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FORGING A
NEW BANKING
LANDSCAPE

TOP-DOWN VIEW, ASIA
FOCUS, REGULATION

12
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ENGINES FOR
ECONOMIC GROWTH
Banks are not 'socially
useless’, as the chairman of
the UK regulator recently said,
but the onus is on them to
prove their worth as engines
of economic stabilisation and
growth

John Varley, chief
executive, Barclays

ALL EYES ON ASIA

As the balance of world
economic power shifts slowly
but surely to the high-growth
markets of Asia, the financial
centres of Asia will compete
even more with New York,
Frankfurt and London

Peter Sands, chief
executive, Standard
Chartered Bank

LESSONS FROM

THE ‘LUCKY
COUNTRY’

Bucking global trends for
advanced nations, Australia
achieved economic growth in
each quarter of 2009, thanks
to a robust banking system,
which has been overseen
by the Australian Prudential
Regulation Authority since
1998

John F Laker, chairman,
APRR
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VIEW, DATA FOCUS

20
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RISK:THE

WAY AHEAD

Managing risk poorly was

at the root of the financial
crisis. An ability to measure,
manage and mitigate risk
well will be the key strategic
advantage for the successful
financial services firm in the
future

Klan Smith, global head of
risk strategy, group risk,
HSBC

TAKING A SINGLE
VIEW OF RISK

A better understanding

of both quantitative and
qualitative risk will be
essential if the financial sector
is to avoid a repeat of the
financial crisis. All risk should
be treated as one

Pauline Bird, senior
manager for business
restructuring technical
and risk management,
BDO Stoy Hayward

GETTING TO GRIPS
WITH A RISKY
BUSINESS

The cliché 'garbage in,
garbage out' is well known in
the risk business, but beyond
data quality, the breadth and
diversity of data also needs to
be considered

Lawrence Dunn, head

of risk management
business for EMEA,
RiskMetrics Group

RISK MANAGEMENT:
STANDING UPTO
SELF-INTEREST

Sponsored by SAS
Understanding and assessing
risk correctly is fundamental
to the financial services
industry. The failure to do

50 has been highlighted by
the crisis and banks need to
prioritise customers' needs to
ensure their future success
Benny Higgins, CEO,
Tesco Bank

REASSESSING RISK
INFRASTRUCTURE

Sponsored by Murex
The role of risk within a bank
has dramatically changed
since the start of the crisis.
Banks need to concentrate
on improving processes
and systems to establish an
effective risk management
framework

Maroun Edde, CEO,
Murex

DEALING
WITH NEW
REGULATIONS

34
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NEW RULES, BOOM AND BUST,
FUTURE LEADERS, FOREIGN
EXCHANGE

REWRITING THE
RULES

Banking regulation needs

a fundamental overhaul.
However, risk, not size, needs
to underpin the shape of the
new regulatory framework
Robert P Kelly, chairman
and CEO, BNY Mellon

SIXWAYS TO AVOID
BOOM AND BUST
Mapping out six ways to
reform Europe’s financial
architecture in a bid to avoid
another boom-bust cycle
Franz Nauschnigg, head
of European affairs and
international financial
organisations division,
Central Bank of Rustria

SURVIVAL OF

THE FITTEST:
IDENTIFYING THE
FUTURE LEADERS OF
FINANCE

Reshaping the regulatory
framework in which European
banks operate will be a long
and complex business, but
may bring opportunities for
some

Dr Nikolaos
Georgikopoulos, research
fellow, Centre for

Planning and Economic
Research

IF IT AIN’T BROKE,
DON'T FIX IT

New rules that will ¢reate
central counterparty clearing
for derivatives were inspired
by a desire to increase
transparency and avoid
excessive speculation, but
regulators should beware of a
one-size-fits-all policy. This is
a key concern for the foreign
exchange market

Kevin Rodgers, global
head of foreign exchange
options, Deutsche Bank




What does the future
hold for international
banking?

the worst financial crisis in living needs a major overhaul and that risk,
memory, it is time for the banking rather then size, needs to underpin the

sector to start rebuilding again. But what shape of any new regulatory framework.
form will this post-crisis ‘brave new world’ How to Run a Bank will also tackle
take? The Banker’s second edition of How to the thorny issues of bankers’ bonuses,
Run a Bank has taken contributions from while publishing a contribution from
some of the world’s leading industry Marcello Bianchi, the chairman of the
figures. Bankers, regulators, academics Organisation for Economic Co-operation
and economists have all contributed to and Development’s steering group on
a universal guide on how to run a bank corporate governance, on forging a new
in this entirely altered financial and governance framework. For some people,
regulatory landscape. such as Andrew Hilton, a former World

John Varley, chief executive of Barclays,| ;Bank economist and director of the Centre
says that contrary to some schools of! :for the Study of Financial Innovation,
thought, banks are not ‘socially useless’, nothing profound appears to have changed
but the burden of proof is on them to as a result of the past 18 months and the
establish that they are ‘socially useful’ by world has wasted a good crisis.
being engines of economic stabilisation With almost 40 contributions from
and growth. specialists across the banking and finance

Chief executive of Standard Chartered spectrum, The Banker's 136-page guide on
Bank, Peter Sands, writes that the biggest how to run a bank in 2010 aims to tackle
beneficiaries of the crisis will be in Asia, every aspect of international banking,
with Asian capitals poised to take on the in time for a new decade. How will the
established international financial centres securitisation market cope with a raft of
of Frankfurt, London and New York in the new regulation and what will this mean
years to come. for the industry? How will banks rebuild

Risk management lay at the heart of the their shattered reputation in the public’s
crisis. With this in mind, HSBC’s global eyes and what is the future for corporate
head of risk strategy, group risk, Alan and retail banks in the face of stiff new
Smith, gives a blow-by-blow guide on how non-bank competition?

As the dust begins to settle after Mellon, writes that banking regulation

to avoid the errors of the past, while other The book concludes with an article by
senior risk specialists map out how risk The Banker’s editor, Brian Caplen, on what
managers need to change their ways. kinds of strategies banks will need to adopt

On the regulatory front, John Laker, the in the future in order to succeed in an
chairman of the Australian Prudential entirely altered financial and regulatory
and Regulatory Authority, explains how landscape. The Banker has attempted to
Australia managed to avoid some of the leave no stone unturned in search of the
pitfalls that other developed countries fell best way to run a bank at this watershed
into. Robert Kelly, chief executive of BNY time for the industry.
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GOVERNANCE
ISSUES

GOVERNANCE, PAY, BONUSES,

BOARDS

46 BUILDING A NEW
GOVERNANCE
STRUCTURE FOR
K STABLE FUTURE
The OECD is well-placed to
map out a new framework
for corporate governance to
avoid a repeat of the financial
Crisis
Marcello Bianchi,
chairman of the OECD
steering group on
corporate governance,
and Mats Isaksson,
head of corporate affairs
division, OECD

48 BANKERS’ PAY:
A NEW REGULATORY
FRAMEWORK
Whether we like it or not,
substantial change to
remuneration structure and
governance to address
excess pay is on its way
Jon Texry, reward
partner and Tim
Wright, reward director,
PricewaterhouseCoopers

50 BANKERS’ BONUSES:
A DEFENCE
The debate about bonuses

has got to return to a sensible

discussion about how to
maximise performance and
minimise risk

Chris Roebuck, human
resources consultant

52 BUILDING A
NEW BOARD

Bad bank governance and
extreme leverage may
have compounded the
recent economic crisis, yet
the system of intervention
must be reassessed
Luigi Zingales, Robert C
McCormack professor

. of entrepreneurship and
finance, Booth School of
Business, University of
Chicago

TRENDS IN
CORPORATE
& RETAIL
BANKING

56

58

62

NEW BRANDS, REVENUE
MODELS, MID-TIER BANKS

WILL NEW BRANDS
MAKE THEIR MARK IN
RETAIL BANKING?

The changes in high street
banking have created a once-
in-a-lifetime opportunity for
existing retailers and overseas
operators to establish
themselves as the ‘new banks’
Colin Kersley, CEO, M&S
Money

PROFITS UNDER
PRESSURE: THEWAY
FORWARD FOR BANKS
Banks will either need to
consolidate further or re-
shape their revenues to align
price with the cost to service,
and to move from a product
industry to a service industry
Julian Skan, senior
executive, Accenture

LONG LIVE THE
MID-TIER BANKING
REVOLUTION

For the boldest mid-tier
banks, 2010 might turn out
to be a seminal year. As with
all rare events, this crisis has
provided rare opportunities
and regional or super-
regional players could reap
big benefits

Joel Mandelbaum, chief
executive, Wall Street
Systems

TECHNOLOGY

DATA USE, STAYING AHEAD

66 DATA:THE SILENT
VOICE OF THE
CUSTOMER
Data surrounding customer
behaviour is valuable to
banks' relationships with
their clients and their risk
management strategies
Alastair Sim, senior
director of global
marketing, SAS

68 HARNESSING NEW
TECHNOLOGY TO
STAY AHEAD
Linking technology flows
allows firms to assess their
relative exposures. New
techniques are providing
financial institutions the ability
to model real-time data
as they sirive to meet new
regulatory requirements
Jim Goodnight, CEO, SAS

RESTRUCTU-
RING THE
BALANCE
SHEET

Chapter sponsored by SAS

SECURITISATION, STANDARDS,
RISK FRAMEWORK, LIQUIDITY

72 SECURITISATION:
A DEFENCE
Highly influential people are
asking whether securitisation
is the far superior alternative
to a conventional banking
system. One way to find
an answer is to consider a
world where banks replace
securitisation
Ralph Daloisio, chairman
of the board, American
Securitization Forum

74 SECURING
STANDARDS FOR
FUTURE STABILITY
A number of industry-led
and regulatory initiatives
may be able to salvage the
securitisation industry's
reputation and create the
confidence to help recovery
and boost EU economic
growth
Rick Watson, managing
director, Association for
Financial Markets
in Europe, European
Securitisation Forum

76 CALLFOR A POST-
CRISIS RISK ANALYSIS
FRAMEWORK
The credit crunch
showed asset and liability
management is in need of
fine-tuning, having proven
inefficient even in cases
where managed by a single
committee or representaive
Steve Husk, CEO,
FRSGlobal

78 LIQUIDITY...YOU
ALWAYS HAVE
ENOUGH UNTILYOU
NEED IT

A deeper understanding of
the vagaries of risk will help
to ensure we do not endure
another credit crunch

David Vandez, co-founderz,
Liquidatum

HOW TO RUN
AN ISLAMIC
BANK

INNOVATION, FUTURE
CHALLENGES

82 ISLAMIC FINANCE:
THE AGE OF
INNOVATION
The Islamic market is
expanding rapidly, but to
become a global force, it
needs to create a range of
innovative, flexible products
that emphasise its ethical
focus
Stephen Timewell, editor
emeritus, The Banker

86 THE ROAD AHEAD
Although Islamic banking
is developing rapidly, there
are challenges it must tackle
if it is to continue successful
expansion within the wider
financial system
Dr Fouad Matraji, general
manager, Arab Finance
House, Beirut

How to Run a Bank

1



ow to Run a Bank

THE I‘UTURE OF
SECURITIES

MARKET STRUCTURE,
INTERNATIONAL FINANCIAL
CENTRES

90 THE
DEMOCRATISATION
OF SPECULATION
Market structure, once driven
oy the banks as the major
members of the monopoly
exchanges, is now driven
by proprietary trading firms
acting for themselves
Richard Balarkas, CEO,
Instinet Europe

92 OBSTACLES AND

OPPORTUNITIES
FOR INTERNATIONAL
FINANCIAL CENTRES

As the dust begins to settle
after the financial crisis,
international financial centres
will have to adapt to survive in
a new and tougher economic
and regulatory environment
Alex Shapland, partner
for regulatory and

IFC practice, and
Nicholas Dutton, senior
manager for regulatory
and IFC practice,
PricewaterhouseCoopers

THE FUTURE OF

PAYMENTS

PAYMENTS, SEPA, NEW ROLES,
REMITTANCES

96 COLLABORATE
TO SUCCEED

A collaborative approach
within transaction services
organisations and with other
market players will enable the
industry to steer away from
commoditisation

Francesco Vanni
d’'Archirafi, head of global
transaction services, Citi

98 THE PRICE OF

HARMONISED
PAYMENTS

After a painfully slow

start, the uptake of SEPA
credit transfers in Europe
is beginning to increase,
though many challenges
remain before the dream
of a harmonised European
payments area becomes a
reality

Tony Richter, head of
business development,
payments and cash
management, Europe,
HSBC

100 MOVING INTO
THE LIGHT
Suffering from years in the
shadows of its more profitable
corporate and investment
banking cousins, the credit
crisis was the catalyst needed
to re-assess the relevance of
transaction banking

Francesco Burelli,
director of the payments
team, Deloitte LLP

102 MONEY ON THE MOVE
Remittance volumes have
held up well in the face
of a global downturn, but
traditional players are facing
increased competition as

better technology and new
requlation opens the way
for more varied distribution
channels

Charlie Corbett,
commissioning editor,
How to Run a Bank 2010

BANKING
AND THE
ENVIRONMENT

REPUTATION
AND
BRANDING

GREEN THINKING, SOCIAL
RESPONSIBILITY

108 SUSTAINABLE
THINKING
Understanding the
importance of sustainable
banking will be critical
both in helping to protect
the environment, and in
maintaining healthy bank
profits
Jianping Gao, chairman,
Industrial Bank China

110 MAINSTREAMING
SUSTAINABILITY
As more business
opportunities for banks
emerge through social
responsibility programmes,
the theme of sustainability
is becoming a key factor of
competitive differentiation
between financial service
providers
Abyd Karmali, global
head of carbon markets,
and Matt Hale, head of
sustainable banking,
EMEK, Bank of America
Merrill Lynch

FRONTIER
MARKETS

UNBANKED, FRONTIER
BUY-OUTS

114 REACHING OUTTO
THE UNBANKED

Mobile banking could be the
answer to transforming the
lives of countless millions of
ordinary Africans, but there
are huge challenges ahead
before the dream becomes a
reality

Dave Van Niekerk, CEO,
Blue Financial

Services Limited

118 HOW TO BUY A BANK
IN AN EMERGING
MARKET
Buying a bank in an emerging
or frontier market is a
course strewn with potholes.
However, investors that
take due care and attention
will in many cases catch a
bargain with strong growth
opportunities
Mark Richards, partner,
Actis

REPUTATION, BRAND

122 BANKING: A
CONTFIDENCE TRICK?
At a time when consumer
trust in banks is arguably
at an all-time low, a focused
and strategically integrated
consumer communications
programme could be one of
the most vital priorities for a
bank, whether it is financially
challenged or healthy
Geoffrey
Pelham-Lane, UK CEO,
Financial Dynamics

124 BANKERS: FROM
HEROES TO ZEROES
Rebuilding damaged
reputations will be a critical
concern for banks across
the developed markets, but
trying to restore trustin a
disillusioned customer base
will take time
David Haigh, CEO,
Brand Finance

LOOKING
AHEAD
POSTCRISIS LIFE, FUTURE

OPPORTUNITIES, FINAL
AGENDA -

130 AREWEWASTING A
GOOD CRISIS?
The international debate on
the structure of post-crisis
financial regulation will take
many courses, but it seems
many already feel that a good
crisis has been wasted
Andrew Hilton, director,
Centre for the Study
of Financial Innovation

134 REBUILDING
BANKING
The post-crisis world
will be a very different
place as regulation is
overhauled, mergers and
acquisitions pick up pace and
emerging markets and new
technologies are explored
Brian Caplen, editor,
The Banker

136 THE FINAL AGENDA
A number of invaluable
lessons can be learned from
the recent financial crisis,
which will go a long way to
strengthening the banking
industry for the future
Charlie Corbett,
commissioning edj
How to Run a Bgank gfl’o
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dealing with new regulations

Six ways to
avoid boom
and bust

Head of
European Affairs
Central Bank

of Austria

THE HEAD OF EUROPEAN AFFAIRS
AT THE CENTRAL BANK OF AUSTRIA
MAPS OUT SIX WAYS TO REFORM
EUROPE’S FINANCIAL ARCHITECTURE
IN A BID TO AVOID ANOTHER
BOOM-BUST CYCLE

he current crisis is the worst global
: financial and economic crisis

since the Great Depression of
the 1930s. As a consequence of the Great
Depression, the Bretton Woods System
was established in 1944. The financial
system was strongly regulated, and a
strong role was assigned to the state
(fixed exchange rates, capital controls
and demand management). [t was quite
successful, bringing strong growth, low
unemployment and inflation. There were
few financial crises until its breakdown
in 1971.

This was followed by a worldwide trend
of deregulation {especially of the financial
sector) and privatisation under the
monetarist and neo-liberal paradigm. The
failure of the state and the alleged greater
cfficiency of market solutions were
stressed. The insight of John Maynard
Keynes, that the Great Depression »

21
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.financial ~markets and boom/bust
‘cycles. Finland, Norway and Sweden
“experienced severe systemic crises in the

‘such as Austria and Iceland, however

had its roots in the imperfections of the |
monetary-financial system, was forgotten.
Financial crises became more common.
The IMF has counted 124 banking, 208
currency and 63 country debt crises in the
period from 1970 to 2007.

A deregulated financial system has
a pro-cyclical tendency, which leads
to overshooting and creates boom/
bust cycles, and usually also massive
overshooting of capital flows. Monetary
policy is undermined by carry trades and
foreign currency loans, which increase
vulnerability.  Despite = widespread
market failure, market elements were
incorporated into banking regulation
(Basel 1I) and accounting rules (mark-to-
market), providing for strong pro-cyclical
effects. The pro-cyclical tendency of the
financial sector became stronger, with
more overshooting and stronger boom/
bust cycles. The pro-cyclicality of Basel Il
and the international accounting rules
must be corrected to make the financial
system less pro-cyclical. The remaining
pro-cyclicality of the financial system
must be compensated by policy action.

the IMF has
counted 124
banking, 208
currency, and 63
country debt crises

from 1970 to 2007

Bubble contagion

In Europe, financial deregulation and
liberalisation triggered lending booms,
speculative bubbles in the deregulated

early 1990s. More regulated European
Free Trade Association (EFTA) countries

“acts as a protective shield for eurozone

did not experience a crisis at that time. .
After extensive liberalisation, Iceland:
experienced a boomjbust cycle with a.

- severe financial crisis in 2008.

Boom/bust cycles developed also in the

.central eastern and south-east Europe

(CESEE) region. The crisis in Iceland led to
contagion in Hungary in autumn 2008. In
early 2009, contagion also affected CESEE :
countries with strong fundamentals,
when their currencies came under
pressure. Euro area banks and countries
with large exposures to the CESEE region
also suffered.

In this crisis, monetary, fiscal and

financial policies have played a central

countries.
‘Strengthening the system
- would strengthen the European financial

_architecture and deepen European
‘integration:

| credit should be introduced to limit:

role in cutting the adverse feedback
loops between the financial and the
real sector. International co-operation
- in particular the EU, G20 and IMF -
has been central to providing financial
support to financial systems, banks and
states. The CESEE region, and countries
and banks with large exposures to this
region such as Austria, have benefited
from this concerted action. Countries
outside the euro area are vulnerable
to currency crises, whereas the euro

There are a number of measures that

Inaboom,acreditgrowthstabilisation :
tax (CGST) on all new private sector .

credit growth. The receipts would flow:
into a cyclical stabilisation fund (CSF) to
be used in downturns.

For the euro arca member states,
the creation of a €200bn counter-

20
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the remaining
pro-cyclicality

of the financial
system must

be compensated
by policy action
cyclical financing facility, based on
Article 122 of the EU Treaty. It should

have incentives to bring the structural
deficit under control.

7y For non-euro area EU member states, :
vJthe creation of a €50bn counter-’
cvclical financing facility, in addition
1 the existing EU balance of payments
assistance facility.

-} For the European Economic Area,
“TEU candidates, FFTA and EU
neighbouring countries, the creation of a
t.50bn EU combined balance of payments
and macro financial assistance facility.

+*The bonds issued and backed by the
v JEU would create an EU bond market.

Th—

The benefits of this would be high,
allowing the EU to better compete for
international investors.

The establishment of bilateral
65wap or repo facilities between the
Eurosystem and EU as well as other
European central banks. For comparison,
the Federal Reserve has concluded swap
agreements worldwide.

- The measures would help to achieve the
‘needed strengthening of the automatic

fiscal stabilisers in Europe, which have
been weakened with the welfare state.
The stabilisation of expectations of

‘ economicagentsagainstbothexternaland
. cyclical shocks would be supported. They |
“would help stabilise financial markets,
- stimulate our economies, correct market

failure and deepen European integration
with no cost for the EU taxpayer.
Substantial welfare gains for the

eurozone, the EU and other countries in .

‘extended Europe’ could be achieved.

biography

Franz Nnusc}}nigg is head of the Furopean affairs
and international financial organisations division
at the Central Bank of Austria.

Key ideas

Crisis management

The pro-cyclicality of
Basel II and the international
accounting rules must be
corrected to make the
financial system less
pro-cyclical.

The remaining
pro-cyclicality of the
financial system must be
compensated by policy
action.

In this crisis monetary,
fiscal and financial policies
have played a central role

In cutting the adverse
feedback loops between the
financial and the real sector.

International
co-operation — in particular
EU, G-20, and IMF - has
been central to providing
financial support to financial
systems, banks and states.
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