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1
Introduction

The global banking world has been transformed by the crisis which
commenced in mid-2007 and reached a climax – for the time being! –
in October 2008 with a firestorm which brought about the collapse
of a number of US and other banking institutions and an entry
of government ownership and intervention unprecedented since
the 1930s.

The overall objective of this book is to provide insights into what
bankers, their regulators, investors, advisors and other constituencies
have learned from this traumatic experience with a view to planning
for the future. It draws on a series of 25 in-depth interviews with such
senior executives as well as the research carried out by official bodies
such as the International Monetary Fund, consulting firms and bank
analysts.

Written in early 2009, it cannot pretend to draw a line under
a crisis whose evolution has consistently confounded the so-called
experts. This show will run and run! But bank management must
manage for the future on the basis of the evidence available. Some
business models are destined for the junk heap, while others may
evolve in a different direction. Bank regulators, governments and rat-
ing agencies must shape their policies to reflect the new realities. And
perhaps most interesting of all, bank investors must review their for-
mer growth model for bank stocks, which arguably has been a major
driver of the banking crisis.

More specifically, as strategy consultants our focus in this volume
will be on strategic models which should stand the test of time in
this new banking world. To anchor this analysis in the real world,
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2 Banking in Turmoil

we profile a number of actual case studies of successful major bank-
ing institutions across the world. Each is based on a business model
which, in the view of our interviewees, has navigated the crisis to
date with success and is likely to continue to do so.

In making this selection, we acknowledge that the current crisis
has scarred virtually every possible candidate for inclusion in the list,
and experience since 2007 has clearly demonstrated the limitations
of projecting past results! Yet we believe that the generic lessons are
valid and offer at least the basis on which other banks might ground
their own strategy.

We commence the body of this analysis with Chapter 2, which
briefly summarizes how the crisis evolved from July 2007 until the
end of 2008 with its transformation of banking structures and own-
ership. Our focus is on the contributing factors, the data which track
its evolution and the new insights obtained as the crisis evolves.
Avid readers of the financial press, in particular the Financial Times,
may wish to skip over this chapter, but for others it may be a useful
explanation of how losses on a segment of the US mortgage market
morphed into the worst global banking and economic crisis since
the US meltdown in the 1930s.

The insights from our interview series and data analysis commence
with Chapter 3, which provides the answers to a central question
with which we opened each interview: ‘what have we learned from
this experience which is relevant for future planning?’ Our inter-
view base includes senior bankers (including two chairmen of major
global banks), regulators in the US and UK, the major rating agencies,
and experienced bank analysts and management consultants from
leading firms in major financial centres.

The dominant issue in the ‘turmoil’ has been risk management,
and Chapter 4 addresses the lessons of experience since mid-2007. In
sum, how might the various constituencies – the banks themselves,
investors, rating agencies, governments and regulators – improve
their ability to detect and resolve issues which by the end of 2008
have generated over a trillion dollars of losses for the banks alone,
quite apart from other financial institutions and investors? While
many of these constituencies have yet to agree a new regulatory
framework, its possible outlines are beginning to take shape.

Chapter 5 focuses on business models – in effect, the strategic
decisions made to allocate resources – as well as perennial issues,
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Introduction 3

such as that of size and complexity, which now raise new ques-
tions in a quasi-nationalized banking world. The three core strategic
dimensions – client base, product line and geographic scope – are
each addressed on the basis of our interview series.

The related issues of leadership and culture are the focus of
Chapter 6. In our earlier books on best practice in bank manage-
ment, we have found that these ‘soft’ issues are central to bank
performance, and the recent turnover of top management in trou-
bled banks has given added meaning to the issue of the ability of
senior bankers to manage a large and complex business.

Chapter 7 provides the views of industry analysts and our intervie-
wees on the likely evolution of banking profits and returns on equity
over the intermediate term. A number of useful empirical studies,
usually based on data from previous banking and economic cycles
going back to the 1930s, provide a useful consensus on the interme-
diate term outlook for bank profits and returns on investment in the
new environment. Such views are understandably couched in ten-
tative terms, given the uncertainties in particular for the real world
economic impact of the banking crisis in 2009–2010, but also for the
issue of valuing the toxic exposures many banks continue to carry on
their balance sheets.

Our focus on bank strategies continues with Chapter 8, which pro-
files a number of banking institutions cited by our interviewees as
successful business models which might be relevant for their peers.
As indicated above, such past success is no guarantee of future results,
but the models may be useful to peer banks and other constituencies.
Every effort has been made to select cases from a variety of banks
from different sectors and geographies. The format of the case stud-
ies includes a brief profile of the bank, analysis of its basic strategy
and our views on the possible outlook for the future.

Chapter 9 provides a brief summary of our findings as well as
our interviewees’ and our own view of the outlook for the future
for banking strategies. A particular effort has been made to identify
issues which have not been resolved by this crisis and may reasonably
be expected to recur in the future, and those policies and mecha-
nisms which hopefully will be put in place to prevent such a repeat
performance.

PROOF



August 19, 2009 20:52 MAC/TIMES Page-109 9780230_235717_12_ind01

Index

Albertson, Robert (Sandler
O’Neill & Co) quotations on

banking concentration, 31
causes of crisis, 14–15
customer relationships, 38
future ROEs, 57
new leadership, 51

Banco Itau, 62–4
banking crisis

see also ‘turmoil’
banking crisis analysis

citigroup figure, 7, 54–6
IMF, 54
Merrill Lynch, 56

bank profits and return on equity
(ROE), role of, 53–9

caveat of timing, 53
views of interviewees, 56–9

bank ROEs, 59
bank take-overs (during crisis)

Fortis Bank, 32
HBOS, 32, 47, 97
Merrill Lynch by Bank of

America, 32
Wachovia, 20, 32–4, 64, 90–3,

97, 103
Bischoff, Sir Win (former Chairman,

Citigroup) quotations on
common features of banking

crises, 13–14
focus on traditional banking, 39
issue of size and complexity, 29
leveraging global network, 42

shift to non-US earnings, 43
views on future ROEs, 56–7

Boston Consulting Group (BCG),
analysis by

graphs, figures, (2.5, 2.6, 2.7, 2.8,
5.1), 9–12, 47

business model, evolution of
analysis and summary of views,

46–7
client segments and focus, 41–2
definition, 28
geographic focus, 42–4
investor model, 45–6
issue of size/complexity, 28–32
outlook for restructuring, 32–5
possible winning portfolio, 47
product range, 38–41
views of regulation, 35–8

Butler, Pat (McKinsey & Co)
quotations on

bank models, 37
bank ROEs, 59

case studies of successful bank
strategies

selection criteria, 60
structure of case studies, 61
see also Banco Itau; Goldman

Sachs; HSBC; JP Morgan
Chase; Santander Group;
Standard Chartered Bank;
UBS; Wells Fargo

collateralized debt obligations
(CDOs)

composition and definition, 5–6
RMBS component, 6
‘super-senior’ component, 6, 9

Fahey, Elaine (Fitch Ratings)
quotations on

future ROEs, 58
deposit generation, 41
issue of size and complexity, 31

stress testing, 19
Flint, Douglas (HSBC)

quotation from 2004 interview, 71

109

PROOF



August 19, 2009 20:52 MAC/TIMES Page-110 9780230_235717_12_ind01

110 Index

Freeman, James (Freeman & Co.),
quotations on

Asia, 43
bank M & A, 33
future bank ROEs, 56
new products, 22
risk management and

compensation, 25

Garvin, Mark (JP Morgan Chase)
quotations on

JP Morgan Chase performance, 52
managing size, 32

Goldman Sachs, 64–8
Green, Stephen (Chairman, HSBC),

Asia focus, 43
projected HSBC ROEs, 58

quotations on
understanding risk, 15

advantages of size/diversity,
29–30

Hill, Tom (UBS) quotations on
culture and leadership, 50–1
emerging markets, 44
fund management, 40
future banking profits, 57
risk management, 14
size and complexity, 30

Hintz, Brad (Sanford Bernstein)
quotation on Goldman Sachs, 68

HSBC, 68–71
Huertas, Thomas (Financial Services

Authority) quotations on
banks as victims of own

success, 17
rating agencies, 20

Inciarte, Matias (Santander Group)
quotations on

banking supervision, 26–7
business model, 45
need for diversity, 44
traditional commercial

banking, 35

International Monetary Fund (IMF)
analysis of previous losses

from banking crises, 54
estimate of total bank losses, 11

JP Morgan Chase, 72–6

key drivers of crisis
complex financial

instruments, 5
de-leveraging, 6
economic boom, 4
increased leverage, 4
macroeconomic imbalances, 4
mark to market accounting, 5

Kovacevich, Richard (Wells Fargo)
quotation from Leadership

in Financial Services,
92–3

leadership and culture, role of
relevant earlier books by

author
‘Excellence in Banking’ (1989)
‘Excellence in Banking Revisited’

(1994)
‘Leadership in Financial Services’

(1997), 48–9
views on leadership today,

49–52
Leonard, John (BlackRock

Investment Management)
quotations on

approach to emerging
markets, 44

bank ROEs, 57
fee income, 39
government ownership, 34
statistical models, 23

lessons for future risk
management

liquidity management, 27
role of bank regulator, 26–7
role of management, 23–6
role of statistical models, 22–3

PROOF



August 19, 2009 20:52 MAC/TIMES Page-111 9780230_235717_12_ind01

Index 111

lessons from the crisis
overall lessons, 13–17
role of rating agencies, 18–21
systemic risk, need to identify,

16–17

Maguire, Andy (Boston
Consulting Group)
quotations on

business model, 46
importance of scale, 32
lessons from crisis, 16
M & A, 34
management competence, 24
product repricing, 40

McKinsey & Co.; analysis by
graphs, figures (2.1, 2.2, 2.3, 2.4 ),

5–9
Monro-Davies (former CEO

of Fitch Ratings)
quotations on

blame for crisis, 16
rating agency models, 20

Moreno, Vasco (Keefe Bruyette &
Woods) quotations on

business models, 30
customer deposits,

38–9, 41
future ROEs, 57–8
risk models, 23

Nicastro, Roberto (UniCredit)
quotations on

bank ROEs, 58
business model, 45
investor pressure, 16
strategic focus, 34

Ramsden, Richard
(Goldman Sachs)
quotations on

bank liabilities, 40
bank regulators, 26
business models, 46
future ROEs, 58
leadership, 52

‘out of footprint’ risks, 45
rating agencies, 20–1

rating agencies, role of
conflict of interest, 21
loss of credibility, 18
reduce reliance on, 18
review and specify

assumptions, 19
risk models, 19

Samuels, Simon (Citigroup)
quotations on

2006 research paper, 28
bank M & A, 33
customer deposits, 38
future ROEs, 56
growth markets
investors in crisis, 15, 43
leadership, 50
rating agencies, 18
risk management
Tier 1 ratio, 25

Sandler O’Neill & Co
estimate of US banking losses, 12

Santander Group, 76–80
sub-prime mortgage loans

definition, 5
‘San Andreas Fault’, 7

summary and outlook
the author’s own views for the

future, 104–7
conclusions from case studies,

101–4
synthesis of interviews, 95–101

Theodore, Sam (Financial
Services Authority)
quotations on

bank M & A, 33
business model, 31
future ROEs, 57
leadership, 50
rating validity, 24
role of home market, 44

UBS Wealth Management, 84–9

PROOF



August 19, 2009 20:52 MAC/TIMES Page-112 9780230_235717_12_ind01

112 Index

Van Praag, Lucas (Goldman Sachs)
quotations on

BRIC focus, 43
Credit markets

dislocation, 49
Goldman Sachs model, 42
priority lines of

business, 41

Wells Fargo, 89–93
Wendel, Charles (Financial

Institutions Consulting)
quotations on

banks’ core mission, 35
bank ROEs, 59
deposit-gathering, 39
rating agencies, 18

PROOF


	Contents
	Chapter 1: Introduction
	Index



