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“Someone once said, ‘Great men talk about ideas, good people talk about
things, and everybody else talks about people’. . .Consequently, I seldom
enjoy talking about people, either within our own group or outside.”
—Neil Armstrong, quoted in C. Nelson, Rocket Men:
The Epic Story of the First Men on the Moon,
John Murray Publishers, 2009
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Present and Future Principles
of Governance and Gulture

corporate governance is a discipline in its own right. For example, the
academic journal Corporate Governance — An International Review
celebrated its 25% year in 2017. While that may not necessarily make the
subject a “science”, it does indicate that it’s a reasonably distinct special-
ism that deserves to be taken seriously. Culture, on the other hand, is a
slightly more elusive topic to define. However, both of these arts are very
important aspects of finance in general and bank management in particular.
Anyone who disagrees with this, especially with respect to wider financial
markets and not just banking, should read What They Do With Your Money
by Stephen Davis, Jon Lukomnik, and David Pitt-Watson (Yale University
Press, 2016). A more damning indictment of the financial system in place
in most Western countries would be hard to find: the authors identify cul-
ture and governance as being at the heart of much of what is negative in
the industry.

The governance framework and culture was self-evidently flawed in
every crashed Western bank of 2007-2008. That nothing overmuch was
said, let alone done, about either beforehand was simply because it’s diffi-
cult to speak up when things are going well and one set of stakeholders, the
executives and employees, are being paid above-average salaries. Once the
bank goes bust, then the flaws expose themselves. The most glaring feature
of the bank failures of 2007-2008 or the ones of an earlier generation in
the early 1980s is that they expose the supreme incompetence at the heart
of all of them.

Banking is not a difficult art in which to make money. Just the act of
being a bank extracts a certain monopoly rent; being on the high street with
a banking license and an unspectacular credit rating means customers will
always deposit their daily cash requirement with you for a few basis points,
money that the bank can lend at several hundred basis points higher even if
the borrower supplies quality collateral. That’s why even banks with poor
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service, poorer product range, a laughable image, and limited intellectual
capital can still make a profit every year. For a bank to run out of capital
is the equivalent of an aeroplane crashing because it turns out the person
at the flight controls wasn’t actually a pilot. For a bank to fail because of
liquidity management inadequacy is even more unforgivable: analogous to
someone tasked with being in charge of the water supply on a lifeboat in the
middle of the Pacific who realises he’s forgotten to pack the water bottles.
This chapter is worthy of inclusion in Part IV, the “future of banking”
section of the book, rather than Part III because its subject matter is so
important. Banks need to get the governance and culture bits right in order
to regain, and retain, a status as trusted pillars of the community that exist
to do good for society. The book extracts in this chapter address cultural
aspects to an extent, including the topic of remuneration, as well as gov-
ernance imperatives. The new material concentrates more on governance
and provides recommendations and principles for best-practice in banks.
We believe that the material is applicable to all banks, irrespective of their
business model, product suite, or customer franchise. (There are of course
detail differences in approach to this discipline depending on jurisdiction, so
we speak here only in general terms. Note that one of the biggest differences
in governance framework is between what is seen at “Anglo-Saxon” banks,
with their unitary Board structure, and banks on the European continent
and elsewhere which tend to have the dual Board structure. What is impor-
tant is to realise precisely where and with whom specific responsibilities lie.)

This extract from The Principles of Banking (2012)

Effective Bank Corporate Governance: Conclusions
from the Market Crash

EFFECTIVE BANK CORPORATE GOVERNANCE: CONCLUSIONS
FROM THE MARKET CRASH

Banks are the critical infrastructure component in an economy. They provide
financing for individuals and corporations, and facilitate the transmission of
funds across payment systems. The effective functioning of any economy
depends on banks ensuring the supply of credit and liquidity throughout
the business cycle and in all market conditions. The importance of banks
to human well-being and societal development is recognised by the fact
that in virtually every country banking is a regulated industry and protected
by taxpayer-funded safety nets. The efficient mobilisation and allocation
of funds is dependent on efficient corporate governance at banks. When



Present and Future Principles of Governance and Culture 1149

they are able to undertake this, the cost of capital is lowered for all market
participants. This in turn increases capital formation and raises productivity
growth. Therefore the management of banks has implications for corporate
as well as national prosperity. This in turn highlights the importance, and
central function, of bank governance. It is self-evident then, that bank cor-
porate governance must be robust, effective, adaptable to changing circum-
stances and fit for purpose.

In the banking industry corporate governance refers to the manner in
which the business and strategy of the institution are governed by the firm’s
board and senior management. An accurate and succinct description of it is
given in BIS (1999), which describes the mechanics of bank corporate gov-
ernance as (i) setting the bank’s objectives, including target rate of return for
shareholders; (ii) setting the control framework that oversees the daily opera-
tions of the bank; (iii) protecting customer deposits; (iv) setting strategy that
accounts for the interests of all stakeholders, including shareholders, employ-
ees, customers and suppliers; and (v) maintaining the bank as a going concern
irrespective of economic conditions and throughout the business cycle.

A banking crisis highlights the failure of bank corporate govern-
ance with dramatic effect. The financial crash and economic recession of
2007-2009 resulted in the demise of a number of banks, of varying size and
systemic importance, in the US and Europe. The evidence from the crash
is that corporate governance at many banks failed completely, at least with
respect to points (iv) and (v) above, and in many cases with respect to all
five governance objectives. This was despite the fact that the banking sector
is heavily regulated and subject to internationally agreed rules on capital
buffers and accounting transparency.

The Conventional Bank Corporate Governance Framework

We noted in the literature review that there is no universal bank corporate
governance model. Differences in organisation and infrastructure differ by
regulatory jurisdiction and also within them, depending on the type of insti-
tution being considered. The Basel Committee, as noted in BCBS (1998)
and BIS (1999), suggest the following, inter alia, as elements of strat-
egy and technique that are essential to an effective corporate governance
arrangement:

* a coherent and explicit statement of strategy for the business, with
stated required return and performance measures;

* clear and transparent outline of responsibilities for the executive
management;
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e explicit lines of authority and communication, from the Board
downwards and from business lines upward;

e strong framework of internal control, and accountability, and
review procedures and processes for this control (including
internal and external audit arrangements and a Board audit-risk
committee);

¢ an effective risk management framework that also describes the
monitoring and reporting of all risk exposures;

* transparent information flows both internally and externally.

These principles would always be required, in any economic envi-
ronment. In the wake of the crash, it is reasonable to conclude that the
above principles were not observed at many banks. However, that
does not suggest that these principles need to be changed, but rather
observed and enforced more adequately and, in a number of key respects,
added to.

Irrespective of the regulatory jurisdiction of a bank, at the top level
there are five areas of governance over which strong oversight must be
established. These are (i) genuine controlling supervision by the Board of
Directors; (ii) supervision by individuals who do not work within the busi-
ness lines; (iii) direct executive supervision of each business line; (iv) inde-
pendent audit and risk management sub-boards; and (v) senior personnel
who are sufficiently expert in their jobs. In other words, a “rubber stamp”
Board is not acceptable.

The Board should establish a coherent, articulated strategy for the
bank. This is stated in BIS (1999), but was not always observed. However,
strategy objectives must be reviewed on a frequent basis, so that they can be
altered as necessary to respond to changes in economic circumstances. Such
macroprudential oversight is perhaps the most difficult aspect of a Board’s
responsibilities. Further, board directors must be qualified to perform their
role and must be able to access all necessary information, on a timely basis,
to enable them to perform their duties. The events during the crash suggest
that this was not always the case.

Board Structure and Role

The most effective composition of a bank board remains an issue for debate.
Heidrick and Struggles (2009) define three different forms of board struc-
ture that are common in Western Europe and North America, which we
summarise at Figure 18.1.
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The fully unitary system is common in UK banks, as well as in Spain,
while the two-tier format is required by law in Germany, and also observed
in Switzerland and Holland. The mixed system is observed in Belgium. All
these countries, with the exception of Germany, suffered a banking crisis
of one type or another in 2008, while a number of German landesbanks
had to be rescued by the federal government. On anecdotal evidence there-
fore we conclude that the form of the Board itself does not have a bearing
on the ability of a bank to survive a capital or liquidity crisis. A checklist
of accepted business best-practice operating mechanisms, as contained in
Heidrick and Struggles (2009), confirms further that simple observation of
form for board supervision did not prevent banks from failing to meet the
challenges of the crisis. For instance, UK banks are reported as exhibiting
the highest rating on corporate governance in the study, yet suffered possi-
bly the most serious banking crisis. A country ranked in the study with a low
governance rating, such as Denmark, experienced fewer bank liquidity and
capital problems in the crash.

Other metrics reported in the study are also uncorrelated with the expe-
rience of banks during the crisis; for instance, the average number of board
members at European banks is 11.8; however, countries above this figure
(Belgium, with 12.7 on average) and below it (the UK, with an average of
8.5) both suffered banking crises. Yet, the issue of the most effective size of
a Board remains contentious. Advocates of large boards believe that these
allow scope for representation of diverse interests, as well as a wider range
of expertise. The experience of banks in the crisis, however, suggests that
large boards are unwieldy, as well as unable to react quickly enough to
fast-moving events.

Reproduced from The Principles of Banking (2012)

This extract from The Principles of Banking (2012)

POLICY RECOMMENDATIONS

From our observation of a number of failed banks, we conclude that cur-
rent bank corporate governance culture and legislation is insufficient to deal
with the risk of failure when markets crash. We recommend a number of
measures designed to strengthen the infrastructure of corporate governance,
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and to increase the effectiveness of boards when dealing with dynamic
and volatile market environments. If necessary, these measures should be
imposed by regulatory fiat:

Correct board representation. At none of the failed firms was a
representative of the major debt holders placed on the Board. Market
observations suggest that risk behaviour is related to the type of repre-
sentative on the Board, and insofar as they represent any stakeholder,
NEDs usually represent the shareholders. Increased scrutiny of com-
pany earnings has forced listed companies to report their results on a
quarterly basis; the short-term focus on corporate results makes boards
focus overmuch on share price and peer comparison. A board member-
ship representing solely the management and shareholders, and concen-
trating on such performance parameters, will be predisposed to lower
risk discipline in a rising market. Furthermore, Levine (2004) suggests
that shareholders “have incentives to raise the bank’s risk profile. Debt
holders, however, do not enjoy any upside potential from risk-taking, but
do suffer on the downside if the bank cannot service its debts.” Rarely,
however, if ever, are bondholders represented on the Board. If they were,
the accent on policies and strategies would be more risk averse. There-
fore we recommend that bank boards be required to appoint at least
one member who is a representative of the major debt holders in the
company.

Expert knowledge of board members. In our observation of the events
at KBC Bank, we noted that board members were not familiar with securiti-
sation techniques and structured credit products, and with specific structures
in use within their own group. For board membership, financial services
expertise is a prerequisite. Non-executive directors must have financial
services expertise, and executive directors — including CEOs — must have
direct relevant experience. We noted that Bradford & Bingley and HBOS,
two failed UK banks, appointed CEOs from the retail sector. We recom-
mend therefore that the regulator approve only suitably qualified persons
for board membership. The expertise of board members must be reviewed
annually by bank regulators.

Management understanding of core strategy. A frequent refrain in
risk management principles is to know one’s risk. This maxim is also rele-
vant for senior management from a governance point of view. We observed
that a Board that has no clear understanding of the bank’s direction, beyond
a simple one of growth in absolute size and market share, can be easily
influenced into higher risk business. This was the case at Northern Rock
and DBS. We recommend that boards articulate a clear, coherent definition
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of strategy and raison d’étre that explicitly outlines the areas of business
competence the bank should engage in.

Board size. We observed that direction and risk management can
easily stray into higher risk and inappropriate business sectors with-
out effective checks and balances on management. Bank boards would
be more effective with fewer but more committed members. Large-size
boards diminish a sense of personal responsibility, with each board
member taking refuge in the collective position. This makes it harder
to restrain management and the cult of personality. As long as there
are sufficient checks and balances to ensure that business lines cannot
force their own agenda, we recommend that a Board of 6-10 persons
rather than the norm of 12-20 would make for more effective supervi-
sion and control.

Frequency of board meetings. The frequency of board meetings
was not able to meet the challenge of a dynamic market environment, of
the kind observed in 2008. However, it may be administratively difficult
for a full board to meet more frequently than once every 4-6 weeks. We
recommend that a smaller sub-group of the Board, an “alpha-team” of
key executive directors (the CEO, CFO, one business line head, Treas-
ury head and one or two non-executive directors) meet more often — say
one or two days every month rather than 6-12 days every year. This
would provide more solid direction and awareness of bank business,
especially during times of crisis or negative sentiment when markets are
fast-moving.

Expertise of board sub-committees. It is common practice for boards
to appoint an independent risk committee of non-executive directors; for
example, the Board Audit & Risk committee. However, while such com-
mittees have an important function, they are ineffective unless the mem-
bership is composed of market experts able to understand the nature of the
bank’s risk exposures. Otherwise, the role is more effectively undertaken
by an internal board sub-committee. We recommend therefore that such
board sub-committees consist only of those with proven bank experience
and expertise gained over the business cycle.

Transparency. We observed that frequently senior management
did not issue transparent notices of strategy, intent and risk exposure
to shareholders. In the case of DBS, the description of events in the
annual report was kept opaque. We recommend that regulators enforce
a requirement, reviewed annually, that management communicate to
shareholders in a precise and clear fashion the extent of the bank’s risk
and losses.
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At many banks the performance of senior management and boards
during the crisis of 2008 was unsatisfactory. It is apparent that current cor-
porate governance infrastructure is not sufficiently robust to handle market
corrections. We have outlined a range of recommendations that should, if
implemented by banks and enforced by regulators, assist management to
better handle events during the next crash.

MANAGEMENT STRUCTURE

There is no one right way for a bank to organise its governance struc-
ture; rather, there is an optimum way that best suits the particular bank’s
business model. The basic structure might follow the principles first out-
lined by Coase (1937), his treatise that founded the discipline of industrial
economics. However, banks often arrive at what they believe to be their
optimum governance structure after a period of trial and error and learn-
ing from experience. The purpose of this section is to describe what we
consider to be business best-practice. It should be viewed as a benchmark
template that is suitable for implementation at any medium- or large-size
commercial bank, with detail modifications applied relevant to its specific
environment.

Figure 18.4 illustrates the typical bank management structure. We add
the Board “Alpha Team” as well to it, to manage decision-making during
stress events. The independence of the chief operating officer (COO), and
hence CRO function is paramount here, to ensure the avoidance of the Leh-
mans-type situation that was recounted in Sorkin (2009). However, in some
cases a “dotted line” reporting connection to the CEO, for communications
and policy setting, is logical.

This structure drills down to a committee arrangement that is kept
as simplified and transparent as possible. It is important to avoid over-
lap and to minimise drag on decision-making, as experience of the
crash demonstrates that these factors prevent effective control during
a stress period. We illustrate the recommended committee structure at
Figure 18.5.

The matrix diagram at Table 18.1 describes the terms of reference and
objectives of each of the committees shown in Figure 18.5.
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Board of Directors

“Alpha” Committee

Executive Committee
(ExCo)

Board Audit &
Risk Committee

Table 18.1

Sets the bank’s medium- and long-term strategy
and objectives, and monitors performance
Defines and describes the bank’s high-level
business model

Sets the bank’s target ROE/ROC/ROA and approves
the desired risk-return profile

Monitors the risk exposure and stress scenarios,
ensures they are within a specified risk profile
Identifies medium- and long-term opportunities and
threats to the bank’s business operations

Assumes overall responsibility for managing liquidity
risk for the bank, and specifying liquidity risk tolerance
Smaller committee of principal executives and
non-executive directors, meets during crisis or
stress periods

Executive authority from the Board to manage the
bank as and when required

Organised to meet on a frequent basis

Implements the Board-approved strategy across the
business lines

Responsible for management of the balance sheet
Manages risk exposure and ensures risk stays within
specified tolerance

Sets risk limits at business line level

Manages the regulatory relationships

Manages the liquidity risk position under the
delegated authority of the Board

Responsible for stewardship of the bank’s capital
Approves capital allocation to business line
transactions

Delegated board authority to oversee and control

all aspects of bank finance and accounting policies,
internal control and regulatory reporting functions
Executive and implementation assistance to the Board
on any business matters referred to it by the Board
Undertakes the role of audit committee for the bank
Oversees every aspect of the bank’s business on an
investigative basis and reports to the Board with
recommendations for improvement

Responsible for reporting on all risk and control
issues across the bank, at a both strategic and tactical
level, including financial, capital, liquidity and
operational risk

Bank governance: committee overview.
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Executive Credit
Committee

Executive
Risk Committee

Management
Committee

Asset and Liability
Committee (ALCO)

Balance Sheet
Management
Committee

Reviews decision-making on all capital allocation
issues, as well as the approval of requests for

credit limits

Delegated authority from the Board

Delegates authority to the ALCO and relevant
Credit Committees as required

Approves credit and loss provisions

Delegated authority from the Board with
responsibility for overseeing risk and control

issues at the strategic and tactical level

Review risk tolerances for regulatory, funding and
liquidity risk exposures

Delegated authority from ExCo to implement and
manage the bank’s business lines’ strategy

Monitors and reports on capital and revenue targets
Reports on bank’s performance against business
lines’ strategy and budget

Recommends strategy and implementation therefore
to ExCo for board approval

Not necessary for smaller banks and/or non-group
structures

Discussed in Part II of the book

Meets on a more frequent basis than the Board, and
on a weekly basis if the Alpha Committee is meeting
Technical advisory committee that feeds in to ALCO
Reviews all strategic, external market, peer group
and regulatory developments of relevance and/or
those expected to impact the bank

Reviews the current and forecast state of the

bank’s balance sheet and the impact of external
developments

Monitors trends and forecasts on capital state,
capital requirements, customer deposits, customer
funding gap, net interest margin and net
interest-rate risk

Monitors external macroeconomic indicators and
uses this to recommend policy to ALCO and ExCo
Meets on a more frequent basis than the Board and
other committees, and on a weekly basis if the Alpha
Committee is meeting

Table 18.1 (Continued)

Reproduced from The Principles of Banking (2012)
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This extract from The Future of Finance (2010)

Corporate Governance and Remuneration in the Banking
Industry

Corporate Governance and Remuneration
in the Banking Industry

Corporate governance in the banking industry was severely criticized in the
aftermath of the financial crisis of 2007-2009. Much of the debate centered
on banks’ remuneration, although the failures in corporate governance were
not limited to the bonus culture, which in reality had little connection with
the causes of the crisis. More relevant causal factors that should be looked
at included the type of representatives on the board, the expertise of these
board members, and the partnerships of investment banks.

In this chapter we review the failings of bank corporate governance
during the buildup to the crisis, and present recommendations for improve-
ments to the model.

BONUSES AND A MORAL DILEMMA

The bonus culture is the first topic that is raised when talking about bank
corporate governance. The bonuses that have been paid out to investment
bankers are objectionable in the eyes of many legislators and the main-
stream media, and came under populist attack after banks had to be res-
cued with taxpayer money. This became an emotional debate which has the
potential to lead to flawed decision making that could jeopardize the future
prospects of the banking industry. Therefore this is also the most controver-
sial and sensitive chapter in this book.

We should be careful about automatically condemning bonuses. As
Jack Welch, the former CEO of General Electric, once noted, it is important
to reward the outperformers. These are people who make the difference
in corporate performance. In a free-market capitalist system we need such
people as these, on the one hand, but on the other hand society also needs a
safety net for those who fall out of the system. However, for the continued
success of the system we must be careful not to level out the high perform-
ers, who continuously lift standards and boundaries. Instead of discourag-
ing such people, society actually needs to encourage them, as without them
there would be less for governments and citizens to share.

That said, it is unarguable that there were and still are unjustifiable
excesses and distortions in the remuneration system employed at banks.
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Of course, the problems discussed elsewhere in this book, including fail-
ures in regulation, bank liquidity management, credit standards, and excess
leverage, are more to blame for causing the crisis than the bonus culture.
The argument that high bonuses were the incentive to adopt extreme lever-
age and poor liquidity standards is a sophism. The impression that bankers
would sit together in a meeting room discussing the potential bonus they
could take home if they set up a structured investment vehicle (SIV) or
a collateralized debt obligation squared (CDO-squared) is simply wrong.
That is not how the system works. It would be more correct to argue that
high remuneration arose from the mistakes that were made in the other
areas, but which are not being made a scapegoat. In fact, to concentrate on
bonuses is to abrogate the responsibility for the real errors that were made
in banks, central banks, and government.

Notwithstanding this state of affairs, it is true that in certain cases there
was greed involved and that this greed skewed decision making. But this
is not limited to the banking industry. Consider, for example, the events
at WorldCom, the excesses of CEO Dennis Kozlowski from Tyco, and of
course the Enron saga, which led to the demise of that company’s audit firm
Arthur Andersen.

A DISTORTED REMUNERATION MODEL

Greed is undoubtedly, since prehistory, a trait of humankind. But of course
this does not mean that we should simply accept it and close our eyes to
certain practices.

Let us consider first the type of malpractices that occurred in the bank-
ing industry. A major issue connected with excessive risk taking at banks is
the tendency to calculate the net present value (NPV) of the future profits
made on deals, and add this to the annual profit-and-loss (P&L) budget of a
sales or trading desk. The following hypothetical example is typical of what
occurs regularly at many investment banks.

A salesperson closes a transaction with a client that is a 20-year infla-
tion hedge, for an amount of €250 million. The future cash flows over that
period would create a profit of €4.5 million, which would be a substantial
contribution to the salesperson’s annual budget. However, the €4.5 million
will be realized over the lifetime of the deal (that is, 20 years) and repre-
sents a net present value. There is always the possibility that during the next
20 years the client could go bankrupt and be incapable of fulfilling its liabil-
ities. Potentially this could mean that the bank would be stuck with a nega-
tive mark-to-market on the transaction that could not be recovered from the
client. If we assume this happens three years into the deal, then unwinding
the transaction would create a loss of €1.3 million for the bank.
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The problem, however, is that the salesperson would in all probability
have already been remunerated on this deal three years earlier. And further-
more, as is not unusual in the industry, it is also possible that the salesperson
has left the bank and is no longer an employee. A transaction that the sales-
person originated and received additional compensation for (in addition to
his annual salary) has now created a loss for the bank that paid him.

These practices have been abandoned at certain banks, which have
replaced them with a system whereby part of the profit realized on long-
dated transactions is placed in a reserve account and allocated to the budget
of the trader or salesperson on a year-by-year basis as long as the trade
remains profitable.

Nevertheless, there are still many banks that do not apply this system
and stimulate instead something akin to hit-and-run behavior. The preced-
ing example refers to a long-dated inflation swap, but similar parallels
can be made with the selling or trading of collateralized debt obligations
(CDOs) and other structured credit deals that have maturities of 7 to
10 years or even longer. In the case of the CDO-type product, the authors are
familiar with examples where the profit or fees paid out to sales desks were
dependent on the quality of the tranche of the note that was sold. At a Bel-
gian bank, salespeople received a 5 percent commission of the notional of
the tranche added to their P&L budget whenever they sold to an investor
client the BB+ tranche of a CDO, which is the poorest quality (just above
the equity tranche) of the structure. Investors in a BB+ note, one would
hope, are always sophisticated market participants who understand fully
the risk/ reward behavior of such products. But this is not always the case.
And such a remuneration arrangement can stimulate potentially reckless
behavior. For instance, what if the desk, spurred on by such a remuneration
arrangement, starts selling CDO tranches to clients of its commercial paper
desk? A CDO tranche is not in the first instance a suitable investment for
money-market investors.

Is this greed? To a certain extent it is. But it is the natural outcome of
a system in which senior management does not look at the quality of P&L
realized by its traders or salespersons, but rather its immediate impact. What
system should be adopted? Is there a benefit for the bank and all stakehold-
ers if instead of closing, for instance, 5,000 tickets with low margins in
order to realize its budget, a trading desk closes 10 to 15 deals that generate
a similar profit? This type of mentality created the possibility that some
fixed-income sales desks would focus only on high-commission deals and
would neglect the daily plain-vanilla flow business.

Nevertheless, we must still downplay the hysteria about big bonuses.
Only a very small minority of bank employees receive excessive remuner-
ation packages. (Then again, everything is relative.) For example, during



Present and Future Principles of Governance and Culture 1163

the period 2002-2007 approximately 4,000 people in the city of London
received a bonus greater than £1 million. Out of a total of approximately
325,000 people in London employed in financial services, this is only 1 per-
cent of the total population. In this respect the state of affairs in the financial
industry is replicated in other industries.

This does not mean that there are not certain anomalies. An interesting
observation was made by Clementi, Richardson, and Walter (in Acharya
and Richardson 2009), to wit that something is not quite right when board
members’ remuneration is higher than the return from the underlying stock
or the return earned by shareholders, who ultimately take the risk. Or the
way they phrased it: “Would you rather manage a Wall Street firm or own
the shares in one?”

Their analysis produced some surprising results. First of all, they
compared the total remuneration package of CEOs among several indus-
tries (mining, manufacturing, transport, wholesale, retail, and the financial
industry, including the insurance sector). A first observation is that the aver-
age wealth of a CEO in the financial industry outperforms that of other
industries. This comes as no surprise as this was already a general belief.
Second—and this could explain at first glance why the performances are
higher compared to other sectors—CEOs in the financial industry receive a
higher amount of company shares.

Given this feature, one would think their wealth would be much more
related to the performance of the underlying share. However, if one looks at
the relationship between the wealth of CEOs and shareholders one observes
surprising results. The authors measured the extent to which CEOs’ wealth
would change if the shareholders’” wealth would rise by 1 percent—in other
words, the elasticity of CEOs’ wealth versus shareholders’ wealth. Appar-
ently CEOs’ wealth is less affected in this case compared to shareholders’
wealth performance. And this answers the earlier question: In a downturn
market, CEOs’ wealth is less affected than that of shareholders. This we
understand goes against the fair principles of capitalism. CEOs are guiding
the firm, with the backing from the shareholders, and are taking risks to pro-
duce profit. But if their strategy does not work out, they should be penalized
to the same extent as the shareholders.

UNSUITABLE PERSONAL BEHAVIOUR

As in certain other industries, as well as in the world of politics, the invest-
ment banking industry attracts personalities with a more than healthy inter-
est in acquiring wealth and control. These individuals are often more driven,
and more motivated, than those around them and consequently it is not unu-
sual to see these types promoted to senior positions.
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Senior management in banking is from time to time dominated by
eccentric personalities who manage strategic desks or indeed the entire firm.
This is evident from Sorkin (2009) and McDonald and Robinson (2009).

Reading about the Lehman collapse, one repeatedly comes across the
remark that former Lehman CEO Dick Fuld and his president, Joe Gregory,
did not give the impression that they understood the risks involved in the
new investment banking environment from the 1990s onward. In the two
references just noted, the words remote and denial are often used when
describing the personalities of the top two Lehman executives. What is
implied—which, if true, would be worrying if it is repeated in other banks’
management—is that these shortcomings were often due to megalomania,
excessive ego, and envy.

An example of this is given in McDonald and Robinson (2009),
describing the way Dick Fuld dealt with the rise of the private equity firm
Blackstone, which was run by two ex-Lehman managing directors, Peter
Peterson and Stephen Schwarzman, who it appears were not on speaking
terms with the Lehman CEO. Instead of focusing on the core business and
listening to the advice of his senior investment banking team (Larry McCarthy,
Mike Gelband, and Alex Kirk), who had been warning since 2005 about
the growing risks that Lehman was facing, Fuld was driven by frustration
and envy to start investing in hedge funds, energy companies, credit cards,
commodities, and leveraged mortgages, apparently not only to match the
success of the private equity firm, but also because of a desire to top the
league tables published on Wall Street. This obsession arose to such irra-
tional levels that at certain times when strategic acquisitions were being
discussed at the executive committee, the head of risk management was
asked to leave the room. Clearly, if we accept this anecdote as fact, this is
not only worrying but also extremely dangerous for any firm.

It is certainly possible to run a big organization without getting into
detail on the technicalities of the operation. Genuinely effective business
leaders are wise to surround themselves with experts and talented people
who can guide them into making the right decisions and have the per-
sonality to motivate their troops. However, from the moment that ego is
prioritized over all else, then an organization is in great danger. This dan-
ger is exacerbated if the person at the top is surrounded by sycophantic
acolytes whose only purpose would appear to be simply to keep the mon-
archy in place.

It is difficult, from a corporate governance point of view, to make rec-
ommendations or formulate regulations on how to deal with these types of
phenomena. At the end of the day it is not up to the government or regulator
to remove such people, or better still not to promote them in the first place,
but rather up to the shareholders to vote them out of the organization.
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CONCLUSION

In order to tackle these excesses and incentives of unnecessary risk taking,
we recommend that remuneration policy should have some long-term pros-
pects built into it.

One such policy that is noteworthy is in place at two European
banks with which the authors are familiar. The UK FSA is considering
imposing a similar system at the banks it regulates. The bonus is split
up into three parts. For ease of discussion let’s say this split is in equal
thirds. The first part of the bonus is a straightforward cash payment,
paid out immediately. The second part of the remuneration package is in
the form of shares of stock options that have to be held for a minimum
period of time before they can be sold or exercised. That period should
be around three years. The final part of the bonus, also in cash, is placed
in a claw-back account, which is also monitored for three years. During
that period the bank has the right to reclaim part of this cash back if a
trade or deal originated by the individual concerned starts losing money
for the bank.

A bonus arrangement with postponement of cash payouts would cer-
tainly diminish a hit-and-run mentality among traders and sales. However,
one should not forget that this system would not prevent a crash or crisis
of the kind we experienced in 2007-2009. If this bonus schedule had been
common practice during the beginning of the twenty-first century it would
not have prevented some traders and salespersons from receiving consider-
able amounts of money, even when it would have been spread out over, say,
2003 to 2007. The subprime mortgage crash was created by the buildup of
a number issues acting over a decade.

Another initiative that should be investigated is the return of partner-
ships of the kind that operated on Wall Street and in London among the U.S.
investment banks and UK merchant banks. It would be difficult to prove
empirically, but if partnerships had still existed today, it is possible that
senior management would have thought twice before pursuing certain risky
strategies. Accounting firms still operate under this model, and a partner
at an audit firm company will be careful before signing off on a balance
sheet of an audited client, as the partner can be held legally responsible if
the information on the balance sheet does not reflect reality. So the ques-
tion that should be asked is whether it would make sense to return to this
model in investment banking. We believe that risk-taking behavior of senior
bankers would be more contained if they were personally liable should a
transaction go wrong, as was the case in the past. However, such a model
may be unworkable in today’s global market and large multinational inte-
grated banks.
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Risk behavior is also closely related to the type of representatives on
the board. This is not a discussion that is limited to the banking industry, but
can be generalized for the corporate world. Board members represent the
shareholders. Increased transparency forces listed companies to report their
results on a quarterly basis. There is nothing wrong with this. Nevertheless,
the very short-term focus on corporate results makes board members focus
on the share price. The issue here is that on the boards of banks and com-
panies there are rarely, if ever, members that represent the bondholders (in
case the company has outstanding debt).

Having only people on the board who are mostly concerned about a
rising share price will certainly influence risk behavior and culture, which
always resonates downward from the feelings and beliefs of the highest
level. If major investors in the outstanding debt of a company were to have
a presence on the board, the accent on policies and strategies would be more
risk contained.

There is also the issue of the expertise of board members. Certainly
in banks the sophistication of financial products reached a high level over
time. There are well-known anecdotes of board members of European
bailed-out banks who were not up to speed with, for example, securitiza-
tion techniques and structured credit in general. The authors are personally
familiar with senior management at European banks who displayed this
lack of knowledge of modern banking.

Therefore we recommend that regulators monitor the financial knowl-
edge of all board members and force them to take relevant courses on a regu-
lar basis, in order that they stay updated about developments in the industry.

Reproduced from The Future of Finance (2010)

CORPORATE GOVERNANCE WITHIN BANKING

Banks are the critical infrastructure component in every economy. They
provide financing for individuals and corporations, and facilitate the trans-
mission of funds across payment systems. The effective functioning of any
economy depends on banks ensuring the supply of credit and liquidity
throughout the business cycle and in all market conditions. The importance
of banks to human well-being and societal development is recognised by the
fact that banking is a regulated industry and protected by taxpayer-funded
safety nets in virtually all countries worldwide.

The efficient mobilisation and allocation of funds is predicated on an
inherent trust in the system by all participants; when trust fails, so too does
the system, which is clearly illustrated by events following the 2008 banking
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crisis. While effective regulation is an important component of building this
trust, the most critical element is the corporate governance regime in place
at banks. If the corporate governance regime in place at banks is seen to be
efficient and effective, the cost of capital is lowered for all market partici-
pants. This in turn increases capital formation and raises productivity growth.
Therefore the management of banks has implications for corporate as well as
national prosperity. It is self-evident that bank corporate governance must be
robust, effective, and adaptable to changing circumstances, and fit for purpose.

In general, corporate governance may be described as the manner in
which an entity is governed. This refers to the sets of relationships that exist
between the Board of the entity, its management, employees, shareholders,
and other external stakeholders. These relationships include the manner in
which the various players interact and the steps taken to ensure that the
entity delivers, in terms of the expectations that the various players have
of each other. The UK Corporate Governance Code includes the following
recommended key features:

An effective Board to provide leadership;

Accountability, which also covers transparent processes for the manage-
ment of risk;

Effective remuneration policies, to ensure the alignment of interests
between management and all other stakeholders;

Effective and open relationships with shareholders.

Corporate governance, of course, is not only an issue for banks. Cor-
porate governance codes have been developed in a number of countries (for
example, the King code in South Africa, Code of Governance Principles
for South Africa 2009), setting out good practice with regards to the gov-
ernance of corporate entities. In both South Africa and the UK, all listed
entities are required to either comply with the relevant code or explain any
deviation. Each code has its own areas of focus, and may have styles which
differ. However, all emphasise the need for transparency, accountability, and
long-term sustainability as necessary ingredients for the long-term growth
and success of the entity.

In the banking industry, it is noted that corporate governance is of par-
ticular importance. This refers to the manner in which the business and
strategy of the institution are governed by the firm’s Board and senior man-
agement. An accurate and succinct description is provided in BIS (1999 &
2006), which describes the mechanics of bank corporate governance as:

1. Setting the bank’s objectives, including a target rate of return for
shareholders;
2. Setting the control framework that oversees the daily operations

of the bank;
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3. Protecting customer deposits;

4. Setting strategy that accounts for the interests of all stakeholders,
including shareholders, employees, customers, and suppliers; and

5. A bank must be maintained as a going concern, irrespective of economic
conditions and throughout the business cycle.

In this chapter, we describe the principles of good corporate governance
within banking, what drives the shape of governance structures, and how they
are typically implemented. This is included together with the view to managing
risk throughout the economic cycle and under volatile market conditions.

Principles of Sound Corporate Governance Within Banking

There is no universal bank corporate governance model. Differences in
organisation and infrastructure exist by regulatory jurisdiction and also
within them, depending on the type of institution being considered. How-
ever, a number of publications suggest sets of principles or key elements of
a robust corporate governance framework which have common elements.
The World Bank publication, Analysing Banking Risk sets out the following
elements for a sound corporate governance framework within a bank:

A well-articulated corporate strategy against which the success of the
firm and individual contributions can be assessed;

Setting and enforcing clear assignment of responsibilities, decision mak-
ing authority, and accountabilities appropriate for the bank’s selected
risk profile;

A strong financial risk management function (independent of business
lines), adequate internal control systems (including internal and exter-
nal audit functions), and functional process design with the necessary
checks and balances;

Adequate corporate values, codes of conduct and other standards of
appropriate behaviour, and effective systems to monitor compliance;
Financial and managerial incentives to act in an appropriate manner;
Transparent and appropriate information flows both internally and
externally.

Underpinning any effective structure will display an engaged and com-
petent Board that has both the skills and experience to effectively engage
with management in a constructive fashion. The focus on the role of the
Board is emphasised in the following eight principles suggested by the Basel
Committee on Banking Supervision (BIS 2006), which relate to corporate
governance for banking organisations:

Principle 1: Board members should be qualified for their positions,
have a clear understanding of their role in corporate governance, and
be able to exercise sound judgement about the affairs of the bank.
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Principle 2: The Board should approve and oversee the bank’s
strategic objectives and corporate values that are communicated
throughout the organisation.

Principle 3: The Board should set and reinforce clear lines of respon-
sibility and accountability throughout the organisation.

Principle 4: The Board should ensure that there is appropriate super-
vision by senior management consistent with Board policy.

Principle 5: The Board and senior management should effectively uti-
lise the work conducted by the internal audit function, the external
auditors, and other internal control functions.

Principle 6: The Board should ensure that compensation policies and
practices are consistent with the bank’s corporate culture, long-term
objectives, and strategy and control environment.

Principle 7: The bank should be governed in a transparent manner.
Principle 8: The Board and senior management should understand
the bank’s operational structure, including where the bank operates
in jurisdictions or through structures that impede transparency (that
is, “know your structure”).

Taking the above into account, key features of an effectively governed
bank will include the following:

Genuine controlling supervision by the Board of Directors; the Board
will be engaged with (and not distant from) the organisation, and the
Board’s role within the bank will be discernible to both management
and other employees (Board involvement and engagement);

Clear articulation of the vision and strategy for the bank, in a manner
that is understood and embraced by all layers of management and staff
(Clear direction);

Direct executive supervision of each business line (Executive
accountability);

Supervision of business line activities by individuals who do not work
within the business lines (Effective management challenge and over-seeing);
Independent audit and risk management functions (Effective and inde-
pendent control functions);

Senior personnel who are sufficiently expert in their jobs (Executive
competence).

Following the 2009 banking crisis, a number of key questions relating
to governance became topical. These included the following:

Were bank Boards sufficiently engaged with their organisations?

Were bank Boards sufficiently competent to properly challenge
management?

Did bank Boards have a sufficient understanding of the operations and
methodologies used within their bank to assess risks?
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How transparent was the reporting of control issues within the bank?
How effective was the Board’s control of executive incentives?

In reviewing the role of corporate governance in banks (and other
financial institutions) following the well-publicised banking failures in the
UK around 2008, the Walker Committee (A review of corporate govern-
ance in UK banks and other financial industry entities, HM Treasury 2009)
developed five key themes around which the report (and its more detailed
39 recommendations) was structured:

The “unitary Board” structure adopted in the UK and the “Combined
Code” (as the UK Corporate Governance Code was then called) remains
“fit for purpose” — i.e., there is no reason to seek to change either the
essential structure of UK Boards or the standards / principles by which
good corporate governance may be assessed;

The principal deficiencies observed in bank (and other financial institu-
tion) Boards related to patterns of behaviour, rather than organisation.
In other words, problems arose because of how (effectively) Boards
functioned rather than the structure of Boards;

Given that the overriding strategic objective of a bank is the successful
management of financial risk, Board level engagement in risk supervi-
sion should be materially increased;

There is a need for better engagement between shareholders (in particu-
lar fund managers acting on behalf of the beneficial owners) and the
Boards of investee companies (the banks) — to ensure that the share-
holders do not operate in a disengaged fashion and do hold the Board
and management accountable;

Enhanced Board supervision of remuneration policies, in particular, var-
iable pay, as well as improved disclosure.

As a result, there is now a significantly greater focus on the role of the
Board within the governance structure, and regulators have significantly
enhanced their interaction with the Board, while, at the same time, taking a
careful look at the role played by shareholders in ensuring the effectiveness
of the Board.

Key Role Players in a Typical Bank Governance Structure

While a typical governance structure is shaped partly by a number of exter-
nal “drivers”, the following are the key role players within a banking gov-
ernance structure in most jurisdictions.

The Regulator(s) While the majority of countries enshrine the role of super-
visory and conduct authorities within the central bank, the UK incorporates
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a “Twin Peaks” regulatory structure, where one regulator — the Prudential
Regulatory Authority, part of the Bank of England - is responsible for pru-
dential supervision, while another — the Financial Conduct Authority — is
responsible for market conduct regulation.

The nature and form of the regulatory interface between the bank-
ing entity (at both a management and Board level) is key in setting the
“tone” for governance activities. Effective regulatory interaction can and
should heighten both management’s and the Board’s appetite for appro-
priate governance activities and structures, while assisting them both by
broadening their perspective on the activities of the bank. Unfortunately,
the interaction is not always that constructive, and in this case, it can be
seen as an implementation failure of this important step in the overall
governance process.

Shareholders This body plays a key role in three important respects:

Ensuring that the elected Board is both competent and engaged. (See
“Board stupid”, Euromoney, February 2008);

Holding the Board and management accountable for outcomes;
Demanding appropriate levels of transparent reporting of activities.

Because of these roles, recent reviews of governance processes within
banks (such as the Walker Committee report) have included a focus on
the role of shareholders in the overall governance process. It is important
that shareholders take their responsibility for the election of a competent
Board seriously, as well as willingness to challenge the Board and manage-
ment when relevant opportunities are presented (such as at annual general
meetings).

However, it can prove difficult for shareholders to exercise genuine
control and influence in practice (note the rise in so-called “activist share-
holders”). This is because they are diverse and diffuse in nature and in
practice they often prefer to leave governance to the paid agents. This does
not mean that they should not seek to act towards achieving the three
targets above.

The Board The Board plays the pivotal role in the overall governance
structure. This is where the internal tone / culture is established, the inter-
nal governance structure is set and final oversight of activities takes place.
However, the role of the Board is not to manage the business — that is the
role of management. The Board plays a supervising role and provides a
challenge to management as they act on the agreed strategic plan. But
to do this it must have a good idea of where it wants the bank to be
and to go.
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The most effective structure of a bank Board remains an issue for debate;
this issue was discussed in one of the earlier book extracts in this chapter.
That said, the form of the Board itself does not have a significant bearing on
the ability of a bank to survive a capital or liquidity crisis. Indeed, the report
of the Walker Committee concluded that UK bank failures had more to do
with the effectiveness of the Board than their structure.

An important feature of the unitary Board structure is the emphasis on
the separation of duties between the Chairman of the Board and the CEO.
This requirement, particularly for banks, is for an independent non-executive
to fill the role as Chair, allowing for the governance process to function
effectively. This separation is not necessarily the case in other countries, such
as the US.

In practice, the size of the Board is a function of the activities that the
Board is expected to undertake, and when linked to the absolute imper-
ative which is now better recognised, bank Boards should comprise per-
sons with sufficient experience and knowledge to fully understand the
operations of the bank, resulting in a Board size which may be bigger
than some might suggest. Indeed the size of bank Boards is growing rather
than shrinking, due mainly to the increased demands on Board member
involvement. For example, the Board of Barclays PLC in the UK has grown
from 13 members (10 non-executive) in 2009 to 15 members (13 non-
executive) in 2013, with the number of Board committees growing from
four in 2009 to six in 2013.

In many countries, bank Boards tend to be larger than they are in the
UK, for example, in South Africa as Table 17.1 shows.

TABLE 17.1 Examples of Board sizes and committees

# Non-
executive # Board
# Directors Directors Committees Notes

First Rand 20 17 6 Excludes mandatory Board
Group credit committees which
are located at subsidiary
bank level
Standard Bank 17 14 7
Group
Barclays Africa 12 10 8 2 additional Board
Group members to be
appointed
Nedbank 13 10 9

Data Source: 2013 Annual Integrated Reports.
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It is clear that the demands on a bank Board are growing and that
the time commitment required is substantial. However, the commitment
is more than just time — it also requires the ability to respond quickly
to market developments. Of the bank failures of 2008-2009 discussed
in Choudhry (2012), none of the banks had conducted Board and sub-
committee meetings more than once a month, with an average frequency
of one meeting every eight weeks. The pace of events in 2008 suggests that
such a frequency is insufficient to meet risk management demands, as the
extract from PoB shows.

Table 17.2 illustrates how a bank Board needs to be flexible in respond-
ing to market conditions as well as how extensive the demands of Board
members are, in terms of committee meetings.

Barclays is one of the largest UK listed banking groups, while Barclays
Africa / Absa (Absa Group was reconstituted as Barclays Africa in 2013) is
one of the largest South African banking groups. The Barclays Africa / Absa
Board met a similar number of times each year over the period represented
in the table, but they faced few of the external (and internal) issues that con-
fronted the Board of Barclays over the same period. It is also evident how
much time is dedicated to committee work.

Given the above it would be dangerous to be prescriptive about the
structure and size of a bank Board. However, it is clear that:

The Board should be large enough to ensure that all the necessary
activities of the Board, including committee work, can be effectively
addressed, while small enough to react appropriately to emerg-
ing issues;

TABLE 17.2 Example of Board meeting frequencies over time

Barclays Group PLC Barclays Africa / Absa
# Board # Board committee # Board # Board committee

Year meetings meetings meetings meetings

2007 21 26 9 46
2008 30 21 8 41
2009 27 34 8 32
2010 11 33 6 30
2011 16 33 8 30
2012 23 43 7 38
2013 13 29 8 36

Data Source: Bank Annual reports: 2007-2013.
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Membership of a bank Board is not something to be lightly undertaken —
there are significant demands and responsibilities, and appropriate
experience and expertise are vitally important.

Finally, the composition and objectives of the Board should be set to
prevent a specific interest group from gaining overall control. Composition
of the Board is critical, and independent non-executive directors play an
important role in this regard. While banks remain a commercial enterprise
(in the main) with responsibilities to shareholders, directors of a bank have
a fiduciary responsibility to the bank’s depositors as well. Thus Board com-
position and objectives must be set with this in mind. Transparency in oper-
ation and reporting is a key requirement.

Management Style The structures put in place to develop, drive, and monitor
the business activities of the bank will be largely influenced by the senior
leadership team in general and the CEO in particular. The role of the Board
will be to ensure that appropriate attention is paid to the aspects of account-
ability, transparency, challenge, and control in the structures proposed by
senior management, and that appropriate and timely reporting is generated
by the established management structures.

Within the overall governance structure, the Board will place signifi-
cance on the effective functioning of the management / executive commit-
tees established to oversee the various activities within the bank. It is also
important that the senior leadership accept and understand the governance
role of the Board and that the relationship, as evidenced by the nature of
reporting, is open and transparent.

Corporate governance is as much an art as it is a science; its impact is a
function of the values embraced within an entity and the manner in which peo-
ple, whether Board members, senior leadership, middle management, or other
members of staff, interact with each other. Structures and processes cannot
dictate the openness with which management is challenged or the effectiveness
of that challenge. Neither can it dictate the willingness of middle management
to ensure the open flow of information, both good and bad, through to senior
management and the Board. A strong and dominant CEO who brooks no
challenge is a strong contra-indicator of good corporate governance, whatever
the financial results produced by the firm. Effective governance is thus a func-
tion of the firm’s culture (how people actually behave) rather than the scale or
scope of written (and agreed) policies that may be laid down by leadership. We
address at the end of the chapter in the section on leadership.

Board Skills and Knowledge As noted above, and becomes clear as one consid-
ers the degree of involvement expected of a non-executive director on the
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Board of a bank, it is critical to effective governance that the Board, collec-
tively, has the skills, experience, and understanding of the operations of a
bank to provide the appropriate level and form of challenge to executive
management. The range of skills and experience required will be a function
of the scale and complexity of each individual bank, but the collective skill
set and experience base of directors should enable the non-executive Board,
inter alia, to:

Understand the financial structure of the bank, the drivers of its finan-
cial performance, and the associated risks; in this regard a detailed
understanding of the bank’s balance sheet, the bank’s risk profile, and
overall risk appetite is critical;

Understand the operational structures deployed within the bank and
the associated operational risks, with a particular focus on information
technology matters;

Appreciate the marketing and business development strategy of the
bank and be able to challenge management on its effectiveness;

Have a good understanding of the legal and regulatory framework
within which the bank functions, and have an appreciation of
potential legal and regulatory risks to which the bank may become
exposed;

Guide the development of remuneration policy (rather than being led
by management);

Play a constructive role in the formulation of the bank’s strategy,
contributing to management thinking and providing an effective
challenge;

Understand the market dynamics of the market segments within which
the bank chooses to do business.

Of all the above, financial literacy, encompassing both skill and expe-
rience, is perhaps the most important. The Board has to be able to compre-
hend the implications of financial outcomes and at both Board and relevant
committee meetings, to challenge management on emerging trends. At the
committee level, both the Audit and Risk committees play vital roles in this
step within the governance framework.

The required insight into financial trends and outcomes is perhaps
best illustrated by the Risk Appetite Statement and the monitoring of
financial outcomes relative to this. Regulators in many jurisdictions, when
undertaking the annual review of a bank’s ILAAP and ICAAP process,
request to review the bank’s overall risk appetite statement. This state-
ment should be owned by the Board, and is an explicit statement of the
tolerance of the bank for various risk exposures, in both qualitative and
quantitative terms.
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By “owning” the statement, the Board makes clear that the risk toler-
ances contained within are, or should be, as sacrosanct as a market-maker’s
trading limits; in other words, a breach would be viewed as a disciplinary
offence. The statement should also set the tone and culture of risk culture in
the bank, and this qualitative feel is as important as the quantitative limits,
because it influences customer service attitudes.

Figure 11.6 (in Chapter 11) shows an example of a best-practice Board
risk appetite statement, in this case as drafted for a medium-sized UK com-
mercial bank. The statement itself should be drafted by ALCO, for upward
review and sign-off by the Board. In the example at Figure 11.6, we see the
various parameters by which risk exposure is measured (for example, loan—
deposit ratio and minimum size of liquid asset buffer). The “live” statement
would list the actual limits for each parameter, depending on the specific
bank’s risk tolerance under business-as-usual conditions. So it might state an
LDR maximum of 85% and an LAB minimum of 110% of 30-day stressed
environment cash outflows, for example.

Note that the objective here is to illustrate the format, not the specific
risk tolerances which will differ with each bank. The example of a Board
risk appetite statement given at Figure 11.6 is a recommended template
applicable at most banks.

Board and Management Governance Structures

Board Committees As noted above, both Board and management govern-
ance structures will vary by jurisdiction, size, and complexity of the bank in
question. There is thus no agreed template, but, the following summarises
what can be observed around the world. Not every bank necessarily exhib-
its every committee described below and the smaller banks will have fewer
sub-committees, but some or all of the following committees are likely to be
found within the Board governance structure and normally comprise mostly
independent non-executive directors:

Audit committee: This is required by regulation, as well as the governance
codes. This may include Compliance within its mandate. All members of
this committee are required to be independent non-executive directors.
Risk committee: Chaired by the CRO or a NED, this includes “capital
management”, and generally includes all forms of risk — financial and
otherwise.

(Note that in many banks these two are combined into an “Audit and
Risk Committee” (ARC) or Audit, Risk and Compliance Committee
(ARCC). A template ARCC Terms of Reference is available on the book’s
companion website; see Chapter 20 for further details.)
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Nominations and Remuneration committee: This committee is respon-
sible for remuneration policy for the bank, with a special focus on the
important issue of executive remuneration; the mandate sometimes is
extended to other human resource matters, but this overlaps if there is
a specific HR-related committee.

Governance committee: This committee is responsible for reviewing all
governance processes within the bank, as well as ensuring the effective
functioning of the Board; this leads into recruitment and selection of
new Board members and reviews of Board and individual director per-
formance. This may or may not include the appointment (and removal)
of key executive positions.

Social and Ethics committee: In some countries this committee is
required (and is not necessarily banking specific), and has a wide remit.
The essential purpose is to ensure, that, in a focused manner, company
Boards effectively review the various actions that make the entity a
“good corporate citizen”. Matters range from HR policies and prac-
tices, the manner in which the entity interacts with its clients, environ-
mental and sustainability issues and, importantly in the South African
context, “transformation” of the workforce.

Executive committee: An exception to the rule of non-executive
director participation, the Executive Committee (ExCo) is the vehi-
cle, common to most banks, through which the delegation of oper-
ational responsibility and accountability takes place. As suggested,
this is an executive committee, led by the CEO, and comprising the
other executive directors as well as other senior executives, depend-
ing on the structure of the bank. Typically, there is no NED involve-
ment in ExCo.

Good practice would require that the mandates for each element of the
Board (and management) structures are guided by a written mandate that
is reviewed and agreed by a suitable oversight body. For the Board itself,
this often takes the form of a “Board Charter”. Such documents ensure that
the responsibilities and accountabilities are clear. Figure 17.1 represents a
typical Board governance structure.

Management Committees The structure of management governance com-
mittees is just as important as the Board committees, as these provide the
interface with the “coalface” of the banking operations and determine, to
a large extent, the quality of the information that flows to the Board
committees. Ignoring the complexity introduced when a bank has multiple
business lines, perhaps spread over multiple jurisdictions, the core manage-
ment governance committees and control functions might be as follows.



1178 THE FUTURE OF BANKING: STRATEGY, GOVERNANCE AND CULTURE

Remuneration
Committee

Risk
Committee

Large
Exposure/Credit
Committee

Various Management Governance Committees

Board Governance Structures

Audit Governance
Committee Committee

Executive Committee
“EXCO”

FIGURE 17.1 Board Governance Structures
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Control functions, critical to the integrity of the gov-

ernance / oversight processes within a bank, typically have direct access to
Board committees, and the heads of these functions are appointed by the
relevant Board committee, on the recommendation of the executive. Their
independence from the business executive teams is an important aspect of
the overall governance structure of the bank.

= Internal audit: Typically reports directly to the Board audit committee,
with its key function being to provide an independent assessment of the
effectiveness of internal control systems and procedures;

= Risk management: Typically reports directly to the Board risk com-
mittee, and provides oversight on all risk and control issues. It also
provides input to the Risk committee and Board on the setting of
risk strategy, and is the primary interface with the regulators on

risk matters;

= Compliance: Generally reports to either the Audit or Risk Board com-
mittees and is responsible for oversight of all the bank’s compliance
related activities, both at client / customer and at entity / bank level.
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Governance (Related) Committees There are a number of key committees
typically found in a bank structure that are critical to both the operations
of the bank and overall governance process. All management committees
would report into ExCo, but some would also have an indirect link into
relevant Board committees or ALCO as well. The committees described
below may appear to overlap with the control functions described above.
They do — but they describe the mechanism whereby management and
business takes accountability for the controls necessary to run the bank,
while the control functions, described above, are separate from business
units and are accountable, for their oversight function, to the Board rather
than the executive.
These management committees would include:

Lending (credit approval) committees: Credit approvals will be del-
egated to different levels within the bank and may follow different
processes for different business units. However, it is usual to find a
main credit approval committee for each key business unit (for exam-
ple, Retail / Commercial / Corporate) that links, finally to the Board
credit committee, if this exists. What is important here is that the
final credit approvals, especially on significant transactions, are inde-
pendent of business unit management to ensure the integrity of the
process. Note that ALCO or ExCo would normally approve limits
above which a transaction size is deemed significant and so requiring
higher approval.
Risk committees: Management risk committees are established to
ensure proper risk management reviews across all risk types, and, in
some instances, they also perform vital management functions. These
committees typically address a specific risk type, and the following
are the management risk committees typically found in a bank:
Credit risk committee: Responsible for the overall management, mon-
itoring and reporting of credit risk across the bank.
Market risk committee: Where a bank assumes market risk on its
balance sheet to any significant degree — depending on the scale and
scope of the bank and its activities — this committee would be respon-
sible for the management, monitoring and reporting of market risk
across the bank.
Operational risk committee: Responsible for the overall management,
monitoring and reporting of operational risk across the bank. As this
includes reviewing of process failures, this may be where the manage-
ment reviews of internal audit reports takes place.
Compliance committees: These committees would review the bank’s
compliance with legislative and regulatory requirements. The com-
pliance requirements on banks arise not only from the traditional
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(prudential) regulators, but also from legislation that addresses issues
such as anti-money laundering (where the sanctions for non-compli-
ance may be significant) and consumer protection (where non-com-
pliance can have a significant impact on the bank’s position and
reputation in the market).

In addition to the above, there are likely to be a number of other man-
agement committees, such as the CRO-chaired Risk committee, the Credit
Committee, and so on, in place, which will be part of the overall govern-
ance fabric of the bank, but where the main focus will be on operational
matters. Again, these structures will be a function of the size and com-
plexity of the bank. What is important, from a governance perspective,
is the effectiveness of these committees with regard to decision-making
and the transparency of the decision-making process, and it is important
to ensure that the executives do not spend their entire working days in
committee meetings.

In summary, given the crucial role of corporate governance within
banks, the corporate governance frameworks and structures put in place
are an important element of the proper functioning of the bank. Effective
governance is critical, whatever the size of the bank, but the shape and form
of the governance structures may differ. What is important, however, is that
they have an impact on the manner in which the bank operates and that they
add to the stability of both the bank and the banking system within which
the bank operates.

Perhaps the real lesson learned from 2008 is the simplest of all: banks
are the custodians of other people’s funds and should act in a manner that is
consistent with this simple fact. To put these funds at significant risk is sim-
ply immoral, and effective governance structures, policies, and procedures
play a key role in making sure that we limit the risk associated with funds
entrusted to banks.

NON-EXECUTIVE DIRECTOR IMPERATIVES

Increasing levels of boardroom regulation and risk have placed
greater demands on the non-executive director (NED) community
and specifically on the personal characteristics and technical skills
and knowledge of NEDs.! “The days of turning up for a quick hour
and a good lunch are long gone,” attributed to Sir Bryan Nicholson,

! The principles we describe here are equally applicable to both NEDs and
independent NEDs (INEDs).
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former chairman of the Financial Reporting Council, in an interview
with PwC is quite true. As the role and responsibilities of the NED
are now under regulator scrutiny, the decision to embark on a fresh
directorship must be made with a thorough understanding of the
challenges and changes facing an NED.

The pressures of today’s business environment, in conjunction
with recent high-profile bank governance failures, are driving cor-
porate demand for more diverse and specialised NEDs as businesses
appreciate the benefits of having the right people on their Boards.
Before accepting an appointment a prospective NED should under-
take their own thorough examination of the company to satisfy them-
selves that it is an organisation in which they can have faith and in
which they will be well suited to working.

Every current or prospective NED must ask themselves:

= Do I have something to contribute to this Board?

= AmIcapable of passing judgement on the company’s management /
strategic plan / risks / alternatives / competition?

= Do I have sufficient time and am I sufficiently committed?

= Am I aware of the risks?

A person who adds value as a Board NED is someone who
brings innovation, experience, and technical knowledge and exper-
tise in banking and balance sheet management to the Board whilst
monitoring executive decisions. The challenge is to remain independ-
ent of the business and its day-to-day operations, while maintaining
a level of knowledge that will allow the NED to ask tough, objective
questions.

A NED must exhibit the following characteristics:

= Constructively challenging and contributing to the development
of strategy;

= Monitoring the performance of management;

» Satisfying themselves that financial information is accurate
and that financial controls and systems of risk management
are robust;

» Ensuring there is satisfactory succession planning and determin-
ing appropriate levels of remuneration for executive directors.

Ultimately it is the Board that runs the bank and is responsible
directly if the bank fails or becomes unviable. NEDs are there to hold
executives to account, so they must be up to their role.
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THE ROLE OF LEADERSHIP AND TEAMBUILDING EXCELLENCE
IN GOOD BANKING

A quote attributed to Richard Branson runs along the following lines: “We
don’t worry about delivering good customer service — if you treat your staff
right, they will treat customers right.” There is undoubtedly much truth
in this. A satisfied workforce, unfettered by purely monetary incentives, is
more likely to deliver good customer service and minimise “conduct risk”
exposure for the bank. The working environment has much to do with
producing a satisfied workforce. However, this is a book on banking and
finance, not leadership and teambuilding, so we will confine ourselves to
just a few words, based on the author’s experience when he was IPO Treas-
urer at Royal Bank of Scotland during 2013-2014. (The project to divest
part of the bank was known as “Project Bluebird”, hence the Treasury team
was referred to as Bluebird Treasury.)

As he developed the Bluebird Treasury team, the author realised that he
was following, loosely and inadvertently, the equivalent of the “Total Foot-
ball” concept practised by Rinus Michels, the manager of the 1974 Holland
football team and as articulated brilliantly in his book Teambuilding: The
Road to Success. The key tenets of this philosophy were:

In practice, a flat management structure because everyone’s opinion,
from the most junior to the most senior, is respected and invited;

There is a genuine teamworking spirit because everyone shares the same
goal and is therefore willing to assist anyone else in the team; and

As a result, analogous to the Dutch football team of 1974, up to a point
any team player can perform any team function. (There are limits to
this: just as “total football” leaves the goalkeeper out of the concept,
so one would not necessarily expect the graduate trainee to be able to
perform the role of the CEO, or indeed vice versa.)

Following a “Total Banking” leadership style is more likely than not to
foster genuine team spirit and attract people who wish to work for the team,
rather than just for the pay cheque. Other general pointers:

Minimise process and bureaucracy. Don’t say 300 words when 10 will
do. Minimise the process involved in actually delivering work.

Being courteous, polite, and respectful extends to all facets of your life.
It should not stop in a work environment. Beware the boss who speaks
meekly to his wife on the telephone and shouts aggressively at his sub-
ordinates in a team meeting.

It is important to treat others how you would want to be treated.

Be yourself and be true to yourself, especially in instances where people
are political or are not overly transparent and open. Of course, if you
have an aptitude and taste for office politics, and not being open with
colleagues, then you will ignore this advice.
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= People skills and soft skills are essential. They are what make a really
good team and in turn this is what will make a really good Bank.

= As a leader you should trust your team to get on with what they have
been tasked to do. Delegate meaningfully. Don’t micromanage. And
treat everyone the same, no cliques, and no inner circles, which are
divisive and ruin team cohesion.

Figure 17.2 is a summary slide from the Bluebird Treasury team con-
cept presentation. There are also two presentations on leadership on the
book’s website, in the folder for Chapter 17. See Chapter 20 for fur-
ther details.

“Total Banking” concept

Bluebird Treasury Doctrine

Treat people the way you wish to be treated
Everyone is involved in all tasks

No single-person dependencies

Staff can and do step in for each other as required
Open, collaborative, and challenging environment
Effective upward and downward communication
Effective upward and downward delegation

Team answers each other’s telephones

Open access: no cliques, no inner circles

“Open door” policy is genuine and not platitude

CRUYIT

RINUS | ELS

B
>

FUTBOL

Moorad Gruyff
Total treasury

TEAMBUfLDING

FIGURE 17.2  Total banking leadership concept, Bluebird Treasury team 2013-14
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CONCLUSIONS

When it comes to bank governance and oversight, there is no “one-size-fits-
all” and consequently no one “right” way to set the governance framework.
What is important is to have in place a structure that ensures, above all else,
that the institution remains a going concern throughout the economic cycle
and beyond, and that the bank functions for the benefit of all its stakeholders.
The individuals that are directly responsible for this are the members of the
Board (or Boards for those banks that operate a dual or two-tier structure).
Focus on the role of the Board has increased dramatically since 2008.

There are a number of different Board structures that one observes in
place at banks around the world. The unitary Board structure is common in
“Anglo-Saxon” economies, whereas the dual Board structure is frequently
observed in the EU and also in state-owned enterprises in Asia-Pacific econ-
omies. Board composition and frequency of meetings also differ markedly
across jurisdictions. No one factor of structure, composition, or frequency
of meetings define good governance, but there are common features when
good practice is found. At the heart of good governance is an engaged and
competent Board, and a management team that understands and embraces
the importance of challenge and transparency. Much of this is captured in
the eight principles set out in BIS (2006) and outlined in this chapter.

Governance failures may trigger a variety of events within a bank, but
these usually lead to one conclusion — the bank either fails or gets into sig-
nificant difficulties. The losses are invariably significant, so the importance
of good governance cannot be overstated.
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“A Commanding Officer who flew the most dangerous trips himself

contributed immensely to morale. Perbaps the chief reason that he

inspired such loyalty and respect was that he took the trouble to know

and recognise every single man at RAF Linton. It was no mean feat,

learning five hundred or more faces which changed every week.

He would not ask them to do anything that he had not done himself.”
—Max Hastings, describing Leonard Cheshire VC (1917-1992),

Bomber Command, Michael Joseph Limited, 1979
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Present and Future Principles
of Banking: Business Model and
Customer Service

It is surely unarguable to state that before one can achieve a satisfactory
result in any endeavour one must first ask what “satisfactory” looks like.
A practitioner of any art, and banking is as much art as science, must first
define greatness before attempting to create it. Most of us know what bank-
ing is and what a bank does; that isn’t the hard part. But what does good
banking look like? Is a bank that is in a satisfactory state the one that has
generated the required rate of return for its shareholders? Or the highest
rate of return? Or is it the one that pays its employees the highest salaries?
Perhaps it is the one that has the most satisfied customers, or conversely the
one with the fewest complaints per 1,000 customers? Or the one with the
best relationship with the regulator?

Actually it’s none of these. As the author is fond of saying, the first
principle of good banking is to have principles. Banks are a cornerstone of
modern society, and indeed not-so-modern society. Without a banking ser-
vice in a community, very little commercial activity would get done and the
state of the human condition would be much more underdeveloped than it is
now. Practically every aspect of modern life has been assisted at some point
of its development by bank funding, or government funding that is reliant
on the banks. So whilst all of the criteria set out in the first paragraph are
undoubtedly important, none of them is the most important one.

The author wrote this in the Preface of his book The Mechanics of
Securitization:

1187
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This extract from The Mechanics of Securitization (2013)

In 2009 The Times newspaper of London carried an interview with Paul
Volcker. The former chairman of the Federal Reserve “berated bank-
ers for their failure to acknowledge a problem with personal rewards and
questioned their claims for financial innovation.” According to The Times,
Mr. Volcker rebuked “senior figures in the financial world for failing to grasp
the magnitude of the financial crisis and belittled their suggested reforms.”
As bankers demanded that new regulation should not stifle innovation,
Mr. Volcker was quoted as saying, “The biggest innovation in the industry
over the past 20 years has been the cash machine.”

It’s a pity that this impression is now fairly commonplace in business,
media, and political circles. One only has to look at the mobile telephone
industry, and to be aware that it was financed mainly by recourse to finan-
cial engineering techniques that included securitization, to understand that
innovation in finance has often been a force for much good in the world. It
is worthy of preservation, and if one was to observe a rickshaw puller on the
streets of Dhaka, Bangladesh (average salary $1 per day) using a cell phone,
one would indeed be convinced of this. The technology needed to make the
cell phone available to a mass population worldwide required hundreds of
billions of dollars in investment, and a fair proportion of these funds were
raised via the securitization markets.

This book is not a general textbook on banking or finance, much less a
polemic on the virtues of free markets and capitalism. It is a very focused
guide aimed at practitioners in structured finance who are involved with
originating, structuring, or arranging securitization transactions. Essentially
it has been written to act as a checklist of necessary tasks for commercial
banks that are interested in closing a securitization of assets either off their
own balance sheet or on behalf of a third-party bank. These assets might be
corporate loans, mortgages, credit card loans, or other more esoteric “future
flow” cash receivables, but the essential principles that must be followed
when securitizing any asset class are virtually identical, and differ only
in detail. These essential principles are covered here. Much securitization
activity in the immediate post-2008 era was of the “in-house” variety, with
an objective of creating tradeable securities that could then be used as col-
lateral when obtaining funding from their central bank.

Reproduced from The Mechanics of Securitization (2013)
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A rickshaw puller using a mobile phone: a genuine improvement in qual-
ity of life for those previously without access to a landline telephone. Just
one of many thousands of symbols one could use to illustrate the good that
finance in general and banks in particular can achieve. One might say that it
was the mobile phone companies that created the product, and of course one
would be right; but the financing for the project, from design and develop-
ment to implementation such that a modern-day technological marvel could
be accessible to one of the poorest sections of society, came from banks. We
can point to any number of similar instances of societal well-being enabled by
banks: more people owning their own home, or starting their own business,
or being able to save for their retirement or to help put their children through
university. Or indeed setting up their own university. The list is a long one.

The purpose of the foregoing is not so that everyone who works in a
bank can pat themselves on the back — not at all. Rather, the purpose is to
make the point that the key stakeholder of all banks is society itself. Not
the shareholder, the customer, or the regulator but the wider community.
Of course the three aforementioned are important stakeholders, but a good
bank is one that generates good for society. That’s pretty much it.

Certainly the customer is very important, although in that respect banks
are by no means unique, in fact the contrary. Every corporate institution,
excepting certain (but not all) public-sector entities, must ensure it deliv-
ers customer satisfaction otherwise it may find its future well-being rather
bleak, if not shortened considerably. Banks have to go one further, however,
and work to ensure community satisfaction. They form such an essential
part of modern society that any other objective would ultimately be short-
sighted. So good banking would be that which had as its objective working
towards achieving society’s well-being and improvement, as far as it is able
to influence actions with such an aim.

In this chapter, we present recommendations on the issues banks should
be considering in their daily activity and as part of their longer-term goal.
This does, as one might expect, focus on the customer. The relationship with
the regulator we consider a given — it is (or should be) merely the starting
point for all banks that they have an open, constructive, and transparent
working partnership with the regulator. Managing the balance sheet shape
and structure is also a given — every bank should be working on ensuring
the balance sheet is long-term viable, and we addressed this topic in depth
in Part III. The issue of marketing, being as it is very important in customer
franchise targeting and retention, we consider also a given and a beginner’s
primer on this topic is provided in the Appendix to this chapter.

Instead we look at the customer and the ideal banking business model
that should be in place to ensure the customer is always at the receiving end
of good service. We illustrate our recommendations using a hypothetical
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pitch book of a “model bank” that has just set itself up for business. We
hope that this model bank approach gives a clear picture of the customer
ethos that all banks should be aiming towards, where the customer is once
again identified and treated as an individual and not a number. Other than
the very short extract just given at the start and equally brief one at the end,
there is no previously published material in this chapter.

WEBSITE READING

We show below the links for two informal articles on the suggested future
course of the banking business model, with respect to customer service.

The Future of Banking: more traditional than one would think
https://www.linkedin.com/pulse/future-banking-more-traditional-than-one-
would-think-moorad-choudhry

Banking is going 100% mobile only. . .or is it?
https://www.linkedin.com/pulse/banking-going-100-mobile-onlyor-moorad-
choudhry?trk=mp-reader-card

GUSTOMER SERVIGE MODEL: THE MODEL BANK

This is not the place to discuss the failings of banks in the Western world
(and by “failings” we are not referring only to failed banks in the crash. The
fines paid out by UK banks for derivatives mis-selling or rigging Libor or a
number of other tawdry practices are also a form of failing). In the period
since 2008 there has been a considerable literature reviewing the state of
financial markets and banks, generally by authors much more august and
higher up in the “pecking order” than yours truly. Industry issues of trust,
remuneration, the usefulness of innovation, product mis-selling, and myriad
other problems abound in the business media. There is no need to discuss
these issues further here, which are covered elsewhere in abundance.
Instead we will present what we consider are the key principles that should
be integral to a good bank’s customer business model. The recommendations
are open to argument of course, and a business philosophy that is not genu-
inely customer-centric might easily suggest a counter to our proposals. That is
perfectly fine, and is what makes a market. Rather, the purpose of this section
is to state what we consider to be principles of banking; as such they should be,
if not timeless at least of validity for a good few years into the future. There is
always an alternative approach that one can take. What we recommend here
is simply what we consider to be the best approach for truly good banking.
Note that this section is very much a “high level” description and sug-
gestion of best-practice in customer service in a bank. For a more detailed
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look on marketing bank products and good customer service provision,
please see Chapter 2 of the author’s book An Introduction to Banking,
21 edition (John Wiley & Sons Ltd).

Understanding Good Customer Service

Every bank in the world claims to offer “excellent customer service” or insist
they “put the customer first”. Certainly no bank would admit to poor customer
service. It is possibly one of the most frequently encountered platitudes in busi-
ness. But it is important to avoid platitudes when formalising one’s attitude and
objectives with regard to customer service. The key is to take such platitudes
and turn them into something genuine, by enshrining a customer-centric ethos
into the firm’s culture. This is something that is much harder to do, particularly
in banking, where in all but the very smallest firms there is considerable “silo
mentality” at work and most staff never deal with customers.

So, it is certainly important to provide genuine good customer service;
the concept is one of those that may not be straightforward to define, but
one knows it when one sees (or receives) it, and it’s also apparent when one
receives bad customer service. Consider this section to be a primer on the
essential elements of acceptable customer service in banking.

In general any and all customers should expect the following from
their bank:

1. The provision of products and services that meet their needs;

2. The provision of the service that customers want, when they want it and
without operational errors;

3. The provision of satisfactory and consistent “after care”, which is con-
sistent and ongoing backup and response to customer queries.

It is often on (3) that many banks fall down, particularly larger banks with
a large number of customers and mass-market business model.

Banking products are essentially commoditised in nature. This being the
case, the primary means to differentiate oneself from peer banks is through
a reputation for good service and helpful, welcoming staff. While the prod-
uct base of a bank is determined at the high or strategy level, even the most
junior staff in a branch or call centre are in a position to influence the level
of service. It is these employees who deal with customers on a daily basis,
and so the way they greet customers, how efficiently and error-free they pro-
cess transactions and requests, and their face-to-face and telephone / email
manner will influence heavily the public perception of the bank as a good
place to take their financial services requirements. These are all ingredients
of good customer service. Paradoxically, it is often these employees, at the
“coal-face” of customer contact, who are the least educated and lowest paid
staff in the bank. This is something bank executives should think about.
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Service provision is an important part of banking and being a banker,
amongst others for the following reasons:

Good customer service leads to customer satisfaction, which results in
retained customers;

Generally it is quicker to deal with a satisfied customer than an unhappy
one or one making a complaint, so business volumes should increase as
they are processed more efficiently;

Satisfied customers are a good source of referral business.

Factors that help drive a good customer service experience include:

Pleasant, helpful and efficient staff;

Staff who are interested in customers’ needs but also possess the detailed
product and process knowledge to be able to answer questions and sup-
ply solutions accessibly;

Receiving the products or service that meet the customer’s needs and do
not experience operational or process errors during their lifetime;
Modern, attractive, user-friendly branches that may also include free
Wi-Fi, a mini business lounge, and so on.

The factors that may contribute to a negative customer service experi-
ence include:

Rude, unhelpful, bored staff;

Unkempt branches;

A bureaucratic, patronising and/or process-driven approach to speak-
ing and responding to the customer, whether in person, on phone,
or on email;

Wiaiting in a long queue (be it in a branch, on call centre phone, or on
the internet);

Call centre staff who don’t know anything about you;

Staff trying to sell products that weren’t asked for, in order to meet
sales targets;

Mistakes in processing requests.

The above are just a small sample of the positive or negative factors that
determine whether a customer has a good or bad experience. Readers would
most likely be able to add items to both lists from their personal experience.
It is easy to see from this list how important the approach and motivation
of customer-facing in ensuring good service.

All of the issues we list can be addressed by increasing staff, resources,
training, and bandwidth. So while addressing customer service costs money,
it is unarguably money well spent in the long run. Ultimately it is all about
treating the customer with courtesy or, as the author prefers, treating people
the way you would like to be treated by people.
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EXAMPLE 18.1  IMPORTANCE OF CUSTOMER-FACING STAFF

The transaction experience between a customer and a bank is often
the one that takes the shortest time, certainly compared to the time-
span of bank loan products, but it is often the most important part
of the customer service experience. The interaction between customer
and branch or call-centre staff is one that must be taken seriously
by banks. Poor customer service at the “front end” can often result
in loss of business and poor reputation developing as the customer
spreads the word; at the same time if this experience is a good one
then reputation is enhanced.

It stands to reason then that customer-facing staff should be
highly motivated, well trained, and reasonably well paid. This will
help deliver a good customer service experience.

The private banking arm of a UK bank has a policy that its call
centre staff must all be university graduates. This makes them slightly
more mature and educated than school leavers; at the same time all
management entry-level staff are required to spend one year working
in the call centre and in branch before they are eligible for promotion
onto more senior roles. This makes the staff motivated to deliver good
service, as they cannot progress if they receive poor customer feedback.

Follow Up and After Care The automobile industry has a saying that the sales-
person may be behind an initial sale, but it is the service department that
ensures repeat business. This is applicable to banking as well. The initial
loan approval, credit card issue, deposit facility, and so on is less likely to
be followed by a long-term relationship if there is no follow up service, or if
there are errors in processing, issuing of statements, and so on.

In the first instance the front office staff should follow up with a general
call or email; for example if a personal finance loan was taken out to pur-
chase a car, the salesperson might enquire if this had been successful, what
type of car was it, and was the customer happy with it. Making this sort of
follow up means that:

The banker is demonstrating good customer service and a personal touch;
If there has been a problem, the banker has demonstrated a proactive
interest in the customer and moreover is in a position to fix it now;
There is higher chance of repeat business with this customer, because of
the positive impression made and the customer perceives the banker has
an interest in the customer personally.
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Regular, but not intrusive, follow-up calls and efficiency in account settle-
ment and operational processes are the key to good customer service.

Customer Complaints A complaint is any form of grievance that the customer
has. In general, if a customer makes a complaint it reflects the fact that one
or more aspects of the service or the bank itself has not met with the cus-
tomer’s expectations.

Customers make complaints for all manner of perceived problems or
errors, or even slights. It may be a lack of satisfaction with the product, the
level of service, the person the customer dealt with, or the bank itself. The
bank should have a straightforward and easy-to-follow process for dealing
with complaints, but the important thing to remember is that a complaint is
an opportunity to put things right, and so end in a positive outcome. For this
reason, complaints should be viewed in a favourable light. Most unhappy
customers don’t complain, they simply take their business elsewhere (and
this is easy to do with a commoditised product like banking services). So
turning an unhappy customer into a happy one is actually another way to
work towards retaining business.

Customer Satisfaction Any commercial enterprise should always concern
itself with ensuring that its customers are “satisfied”. Good customer ser-
vice is essential to long-term viability of a business, and working towards
ensuring customer loyalty and retention is as important as winning new
customers. Across different industries including banking, a number of busi-
nesses spend a lot of time and effort undertaking slick and glossy marketing
to attract new customers, but then have a poor after-care service such that
the customer is left feeling like a number and not a name. This is a trap into
which a bank must not fall.

Ascertaining customer satisfaction levels is not straightforward to deter-
mine. Satisfaction surveys are a common approach, and certainly worth-
while undertaking, but are sometimes viewed with annoyance by customers,
and completion levels can be variable. It is important to act on the results of
satisfaction surveys, otherwise over time the completion rate for them will
fall to a negligible level. Responding directly to a customer who has made
comments or recommendations in a survey is also important (provided the
customer has ticked the box indicating they are happy to be contacted. But
if they have ticked this box, then the bank should contact them.).

Survey design is important as well: one should follow these general
guidelines:

Ensure the survey is quick and easy to complete;

Ensure it asks the right questions;

Ensure that the request for feedback is designed to generate responses
that are capable of being acted upon.
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Finally, a satisfaction survey conducted in the communications medium
of the customer’s choice is also an opportunity to highlight any new services
or initiatives.

The two main indicators of customer satisfaction are retention levels
and number of complaints. It is true that in the financial services industry,
customer apathy is high and often people do not switch provider not nec-
essarily because they are satisfied with the bank but because moving is per-
ceived as too much aggravation. That said, customers staying with the bank
should still be viewed as something to pursue proactively.

Complaint levels should be monitored regularly and compared to the
industry and peer group statistics. A rising number of complaints is a worrying
trend, however banking is a mass volume business and as business grows the
absolute number of complaints may increase whilst its share of the business is
steady (or declining). On the other hand, many dissatisfied customers may not
complain at all, they may simply leave. So both this and the satisfaction sta-
tistics are important metrics for a bank to monitor, investigate and follow up.

Genuine Challenger Banking

In response to the events of 2008, the competition authorities and the regulators
made various attempts to reduce the barriers to entry in banking, which have
always been high and made higher by the capital and liquidity requirements of
Basel ITI. Whether this made any difference or not is a question worthy of study;
that said, large numbers of new entrants have come onto the market in many
countries. However, with only one or two exceptions, such as Metro Bank
or Handelsbanken in the UK, which combined traditional branch networks
with a more-or-less full service product offering (although with certain types of
corporate customers ruled out), most of the new players have been niche mar-
ket competitors. Excluding non-bank firms such as peer-to-peer lenders, new
licensed banks have tended to fall into the “digital” bank category, with a lim-
ited product suite. Taking the UK again as an example, although the approach
observed here has also been noted elsewhere in Europe, North America and
South-east Asia, new banks generally fall into the following categories:

SME-only branchless banks: in the UK these include Aldermore and
Oak North Bank. The former has subsequently expanded into retail
customer business and the latter targeted retail depositors, but the focus
of their business was the small corporate;

Retail-only branchless banks: these are banks such as Tandem, Atom,
and Starling banks, which are “digital” only with customer interface via
a smartphone mobile app. The product offering is narrow, based around
the current account and overdraft.

Not all new or “challenger” banks could be said to fit into these narrow
categories, but the point we are making is that in essence such niche banks
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target a limited section of the customer marketplace.! This makes it unlikely
that they will truly “challenge” the established large players, most of whom
have well-regarded digital and mobile offerings as well. Of course, they can
certainly offer ideas and approaches that the industry as a whole may benefit
from. Ultimately, some customers will be happy doing all their banking from
a smartphone, while some other customers will desire some human interac-
tion for some of their banking. The banking relationship is a lifetime one; all
of us require financial services of some kind or another throughout our lives.

In that spirit we would suggest that the modern approach to good bank-
ing would encompass all of the following:

Genuine customer service: by that we mean the customer is the focus of
the business and the bank has a real relationship with it, irrespective of
how important or profitable the individual customer may be. To have
a real relationship is to know the customer personally, as a name and
not a number, to understand his/her/its banking requirements but in the
context of the customer’s overall lifestyle, and to provide these require-
ments in a timely, efficient, and error-free manner. This goes beyond the
type of computer algorithm understanding of a customer’s needs that an
online retailer possesses, for example;

Name not number: one cannot emphasise enough how for a bank as
opposed to, say, a high-street clothes retailer (although that is in no way
intended to denigrate the latter), every customer needs to be treated as
an individual, and not merely one of many in a mass-market environ-
ment. Only through this approach will a bank be able to provide gen-
uine customer service. Banking needs of individual customers develop
and grow over time; for example, the financial services requirements of
a single 21-year-old salaried worker are different, or at least less oner-
ous, than those of a 55-year-old married self-employed person with
children at school. Treating customers as all purchasers of the same tin
of baked beans will not enable true understanding to develop and will
hinder the provision of good customer service;

Omni channel: some customers, individuals and SMEs alike, are per-
fectly happy dealing with their bank through digital interfaces only, and
have no desire or need to talk to a member of staff either in person or
on the phone (or video link). Some may never step into a bank branch
in an entire decade. Still others prefer to deal with a human being for at
least some service requirements, such as a mortgage, personal finance
loan, or FX exposure hedging requirement. Unless a bank is specifically
setting up as a niche provider for a certain group of customers only, it
will need to ensure it provides the customer interface infrastructure that

! The CFO of one of the new banks told the author once, “We’re targeting the 18-35
year age group only”. This may or may not be wise strategy, but it does mean a large
section of the potential market will never be your customers.
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all its customers are likely to desire to use through the entire period of
the customer relationship. This means enabling digital mobile, phone,
internet, video, and branch banking, but is also a key reason why the
bank branch is unlikely to disappear. To that end:
Just as many well-known retail brands do not locate a sales outlet in
every high street in the country, banks also do not need to. A smaller
number of branches is expected over the next 10-20 years, and this
is logical: a good yardstick would be to position branches in “major”
population centres only. In the UK there are only 21 towns and cities
with a population greater than 250,000; thus, a UK bank seeking to
serve the whole country, and which is offering mobile and internet
banking, would need only a handful of branches and stilll be able to
deliver omni-channel services to the whole country;
The “model bank” we describe in the next section adopts the following
strategy: place a branch in every town with a population of 250,000 or
over. For the United Kingdom, this would mean just 21 branches for the
entire country. This is a far cry from the many hundreds (or even thou-
sands) of branches some banks possess, and so is an opportunity for
a significant cost saving. And the branch would remain an important
part of the customer interface and relationship maintenance process;
Instant response: in the digital technology era, there is little justifiable
reason for any form of delay in the service process, be this approving a
loan, responding to an information request, or correcting an error. Any
good bank must place instant response service provision at the top of its
priorities, measured in hours rather than days;
No more “computer says no” banking: the adoption of “black box”
banking relying on models and assumed parameter input has been the
significant factor behind the erosion of the relationship with the cus-
tomer. Computer models are an integral part of the finance industry
and will remain so, but an element of judgement call made by a human
being is the essential ingredient of genuine good customer service provi-
sion. In the UK, banks such as TSB and Handelsbanken are noteworthy
for granting local branch managers an element of autonomy in the loan
origination decision. This must surely be the way forward for any bank
that takes genuine customer service seriously.

Delivering the above requires the right working culture in the bank. To
help inculcate the correct culture, there is one imperative: employee remu-
neration should not be linked to customer volume, sales levels, or P&L, but
rather customer satisfaction levels. Anyone who disagrees with this should
acquaint themselves again with the stories of each of the bank failures in the
UK, Europe, or the US in 2007-2008.

The foregoing presents the basic tenets of a “good” bank, but in essence
only. There is much more required to flesh out these bones, but the above
are the key points. Of course, there is much variety in banking and some will



1198 THE FUTURE OF BANKING: STRATEGY, GOVERNANCE AND CULTURE

prefer an alternative approach, niche or otherwise. Both mainstream banks
and new or challenger banks have some things to learn from each other, in
reality. But for banking to re-emerge as a long-term sustainable force for
good, the mainstream banks are the key players in this great game.

An article in American Banker entitled “How Far Can ‘Challenger’ Banks
Ride Fintech Charters?”? suggested that so-called challenger banks need to
do more than simply provide a sleek app if they wish to mount a genuine
challenge to the established banks. Its premise was that while such fintech
banks may thrive in Europe, the US market is too fragmented in comparison
and as such established banks will need to be challenged by a full-service
digital service provider rather than a niche provider. But the fintech start-ups
in Europe may find a similar obstacle in Europe as well. For instance, it is
a moot point how many of the 23 new banks, mainly mobile-only entities,
that have been licensed in the UK since 2013 will still be around in 2023 or
beyond. Any bank needs to present solid USPs and a reason for a customer
to move over to it, and it is in this sphere that so many challenger banks may
struggle to build critical mass. If a bank cannot present a convincing reason
why a customer should change its supplier, it isn’t “challenging” anybody.

CHOUDWEST BANK: THE MODEL BANK AND
“CONCIERGE BANKING"®

This hypothetical bank presents a business model that is customer-centric
and technology savvy. It’s credo is in effect to bring “private banking” to
everyone, but by private banking we don’t mean asset management and tax
planning for wealthy individuals; our definition is of a bank that provides a
personal service to each of its customers, retail and corporate, irrespective of
their size or income generation potential. Doing this by definition sacrifices
an element of profit for the bank. Traditionally, it would also necessitate a
large physical branch presence and considerable front-office staff numbers,
but in the era of fintech this necessity is negated somewhat. In other words, it
is by no means inevitable or pre-ordained that, unless one is a high net-worth
individual or a large corporate, one has to go without personal service or
human contact for one’s banking needs. The bank uses the expression “con-
cierge banking” to encapsulate its service offering. It defines this as follows:

With Concierge Banking we will make each and every customer feel like
they are the most important and valuable customer we have.

2 https://www.americanbanker.com/news/how-far-can-challenger-banks-ride-
fintech-charters, 21 December 2016.
3 This section was co-authored with Adam Ginty.
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The following exhibits set the scene, illustrate the problems with customer
service, and how a bank (whether a new start-up or established institution)
might look to address the issue. They are self-explanatory. They are designed to
be applicable in any jurisdiction, but of course in some countries the problems
suggested — and their respective solutions — may not exist, in which case that is
already a more satisfactory state of affairs to begin with. Tables 18.1 and 18.2
list some current customer issues with their bank in many countries around
the world; Figures 18.1 to 18.4 describe the model bank’s response to them.

Below is an example of a model bank introducing their service offerings

and ethos, as well as their “vision statement”.

TABLE 18.1

SMEs

Sample of customer issues with their banking services

Retail Customers

Limited access to unsecured
borrowing, and decline in lending
Their bank doesn’t understand

their business

Often feel that charges are
excessive, complex, and unfair
Overdrafts facilities are being
withdrawn at short notice

Lending criteria felt to be too onerous
Slow response / turnaround times
No relationship, they are just one of
many customers

Mass market general customer service
not individual focused

Attractive interest rates or bonuses
“disappear” after a short time
without notification

Poor customer response: late,
inappropriate, inflexible, or
conflicting responses

Unusual or onerous contract terms;
hidden fees and charges

No genuine service, unable to speak
or meet with a human being who is
familiar with personal situation

TABLE 18.2 Crowded competitive landscape — no single bank meets all customer
types’ requirements

Existing banks

“Challenger” banks

Introductory, free business banking with

phone-based account management and
a range of savings products

Digital service model, generally
serving only a portion of SME
and Retail savers’ banking needs

1. Business current account and retail 1. Specialist lender
savings accounts 2. Savings, Asset and Invoice

2. Full suite of lending, credit, and Finance, Property Lending
savings products 3. Telephone, internet, and some

3. SME banking focus limited relationship banking

4. 18-Month free business current account 4. Business Lending, Property

5. Full product suite Finance, and Savings

6. SME and Retail savers branch 5. Internet and intermediary based

and phone

6. Regional focus
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Our proposition seeks to address what we
believe are three simple customer
requirements, that we aim to provide a
The challenge different banking path for SME and Retail
- to build a scalable Customers and, in turn, provide genuine
banking solution that good customer service

addresses the fundamental

inadequacies in the 1. How can | be treated like an individual and
market offering for not just a number?
SME and Retail Customer 2. Why should | settle for “computer says no”

banking, or busy call centres where my query
is simply passed down the conveyor belt?

3. Why should | need to have two
(or more) years trading history when I've
got a great business idea?

FIGURE 18.1  Creating a value proposition that delivers concierge banking

Implementation of A single holistic view  Concierge Service on

Superior IT of the customer first contact for all
infrastructure, customers,
free from legacy irrespective of size or
issues business potential

FIGURE 18.2 Addressing customer issues: 1. Why can’t I be treated as more than
just a number?

Staff empowered to Product and Named Relationship
make lending and Relationship Teams Managers supporting
savings decisions that are integrated SMEs

FIGURE 18.3 Addressing customer issues: 2. Why should I settle for “computer
says no” banking, or busy call centres where my query is simply passed down the
conveyor belt?
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Our Relationship Managers
understand what it means to be
an SME and will treat every
business on its own merit —
there are no prescribed sectors

We strive to understand your
business and will deliver the
lending solution that suits you

FIGURE 18.4 Addressing customer issues: 3. Why should I need two years trading
history to get a loan, when I’ve got a great business idea?

EXAMPLE 18.2 CHOUDWEST MODEL BANK SERVICE
OFFERINGS, ETHOS, AND VISION

Changing the Face of Banking

Mission statement: To be our customers’ No. 1 provider of banking
services

Our Aims:
= To deliver exceptional customer service to:
Small and medium-sized businesses (SMEs);
Individuals looking for a better personal service;
= Each customer to be treated as an important individual: “pri-
vate banking” for everyone;
= Business to be conducted via mobile phone, lap top, telephone,
or in person at a branch;
= State of the art technology to facilitate a high standard of per-
sonal service and genuine relationship building.

Delivering a New Kind of Banking

= Concierge Banking will deliver a personal banking service for
all customers;

= It will be a unique offering for SMEs and people who want to
interact with their bank at a time and place convenient for them,
in the style and manner that they desire and that they deserve;

= We intend to know every customer personally;

= The value in our business will be derived from our use of tech-
nology allied with a unique service ethos.

(Continued)
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Planned Product Suite

Personal Banking
= Current Account;
= Deposit Account;
= Term Deposit;
= Notice Account;
= Cash-ISA Account;
= Personal Loan Secured;
= Personal Loan Unsecured;
= Credit Card.

Business Banking
= Current Account;
= Deposit Account;
= USD and EUR Deposit Account;
= Start-up Loan Unsecured;
= Term Loan Secured;
= Term Loan Unsecured;
= Stand-by Liquidity Line;
= Commercial Mortgage;
= Bridging Finance;
= Invoice Discounting;
= Credit Card;
= Foreign Exchange Services.

Genuine USPs

= Use current technology and social-media style algorithms to
enable the bank to have in-depth knowledge of every single
customer to a greater degree than possible up to now;

= Provide a comprehensive and secure bank-wide technology plat-
form for the effective operation of all the bank’s systems: a fea-
ture unique amongst banks where every department from front
to back and middle office uses the same system — creating efficient
balance sheet management AND great customer service;

= Provide genuine tailor-made loan and deposit products and
transaction profiles;

= Utilise blockchain technology in the core banking platform to
provide a high level of security and compliance robustness;

= Replace “call centres” with Relationship Manager Centres
where the person customers speak to will know them as well as
their personal RM;
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= Combine leading-edge technology with a personal service ethos
to ensure:
= Customers will not feel as if they are dealing with someone
new each time they make contact;
= No business is ruled out: we will treat every application on
its own merit;
= Genuine instant service and response.

Vision Statement
“Do good work.”*
“The entirety of a speech given by Virgil “Gus” Grissom to the employees of

General Dynamics, builders of the Atlas rocket, in 1961. Gus Grissom was
the second American to fly in space, and the first to fly in space twice.

To put the foregoing vision into practice will require the right mix of
strategic nous, committed senior and middle management, appropriate cul-
ture, and sufficient capital. To achieve the stated objectives will require more
comprehensive and granular project plan and a coherent marketing strategy.
An example of the “high level” approach that must be built on further is
shown at Figures 18.5 to 18.7, which address the topic of customer acqui-
sition for the model bank.

An integrated approach to marketing will deliver a diverse portfolio of clients; ensuring optimum return on marketing
investment, maximising brand exposure and de-risking the portfolio by diversifying the customer base.

Marketing Tactics

One to Few: | One to One:

[ Wide Scope | Targeted Scope

FIGURE 18.5 High level acquisition strategy



THE FUTURE OF BANKING: STRATEGY, GOVERNANCE AND CULTURE

1204

=
p—

sioysodap
annoadsoud jo weals
Apeajs e Janljep
|Im sonoe)} 888y L

£3orens Surroyses sysodop ojdwes gL YN




1205

Present and Future Principles of Banking: Business Model and Customer Service

=
p—

'SAINS B Ul yum
SUOI}BSIBAUO0D 3)eald
M Jey} aInsus [Im
S8IlIAIlOE. [eD1j08) INO

£3a1ens yimoid ueoy opdwes  7-g1 JYNIH




1206 THE FUTURE OF BANKING: STRATEGY, GOVERNANCE AND CULTURE

Obviously we have presented only the bare bones of our model bank.
There would be considerable more detail required, and this would form the
basis of the banking licence application (if it was a start-up) or the regu-
latory review submission for an existing bank. A summary of what is pre-
sented and reviewed as part of a banking license application in the UK is
given at Example 18.3.

We hope that the series of exhibits given at Figures 18.1 to 18.5 pro-
vides a flavour of what banks should be doing to ensure they regain the trust
and high esteem of society as a whole. It’s merely a case of putting the cus-
tomer first in a genuine way and not in a platitudinous way. Simple, really.

This extract from The Principles of Banking (2012)

Afterword to 7he Principles of Banking

The profession of banking is an honourable one. To be given a responsi-
bility at any level of a banking institution is to be entrusted with a valuable
part of society’s well-being. Bankers should never let this thought stray far
from their minds.

Sound judgement requires knowledge and experience, of the right kind,
if it is to be exercised during both good and bad economic times. This is not
always a core belief of those in senior management. In his book Bounce:
The Myth of Talent and the Power of Practice, (London: Fourth Estate
2010), Matthew Syed notes that:

For years, knowledge was considered relatively unimportant in decision-
making . . . This was the presumption of top business schools . . . They
believed they could churn out excellent managers who could be para-
chuted into virtually any organisation and transform it through superior
reasoning . . . Experience was irrelevant, it was said, so long as you pos-
sessed a brilliant mind and the ability to wield the power of logic to solve
problems . . .

This is nonsense . . . successful decision-making in any situation
characterised by complexity — whether in sport, business or wherever — is
propelled not by innate ability but by the kind of knowledge that can only
be built up through deep experience.

An understanding of the core principles of banking, acquired over time,
is an essential prerequisite of successful banking.

The risk management principles we have discussed in this book are
identical whichever way one looks at them: be it from a shareholder-value
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perspective, hedging or fair-value perspective, regulatory requirement
perspective or societal well-being perspective. It is important for bank man-
agement to incorporate them into their strategy, even if they think that other
banks are ignoring them.

The underlying message remains: the first principle of good banking is
to have principles. Or, as the motto of the London Stock Exchange puts it:
my word is my bond.

Reproduced from The Principles of Banking (2012)

EXAMPLE 18.3 BANKING LICENSE APPLICATION
AGENDA

We list here the typical agenda of a banking license application
submission to the UK regulatory authorities.

XYZ Bank — Part | Session

Identity
= USP;
= Purpose, vision and values;
» Brand strategy and positioning;
= SWOT.

Governance
» Ownership structure;
= Management structure and experience;
= Board and board committees (skills);
» SIFs (significant influence functions) / Profiles / Experience;
= Evolution of governance and oversight;
= Internal audit.

Business overview — Day 1 / Customer
= Customer segments;
= Products;
= Pricing strategy;
= Channels;
= Market share;

(Continued)
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= Risk (high-level, further detail in Part II);

= Conduct agenda (high-level, detail in Part II);

= Capital and liquidity (high-level, detail in Part II);
= Resolution and recovery (high-level).

Financials
= Financial viability and sustainability (including key
assumptions);

= Profitability (including key drivers, margin assumptions);
= Impairment assumptions;

= Cost base;

= Customer franchise targets;

= Key sensitivities / downside risks.

Risk
= Risk management (including strategy to identify and manage
risks to the business);
= Risk appetite;
= Risk structure;
= Risks to the plan;
= Risk MI and reporting;
= Risk policies.

Future strategy
= Vision / evolution;
= Growth;
= Strategic planning process.

Challenge Session
= Why should we have confidence in the bank and its management?

XYZ Bank — Part Il Session

Technology platform
Capital
= ICAAP process, assumptions, results;
= Capital structure of XYZ Bank; conclusions from the
ICAAP, covering;:
Structure of capital;
Source of capital and sources of additional capital;
Control environment (including governance of capital /
ICAAP; risk appetite);
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Pillar 1 capital calculations;

Pillar 2 assessment and quantification of risks;

Stress testing and scenario analysis;

Key areas of market risk, credit risk, operational risk,
with metrics.

Liquidity / Funding
» Overview of how Treasury operations are managed
in XYZ Bank;
= Approach to hedging (overview);
Liquidity risk management (including risk appetite and metrics
to measure and manage);
= Stress testing, and assumptions;
= ILAAP process, assumptions, results;
Liquidity buffer;
Control environment (including governance of liquidity /
ILAAP);
= Summary of contingency funding plan (CFP);
Key liquidity and funding policies;
Stress testing and scenario analysis.

Operating Model
= Overview of operating model;
= Overview of IT systems;
= Key supplier relationships;
= Governance;
» Future capacity and plans.

Conduct
» Conduct agenda in the bank;
= Customer journey;
» Conduct risk assessment by product;
= Issues to be addressed / remediated.

APPENDIX 18.A: Basic Principles
of Bank Marketing

A primer on marketing is provided on the book’s companion website, as a
Word file in the folder for Chapter 18.
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