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Unit 1 Globalisation of banking
and finance

‘Globalisation’, the worldwide spread and interconnection of banking and financial
services, is of growing importance for financial institutions. The three texts in this unit
look at different aspects of this subject. Text 1.1 looks at how the American banking
system is dealing with globalisation. Text 1.2 examines the general factors influencing

how a bank decides to expand abroad. Text 1.3 shows how particular banks are entering
foreign markets.

Text 1.1 US meets the challenge of
globalisation

Pre-reading
How much is the economy of your country independent of/dependent on other
countries? Is there truly a ‘world economy’ at present?
What banking services will a ‘world economy’ need?

Skim and scan
(a) Is America as confident now of dominating the world banking system as it was
ten years ago?

(b) What aspect of globalisation, the theory or the detail, now needs more work?

Note: All words in texts marked with an asterisk(*) can be found in the Glossary atthe .

back of the book.

W
US meets the challenge of globalisation

1 Ten years ago, US bankers and 24-hour trading across time zones and s
brokers* talked almost messianically full-service institutions would serve
about globalisation. Capital barriers farmers in Iowa to car workers in

would fall, there would be seamless Osaka.
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As the US capital markets enter the
1990s, the reality is that globalisation
is still in its early stages and that it will
be as much a trend of the next decade
as it was in the last. There has,
however, been a qualitative change in
the rhetoric.

Then, globalisation was seen in the
US as an opportunity. Now the US is
far less confident of its ability to
dominate the global market and is
showing signs of falling behind its
competitors. Globalisation is now an
urgent challenge.

Mr Curtis Welling, managing
director in charge of equities* at First
Boston, says, ‘The US has had a very
geocentric view. Our hegemony over
world capital flows was almost
regarded as a birthright. As far as
important capital flows are concerned,
there was a real danger of the world
passing us by. The US was in danger
of becoming irrelevant.’

While the US was once slow to
realise its competitive position in
world financial markets could be
eroded, Mr Welling believes that there
is a growing awareness of the need to
act quickly to position the nation’s
markets and financial institutions for
the future.

Comprehension

In giving your answers to the following questions note the line(s) in the text where you

found your answer.

This concern has been crystallised
in regulatory initiatives. legislative
proposals and product innovations.
Progressive attitudes at both the US
Federal Reserve and the Securities and
Exchange Commission (SEC) are
central to these efforts.

The SEC, which has just formed an
Office of International Affairs, has
shifted into top gear to harmonise
regulations with overseas counterparts
to promote the free and efficient flow
of capital. The nuts and bolts of
clearance* and settlement*, for
example, are a priority.

Mr Welling of First Boston, puts the
challenge in graphic terms: 'We have
gone about as far as we can go with
broadbrush conceptual descriptions of
the global market. We can see the
house, it looks great but nobody can
live in it until the plumbing and
electricity is in place.’

In spite of all the talk of the global
markets, it is startling that US pension
funds have committed less than 3% of
their $2,600 billion in assets* to non-
US securities*. One key reason for
this is that investors and traders
have to negotiate a minefield of
different regulations when operating
in overseas markets.

‘Financial Times' 11 December 1989

1. {(a) What was the American view of globalisation ten years ago?

2. In what ways were the American attitudes to globalisation mistaken? (more than

one answer)

() That it was a utopian idea, impossible to achieve.

(i) They thought it would soon create a single world banking system.

(iii) Different areas of the world would still require different banks.

(iv) Difference in time around the world would still cause problems.
(b) How does the second paragraph (lines 9-—15) indicate that American ideas about

globalisation were incorrect?
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60

65

70
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() The US believed it had an automatic right to lead the world banking system.
(i) The US did not act competitively enough.

(iii) The US thought the rest of the world was irrelevant.

(iv) America looked at globalisation too much from its own viewpoint.

3. (a) What three actions are the Americans taking to improve their competitive
position?
(b) Are the US governmental bodies important for achieving these three aims? What
one word in the text tells you this?
4. Are the following statements True or False? identify the lines in the text where you
find your answers.
(i) The SEC has set up a special body to work on institutional matters.
(i) Details on how to move capital between countries are finalised.
(i) Mr Welling feels more work is needed on the global market concept.
(iv) ‘nuts and bolts’ (line 53) and ‘plumbing and electricity’ (lines 62—3) have similar
meanings.
5. (a) What does the figure 3% (line 66) refer to?
(b) Why was this figure so low?
Vocabulary

in English (and other languages) words originating in one area, e.g. sport, are often
used in a different area, e.g. business, with a new meaning. When words are used like
this we call them metaphors.

6.

See if you can match the words with the area they were first used in. One has been
done for you.

messianically mechanics
seamless \clothing
shifted into top gear religion

nuts and bolts war
minefield driving

Questions 7—11 show examples of metaphors used in the text.

7.

In line 2 ‘messianically’ means:
(i) casually

(i) uncertainly

(iii) passionately

(iv) knowledgably

In line 4 ‘seamless’ means:
(i) continual

(i) uncontrolled

(iii) without boundaries

(iv) hectic

In line 50 ‘shifted into top gear’ means:
(i) adopted a new attitude



international banking and finance

(i) began to work hard
(ii)) reviewed its ideas
(iv) moved its offices

10. In line 53 ‘nuts and bolts’ means:
(i) theories
(i) documents
(ii)) agreements
(iv) detailed rules

11. In line 70 ‘minefield’ means:
(i) discovered situation
(i) complex situation
(iii) dangerous area
(iv) newly created field

Text 1.2 How banks choose overseas offices

Skim and scan _ _ 4
(a) Is the host or parent country usually more important in influencing the type of
overseas office which is set up?
(b) Which type of overseas office gives the parent company most control?

W
How banks choose overseas offices

1 Traditionally banks have initially moved into external markets with an agency

or a representative office because of the relative ease with which-they can
be established. The most important factor affecting the choice of type of office

is the attitude of the host country as reflected in its laws, regulations and
policies towards financial institutions. Some countries prohibit foreign s
commercial branches; others prohibit foreign-held subsidiaries® (or
affiliates™). And, of course, some governments exclude both foreign branches
and subsidiaries. In other instances, entry of new firms is prohibited, but
outside firms already in existence are permitted to function under grandfather
provisions. Over a dozen foreign countries permit no foreign commercial 1o
banking except for representative offices; only a small amount of trade is
conducted with these countries.

2 In some cases, the policy of the home country of the parent bank may
determine or at least influence the type of office established abroad. In at
least a few instances, certain types of overseas office are not permitted by s
the government of the parent company.
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Generally, branches are easier to establish than a subsidiary in a foreign
country and they afford the parent company the greatest degree of control.
Accordingly, as full service types of offices, branches play a key role in external
operations. The type of office a bank establishes abroad also depends upon 20
the extent of market participation desired by the bank, the amount that can
be invested in the facility, and the availability of trained and talented staff.

‘“The Environment of International Banking' (pp 8—9 adapted) Hultmann, C.W.
(Prentice Hail International Editions)

sy

Comprehension

1.

Which types of overseas offices do banks often have? Why?

2. The text mentions five different attitudes of host countries to foreign banks.

List them.

Delete the words which, according to the text, are wrong in the following sentences.

Home country regulations (sometimes/never) affect the establishment of foreign
banking offices. Generally (all/most) types of overseas representation are permitted
by parent company governments.

What advantages do foreign branches have over foreign subsidiaries?

According to the text which of the following factors do NOT affect a bank’s choice
of overseas office? (more than one answer may be possible).

() The availability of subsidies from overseas governments.

(i) The funds that the parent company can spare.

(iii) The existence of the right type of employees.

(iv) How much experience of overseas banking the parent company has.

(v) The degree to which the parent bank wishes to penetrate the foreign market.

Vocabulary
6. What TWO words in the text mean ‘forbid’? What word in the text means ‘allow’?

7. What do you think ‘grandfather provisions’ in lines 9—10 means?

8. Which of the words below do you think means ‘Accordingly’ (line 19)?

(i) Although
(i) Therefore
(iii) However

(iv) On the other hand

Using ONE word in each gap, complete the following summary of the text. All the
necessary words are in the text.
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In the past banks have first entered foreign markets by means of an (i)

or a (u)

depended on the attitude of the (iii)

laws, (iv)

banks to (vii)

. Grandfather (vi)

offices.

Sometimes the home country of the (ix)
certain forms of (x)
On the whole {xi)

and also allow more (xiii)
service, foreign branches are very important.

Text 1.3

Skim and scan

After reading this text decide which of the headlines below was the original titie

of Text 1.8.
(i) British banks preparing for retail globalisation

(i) Retail banking likely to become a global business
(iii) Global retail banking already with us

1
2 5
10
3 |5
20

Retail banking* looks set to cross
national frontiers in the 1990s and
become a truly global business for the
first time in history.

Banks are still struggling to cope
with the aftermath of the dereg-
ulation* of national retail banking
markets in the 1980s. But, just
as happened with the manufacturing
industry two or three decades ago,
the longterm survival of large retail
banks may increasingly depend on
the ability to compete with foreign
players.

In Britain we may see the first
takeover* of a building society* by a
foreign bank or insurance group.
Royal Trust of Canada, Citibank of
the US and National Australia Bank,
as well as a number of French and
other European institutions, are often
named as likely purchasers. The first

offices.
are easter to set up than a (xii)

office. Which type of office was chosen

country. According to its

and policies different types of office may be (v)

sometimes allow long-established

. More than twelve countries allow only (viii)

bank may forbid

. Because they also offer (xiv)

takeover of a building society could
come this summer, and will probably
be a test purchase of a relatively small
society.

National Australia Bank
consolidated its presence in the UK
market in 1990 by buying Yorkshire
Bank, previously a jointly-owned
subsidiary of the three clearing
banks*, for £1bn.

One of the perspectives that is
shaping the thoughts of retail bankers
in Europe is the arrival of the Single
Market in 1992. No-one is quite sure
how far it will be possible to create
a true single market in retail banking,

But cross-frontier activity is
growing. Hypothekenbank has
established a mortgage* lending
subsidiary in the UK, while Abbey
National, a former building society
which became a bank with a stock

25
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market flotation* in July 1989, has
bought Fico France, a mortgage
company in France, in addition to its
existing joint ventures* in Spain and
Italy. Abbey National’s chief
executive, Mr Peter Birch, says the
next stop could be an acquisition in the
German market.

Nykredit, Denmark's largest
mortgage lender, followed up its entry
into the UK market in 1988 by buying
Business Mortgage Corporation, a
small bank, in 1989. But although new
entrants from abroad continue to set

Comprehension

1.

3. Use information from the text to complete the table below.

up in the UK mortgage market, they
are finding the going tough, with most eo
currently offering mortgage interest
rates over 16 per cent.

Globalisation of banking and finance

Rapid changes are also under way 8

in the credit card market. In West
Germany,
between most of the German banks
and Visa International continues, Visa
has finally found a way to offer its
customers cash machine facilities
through a deal with KKB, the German 7o
subsidiary of Citibank.

e —————

though the stand-off ss

‘Financial Times' 9 May 1990

Are the following statements True or False according to Paragraph 27

(i) Banks have already dealt with the deregulation of the 1980s.

(i) Manufacturing industries faced strong foreign competition in the 1960s and
1970s.

(i) Large retail banks have a secure future.

Match the beginning of a sentence in box A with an ending in box B to produce
a statement that is true according to the text.

A

(i) No British building society
(i)

A small building society in
Britain

(i) A British bank owned by
other banks

may be taken over soon.

has been bought by an
overseas financial
company.

was bought by an
Australian bank.

Name of financial Home country Name of Nationality
company making of buying bought of company
buy company financial bought

company

Yorkshire

Bank
Abbey National

Danish
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4. Why do you think that ‘the going (is) tough’ (line 60) for foreign mortgage companies
in Britain? How is this related to the ‘16 per cent’ mentioned in line 627

5. (a) Why had holders of Visa credit cards in Germany not been able to use cash
machines?

(b) How did Visa finally solve this problem?

6. Look at the words in the box. Refer to the text to see how they are used. Then match
the words with their correct definitions.

the aftermath (line 6) the perspectives (line 33)
foreign players (lines 13—14) an acquisition {line 51)
consolidated (line 28) the stand-off (line 65)

(i) things to consider

(i) the action of making stronger

(i) something which has been bought
(iv) a position of non-agreement

(v) situation after an action/event

(vi) overseas competitors



Unit 2 Major international
finance centres

For historical and other reasons certain cities, e.g. New York and London, became the
main centres of world finance. These three texts look at the situation today. Text 2.1
shows Switzerland's efforts to build on its traditional importance in banking. Text 2.2

examines whether new banking practice requires ‘financial centres’ at all.

Text 2.1 Call to strengthen Switzerland as
a financial centre

Pre-reading:
What are the characteristics of a financial centre?
What facilities must it provide?
What are the benefits to a country of having a ‘financial centre’?
What has been the role of Switzerland in world banking until now?

Skim and scan
(@) Is Mr Frehner satisfied with the present actions of the Swiss authorities?

(b) What would apparently be the attitude of the Swiss government if Swiss banks

jost customers abroad?

Call to strengthen Switzerland
as a financial centre

Swiss Bank Corporation (SBC)
yesterday called for more official
backing to strengthen Switzerland’s

He said Switzerland was indulging
in a banking policy marked by flagrant
contraditions. He cited the following

position as a financial centre, Reuters  examples:
5 reports. A. The Cartel Commission*
2 Mr Walter Frehner, chief demanded total price competition. Yet

executive, said, ‘Together with other
banks we have made big efforts to
strengthen Switzerland as a financial
centre. But our endeavours have not
found the necessary support from the
authorities and political bodies.’

the government was proposing that
interest rates should be subject to its
control.

B. The banks were being urged to
reform the stock market system. On
the other hand, elimination of the

MMM

20
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25 anachronistic stamp duty* was Mr Frehner said Switzerland could
systematically delayed. either face up to the tougher 4
C. The National Bank’s monetary international competition, which
policy had led to sharply higher would be SBC’s preference, or
interest rates. But the highest confine itself to its traditional home
30 authorities in the land described any  market.
adjustments in bank interest rates as But if the country was to remain 5o
unnecessary and undesirable. competitive, it was essential that the
4 Mr Frehner said it was mistaken to  national regulatory environment be
think that to make Switzerland more  adapted to meet the new requirements,
3  competitive as a financial centre it was  he said.
sufficient to subject banks to greater He noted that Swiss Finance s5
competitive pressures. Minister Mr Otto Stich, when asked
3 ‘A characteristic of Europe’s in a recent interview whether bank
modern internal market is precisely its ~ customers might not go abroad if the
2 enormous mobility. The other stamp duty was not repealed, had
countries are ready and eager to build  replied, ‘Let them.’ 60
market share at Switzerland’s ‘Financial Times'
expense,’ he said.
WW
Comprehension
1. Are the following statements True or False according to the text? Show the lines
where you found your answers.
(i) SBC wants greater official backing for the Swiss banking system.
(i) Mr Frehner criticises the cooperation of Swiss private banks.
(iii) Mr Frehner thinks Swiss banking policy is well organised.
(iv) Mr Frehner thinks that the banking authorities are being self-contradictory.
2.

(a) How many examples of ‘contradictions’ in Swiss banking policy does the text
mention?

(b) Match the first part of the contradiction in box A with the second part in box B
that is correct according to the text.

A

B |

(i) The National Bank's
policy has caused
interest rates to sear.

(i) The Cartel Commission
requires price
competition

Banks are told to
improve the stock
exchange.

{iii)

(a) An old-fashioned tax is
not being abolished.

{by Authorities say no
change in interest rates
is needed.

{¢) The Government wants
to control interest rates.

10



