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PREFACE

International banking is a key component of the global economy. As an economic
activity, it is central to the flow of capital around the world through the provision
of loans, the supply of financial advice, and its involvement in securities markets.
The role of banks has been and continues to be shaped by a number of mega-
trends—the globalization of financial markets, the rise of nonbank competitors,
the ongoing evolution and implementation of new technologies, and deregulation
and disintermediation (i.e., the movement away from the middleman role played
by banks between depositors and lenders).

Those banks that have opted to go international—that is, to extend their busi-
ness across national boundaries and into the larger world in search of new cus-
tomers and profits—find a pressing need to be more innovative. They must also be
able to reconsider traditional ways of competing and be willing and flexible in their
commitment to finding solutions to new challenges, such as marketing their ser-
vices and products in multiple foreign markets, striking alliances with institutions
in new markets, or developing secure e-banking service systems.

The purpose of this book is to provide a straightforward approach to under-
standing international banking. While the literatures on international banking,
finance, and economics are extensive, the universe of basic textbooks on interna-
tional banking is more limited. Indeed, the task of compiling a basic text on inter-
national banking is difficult, considering the fields of study that such an endeavor
cuts across. Whereas money and banking are often taught as part of economics,
foreign exchange trading and international banking are usually part of a business
school curriculum. Depending on one’s academic standing, international banking
has different meanings, and any text that seeks to cover the subject matter must be
holistic by its very nature.

The professional lens through which this particular book was initially visualized
and written derived from the teaching of international banking at a university (Bran-
deis University) and considerable experience working for commercial banks (includ-
ing Bankers Trust, Manufacturers Hanover Trust, and three regional banks), a banking
regulatory agency (the Office of the Comptroller of the Currency), two investment
banking firms on Wall Street (Credit Suisse First Boston and Donaldson, Lufkin &
Jenrette), and a fixed income hedge fund. The authors brought the sum of those expe-
riences into the defining of international banking and how such a text should read. It
should be of use to those wishing to understand international banking, answering the
fundamental questions and creating an awareness of the key issues.

Beyond identifying and defining key issues in international banking, the authors
also seek to provide a theme for the book. We believe that international banking is
in a state of tremendous change, reflected by an upswing in mergers and acquisitions
within the banking sector, cross-border alliances between banks (often done through
swaps in equity share ownership), and mergers and alliances across business sectors

XIX
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(such as between banking and insurance). In the year 2000 alone we witnessed multi-
billion-dollar deals that brought about the acquisition by Chase Manhattan Bank of
J.P. Morgan & Co.; the purchase by Citigroup of Associates (a large finance com-
pany); Union Bank of Switzerland’s acquisition of Paine Webber; Goldman Sachs
& Co.’s purchase of market maker Spear, Leeds & Kellogg; and Credit Suisse’s
takeover of Donaldson, Lufkin & Jenrette. Also evident are the rise of nonbank finan-
cial institutions actively engaged in many of the same areas where banks were tra-
ditionally dominant; deregulation of financial service sectors; and the growing trend
toward disintermediation. These forces pose a challenge to the practice of interna-
tional banking and augur substantial metamorphoses ahead.

The primary forces behind the change dynamic in international banking are tech-
nological innovations, acting in tandem with the globalization of markets. For exam-
ple, before the 1990s bankers were not deeply concerned with the spread of the
Internet. By the end of the 1990s all banks were linked by e-mail and racing to
develop e-banking facilities to tie into the multibillion-dollar e-business sector. With
Internet usage estimated at over 200 million users worldwide in 2000 and with rapid
increases in usage expected in Asia and Latin America, no major international bank
can afford to ignore e-banking or leave the field entirely to bank and nonbank com-
petitors. Consequently, as we take the reader through the chapters of our book, we
convey the message that international banking is a dynamic business, in which
change is a constant feature, forcing bankers to adapt or be left behind in the highly
competitive stampede to reach the commanding heights of the global economy. To
complement our chapters, we have added seven case studies, which provide an in-
depth examination of particular issues. These case studies are from the Harvard
Business School, Richard K. Ivey School of Business, and EAP—European School
of Management, and we are thankful for their permission. It should also be noted
that teaching notes are available through Harvard, Ivey, and EAP.

The book seeks to address two audiences, not mutually exclusive. The first audi-
ence is the university circuit, either at the advanced undergraduate or the graduate
level. The second audience is that of professionals in international finance who
wish for a basic overview of international banking and an update on major trends
in the industry.

The authors take full responsibility for the material in the book, but wish to thank
the following who gave of their time to provide constructive criticism. These include
Professor Albert L. Gastmann, Professor Emeritus, Trinity College, Hartford, Con-
necticut; Leon S. Tarrant, formerly a Senior Bank Examiner and the Chairman of
the Interagency Country Risk Exposure Review Committee (ICERC) in Washing-
ton, D.C.; Matt Burnell, Senior Finance Company and Bank Analyst in the Fixed
Income Research Department at Merrill Lynch (who was kind enough to provide
data on a number of banking systems during the course of a busy day); Allerton
Smith, Bank Analyst and Director of Investment Grade Fixed Income Research
(rated as one of the top banking analysts by Institutional Investor magazine for close
to ten years) at Credit Suisse First Boston; Professor Barry Rosen of Baruch Col-
lege in New York City (who was good enough to suffer through a couple of chap-
ters and provided useful criticism); Keith Rabin, President of KWR International:
and Jon Hartzell, formerly Deputy Comptroller at the Office of the Comptroller of
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the Currency and now at Dresdner Bank. We also greatly appreciate the hard work
and efforts of our reviewers, in particular, Gunter Dufey of the University of Michi-
gan; Patrick A. Groenendijk of Vrije Universiteit Amsterdam; Laurent L. Jacque of
Tufts University; Kurt Jesswein of Murray State University; Lawrence W. Lovik of
Troy State University; Timothy A. Manuel of the University of Montana; Yoon S.
Park of George Washington University; Joe Peek of Boston College; E. N. Rous-
sakis of Florida International University; Sudhir Singh of Frostburg State Univer-
sity; Stephanie A. M. Smith of Texas A&M International University; Leo A. van
Eerden of Rotterdam School of Management; and Michael C. Walker of the Uni-
versity of Cincinnati. Dean Peter Petri and other faculty and staff members of Bran-
deis University Graduate School in International Economics and Finance provided
support and assistance at critical points along the way. Thanks are also extended to
the library staffs at Trinity College, the Business Library of the City of New York,
Sarah Woolf at Pine Manor College Library, the White Plains Public Library, and to
the graduate research assistants at Brandeis University who helped in so many ways.
Finally, the authors extend their appreciation to those individuals at Addison—Wesley
who went through the long and sometimes frustrating birthing of this book.

Jane E. Hughes
Scott B. MacDonald
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