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‘Too small to survive’
 
The crisis has shown that many banks are too big to fail. But the opposite is also true. 
Many respondents felt that one outcome will be a loss of banking capacity, particularly 
at the small end where banks have been left to sink or swim, and where survivors now 
face competition from state-supported behemoths. This concern showed up in many 
markets, including specialised ones like Luxembourg where small banks feel 
particularly threatened.  
 
The chief executive of a Luxembourg bank feared that “many small banks in the 
private banking business will disappear…because clients will have to go to safer 
banks. Small credit providers will also suffer due to liquidity issues. These trends will 
encourage consolidation from which big institutions will benefit”. In Australia, a 
respondent saw heavier regulation “causing the demise of marginal players”. 
 
New regulatory costs will also fall heavily on small banks. Antony Thomlinson of City 
lawyers Eversheds said that new funding requirements penalised small banks “to the 
detriment of competition in the banking sector”.  David Colvin, executive director of 
Jordan International Bank, said there was a risk that remedial measures “will place a 
disproportionate burden on smaller banks and financial institutions. The counterpart 
to 'too big to fail' is 'too small to survive' which will be the result if the sins of the mega-
banks are visited on the small”.  

 
But while this might be a good moment for new competitors to launch business 
models untainted by the crisis, respondents doubted that they would have the 
stomach for it. “My concern is there will not be real new entrants,” said one. 
Another said bitterly: “The real issue is unfair competition from state-owned 
businesses”.  
 
As regulation gets tighter, the barriers to entry will get higher. There were “few 
candidates for entry – and those there are will find it difficult to get established in 
the face of market and regulatory scepticism”, said a respondent. Another observed 
that it was large, failed banks that attracted capital, not exciting new ones.  
 
Prof. Michael Mainelli of Z/Yen Group said the key was not to reform regulation 
but to toughen up monopoly rules to encourage more small banks that were not “too 
big to fail”. He said: “The debate should be about ‘open’ markets rather than 
dogmas of ‘free’ or ‘regulated’ markets – breaking up oligopolies, not saving 
institutions.” A US respondent agreed, but was not hopeful. “It would be a very 
good thing to make financial activity more contestable. Smaller institutions, more 
entry and exit ... ahh that would be wonderful!”  
 
Jonathan Howitt, head of group risk at Man Group, said that increased protectionism 
and regulation would “stifle the market and product innovation that we need to pull 
out of the crisis. Worse still, with fewer banks and higher barriers to entry, the 
financial system is far more concentrated than it was before the crisis. Hence the 
seeds of the next crisis, even if it is a few decades away, may already have been 
sown”.  
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Preparedness 
 
We asked respondents: How well prepared do you think the sector is to handle 
the risks you have identified? 
 
 
 
 
 
 
 
 
 
 
 
 
 
Only 9 per cent of respondents thought banks were well prepared, and 11 per cent 
thought them poorly prepared. The remainder gave a mixed response. This was a 
considerably more negative result than last time when 24 per cent said “Well” and 4 
per cent said “Poorly”. In our 2006 survey, 64 per cent answered “Well”. 

A breakdown of the responses shows bankers to be the most positive about their 
ability to handle risk, and non-bankers the most negative. Although no regulators 
thought banks were well prepared to handle risk, most of them gave a mixed 
response. 
 
Those who answered “Well” emphasised the amount of work that had been done to 
strengthen banks and develop better risk controls. A typical comment was: “The 
recent crisis has heightened the sense of awareness of, and appreciation for, various 
risks. This, coupled with active regulatory oversight, ought to enable the sector with 
the necessary mindset to manage the key risks faced by the industry.” Those who 
answered “Poorly” said that banks had not learned the lessons from the crisis and, if 
anything, had become complacent. A UK respondent said: “The fundamental 
discipline of fearing bankruptcy is now severely diminished for large institutions, 
leaving regulation and political pressure to fill the gap. This is not a viable way 
forward.”  
 
The “Mixed” responses stressed the difficulty of generalising about a sector which 
had been so sharply split into winners and losers, to the point where it was now 
possible to differentiate very clearly between well and badly run banks. One senior 
banker said: “My impression is that many banks have learned the lesson and are 
focusing and improving risk management, and are ready to accept lower profitability 
and RoE. Unfortunately there are still many banks, probably one third of the ones I 
have talked to, that believe that they did nothing wrong and that it is business as 
usual.”   
 

2008

Poorly
4%

Mixed
72%

Well
24%

2009

Poorly
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% Well Mixed Poorly 

Bankers 12 81 7 

Observers 4 79 17 

Regulators 0 90 10 
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Name

Institution

CSFI, 5 Derby Street, London W1J 7AB, UK 
Fax: +44 (0) 20 7493 0190 

Email: info@csfi.org.uk

Country

Question 1.   Please describe your main concerns about the safety of financial institutions (both 
individual institutions and the system as a whole) as you look ahead over the next two to three years.

Please turn over

             Replies are in confidence, but if you are willing to be quoted in our report, please tick

Position

CSFI
CENTRE FOR THE STUDY OF FINANCIAL INNOVATION
5, Derby Street, London W1J 7AB, UK   
Tel: +44 (0)20 7493 0173   Fax: +44 (0)20 7493 0190

Banking Banana Skins 2010
Each year we ask senior bankers and close observers of the financial scene to describe their main worries 

about the banking industry as they look ahead.  We’d be very grateful if you would take a few minutes to fill out 
this form, and return it to us by December 19th
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Comment:

Mixed Well

Emerging markets         

Business continuation       

Competition from new entrants    

Conflicts of interest         

Corporate governance       

Back office                       

Steady

Environmental risk         

Fraud                

Hedge funds            

Credit risk             

Derivatives             

Falling
Comment

Question 2. Here are some areas of risk which have been attracting attention.  How do you rate their 
severity, and what is their trend: rising, steady or falling?  Use the right hand column to add comments.   
Insert more risks at the bottom if you wish.

      1=low Rising
      5=high

Question 3. How well prepared do you think the sector is to handle the risks you have identified?

Severity Trend

Macro-economic trends            

Liquidity

High dependence on technology    

Merger mania           

Political interference           

Regulation:

  - too much              

  - too little             

Retail sales practices        

Risk management quality     

Rogue trader            

Poorly

  - interest rates           

  - equities              

Money laundering          

Payment systems          

Management incentives             

  - currencies            

Capital availability

  - credit spreads

Big market movements:

  - commodities           
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