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In short: Nationalised banking structures destroy shareholder value and
incur long terms costs for the taxpayers. It is a today-solution for
yesterdays’ problems. One bank, Big Bank plc is tomorrow’s solution to
today’s problem. It is the same end result as one nationalised structure but
it is the more credible solution for 2009 as it minimises the burden on the
taxpayer and the shareholder, it signals a confidence ion future of banking
and re-establishes the position of Irish banking, and ultimately, Ireland
Inc.

A credible signal is needed
There is so much speculation about the future of Irish financial
institutions that one wonders if there is any planned strategy for the
future. Bank management are reluctant to show any signs of leadership
other than to reject concerns about the financial health of their respective
institutions. The government have demonstrated some initiative by the
introduction of a guarantee scheme, proposal on recapitalisation and now
nationalisation. But international markets would respond more favourably
to a credible signal of intent from bank management to create one bank
from the chaos.
Discussions about solutions tend to only obfuscate the real problem as
commentators juggle numbers in the air. The real problem is that the
international investment community do not trust the Irish banking
statistics. The international investment community simply require and are
waiting for a signal, a credible signal that they can believe - a pointer as
to what the future landscape of Irish financial institutions will be in years
to come.
The signal should be sent before any discussions on financing, otherwise
the financial initiatives will amount to a hill of beans. We are observing a
snail’s pace movement to one nationalised banking structure in Ireland.
But a privately driven solution emanating from the banks and their
advisers would be preferable and costing Irish taxpayers and shareholders

less in the future. Through their own volition the financial institutions
must combine into one bancassurance group.
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As illustrated below, the indigenous Big Bank plc as envisaged will have
a diversified investor base, which is necessary for future confidence and
international funding. It could have 4 divisions and a critical time line of
funding.
Why Big Bank plc?
Trivially, it will happen in the next few years as the Irish economy
competes to secure a sustainable cost advantage in the provision of
financial services. In an expanding EU with mobile global capital further
bank consolidation will be required not only in Ireland but in other
Member States.. So it is better to achieve that end now in Ireland than to
wait until further market turmoil heralds its realisation in the years to
come.
More significantly, the idea is crucial to the future survival of an
indigenous financial industry in Ireland. Financial products have become
global and thus banking per se is global. In order to compete in a global
market where technology, innovation and fickle consumer preferences
define the industry, a financial institution cannot afford to lag behind and
loose competitive advantage. It needs to be able to adopt and adapt new
technology and continue to differentiate its products and services in a
global market. It is only by acquiring the size of Big Bank plc – assets
size of approximate €500b – that an Irish indigenous financial institution
can survive..
The idea of one bancassurance group can now be flagged by management
without any fear of reprimand from the competition agencies. The
management could openly meet and discuss any proposed corporate
structure. In early 2002 when a putative AIB and BoI merger was
mooted, the banking executives’ legitimate concern then was explained
by the possible restrictions of a competition law hampering any merger
deal. That law has been parked. There is now an opportunity for a big
bank consolidation.

What about competition?
Competition in the 21st century is about innovation and real competition;
it is not simply about lower mortgage rates or relatively higher deposit
rates. Many today would prefer security of deposits to levels of interest
rates. Many more would prefer mortgage rate flexibility than a rival
mortgage rate. Lower prices are the Holy Grail of competition - other
forces are at work. For example, your mortgage payment this month is the
direct consequence of ECB rate changes. In the EU market an Irish
mortgage rate payment in independent of the number of banks in Ireland.
When did you last physically enter a bank branch to conduct a
transaction? When did you last bank online? For many, online banking is
the preferred option as it is for banks themselves as they struggle to
contain cost/income ratios. Bank branches are a high fixed costs for
banks, so branches are going to close as innovation speeds up, but Ireland
Inc needs the innovation in banking today not tomorrow. Neither AIB nor
BoI will independently invest in new innovation , but Big Bank plc will.
In terms of real competition, that is, competition that can lead to a
sustainable competitive advantage for banks and its customers,
innovation is key, innovation in financial products and services. More
innovation will facilitate a faster move towards the single European
payments, which can happen sooner if we have Big Bank plc because no
one small bank will move first on investment in innovation.
Capital injections
Let’s work on the premise that €20b as a maximum may be required to
align the financial institutions to market expectations. The source of the
funding will depend ultimately on the signal that Big Bank plc sends to
the market. That signal has to include a new corporate structure of Big
Bank plc with new senior management team, a reconstituted Board of
Directors and a Regulatory and Governance Committee. Existing
management must go and be replaced with new management teams.
Critical Time Line
The timing of funding is crucial. With a low debt/GDP ratio Ireland Inc
could borrow €10b. But there is financial distress across the public
finances, so an alternative is required. Once the Big Bank plc structure
has been agreed and signalled then commence with First Tranche of a
Big Bank plc rights issue to (i) existing institutional and private

shareholders in the banks now, followed by rights issue to new
shareholders and both coupled with selling of Big Bank plc convertible
bonds with government guarantee.
The rights issue may be under-subscribed, depending on market
sentiment. If that is the case, then enter a Second Tranche of Private
equity capital injection. Some press reports infer the availability of €5b or
the amount could be limited to up to 40% of projected total capital
required - if we benchmark the PE investment into Barclays at 40% as a
workable standard. Big Bank plc would be an amalgamation of the assets
of the banks presently covered under the guarantee scheme with an asset
size approximated at €500b. This could then be followed by a Third
Tranche of Government capital injection of €5b via preference shasre
holdings from NPRF by selling National Pension Reserve Fund’s bond
holdings. Ultimately, the credit worthiness of Big Bank plc will be judged
by the international markets
Staff redeployment
Yes there will have to be redundancies across all layers of management
and employees. But it can be handled judiciously within a benign
corporate structure as illustrated. The existing 40,000 bank employees
could be redeployed across the 4 principal divisions of the new Big Bank
plc structure. Additional cost rationalisation amongst the workforce could
be achieved by an offer of voluntary redundancy plus a meritorious
allocation of the new shares in Big Bank plc. Ironically, as Big Bank plc
competes internationally, more staff may be required in future years to
service an international client base.
Four divisions
In order to safeguard savings and deposits, one of the 4 principal
divisions could be structured as a mutual society division, while a subdivision of a commercial loans division or bad toxic loans, would
evaluate the quality of property assets. These assets are worth less today
than yesterday, but they could be worth a lot more in the future provided
the quality of the asset is maintained. An existing property portfolio could
be assigned as social and affordable housing. A residential mortgages
division and an international investment division would make up the
remaining 2 divisions. The latter would be like an international fund
raising arm of Big Bank plc not dissimilar in effect to the road shows
used by banks to attract international finance ahead of a rights issue.

A Black Swan
There is an opportunity for a big bank consolidation. There is a black
swan on the horizon, Big Bank plc. Created from the assets of the
existing institutions it would signal the intent of Irish banking to compete
into the future as a stronger EU bank. It is the only solution to ensure the
long term sustainability of Irish financial institutions in the EU and
Ireland Inc’s competitive advantage in financial services.
The paradox of a black swan has become more acute during the search
for consolidation that highlights once again that our financial
management and indeed the government are looking only at the white
swans. We have moved beyond consolidation to achieve national
champions, the best outcome now as penny share status erodes value is to
hope that bank management will display a renewed leadership and
recognise that the future of their financial institutions, and that of Ireland
Inc., is to be found in one Big Bank plc bancassurance group.
The search for a solution or set of solutions that might satisfy
international markets reminds one of a famous problem introduced by
John Stuart Mill who had commented (sic) that no amount of
observations of white swans can allow the inference that all the swans are
white, but the observation of a single black swan is sufficient to refute
that conclusion.
Nationalised banking structures destroy shareholder value and incur long
terms costs for the taxpayers. It is a today solution for yesterdays’
problems. One bank, Big Bank plc is tomorrow’s solution to today’s
problem. It is the same end result as one nationalised structure but it is the
more credible solution as it minimises the burden on the taxpayer and the
shareholder, and re-establishes the position of Irish banking, and
ultimately, Ireland Inc.
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