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The Transformation of the Past 40 Years 

• Banking has been utterly transformed in the past 40 years  

 

• Some banks today remain like banks from the 1970s -- 

focussed on taking deposits and making loans – the core role 

of banking which is to intermediate capital 

 

• Other banks have up to 40% of their total assets in purely 

speculative derivatives 

 

• So these are two profoundly different sorts of institutions.  Yet 

today we have only one word for both – bank – or two words, if 

we include the ugly term “G-SIFI”.   



What do you see when I say “Pink Elephant”  

 

 

 

 

 



Conclusion 

 

 

 

 

 

Institutions that need to be bailed out if they fail, but which systematically 

gamble.  

 

 



What do you think when I say ‘Bank’? 

• A sophisticated institution that sees in customers a source of 

profit 





Or do you think of … 

 

 



 

In Australia, most people think of  

one of our big 4 banks, even when 

discussion international financial  

regulation 



Time Travel  from 1970 forwards   

 
• Lawyer 

 

• Doctor 

 

• Banker  

 

 



The First Great Change – A Change in Culture and 

Attitude  

In the 1980s banking went from being an industry that sought to 

help its customers make money, to being an industry that looked 

for people from whom the industry could make money. 

 

Adam Smith’s ‘invisible hand’ became the ruling dogma. He only 

used the phrase once in The Wealth of Nations, but it was used 

more times every hour somewhere in the world in the 1980s. 

In Smith’s earlier work, A Theory of Moral Sentiments, he argues 

people are motivated by desires to be respected and regarded as 

honourable.   

 

Today’s bankers are remunerated as if they care about nothing but 

money.  

 

 

 
 



The Second Great Change – Validation of Speculative 

Derivatives  

• In 1984 in Hong Kong Deacons was asked to advise an 

institution that wanted to begin offering futures contracts on 

currencies and commodities. 

• The first draft of the advice was written by a young, gauche 

banking lawyer  

 

• In the 1980s and 1990s legislation around the world 

progressively validated purely speculative derivatives. 

• In 2000 in the US,  The Commodity Futures Modernization Act 

excluded the application of any state or local laws in respect of 

gaming to give legal certainty to derivatives trading. 

 



Third Great Change – The Training of Bankers 

Old banking supplied an essential ingredient to the productive 

process – capital. An ingredient as essential as electricity and 

water.  

Traditional training for a banker in the City of London – degree in 

history or classics, or having been an officer in a good regiment.  

Today’s training – quantitative.  Doesn’t matter if first degree is 

finance, maths, economics, physics – people going into banking 

today see the world thru a quantitative lens, not a humanities one. 

To my mind, this is a massive change, and has been undervalued. 

Bankers today see the world profoundly differently than bankers of 

40 years ago did.  

 

 



Fourth Great Change – Complexity and Opacity of 

Products 

 

• Complexity and opacity increase information asymmetry 

between bankers and investors 

• Read and interpret a CDO in a litigious context and tell me they 

are not opaque! 
 



Fifth Great Change – ‘Aligning’ Banker’s Incentives 

• The attempt to align bankers’ interests with those of bank 

shareholders 

 

• Traditionally bankers were paid salaries that were not directly 

performance related 

 

• Much of modern bankers remuneration is by way of bonuses 

that depend on this year’s performance.   

 

• EU and other regulation is working to change this, but bonuses 

remain very significant.   
 

 



The Fourth and Fifth Great Changes Interact Potently 

• Which brings me to two words I never use at home FAT and TAIL 

• Specifically FAT TAIL RISKS 

• Fat tail risks are a boon to bankers.  

• Products with fat tail risks out-perform others in good times but may 

decline precipitately in value in bad times.  

• The only skin bankers have in the game is their annual bonus. But for 

the bank or the customer whose funds the banker is investing, the fat 

tail risk may wipe out much or all of the investment’s value. 

• In this way the attempt to align the motivations of banker and 

customer, or employee and employer, often has resulted in the 

profound misalignment of these interests. 

• This is why bankers love derivatives. This is why derivatives boomed 

in the years leading to the GFC. 

• It is human nature to see the present return and underestimate the 

risk. 

 



More is not necessarily better when it comes to: 

alcohol  

 
• Cecchetti and Kharroubi found that mature economies get to a point 

where greater volumes and sophistication in banking become 

associated with lower economic growth. (‘Reassessing the Impact of 

Finance on Growth’ BIS, WP No 381, 2012) 

• Our modern world is characterised by ever-increasing complexity. 

Intelligence is the ability to deal with complexity.   

• Only 5% of a population have an IQ over 125 

• In the old days banking did not absorb many highly intelligent people. 

It was dull, risk-averse, prudent and not particularly well remunerated.  

• Goldman Sachs and the pre-med student at Duke. 

• Rapid growth of a financial sector can shift resource allocation and 

distribution in sub-optimal ways.    

 

… banking 



Implications of all this  

• I’d like to encourage us to be conscious when we use the word ‘bank’ 

in the next two days. What do we mean each time we say it? 

• Do we mean a G-SIFI?  Or are we thinking about something much 

simpler? 

• Few people realised the long term effects of the gradual exemption of 

financial trading from the gaming laws. 

• Few people realised the long term effects of the change in the attitude 

of the industry in the 1980s or the change in the types of people 

entering banking in the 1990s. 

• Society has not really consented in an informed way to having these 

institutions in its midst. 

• This is the context in which bank levies were introduced by Britain, 

France and Germany in 2011 and in which 11 EU countries intend to 

introduce a FTT next year. This transition to super-banks, that are 

casino like in their natures, is the context for our discussions over the 

next two days.  


