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Analysis 

Gone by the board? 
VVhy the directors
 
qfbig banksfailed
 
to spot credit risks
 

Governance ofglobal e most immediate 
hUJl1lUJ cost oC the cnsts
financial groups is t.h.Iit has torn through


being called into	 the global fimmcinl ~.m
tem is apparent even from a cas­
question after the ual walk In the streets oC down­


market shake-out ­ town Manhattan and the City of
 
London.but the shortcomings The shnrter queues aL dellca­

may lie more in the	 Lcs..;eI15 and sandwich shops, the 
gloom-shrouded watering holessystem than among	 and the number of VUCl1I1t 11001"5 

individuals, write	 in previously bustling buDdtngs 
are stark rcprescntntlons of aFrancesco Guerrera trend seenln downturns ever 

and Peter ThaI Larsen	 slna: the crash of 1929: in times
 
of cri!lls, the tmanclnl industry
 
cats tts own kind..
 

Over the past few months, as
 
banks. insurers and investment
 
houses felt the squeeze of the
 
credit markets, they have cut
 
their workforees. Financlal cam­

panlL'S have alroady fired 83.000
 
employees stnee last summer and
 
experts predict that number
 
could more than double over the
 
next 1:l months Qfi the cnsts
 
shows no signs or abatlng,
 

Some of the newly unemployed
 
have famoUs names, Uke Chuck
 
Prince. Clt1group's termer chM
 
executive: Stnn O'Neal. his erst­

while counterpart at Merrlll
 
Lynch: and Mnrt:t!l Ospcl DC UBS.
 
The vost maJority. however. nrc
 
Iaeeless blUlkers and annlYIlt!;
 
whose careers have been cut
 
short. at least Cor the tlme belng,
 
by the bad bets and rtsk·t3Jdn1t
 
excesses Dr the bull mnrkel..
 

Yet amid thrs pUrt!C. one~ 
Importnnt cnnlltituuncy In the 
gIob:1l linanclnl mnrKets IlllS sur­
vh'1!d \'irtunlly unseathed; ordl· 
nnry beard dlrocsors, With the 
exception of board members llt 
cmn~an.ll!s that Implodl'd; SUcll,""'t C..crtr\.rn ~~.:.,.,-e~'4\'-'- es Bear....5lca::u .ihtb.c US And "	 " •..:.:..;- ,> i ­

I 
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NorUlem Rock In the UK, It Is tors of fmandal group.!: Is that wayPartnem. a; boutique head­ eomplaln that mnny good eandl­ West (now pilrt of Royal Bank of oDS to shape the board's think­
hard to name a director who thoy do not know ennu¢t about hunttnrr firm. dates cannot be considered Scotland); Nichola Pease, chief ing. "CEO:; call it 'care and feed­
rrsignt!d or otherwl!e accepted the industry their companies arc In the cummt cri.~l!;. however, because, in the regulators' eyes, execuUve of JO Hambro Capital Ing of the board'." 6lIYS D consult­
responsiblilty for the mIstakes in. Even Wall Street execuUves tlu!:';t: trends have eomrtbuted to they mlr.ht have conflicts ....ith Managemcnt and one of the UK'c; ant who has v.orktrd with several 
mflered by the !lntmclnI1nsUtu· arlmlt thIlt, although tiny·to·day the Impre5lilon that bank boanls the comp:my's sprawlIng busl­ most respected fund manaeers: boards, "Top axecutlves are, by 
dan In his or her care. affnlr; nru the realm of mnnuge· are hopi!Ie.<;~ly out ot touch with ness, "One of the unintended and Sir Inn G1b:;on. an Industrinl­ nature, control fre:l.ks and want 

"Bo:mis are supposed to be Do ment, grenter nnonclnl lltl'rtteY the ccmplexltles of the business consequences of Sarbm:: Is thnt 1st who spent several years on to carc!uIly st1Ir.e-D1W1l1!tC their 
company's backstop and they could have helped dlrecrors chal­ they oversee, Paul Myners, the Its emphasls on Independence the KOvcrn.!ng body or the Bunk d!!alIngu with dIrectonl so as to 
completely missed this crisis," lense manar.cment's appetite for former Cit}' fund munuger who ruled out from board positions a of England. avoid awkward questlons," 
mys Cbarll!.1 Elson, who sits on rio;k. has been non-executive chairman lot of the people .....ho knew about Yet none of thew people spot­ The tasuc Is particularly pro­
-snveral boards and heads the "The vast majority of these of several large companies, this business," says Ted Dysart., ted the risks inherent In North­ nounced when, as with most US 
Corporate Governance Centre at people could not tell you how a recently called for h.mks' boards head of the Amer:lcas bonrd prac­ ern Rock'" business model, companies, the chairman and 
the Univorslty of Delaware. dl!rit.-nUve works. It Is vory easy to mise their game. nn:ulng thnt tlee for Heidrick &: Strur,gles, n which relIed hcnvily on bc1JJg chic! execut1ve nrc one nnd the 
"Where exactly were they when for skilled, char1smatlc manager!! 'most boards of directors resem- big headhunter, able to Issue mortgage-backed snme person. ''There Is 11nne line 
all this WDS golng ani The ques­ to persuade them that w!late\'er ble "n retirement home for the Bven peopln te:1chlng the end seeuritles, or were able to rein In between micro-management and 
tion to; beglnnlng to be hem they were doing wns good bust­ weat and the good". of thelr banking career are reluc­ the bank's asmresslve growth. proper lnformatJon !low. In a 
more frequently amomr sbare­ DC5!1," SIljrS one. Bank executives retort that the tant to tic their hands by joln1ng At Bear Stearns, rescued from number of eases boards (of anon­
holders and employees whose That tmpr-..sslon 15 relnforec-rl quest for dlreetors witlJ knowl­ the board of any one Institution, near-bankruptcy by tho Federal clnl grDtIpS] ;rerc not given com­
Investments and job prospects by a look at the boards of eight I.>dee of dlCCeren~ industries was as this could make It harder for Reserve and acquired by JPMor· plete Informatfon," says Richard 
have bt!l!I1 hit by the iOSBe!l and prominent US Ilnanclal institu­ drlvon part.l y by the deslre to them to take other jobs. "Wby ImI1 for a cut price, seven out of Koppes, a fonn!!r cent!n1l counsel 
steep plunges in share prlcus tions: Clt], JPMorlW-Il Chase, hnve u broad set of opinions In would I wont to conflict myself 13 dlrectnrs lw.d a bnnldng back­ to CillfornJa PublIc Employees' 
brought about by the crisis. Bank of America, Goldman the boardroom and partly by reg· otrt of working Cor the rest orthe ground. That if; why man!' corpo­ Retirement Sy~tem (Cnlpen;), the 

At tho heart of the matter Is Sachs, Merrill Lynch. Morgan Industry In return for a non­ rote governnnce experts maintain ~ant pension Iund. 
whether the corporate ~vern· Stanley, Lehman Brothers and executive director's fee?" asks that -the biggest deCiciuncy "It ralses the issue of Q strang 
anee Infrastructure, bullt over the pre-rescue Bear Stearns. IAn emphasis on one former British banking exec among financial directors during independent lead d.Irector or nn 
the decades to provide checks Aa:ording to their blegraphles on utlve who has been approached tho crisis has been one of nttl· Independent chntr: when some­Independence ruled
and b:1Ilmces to ever more power­ the companies' websltes, more about ~e\'ernl board vaeaneles, tude and effort rather than one hn.o; absolute power It's more 
ful chIef executives, has been than two-thirds of the oceupnnts out from board For banks, thl5 reluctance com­ knowleflee or experience, dilIlcult for others to ask for the 
exposed as woefully lnadequnte of those board seats bad no slit· positions II lot of the pounds the dHficu1tie.'l that an "These bonrds had fabulous right In!ormntion and focus on

Investment bank by recent events. A9 one former nlncant recent t!XPl!rlence In the publIcly listed comp;tWes face in lndIvidwtls on them,- MrS Jel· tho right topics," adds Mr Kop­
pre-taxearnings senior Wall Street cxecul:lve puts bankln" bUliiness, Fewer thnn people who knew recruiting competent director.;. fruy Sonnenfeld, senior llS'iodatc pes, who Is a dlrcctor of two US 

it: "If, n..; it appearn clear, boards hn1! had any finanelal serviccs The risk of Wgnl and regulntory dunn at Ynle School of Manage­ p1mrmaceuUca1 companies.O:iwrWylmTl !ndex (1997=100)	 about this business' 
were asleep at the switch, then Industry experience &It n11.	 penalties has 1L>d many capable ment. "Intellectual ponnd for Ono Wall Street executive 

-----~~.-------- ­there Is something fundamen· Moreover, many of the dIrt-e­ business people to conclude that Intcllectunl pound, you could not admits that jf would not be too 
taDy wrong with tlJe system of tors without a financlal back­ the responslbllltle.<; or serving IlS do better than the Citiltloup dl!llcult for him to PJ'C.."l!I1t fmo.n· 
controls we hn~." ground happened io !\it on higWy ulatory requirements. One hurdle a director outweigh Us bcnefitll. board [which boao;l!; seven Stlrv­ clal Information to its board "In 

Many board dIrectors dlspute technlca1 bo.'ll'd commlttl!Cs. At faced by bnnk~ in both UIC US Tbl!1 comes at 0 time when lng IlDd past chicI' executives] but such n complex way that p!!ople 
this view, mn1ntn.\nl.n~ that there Lehman, for example, Roger Ber· and Europe 19 that It Lc; nlm03t bnnlr.s suffering !rom the credit collectively something went would be prevented from asking 
Is lIttle Uwy could buve donc to lInd, n thlliltn! impresnrlo and imposslbll: to rl.:[~ru1t outside crisis oro seeking to lldd fmanclal wrong. Bo:trds did not ar:k the wbether the emperor is nuked, 
stem tho wnve of easy debt lllld pr:lvlltc: investor, Is on both the ttlrector.' lUDon~ till' ranks or experts to their bolll'l1!l. "People tough questioDB and did not have for feID" of looklng stupid". 
risk mlspr:lclnr. that ended up board'!! audU commlttl!C and the theIr r:lvnls bccnusu of potenUal are very IlI!lVOUS about Jolnlng the stomach and the Interost in With thl' finnnclD.1 crlsLcl contin­
Rwnmplnp, the global financial Bonnet: and ril'k commIttee, At confllcts of Intl.:n!~t. bank boards because they feel worlUng with the CEO to re­ uing to ta1ru Itt; loD on Qnnnclnl 
!i}'Slcm. "A bo:ml cnn't bc a risk Citl, John Deutch, a fonner head For US-re!tlstcn.-d compnnies. uncen.nln about the e.'ttent of the invent tbe business and chnl· groups and their sl1nrebolders, 
IIlJlIlIlger," saY!' a director 1.It a of the CIA who is now B physi.c:ll the IS!lUli has been I!XDccrbllb:d sophisticated financJal Instru­ wnga tho status quo," he adds. there l.. a real posz;lbUlty thal 
Inrge financial group. "What chemlo;try proferoor at tlle Massa· by thc Jntrodtl~tion this decade ments on thL! Wlnnce sheet and Once again, 5Mbox stands dlroctors' fullure lo spot munage­
bomUs am do is monitor the per­ chusetts In!itltute of Tcchnol~, of thc SarbanJ!s-oxley cOrpQrotc what the vuluel' are," !layS ODe accused oC neuter:lnlT dln.'Ctors' ment's f;trateglc and tactical 
formance of e'C1.'CUtives and take sits an thl: audit and rl!lk man· governance l~j!l1ntlon. By str:Iv­ London·b3&ed headhunter. emcncy. Its critics llI'RUe thllt, by nakedness could come bi!Ck to 
action when appropriate, which agement committee. SlmJlarly, Inr, to fosler In oro indcpcndtm t DC!lPlte 1IIC bi!Deflts of hnvJtm increasIng the burden of finml· haunt them. The lIti¢ous nnture 
In most cases they did." Tomm}' Franks. the retired top boards and ead the crouylsm financlnl ben on n WaU Street or dol nnd regulatory compliance, of the US could prompl liome 

The argument 1.!l that It l!: US Army r,eDernl, Is on the audit that Willi seen as being prevall:Dt City board. however, rf:CeI1t cxpL'­ the legislation tooit directors f!nterprlr.ln~ Inwyl.'l'lI to try and 
unfair to ask external dIrectorn commtttee of Bank of Amcrlco.. In years gone by, thll rules huve rIence lIuglfllSts that bankl.nll' oway from the bread-and-butter prove that many financial com· 
who ml!Ct at best once a month Althou~ Mr BurlInd was uno· made It even more dlfiicu1t for cxpcrtlsc is not in Itsclf enough work of monitoring the chief panjts' directors swapped judg­
to take the blame for the indus­ vallnblu for comment, Luhman compnnles, e;>peclnlly !luger to nnviltDt(! the current storm. executlvc';; perfonnnnCt: and the ment and curiosity for box­PostUons cut try's faIlure!l when highly p:J.id. saId he bad conslderablo manage' ones. to hIre fi.1lU1cln1 practitlon· The board of Northern Rock. the company'b strntegy. "Sarbox led ticking nnd pU55lvlty, thus 

Thousands"	 full·time tttecutlvps failed to spot r:lal cxpenenL'e. In LQ{j(J }lr B~· ers 85 director:;. mortr.nR1: lender nnUonall!.ed by boards to focus on wbat was neglecting thetr fiduclary duty to 
Fl;1n 11mI a1 II.::' ~ ; oftaltl ~	 tlJe dangers of such a dramatic lind co·founded Carter, BerIInd, For e:wmple. cxecutlves at ClU, the BriUsh IfDVcmment thIs year. meUfiurnblc lnste;Jd or whal mat· prob:ct shareboldors' lntt!rests. 

deteriorntlon in the murkets. "U Potorna &: \YuIll, the invl:Stment whIch 15 looking for dlrecton; Included Derek Wanless, the teredo Wbut mutten:d In thl.!l ~c Alternatively, sharoholders 
you had gathered 100 of the wi!;. firm thnt gave Sand}' Weill. a with a flnandol bacltground, former clrlof excl:Utivc of Nat· wns challt!D¢ng the r:lsk I15sump­ could decide to attack I1l1derper­CltIgrcup 
est men and women btl!orn the CUtUll: clrlef execudve of Cltl., his dons made by the CEO and other formIng bo3rtls br votinl! ngnlnst 

8l!3r bun;Ung of the bubble, given	 first bijt break, Lehman pointed exl!CUliVO!l,- Fays -II former bonrd IndIvidual dlrl:ctors at compa·
stearns them 50 business llnt!9 and asked	 out. Bank of Amerlca did not dln!ctor at a US Ilnanclal finn. nlcs' annual meetings. Some dis­

them which ono Cltigroup or	 commenL In a statement. CItl "Boards went through the 5l1t1sfact1on has a1rcndy surfaced ~IBimk 
ot :>alU::nd Merrill Lynch should exit, 1	 said Its board was "comPOSL-d of moUons and there wns no time in this year'!; Rhnreholder meet­

doubt any of them would have a group of highly seasoned execu· len for r;ub5tnnce.~ ings but, wtth many of the chIcf
UBS mentioned collaterallsed debt tives who dUigenUy performed executives seen as responsible 

obUgntion.'i,"says an aecutlve at theIr duties with respect to sub· 

B
ut even lf Sarbox con· for the problt.'1DS gono, directors Lehman 

BnrtheB H large Ilnnndnl group. prtmeand other Isljues". trlbuted to what one could find themselvf:S e\'l!n more 
CritIcs countur that, with executIve calls CYA In thu flr1.nIlllne In :!00!l.Merrill finnncJnl group,; having recardl.>d n the UK, untll reccnllr ("cover your nr:>ll'i com· In the nen few month!l, boan]lynch 

more than $400bn 1£:!03bn, banks did not tend to look pllnnCl!, It emmot full; account members wl1l have to show 
€257bn) In 10!r.le!l and baving for DIlD-I!J(CCUtlVll dlrectarn for boards' lnabIll!)' to act In the investOrll and capital JDJU'kets 
been farced to rnL'IC S300bn·plus with a backt!round in finan· run-up to tlw er1s1ll, Present nod that their abIlIty to OVl!1"Sl..'C com· 
In cnpltal at bargn1n basement ' elttl &ervlce~ opdny, instt:ad for 

I~= 
former directors sa}' thll mnln p:m1es that arc 5trtVIn~ to come 

pr:\ces, bonrds cnnnot shirk nl1 execuUves from other Industrh.!s 
JFMorian 

problem t'l mUM\Tl!ment's o"er­ out or thl: credit liqUt.~ is ootter 
Bmll of rellponslbillty. "Directors Itct . or fanner politicians and cl\ll whelmJnlt 1n1luencc on boards' than the stewnrdshlp displayed AmerIca together a few time... a year and	 servnnts wh~(l government l.'On· Inner worlUngo. before thl: crl!li~ hlL Fnllurc lo do 
V~ngtDn want a quiet ure: thnt's human nuctions could prove wcl'ul In a By contr011Inv. the type of that may well lend thom to fnce 
MutU3l r nnture." SIlY!l a farmer director at Wgbb' regulaled indUlitry. Information Cowing to and !rom the kind of brutal Justice that 

o	 severn.l flnnnclal companies. "But "There is II fl.'eUng [In finnndD.l tht; board and d1rcct1n1l' the inter­ WaD Stteet and the City have 
thIs Ume Mound a quiet lIfe Instltutlonll) that tht·y have action with dlrcctor.; - down to already meted out to thousBnds 

- 10 mcntIls to l\ay meant that they falk'l1 to Ovt!l"5l.'i! plenty of banken; and ~11Dt pel>­ detnUs such as the time and fre­ of other employees. 
.. Int!ld:= ASH I,mrtllt'OlJ>:l"~JlIn management. R	 pIc VdUI a d1f!orent bacJmround," quency of l1l!!etlngs, their ngen· 

At the !lIUIII! time. one of the !lays PWlIp Marsden, n former das and even the seating plans ­ Additional mKJrling lJy Daniel 
maln charges levelled at d1rcc· banker who Is chnlrmnn of Ridge. execuUves havl: powerful wt!:lP- Pimlott 
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Roger Barflnd, D Lehman dll'1lctor, with actress Donna Murphy Gaty 
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