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1. Deep cut


The question of when exactly the tradition-steeped Swiss bank took the final step towards the abyss would dominate discussions in the banking city of Zurich for many weeks after the disaster. Was it the state authorities’ flat-out no to a rescue in the weeks before the bank collapsed? Was it the new appointment at the top of the bank months before the disaster with a management duo untested in crises? Or was the beginning of the disastrous development much longer ago: back in a distant 1978, when the bank decided to enter investment banking – in retrospect, a fatal decision? Or was it a bit of all that – and much more?


The thesis of ‘death by a thousand cuts’ – a form of slow death execution in the Chinese imperial era – was heard most frequently in the bars and meeting rooms around Paradeplatz in the heart of the city. Many deep cuts had indeed been suffered by the venerable Credit Suisse in recent decades. 


The need for clarification was so intense that the two chambers of parliament of the small Alpine country set up an independent commission of enquiry to get to the bottom of the causes of the disaster. Even in 2008 after the state bail-out of UBS, Switzerland’s biggest bank, the 246 MPs had not wanted to use this sharpest weapon in their toolbox. Now the 14 chosen parliamentarians set to work at the end of June. The perplexity was great. 


But inside the bank itself, the question was less controversial. No one could name the exact date of the decisive step towards the bank’s downfall. But a surprisingly large number of people in positions of responsibility agreed with the rough estimates: it was the second half of 2015. 


It was supposed to be an autumn of turning points. In the US, a certain Donald Trump had just taken the lead in the polls of the Republican field of candidates for the presidential election. In the UK, the campaign for the Brexit referendum was underway. Russian Czar Putin received Syrian spiritual brother Bashar al-Assad in the Kremlin, still very vital, and emphasised his country’s role as a world power. The civil war in the Middle Eastern state had driven so many refugees out of the country that Angela Merkel, a pastor’s daughter at the head of the German government, had allowed a million refugees into her country. “We can do it” was her iconic phrase. Right-wing parties received a boost all over Europe. 


In Switzerland, too, the right-wing SVP made significant gains in the elections on 18 October. Three days after the vote, debates were raging about the possibility of voting out Finance Minister Eveline Widmer-Schlumpf in the Federal Council elections in December. On the outskirts of the city in its ceremonial building, football’s world power Fifa had just announced that its leadership had met for the first time without its long-term president Sepp Blatter. He had been banned for 90 days by the in-house ethics committee. As is often the case at this time of year, the high fog lay over Zurich and did not allow a temperature of more than 10°C. 


And in Forum St. Peter in the heart of Zurich, the traditional press room of Credit Suisse, adjacent to its headquarters, the new CEO presented his strategy. It was Wednesday, 21 October 2015.


The 53-year-old Tidjane Thiam was an unusual choice to steer Switzerland’s second largest bank. He came from a patrician family in Côte d’Ivoire, his mother was a niece of the first president of the country, Félix Houphouët-Boigny. In his younger years, Thiam had bounced between the West African state and its former colonial power France. 


He had an impressive CV: Ecole Polytechnique in Paris, top of his class at the elite Mines Paris Tech, MBA from Insead, member of the government in his home country as Minister of Planning and Development at the age of 36. After a military coup, he worked for six years as a management consultant at McKinsey in Paris. And then in 2009 the crowning glory: CEO of the British insurer Prudential. There he had expanded the Asian business in particular. 


However, he had never worked at a bank before. But this was apparently not a problem for either the Board of Directors of Credit Suisse or the Swiss financial market supervisory authority Finma – they waved through the appointment without a hitch. Thiam had invested billions for the insured at Prudential, the supervisors would later justify themselves. That had to suffice as qualification. 


When a journalist asked him in March 2015 during his first appearance in Zurich about his knowledge of the high-speed capital products that the banks carried in their investment banking and of which Credit Suisse stored a particularly large quantity on its servers, Thiam reacted somewhat sharply. He had studied physics and mathematics, and the mathematics behind the banking products was “relatively primitive”, he stressed. He was “very confident that he could understand everything that an investment bank does”. 


Until the day before the long announced presentation on 21 October, the media representatives did not even know whether a briefing was to take place at Credit Suisse’s headquarters in Zurich. Many had already booked their tickets to London as a precaution. Thiam had summoned the financial community to the Thames days before for his grand entrance. Zurich was not quite as important. In the early morning, at 7.30 am, he informed the press at the bank’s headquarters. At 8.13 am it was over, the plane to the financial metropolis was waiting. More than 200 analysts and investors crowded into a narrow hall in the city. When Thiam arrived, the share price had already fallen by more than 4%. 
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But he had delighted his new host country in those 43 minutes. For Thiam brought a special gift: the spin-off of the Swiss business with its own IPO. “There is a new SKA,” cheered the tabloid Blick the next day, showing the bank boss on the front page wearing the iconic woollen cap with the red and blue cross logo of Schweizerische Kreditanstalt, from which Credit Suisse had emerged in the 1990s. The other measures of the complex plan were almost lost in the shuffle: a capital increase of CHF 6 billion – and a drastic cost-cutting programme that was to sacrifice more than 3,000 jobs. 


In particular, the consequences of the planned independence of the Swiss bank were not given much attention. In future, not only Switzerland, but also other parts of the global group were to be managed decentrally. In addition to the home market, there would be an autonomous region of Asia and, as a third pillar, the business with wealthy clients, particularly in Europe and the Middle East. 


The strong investment banking division, in which the bank had previously bundled its trading and global corporate business, was fragmented: Asia and Switzerland were removed. Thiam, who had been in office for only three months and was supported by three consulting companies in determining the strategy, praised the new structure as a great simplification. “Unusual, complex and asymmetrical” was later the verdict of the Economist. 


The new boss expected great impetus from the Asian business in particular, as he had already had at Prudential. Some of his business cards were printed in Mandarin on the back. “An advisory meeting in Asia is not the same as in Switzerland,” he announced. It was an approach borrowed from the insurance industry, which was organised locally – each country had its own regulations with only very limited centralisation. 


But the global banks with large investment banking units had imposed central risk units on themselves over the last two decades, demanded by the regulators after numerous accidents. This was the only way to ensure an overall view of the risks. The board at Credit Suisse had also vehemently defended this ‘one-bank strategy’ until the end. Now Thiam announced a radical turnaround, together with a hefty savings programme, ambitious growth targets and an almost completely new management team. 


It was the deepest cut into the bowels of the traditional bank. It was to lead to a slow death. 




2. Two gamblers


The most dangerous club in the world was founded after the near-collapse of the financial system in 2008. Of course, it had an unwieldy name, as was usual in the financial world: G-SIFIs was its initial name – “Global Systemically Important Financial Institutions. But after successful lobbying, the insurance companies said goodbye to the club, and so since 2019 it has been called G-SIBs – Global Systemically Important Banks. 


The members are appointed by a discreet body in Switzerland, or more precisely in Basel: the Financial Stability Board, to which the 20 largest economies in the world send their representatives and which is located in a highly secure tower in Basel. This is the seat of the Bank for International Settlements (BIS), a central bank of central banks. Every two months, the heads of the world’s central banks meet behind locked doors. 


Actually, no one wants to be part of the club, because the members are subject to particularly strict regulations: they are considered so dangerous because they could shake up the entire financial system – the demise of the Wall Street firm Lehman Brothers in 2008 had impressively documented the potential for horror. No other industry has this power to drag the entire global economy into the abyss – which is why it was heavily regulated even before the financial crisis. As this did not prevent the catastrophe, it was tightened up again. Since 2013, the current list of high-risk names have come from Basel every November. But not being on the list also means not playing in the world league. 


At the end of 2022, there were eight American, four Chinese, three Japanese and two Canadian banks. European banks still made up 13 members, seven of them from the eurozone. The differences between the club members were great. Each bank cultivated its own culture and tradition. JP Morgan, for example, had risen to become the hub of the American economy at the beginning of the 20th century under its namesake John Pierpont Morgan: the not so empathetic big financier steered the American economy from his yacht at the gates of New York. More than 100 years later, this role had passed to JP Morgan’s long-time dominator Jamie Dimon, who towered over the American banking scene – and thus, of course, from his modest point of view, over the entire banking world. 


The British HSBC: as the Hong Kong and Shanghai Banking Corporation, the bank of the former Empire – still global, but also somewhat bogged down and ponderous. From 6 pm, according to the myth from the great days, the bosses treated themselves to the first drinks and staff appraisals allegedly still sometimes began with the words: “Get off the booze.” The Wall Street icon Goldman Sachs: ‘greedy, but long-term greedy’, still a role model for all the houses that were looking for a quick buck, but unfortunately failed too often. Deutsche Bank: arrogant at home, amateurish abroad. 


Two Swiss banks were also part of the club, a special honour for the small country with just eight million inhabitants: UBS, particularly battered by the financial crisis and with losses of more than CHF 50 billion, only narrowly escaped death, but nevertheless was still the number one in the Alpine country. And Credit Suisse, the eternal number two, but relatively speaking one of the winners of the financial crisis: it had kept its hands off the disastrous real estate paper that had dragged so many banks into the abyss early on. 


And just as the Alpine country was proud of its special role as a self-confident non-EU member in the heart of Europe, so were the two Swiss banks of their special status. Because their home market was small, they had expanded abroad early on and built up global units in two key businesses: investment banking and wealth management. But the emphasis was different: the more sedate UBS focused on the more boring money management. At the wilder Credit Suisse, the risk-taking investment bankers set the tone. 


The good thing about it was that since their bosses compared themselves to the highly paid leaders of the Wall Street firms, the two big Swiss banks paid them double-digit million salaries. Nowhere else in Europe was like that. The European competitors looked on enviously at Zurich. It was the European version of the American financial pecking order: at the top the investment bankers, then the asset managers, at the bottom the retail bankers. And insurance managers? They were also passably paid. But still grey. Second league. 


When the first list of the Basel Club appeared in 2013, Credit Suisse was still considered the healthier of the two major Swiss banks. But that changed dramatically in the following years. In November 2022, when Credit Suisse was included on the list for the last time, it had slipped to last place in terms of reputation. The most dangerous bank in the world’s most dangerous club came from, of all places, solid Switzerland. 


The reason? It too had a very special culture.


Its founder was probably the most legendary figure in the Swiss economy. Alfred Escher, born in 1819, had founded the bank in 1856 as the proud Schweizerische Kreditanstalt and in his pioneering years had risen to become the first financier of modern Switzerland. He also founded the global reinsurer Swiss Re, the life insurance company Swiss Life and, as a particularly important legacy, the Swiss Federal Institute of Technology. It was to become world famous and make the city on the Limmat a sought-after location for technology giants such as Google. 


Escher’s passion was railway construction, and for this he used the new bank very intensively, half financed by the liberal Zurich bourgeoisie, the other half from Germany. Through the bank, he invested heavily in his own railway projects, which nowadays would earn him a particularly sharp look from the authorities. First, his own Nordostbahn received money from the bank, then Escher plunged into his greatest adventure: the financing of the Gotthard railway. Those were chaotic times, the railway business had high costs with meagre profits, with the inevitable result: both railways had to be nationalised. 


 


Escher was a daredevil, an adventurer, today one would probably say a gambler. The normal banking business, in which correct bank officials collected the money at low interest rates and carried it on for high interest rates, was not his thing, and the accumulation of wealth for the wealthy, a service that Swiss banks were later to carry around the world, was too dull for him. He wanted to build, create, change Switzerland – and took great risks in doing so. 


Wild loans were granted without real examination, often the money was lost. His statue in front of Zurich’s main railway station still towers larger than life over Bahnhofstrasse today. But Escher, who was later so revered, died in 1882 a controversial figure – he had not been invited to the first Gotthard breakthrough in 1880. In its self-portrayal, the bank described itself as an entrepreneurial bank even in his time. But the line separating it from a gambler’s bank was very thin even then. 


It would be a little too easy to trace the lineage of the founding father directly to the end of the once-proud bank. But the fact is this basic cultural identity of having to be better, faster, more inventive, permeated the bank from its beginnings and continued throughout the 167 years of its existence – until the bitter end.


The traditional business was later left to others, first and foremost at UBS, where predecessor bank SBG had taken the lead in the 1960s, one of the then still five large Swiss banks and which attracted the rich around the world under the protection of banking secrecy – including many shady characters. In 1964, the British Labour politician George Brown invented the term ‘Gnomes of Zurich’. The distorted image of the discreet but unscrupulous Swiss banker went around the world and provided the James Bond producers and many other film-makers with the best villain role model.


And because simple wealth management was too unattractive for SKA and the lead of UBS too big, it needed fresh money from other areas. There was simply a lack of capital for the big entry into the home markets of the European neighbours. And asset management for large institutional clients, such as pension funds, was still in its infancy. Admittedly, there were large money-raising houses in the US, such as Fidelity, Templeton and Vanguard, but their business was considered just as unexciting as domestic wealth management. 


And so the bank developed a special longing early on: it had already founded the Swiss American Corporation in New York in 1939 to help companies raise capital through share issues, and in 1964 it became the first major Swiss bank to receive a full banking licence in the financial metropolis. 


So what could be more natural, more than any other bank in Europe, than to become involved with the great power of the gambling world – the heroes of Wall Street? It was a young banker named Rainer Emil Gut, born in 1932, son of a director of Zuger Kantonalbank, who, after a banking apprenticeship without university attendance, went off adventurously to New York and took over the management of the small representative office of SBG at the age of just 31. 


From there, he moved to the dignified Wall Street house Lazard Frères and then took over the management of Swiss American Corporation in the financial metropolis. Gut spent the most formative decade of his life on Wall Street before returning to Switzerland in 1973 as head of SKA’s foreign business, together with his American wife Josephine. “She’s tougher than he is” was the common saying that journalists copied from each other, as the couple never appeared in public.


Significantly, Gut came to power through a fraud affair – it was the first major case in a long chain of Swiss banking scandals. In the border town of Chiasso, the first gateway for large amounts of Italian black money, the executives had interpreted entrepreneurship too creatively and illegally moved money to Liechtenstein over a period of years, where they then lost it through wild speculation. In April 1977, the fraud was exposed and CS had to write off the record amount of CHF 1.4 billion. 


The majority of the bank’s management had to depart, and the Catholic from central Switzerland with Wall Street habitus took over the helm of the lurching bank. As a demonstration of his Americanisation, he used a middle initial, which seemed somewhat mannered in Switzerland, but the local journalists dutifully adopted it, even if he ignored them. 


If he were to talk to media representatives, then only reporters from the Wall Street Journal and perhaps the Financial Times would be considered appropriate. Swiss reporters? Clueless, provincial. The spurned journalists consoled themselves with the fact that the second name of the powerful bank patron was the same as that of the best-known Swiss comedian in these days, who called himself Emil. Gut did not find that funny at all. 


New York was Gut’s perceived home. One could almost recognise the DNA of Escher’s go-getter here. In the 1970s, the banking world was still strongly regionalised, no European bank had had the courage to venture into the heart of American capitalism. Now came Rainer Emil Gut.


The first collaboration was with White Weld, a New York stock-broker that was also active in London. But the partnership did not really progress. When a bigger opportunity arose, Gut struck. First Boston had split off from the First National Bank of Boston in 1933 as a result of the Glass-Steagall Act, which prohibited American commercial banks from doing securities business. 


As the first listed US investment bank, it had quickly made a name for itself on Wall Street. The bank proudly displayed its origins in ship financing: until the end, models of the first financed ships from the port city of Boston were on display at 11 Madison Avenue at the headquarters of the bank in midtown Manhattan, where so much appearance of serious banking business had to be. 


But First Boston had nothing to do with the mundane lending business or wealth management either. It was a high-speed advisor for mergers and acquisitions and helped companies raise capital, preferably through IPOs. First Boston was already distinguished by a characteristic that it would later transfer to the bank as a whole: capital was scarce, partly because it had to entice its clients with special offers to win the lucrative advisory mandates.


And so the executives were happy when, in 1978, the America- loving Swiss with the deep pockets took more than 34% of their company. In New York, the bank remained on the market as First Boston, and together they founded the offshoot Credit Suisse First Boston in London – CSFB was born. What nobody knew at the time was that Rainer E. Gut had also taken a private stake in the new company. 


The daring move initially seemed to pay off. In the New York headquarters, the two company stars Bruce Wasserstein and Joseph Perella made First Boston the leading house in the supreme discipline of investment banking in the M&A business, the advice for mergers and acquisitions. And the expansion to London was also a great success in the beginning. Companies from all over the world sold their bonds here – the City became the hub of the steadily growing Eurobond market and rose to become the undisputed financial centre of Europe. 


It was a shrewd trader from a good family who drove the expansion: Hans-Jörg Rudloff, a Swiss-German dual citizen from a banking family with a keen sense of the market and the necessary streak of ruthlessness. Also early in the play was Oswald Grübel, who grew up with his grandparents in East Germany after the early death of his parents in the Second World War and fled to relatives in West Germany at the age of nine. He completed an apprenticeship at Deutsche Bank in Mannheim and at the age of 27 had come to London, the new money mecca of Europe. There he first sold bonds to major clients over the phone for the CS partner White Weld. Then he also joined CSFB.


The bank rode the wave perfectly, even if its end was also foreseeable. It was always like this: the eternal cycle of greed and fear drove the capital-scarce house into a corner at regular intervals. In good times the gambler-bankers profited, in bad times the rich Swiss – and their shareholders – had to open their wallets.


The stock market crash of 1987 brought the bonanza to an abrupt end, and now the rivalries between London and New York over the right bonus amount broke out in full. Gut had to inject USD 300 million into CSFB, increasing the stake of Credit Suisse to 45%. 


Gut used a trick to try to circumvent the chronic shortage of capital. Since he did not want to mix the sharp investment banking culture with the domestic business, according to the official version, he created CS Holding as a corporate umbrella for CSFB and SKA, and had the SKA shares converted into CS Holding shares. But the real intention was different: a holding company, according to Gut’s calculation, was not a bank after all – and therefore needed less capital. 


But the Swiss Federal Court shot down the plan and ruled that the holding company had to hold as much capital as the subsidiary bank SKA. The idea of using a lawyer’s trick to get more capital had failed. The eternal battle with the regulator for capital was to remain a constant until the end of the bank. 


And the participation of investors from reputationally rather challenged countries, which expected not only lavish interest income but also prestige from their entry into Credit Suisse, was also not found in this form at other banks. Thus, during the crisis at the end of the 1980s, Saudi businessman Suliman Olayan came on board, whose Olayan Group was to hold just under 5% of the bank until the bitter end. Thirty-five years later, it was the new participant Saudi National Bank that played a fateful role in the last days of independence. 
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Daredevils
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The crisis worsened with the departure of the two stars. Wasserstein and Perella left the New York bank with bad loans of more than USD 1 billion. Even before that, another manager had left the bank in less than glorious fashion: trader Larry Fink had gambled away with real estate paper and produced a loss of USD 100 million. But he was left with enough money to found the asset manager BlackRock. 


Gut had to practically save his partners from bankruptcy. In return, his bank took over the majority of First Boston in 1991. But the price was high: CS, with a thin equity cover since the Chiasso debacle, had to inject more than CHF 1 billion. 


However, the crisis was not over. The bonus cuts, decreed by Gut, were not accepted by CSFB’s top executives – another issue that was to accompany CS for years. Until the end, the bonus quarrels were as much a part of the bank as its noble headquarters at Paradeplatz 8 in the heart of Zurich. Experienced investment bankers left the bank in droves. First Boston, with equity capital of less than USD 2 billion, the weakest capitalised investment bank on Wall Street, slipped into the second league. Gut’s dream was about to come to an end.


What eased the tension somewhat was that he had benefited personally. It was only later that documents from the US Securities and Exchange Commission (SEC) revealed that Gut had been paid the sum of USD 13.5 million, more than CHF 20 million in those days, when Credit Suisse increased its stake in CSFB in 1988. It was the payout for the hidden stake he had taken in CSFB in 1978, 


That was a large amount at the time: Swiss bank chiefs earned barely more than CHF 1 million a year. Later, this technique would probably be considered a form of insider offence. Back then, people were more relaxed about it, and Gut was certainly not the only Swiss banking executive to take advantage of the loose standards. But the CS leader was particularly skilful and that realisation was also to drive his successors. The US expansion offered completely different levers for their wealth accumulation than the domestic business. 




3. Betting shop


Bank bosses were particularly keen to emphasise how central the right culture was for success. Such considerations of principle were usually followed by the remark that it was above all the competitors that had the wrong culture. 
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