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Less than one decade ago, during the final two years of the George W. Bush administra-
tion, the United States went through what was in absolute terms the worst financial crisis it
has ever experienced. When President Barack Obama entered office, the United States was
losing close to 700,000 jobs each month.' By the end of the crisis, more than $19 trillion in
wealth had been lost, unemployment had reached a peak of 10 percent, home prices had
declined an average of 35 percent, and more than 10 million homes had been lost due to
foreclosure or distressed sales.” This was a tsunami of economic devastation by any mea-
sure, and many Americans are still recovering today. Yet, even before Americans have fully
cleared the wreckage from this past crisis, congressional Republicans are trying to roll back
large portions of the Dodd-Frank Wall Street Reform and Consumer Protection Act—the

signature financial protections put in place to prevent another such crisis from occurring.®

Through the use of an obscure legislative provision known as the Congressional Review
Act, or CRA, the Trump administration and its congressional allies are seeking the mass
nullification of regulations proposed in the last part of the Obama administration. Used
only once in the past two decades prior to the Trump administration, the CRA gives
Congress 60 legislative days to overturn a rule by a simple majority vote.* The Trump
administration is trying to weaponize the CRA with the enactment of the Midnight
Rules Relief Act of 2017, which was passed by the House on a 238-184 party-line vote
with four Democrats voting for it. It is currently under consideration by the Senate. The
Midnight Rules Relief Act would allow President Trump and his congressional allies

to bypass the CRA'’s existing procedures for overturning new rules and instead bundle
multiple rules—potentially all of the hundreds of rules that the Obama administration
issued in its final months—to be overturned en masse in a single up-or-down vote and

signed into law by the president.’

While the Trump administration’s extraordinary abuse of the CRA may ultimately
affect an extraordinarily broad set of safeguards, there are nine financial reform rules
issued under Dodd-Frank, which are currently being targeted by conservatives,

worth focusing upon.® Taken together, these nine rules improve market transparency,
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increase regulators’ understanding of where risk is being taken, reduce systemic prob-
lems that could blow up the financial system, and improve confidence in the integrity
of the financial market. While technical, each of these rules were written to protect

Americans from another financial crisis.

Congressional Republican efforts to dismantle Dodd-Frank

The first of the nine rules has already been nullified. The repeal of the rule has been
described by one news outlet as a “major win for oil producers and other companies

in extractive industries.”” While in force, the rule required natural resource extraction
companies that file reports with the U.S. Securities and Exchange Commission, or SEC,
to include information relating to any payments made to a government for the purpose
of developing oil, natural gas, or minerals.® The rule provided transparency and account-

ability for investors and the public and reduced the risk of bribes and corruption.

And the Trump administration’s efforts are not likely to stop there. The second rule up
for termination allows regulators to wind down large financial institutions and avoid
spillover effects that threaten financial stability. The rule put in place recordkeep-

ing requirements for “qualified financial contracts”™—a broad term that encompasses
nearly all types of financial instruments, derivatives, and securities.” Without this
requirement, regulators would be operating blindly in the event of another crisis, just
as they were in 2008 when Lehman Brothers failed." Such recordkeeping is vital for
understanding the potential interconnectedness of financial institutions and markets

and ensuring that a similar disaster never happens again.

The remaining seven rules deal with the transparency of swaps derivatives. Principally,
these are credit default swaps—risky financial instruments that were among the chief
causes of the financial meltdown. Before the crisis, firms would effectively offer insur-
ance against the credit default of a bond or other security held by a separate party
through an instrument known as a credit default swap."' By the time of the crisis, credit
default swaps accounted for as much as $57 trillion."* Because of how these swaps were
traded—Dbetween firms privately and not on a public exchange—regulators and the pub-
lic were unaware of exactly how much risk was built up in these instruments or which
parties held this risk." The opacity of these swaps was a major cause of the financial
crisis and left taxpayers holding the bag.

The Dodd-Frank Act addressed these obvious weaknesses, in the hopes that the swaps
markets would never again cause such massive financial and economic distress. To
implement the law, the Commodity Futures Trading Commission and the SEC have
been in the process of putting in place the details needed to operationalize the law;
these seven rules are key pieces of that effort. Collectively, these rules govern the

public reporting of transaction and pricing data on swap trades. Without this data,

2 Center for American Progress | For Congressional Republicans, Wall Street Trumps Main Street



regulators would have a hard time knowing when the financial system is at risk, and
investors, with less access to information, would make riskier bets. In addition, these
rules govern margin requirements—that is, how much collateral must be held against
derivatives risk—for swap dealers and major participants in the swaps market."* The
concept is a simple one: If a firm is offering insurance-like protection, it needs to
hold enough money to cover its responsibilities if its insurance obligations come due.
Although technical, these seven rules significantly reduce the risk that credit default
swaps pose to the U.S. system.

Sadly, the nullification of these nine financial regulations is only the opening salvo in
conservative efforts to dismantle financial reform. President Donald Trump has already
signed an executive order to begin the process of dissembling Obama-era financial
protections.” In short order, House Financial Services Committee Chairman Jeb
Hensarling (R-TX) will also see to this by unveiling his Financial CHOICE Act, or more
accurately, “Wall Street’s CHOICE Act.”*° The bill would gut the fundamental pillars of
Dodd-Frank that enhance the financial stability of the U.S. economy, protect consumers,

and reduce the economic power in the hands of Wall Street.

Conclusion

The Trump administration and its supporters in Congress are ignoring the fear and distress
that so many American families faced during the financial crisis. The GOP’s systematic dis-
mantling of financial regulations by any means necessary—no matter how unprecedented
or problematic—shows who is driving its agenda: Wall Street. If this agenda is success-
fully implemented, a return to Wall Street’s excessive risk taking and predatory practices is
inevitable—and another financial crisis will be just around the corner. These efforts show a
total disregard for lessons learned during the financial crisis and should scare everyone that
suffered through hardships as a result—a lost job, foreclosed home, or lost savings. Now is
not the time to wipe rules off the books. Now is the time to hone our protections; enforce
our rules; and avoid the deregulatory mindset that caused the last financial crisis, which

will almost certainly—unless unchecked—Iead to another catastrophe.

David Min is an assistant professor of law at the University of California Irvine School of Law.
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