the director of the Consumer Financial Protection Bureau (“the Bureau”) will be 
a presidential appointee, the Bureau could be potentially harmful to the profitability of 
consumer businesses. However, changes in government could determine how powerful 
the Bureau really is. We anticipate that the shifting regulatory environment will prompt 
many financial executives to transform their business models and many legislators will 
roll back or amend some rules that are not working. 

Looking Ahead
To some, the law’s passing is just the beginning of the process as it could be heavily 
influenced by lobbyists and take years to implement. The devil is in the details, with 
hundreds of new rules to be created and new regulators to be appointed. There is also a 
long implementation period for many key provisions such as the Volcker Rule, which will 
give companies enough time to adjust their business models. As details of the regulations 
evolve, we will continue to anticipate and evaluate the investment implications. 

While the final impact of the 
passed legislation may not be 
felt for some time, we believe 
financial markets should 
benefit from greater clarity.

We anticipate that the shifting 
regulatory environment 
will prompt many financial 
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