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‘How did you go bankrupt?’ Bill asked.


‘Two ways,’ Mike said. ‘Gradually and then suddenly.’


Ernest Hemingway, Fiesta: The Sun Also Rises













Note on Sourcing



Piecing together a history of Credit Suisse was only possible with the guidance of those who knew the bank best. This book is based primarily on interviews with dozens of former executives of Credit Suisse, as well as reports, communications and other documentary evidence. Research for the book also involved interviews with regulators, politicians, investigators, lawyers and others whose work brought them into contact with the bank at various points in its history. Many of these sources spoke to me on condition of anonymity; for instance, because they were concerned that to be exposed would harm their future employment or standing in the industry. I’m grateful to each and every one of them for trusting me with their insight.


The book owes a great debt of gratitude to all the journalists who’ve worked to uncover the truth about this bank and others. I’ve leaned heavily on the extensive coverage of the bank in major global financial media and the Swiss domestic press. Where there were specific quotes, anecdotes or points of fact that had been unearthed by a specific journalist or publication, these are marked in the end notes. From time to time, parts of the book rely on extended biographies or works of history; these too are reflected in the notes.


The names of most banks in Switzerland changed through the course of their history, through acquisitions and mergers and other major corporate events. Credit Suisse is no different. For the sake of clarity, and to avoid messy detours into matters that don’t seem all that relevant to the narrative, I’ve mostly referred to Credit Suisse and other banks by their most recent corporate moniker.


Some scenes described in this book are reconstructed based on information provided by a number of sources. In some cases, where there are different views, I’ve written a version of events that seems most plausible based on the weight of evidence. Where I came across conflicting accounts, I’ve tried to reflect this. I made extensive efforts to reach all the key characters in the book. Some didn’t want to talk or didn’t respond to my outreach. Others were more helpful. Just because someone is named in this book, readers shouldn’t assume they were willing to help.










Cast of Key Characters, in chronological order



Alfred Escher, founder and chairman, Credit Suisse, 1856–77 and 1880–82


Escher was nineteenth-century Switzerland’s pre-eminent industrialist, politician and financier. He was also sometimes a controversial figure. In 1856, he founded Schweizerische Kreditanstalt, the forerunner to Credit Suisse, to help finance ambitious infrastructure projects that propelled Switzerland into the modern era.


Rainer Gut, chairman, Credit Suisse, 1983–2000


Gut was the bank’s dominant leader throughout much of the late twentieth century. He rose to power in the aftermath of the Chiasso Affair and was the driving force behind Credit Suisse’s push to become an international bank in the 1980s and 1990s.


Allen Wheat, chief executive, CS First Boston, 1997–2001


Wheat was the first high-profile American leader in the ranks. As the senior executive in charge of Credit Suisse First Boston, the firm’s US investment-banking division, Wheat’s strategy was to hire superstar bankers. It was an expensive experiment that sometimes pushed the bank to new heights, but often led to major bust-ups too.


Lukas Mühlemann, CEO and chairman, Credit Suisse, 1997–2002


Mühlemann was a former McKinsey consultant who held senior positions at Credit Suisse in a key period when the bank aimed to become a global player.


Frank Quattrone, investment banker, CS First Boston, 1998–2003


Quattrone was a working-class street fighter who carved out a lucrative niche serving clients in Silicon Valley during the tech boom of the late 1990s. At his peak, he reportedly earned more than $100 million a year. From 2003, Quattrone was one of the most high-profile executives caught up in lengthy legal disputes tied to the bursting of the dot.com bubble, though he was eventually cleared of wrongdoing.


John Mack, co-CEO, Credit Suisse, 2003–4, and CEO, CS First Boston, 2001–4


Mack was a Wall Street elder statesman, hired to bring some pizzazz and rigour to Credit Suisse’s ambitions in the US. His tenure as CEO was marked by division between the American and Swiss parts of the bank.


Oswald ‘Ossie’ Grübel, co-CEO, Credit Suisse, 2003–4, and CEO, Credit Suisse, 2004–7


Grübel was a gruff, no-nonsense German trader with a keen eye for detail. Despite a directness that rubbed some Swiss executives the wrong way, he rose to the top of Credit Suisse and later went on to run UBS too.


Brady Dougan, CEO, Credit Suisse, 2007–15


Dougan was a quiet American who spent the majority of his career at Credit Suisse, eventually rising to become CEO. He steered the bank through the financial crisis relatively unscathed, but his time in charge was also marked by a shift in banking regulation and the attitude of politicians toward large financial institutions.


David Mathers, chief financial officer, Credit Suisse, 2010–22


Mathers was a true survivor who was CFO under several of the bank’s CEOs. Smart and diligent, he was sometimes accused of presenting the bank’s numbers in an overly optimistic light.


Urs Rohner, chairman, Credit Suisse, 2011–21


Rohner was one of the longest-serving senior executives in the bank’s recent history. As chief legal counsel, he missed out to rival Brady Dougan for the CEO role. When Rohner eventually became chairman, he oversaw Dougan’s exit.


Tidjane Thiam, CEO, Credit Suisse, 2015–20


Thiam was charismatic, intellectual . . . and the ultimate outsider. As CEO, his plan was to cut costs, clean house and expand in Asia. He had few supporters in Zurich’s close-knit financial establishment, and ultimately left the bank under a cloud, after an embarrassing scandal, like so many others before.


Iqbal Khan, banker, Credit Suisse, 2013–19, and UBS, 2019–present


Khan was an ambitious former auditor who ran the bank’s wealth-management department. Seen by many as a potential CEO of the bank, his departure for bitter rival UBS set off one of the most bizarre scandals in Credit Suisse’s long history.


Patrice Lescaudron, banker, Credit Suisse, 2004–15


Lescaudron, a French banker, served many of the bank’s richest Eastern European clientele. He seemed like a dull accountant. In reality, he led a lavish lifestyle off the back of a years-long scheme to fleece his closest clients.


Andrew Pearse, Tuna Bond banker, Credit Suisse, 2002–13


Pearse was a high-flyer on Credit Suisse’s emerging-markets desk, who had built a career lending billions to companies and governments in the developing world. He funnelled away millions of dollars after becoming involved in an elaborate plot involving Mozambiquan politicians and Gulf-based financiers.


Thomas Gottstein, CEO, Credit Suisse, 2020–2


Gottstein was the Swiss banking insider the board decided it needed to restore calm and credibility after a period of wild scandals. It turned out Gottstein, who also played golf for his country, was no more capable of keeping the bank out of the rough than his predecessors.


Lara Warner, chief risk and compliance officer, Credit Suisse, 2019–21


Warner, a dual Australian–US citizen was one of the most senior women in global banking. She was super-smart and charming too. She rose up the ranks at CS and was potentially destined for a role running one of the biggest banks in the world . . . until disaster struck. She was personally tagged in relation to both the Greensill and Archegos scandals, and ultimately lost her job because of it.


Lex Greensill, founder, Greensill Capital, 2011–21


Greensill, an Australian financier and entrepreneur, seemed like the ideal Credit Suisse client. But when his business collapsed amid yet another scandal, Credit Suisse’s clients were left facing billions of dollars in losses.


Bill Hwang, founder, Archegos Capital Management, 2013–21


Sung Kook ‘Bill’ Hwang was a sharp-suited, super-intellectual hedge-fund manager. Credit Suisse went out of its way for Hwang’s business, extending vast amounts of credit so that he could magnify his risky trades. When Hwang got it wrong, Credit Suisse lost $5.5 billion.


António Horta-Osório, chairman, Credit Suisse, 2021–2


Horta-Osório, a glamorous Portuguese banker, was hired from Lloyds to clean up Credit Suisse. He ruffled feathers and was ousted after he was found to have broken Covid-19 travel restrictions.


Axel Lehmann, chairman, Credit Suisse, 2022–3


Lehmann had spent years at UBS before decamping to Credit Suisse. He eventually became chairman, the bank’s last, after Horta-Osório’s surprise departure.


Ulrich Körner, CEO, Credit Suisse, 2022–3


Körner was the bank’s mild-mannered, final CEO. Within weeks of Körner taking on the top job, a disastrous tweet sent Credit Suisse into a tailspin.


Karin Keller-Sutter, finance minister, Switzerland, 2023–present


Keller-Sutter landed in the Finance Ministry hotseat just as Credit Suisse’s crisis deepened. Her job was to stop it becoming a global financial catastrophe.


Colm Kelleher, chairman, UBS, 2022–present


Kelleher was a titan of the global financial-services sector. He joined UBS after years in the trenches at Wall Street giant Morgan Stanley. When Credit Suisse began falling apart at the seams, Kelleher bailed out UBS’s big rival.


Sergio Ermotti, CEO, UBS, 2011–20 and 2023–present


Ermotti was a charismatic banker from the Italian-speaking region of Switzerland. He took over at UBS following a costly rogue-trader scandal. He was credited with a radical overhaul of the bank. Though he retired in 2020, Ermotti returned after UBS acquired Credit Suisse in 2023.










Prologue



Dixit Joshi was eager to get started at Credit Suisse. The new chief financial officer – a humble, well-liked actuary – had begun his career at the Swiss bank in London and New York in the 1990s, before moving to the UK’s Barclays and then Germany’s Deutsche Bank. His return to Swiss banking in October 2022 was a kind of homecoming and it should have been the pinnacle of his career. But in the years that Joshi had been away – almost two decades – Credit Suisse had endured a turbulent ride, and the bank’s Zurich head office had witnessed one senior executive after another hastened out under the cloud of scandal.


Joshi was among a raft of new executives that landed in the space of just a few months, with a mission to get the bank back on track. There was a new chairman, Axel Lehmann, and a new chief executive officer, Ulrich ‘Ueli’ Körner. The bank also had a new chief risk officer and a new chief legal counsel. The head of the investment-banking division was new too, as was almost the entire senior media relations and corporate communications team.


This level of change in the executive ranks was rare at any bank, and it reflected the turmoil that had gripped Credit Suisse over the previous couple of years. The new leadership team was going to have to learn how to run the bank, clean it up and turn around its waning fortunes all at the same time. They’d have to quickly restore trust among clients, staff and the authorities that regulated the global financial system.


The urgency of their task persuaded Joshi to begin his new role early. While his family were still in London, he flew to Switzerland in the first week of October, a month or so before he was officially due to start. But he was already too late. The new CFO had barely said hello to his new colleagues when the bank was struck by another crisis – and, this time, it was potentially terminal.


Some of the executives only learned about the crisis because their kids told them that Credit Suisse was trending online. Suddenly, without warning, the bank was bleeding tens of billions of dollars, and clients were pulling their money out at lightning speed.


The trigger was a tweet by an Australian financial journalist, which simply said, ‘Credible source tells me a major international investment bank is on the brink.’ It didn’t even mention Credit Suisse by name. But, within a few hours, the internet had decided that Credit Suisse was the bank in trouble. Social media in Asia and around the world amplified the message, panicking clients, who were switching their money into other banks at the touch of a button. The Swiss bank, which had stood for more than 160 years and whose offices spanned the globe, found itself the victim of the first-ever merciless digital bank run.


The novice crew of leaders, including Lehmann, Körner and Joshi, was perplexed. The technical data they had access to showed that the bank’s balance sheet was healthy enough – at least, it had been before the Twitter storm. If the money kept flooding out, then it would become a kind of self-fulfilling death spiral. But how could you stop that?


As the bank’s leaders stalled, customers continued withdrawing their funds – and the sense of panic intensified. Some of the new executives wanted to put out a statement affirming the bank was healthy and that clients’ money was safe. Some thought the bank’s top executives should go on television or radio to deliver a rebuttal to the digital carnage and restore confidence in the bank. Others felt that they would sound panicked and only make matters worse. Körner and Lehmann were both technocrats, intellectuals, planners and strategizers. They were smart and experienced, though neither was a natural spokesperson. Körner also said he was worried that any statement about the bank’s numbers could be a breach of the rules governing ad hoc disclosures.


As CFO, Joshi was theoretically next in line – though there was no way the rookie executive could offer a convincing defence of a bank he’d only just joined. Maybe it would have been possible if he’d been with the bank for years, throughout all its recent difficulties, but he barely knew the way around the office. So, instead of speaking out, the new leaders at Credit Suisse were silent, as the meltdown gathered pace.


CREDIT SUISSE WAS one of the biggest banks in the world. It was one of only thirty firms designated as a ‘Globally Systemically Important Bank’– meaning that authorities believed its failure could pose a threat to the entire international financial system. The bank was deeply embedded in the global economy. Its clients were billionaires and multinational corporations. It financed massive investments in infrastructure and provided loans to businesses and governments alike. It was too big to fail.


So how come it did just that?


The roots of its ruin stretched back decades. Credit Suisse didn’t die in a day. Several themes played out across the bank’s lifetime, each of which uniquely contributed to perhaps the biggest collapse in banking history.


First, the bank was a strange hybrid of American and European values. It had inherited the best and worst of both cultures, and its leaders faced a constant struggle to reconcile the two. Credit Suisse was both a hard-charging Wall Street bank, with traders and dealmakers driven by enormous bonuses, and a buttoned-up Swiss firm that serviced the financial needs of an international elite. And it was never top dog in either world, meaning that it was always striving, always taking on more risk to keep pace with competitors that were more singularly focused. The push and pull of these two cultures frequently threatened to tear the bank apart. The Swiss thought the Anglo-Saxons were gaudy, money-obsessed, egotistical and untrustworthy. The Americans and Brits thought the Swiss were aloof and constantly holding them back.


Second, throughout its history, the bank was subject to the hubris and ambition of a handful of men – and they were always men – each attempting to create and justify their own legacy. Often, this led to tension over pay and style. Frequently, it resulted in the bank whiplashing from one strategy to the next. With remarkable consistency, leaders were knifed in the back on their way out of the bank. And, with similar consistency, scandals that were sown when one man was in charge came to fruition during the reign of his successor.


It was certainly not the only bank guilty of bad conduct. Each of its rivals in New York, London, Paris, Frankfurt and Zurich has got into trouble. Most of them have been hit with billions of dollars in fines by exasperated regulators. And, in most cases, not much has changed. Bankers continue to behave badly. But Credit Suisse was the bank that most consistently courted trouble. At other firms, there were years when everything seemed to work as it should, whereas Credit Suisse’s history reads like a long list of relentless wrongdoings.


Third, Credit Suisse flirted often with its biggest rival – and sometimes nemesis – UBS, the other giant Swiss-based bank. For decades, there were constant rumours the two would merge or that one would take over the other. Often, the rumours were based on truth, as clandestine meetings between chairmen and CEOs leaked into Zurich’s gossip mill. The fate of the two banks were always intertwined and – as we’ll come to see – ultimately, one had to win out over the other.


These themes come up time and time again, as does one overarching topic: trust. Banks depend on the trust of their customers, whose money fuels their business. They need to be trusted by their regulators and national and international authorities. They have to be able to trust their employees to act ethically. When this breaks down, when there’s no more trust, there is no more bank. Credit Suisse usually had plenty of capital, but, in the end, it ran out of trust.










PART ONE


From Wealth We Came










ONE


A Child of Two Nations


The history of Credit Suisse is a tale of fortunes won and lost, of controversy and disagreement, of disputes and accusations. Sometimes, it’s about profits and balance sheets and complex financial circuitry. But mostly it’s about people, and it starts with the bank’s trailblazing founder, Alfred Escher, the ambitious, flawed father of modern Switzerland.


Escher was born on 20 February 1819, the son of one of the most prominent dynasties in Zurich. Over the centuries, his ancestors had become rich, manufacturing and trading textiles – a business that flourished thanks to Switzerland’s place at the crossroads of Europe. For hundreds of years, the Escher vom Glas family, as it was known originally, had also dominated Zurich’s political scene as councillors, mayors and governors. The fortunes of the city and the family were intertwined. In the parlance of modern banking, the Eschers were systemically important.


But, from the late eighteenth century, the esteemed Escher name was tarnished by a series of moral and financial scandals. In the late 1780s, Alfred’s grandfather, Hans Caspar Escher-Keller, lost a fortune speculating on financial instruments, like a modern-day rogue trader. When he was bankrupted, the whole of Zurich was brought to its knees and the family’s reputation was mud.


Alfred’s father, Heinrich, sought redemption – and riches – beyond Swiss borders. He studied in Paris and London, and travelled, crucially, to the nascent, freshly independent United States. There, he fell into step with a prominent Zurich-born French banker named Jean-Conrad Hottinguer. A master of finance and diplomacy, Hottinguer had wisely departed Paris during the Revolution in the early 1790s, heading to the US, where he built up a network of business and political contacts. Returning home in 1797, he became embroiled in the first major scandal of the US republic, the so-called ‘X, Y, Z Affair’, which erupted after French officials demanded American diplomats pay personal bribes to France’s foreign minister.


Once the whiff of scandal passed, Hottinguer continued accumulating wealth and influence on both sides of the Atlantic. When he opened a banking office in the US, he turned to Heinrich Escher to run the business. There, Escher encountered exciting new ideas about liberty, trade and free markets, and rubbed shoulders with political giants like John Adams, George Washington and Thomas Jefferson.1 Both men got rich financing projects and funnelling money between the old world and the new. Eventually, Hottinguer became a kind of founder of modern French banking, whose business legacy lasted into the twenty-first century, while Escher rebuilt his family fortune, speculating on US land deals and through trade in colonial goods such as coffee.2 (In 2020, a study from the University of Zurich into the city’s ties to slavery found that the Escher family had owned a coffee plantation in Cuba with more than eighty slaves.3)


In 1814, Heinrich Escher returned to Zurich to get married and raise a family. A lingering bitterness over the losses incurred by his father decades earlier meant that Heinrich never reconciled with the city. He didn’t repay the money his father had lost, and he declined to raise his family among the city’s elites. Instead, he built a vast private estate by the lake, a few kilometres from the centre of civic life. This modern, secluded property, whose grounds were filled with exotic plants and trees from North America and beyond, later become one of Zurich’s largest public parks. But, in the early 1800s, it was a kind of gilded cage on the lake, where Alfred Escher and his older sister were raised.


The boy was more closed off from Zurich society than many of his contemporaries. Tutored by Swiss academics and theologians, though under the influence of his cosmopolitan father, the young Escher was unmistakably old money, but he was also exposed to the ideas that were driving the ambitious, entrepreneurial animal spirits his father had profited from in the fast-growing independent United States. By the time Alfred Escher reached adulthood, these ideas were reshaping the world. In Switzerland – as in much of Europe – new ideas and new technologies were threatening to sweep old ways aside. Even as Escher emerged from his gilded cage, radical liberal reformers clashed with Catholic conservatives over Switzerland’s future. As power swung this way and that, a short and relatively bloodless civil war saw the radicals take over, with plans to forge a cohesive, democratic Swiss nation.


Escher was a bright student who had taken a keen interest in all of this. He had studied law at the University of Zurich and spent time in Bonn and Berlin. He had also become involved in progressive student politics that urged the economic, industrial and democratic development of Switzerland. Driven by a kind of combination of patriotic loyalty to traditional Swiss values and a fervent belief in the possibilities of a more open, forward-thinking country, Escher was making moves in the country’s political scene. He had grown up to be an imposing, confident workaholic with a baritone voice, whose arguments were robust and energetic. He became a rising star of radical liberal politics, with a command of detail, level of ambition and a diligence that were noted by contemporaries. At just twenty-five, he was elected to parliament, where he held a seat for the remainder of his life.


For sure, there was much work to be done. Switzerland was in danger of being left behind by its much larger neighbours on all sides. It was a small, landlocked, mountainous place, still mostly rural, and without any advantage in terms of raw materials. The country was like a ‘half dilapidated barn that would have collapsed sooner or later’ without a radical overhaul, according to the historian Joseph Jung.4 The new Swiss government was far from unified about the way ahead. The politicians who dominated it were ‘more of a family, or a movement like the US “Tea Party”,’ according to one history of Switzerland.5 The left wing of the movement was obsessed with state-run modernization programmes and had the overt support of similarly radical political groups across Europe. Escher disavowed such notions. His view was that the future should be focused on free trade and the role of the private sector in promoting the development of Switzerland’s future. This was an agenda he pushed tirelessly over the rest of his career, for good or bad.


Soon, Escher was becoming the dominant voice in Swiss politics. And one area of urgent attention was the construction of Switzerland’s railway network. Other European nations had already undertaken vast building programmes, adding thousands of miles of railway, transforming them into modern, industrial economies where people, raw materials and finished goods could be moved large distances more swiftly than ever before. Switzerland lagged far, far behind, with only a few dozen miles of track laid. The extent of the Swiss railway network was just a tiny fraction of what was already in place in Germany, France and the UK.


This became Escher’s great cause. He warned in parliament and in the Swiss press that the country risked becoming a forgotten backwater. Without new railways connecting the country to larger economies and trading supply lines, modernization would literally bypass Switzerland altogether. There was widespread support for Escher’s view, but there was much more disagreement about how to pay for all of it. Centrist and leftist politicians supported a state construction programme funded by the government. They argued that something this important and costly couldn’t be handed over to private enterprise that would become rich off the back of government largesse. But Escher had a different plan. It was best, Escher said, to ‘let private activity go unhindered as long as it does not endanger the purpose of the state.’6 His proclamation of free-market principles was a clear rejection of old European statism, and it echoed the philosophy that was driving the United States to become the most powerful economy in the world, eventually outshining much of sluggardly Europe.


It was Escher’s view that won out. Within a few years, several new railway companies had sprung up – including one, Schweizerische Nordostbahn (or Swiss Northeastern Railway), founded by Escher himself. Soon, a massive track-building programme rolled across the country. Switzerland was quickly criss-crossed by railway lines that connected previously distant cities and towns and helped to deliver an industrial revolution in the second half of the century.


As this rapid development rolled out, Escher argued for more infrastructure to support his programme of industrialization and modernization. He pushed his political counterparts to develop a stronger education sector and he was a leading light in the founding of the federal technical university ETH Zurich, which produced a stream of engineers and other skilled workers. He also quickly realized there was a need for huge amounts of capital to fund this new Swiss economy. Initially, funding had been provided by foreign banks, but that left the Swiss railways and other industries vulnerable. The French banks in particular were demanding a say on strategy and the way the railway companies were run. This was intolerable to Escher. The interests of those banks and the interests of Switzerland were at odds, and something would have to be done about it.7


In 1856, Escher launched Schweizerische Kreditanstalt, a domestic bank that would lend money to fuel the growth of the railways. It was modelled on a French firm whose owners had become vastly wealthy. The bank issued shares and the people of Zurich lapped them up. Escher and his fellow founders sought an initial share capital of three million francs, but instead raised 221 million francs.8 This early success spawned copycat financial institutions around the country, while the bank that started it all later became known as Credit Suisse.*


But not everything Escher touched was a success – far from it – and, while his reforms and ambitions had created many winners, there were losers too. The modernizing Swiss economy, open to the vagaries of the free market, began to swing more wildly than in the past. Inflation, unemployment and interest rates rose and fell sharply, and political opposition to Escher and his cohort grew. Under his watch, the bank took on greater and greater risk – and accumulated a series of losses on loans to fund failed enterprises. Many of the aggressive private railway companies that Escher had unleashed were mismanaged, missed budgets and collapsed. Escher’s broad power also drew criticism. Some at the time called him by the nickname the ‘Railway Baron’ – an unsavoury allusion to his vast influence – while the Escher family home at Belvoir was sneered at by opponents as an unofficial federal palace.


In time, Escher was pushed from the centre of government, though his desire to be at the forefront of important decisions was undimmed. He became the leading campaigner for another expansive infrastructure project – a tunnel that would link the north and south of Europe through the Swiss mountains. This was the era of huge construction projects, such as the Suez and Panama Canals. The Swiss Gotthard Tunnel was a similarly ambitious, costly and difficult undertaking. In 1871, Escher became president of the Gotthard Railway Company, which won the contract to build the tunnel. The company raised tens of millions of francs and construction began the following year. Almost immediately, Escher’s firm ran into serious obstacles. The project was technically far more difficult than initially envisaged. Rockslides, accidents and gas leaks were frequent. Hundreds of workers were killed or injured. As the budget for the project escalated quickly, Escher sought ever more funding. But investors had lost faith in his powers. Escher was forced to resign.


Construction on the tunnel continued, though without Escher’s involvement. When it opened in 1882, the Gotthard Tunnel was the longest on the planet – and arguably made the single biggest contribution to connecting Switzerland’s economy to the outside world. It was an incredible feat of engineering and a huge achievement. Swiss dignitaries marked the moment when the two ends of the tunnel met with a triumphant ceremony. But Escher was not there. Instead, sickly and aged, and staying at a hotel in Paris, he received only a telegram notifying him of the momentous occasion.9


It was a fairly undignified end to Escher’s career, and it was mirrored by a personal life also marked by tragedy. His wife Augusta had died young. One of his children died as a toddler. Another daughter survived Escher, though later killed herself. Escher himself died at sixty-three, essentially exiled from the centre of Swiss power.


Still, the Swiss people broadly held him in high regard. Contemporaries called him ‘King Alfred’, the ‘King of Switzerland’, the ‘Tsar of Zurich’.10 He was given what was effectively a state funeral, with the people of Zurich lining up to see his coffin carried through the streets.


A few years after his death, a bronze statue of Escher was erected outside the main train station in Zurich. Bearded, barrel-chested, the archetype of a nineteenth-century politician and industrialist, Escher still gazes down the sumptuous Bahnhofstrasse towards Paradeplatz, the heart of the city’s financial district and the site of the headquarters of the bank he founded. But what would he make of the modern-day Credit Suisse? How does Escher’s own complex story relate to the bank he founded?


There are several ways that Escher’s biography echoes down the ages. He was the first in a long line of leaders whose personality and ambitions cast a shadow over the whole bank. He was a corporate dictator, a figurehead, strategist, politician and gambler who believed in his own exceptionalism. When decisions went against him, Escher proved inflexible, and crises often ensued. Though it was not a question at the time, later analysts disapproved of a political leader funnelling funding and directing policy to favour his own private enterprises.11 Modern views on good corporate governance would frown upon such a clear conflict of interest. Perhaps there was something else too: Escher, in some ways, was the child of two nations, undeniably Swiss, a true patriot, but one whose ideas were shaped by American capitalism. At the bank he founded, these two forces also existed in tandem, never quite reconciled, frequently at odds, driving the bank on and tearing it apart, both at the same time.










TWO


Secrets and Lies


Alfred Escher’s drive was what brought Credit Suisse into being, but another uniquely Swiss characteristic also shaped the bank.


Neutrality was a Swiss survival technique. Enclosed on all sides by much larger nations, Switzerland had found that the best way to avoid becoming collateral damage in wars fought by other countries was to stay out of them altogether.* For Swiss banks, the flip side of neutrality was secrecy – a kind of amoral appeal to wealthy clients in neighbouring lands. In a volatile, unpredictable world, Switzerland provided a safe haven for anyone wanting to store their wealth away from the prying eyes of their enemies. It was a lucrative source of banking activity for the Swiss banks, and a controversial one too.


Some histories date the start of Swiss banking secrecy to the early eighteenth century, when the country was still a disaggregated collection of cantons at the crossroads of Europe. Others point out that the idea was first loosely codified in Swiss constitutional and civil law from the mid nineteenth century, in the period when Escher and his cohort were building the foundations of the modern nation.1 But it was undoubtedly in the first, tumultuous decades of the twentieth century that Swiss banking secrecy came to the fore.


During the Great War, the country’s banks had become a go-to destination for those seeking to guard their wealth from the ravages of conflict. After the war, too, rising rates of taxation in Germany, France and elsewhere, to pay for reconstruction, fuelled the desire of wealthy individuals to funnel their money to Zurich, Basel and other Swiss cities.* Cash was flooding into Swiss bank vaults. By 1929, Switzerland had the largest bank deposit base per person of any country in the world.2 But this flow of funds was a source of international friction and the trigger for the first great financial scandal in modern Swiss banking.


The episode began in Paris, which had become a playground for artists and writers in the decade after the First World War, a flourishing, cosmopolitan, global city. But that era was ending. The Great Depression was milder in France than elsewhere but nevertheless the economy slowed and discontent rose. By the early 1930s, left-leaning politicians were gaining influence. Rich Parisians were paranoid, and fearful of tax hikes, while the government was determined that wealthier citizens should not squirrel away their money to avoid paying their share. Authorities resolved to make sure those who helped the country’s elite move their money abroad would be stopped. On Thursday, 27 October 1932, a police squad raided the Paris office of Basler Handelsbank, then one of the largest Swiss banks (which later merged into what became UBS).3 Inside, they found a trove of documents that shed light on industrial-scale capital flight – the transfer of funds from France to Switzerland – much of it in the service of high-profile citizens. Further raids followed, and soon the French had composed a dossier of more than one thousand names – account holders at three suspect Swiss banks – including top politicians, generals, religious leaders, industrialists and media types. The amounts they had moved abroad were staggering. Perhaps two billion francs, equivalent to many tens of billions of euros today, had been syphoned off into Swiss bank accounts, hidden from the French tax collector.


French newspapers devoted dozens of column inches to the behaviour of their wealthy compatriots and their facilitators in the Swiss banking industry. Politicians in France erupted in anger and passed a resolution demanding the French government take ‘all effective measures’ to end what was seen as deliberate tax avoidance aided by Swiss banks. The issue escalated further when French authorities summoned two senior managers from Basler Handelsbank in Paris and requested access to all the bank’s confidential books and records in Basel. When the managers refused, they were placed under arrest and imprisoned for two months.


In Switzerland, the tough tactics of the government in Paris were met with stiff opposition from financiers and politicians, and newspaper columnists decried ‘banking espionage’ and made patriotic appeals to bolster the country’s banking secrecy traditions.4


Eventually, the affair settled down, in part because of a change in the French government, and because French clients temporarily withdrew their funds from Switzerland.5 But the scandal had heightened a sense in Switzerland that banking secrecy was something worth fighting for.


Against this backdrop, the immediate trigger for a more defined set of banking secrecy laws occurred when one of the largest banks in Switzerland got into financial trouble. By the early 1930s, Swiss Volksbank had become the second-largest bank in the country. Hundreds of thousands of ordinary Swiss citizens had accounts there and many Swiss businesses relied on loans from the bank too. The bank, sometimes known as SVB,* had also been more aggressive than most of its rivals in expanding beyond Switzerland, especially in Germany. For a while, the strategy had bolstered profits, but when the Great Depression struck, SVB’s international business was a problem. In particular, the bank was overexposed to clients in Germany, where the government was introducing strict banking rules to try to get a grip on the crisis. These measures left SVB facing massive losses. Soon, rumours began circulating in Zurich that a large Swiss bank was in trouble. Chaos ensued as nervous Swiss depositors scrambled to withdraw their money. The bank was heading for almost certain collapse, and the Swiss authorities faced a dilemma. If SVB went under, the impact on the entire domestic economy could be huge. But bailing out SVB would come at an enormous cost. It was clear that the bank would have to be restructured to avert disaster. When the Swiss government asked both Credit Suisse and a forerunner of UBS to help, neither was willing to participate in a bailout. Instead, in 1931 and again two years later, the government itself intervened to keep the bank, and the economy, afloat. In 1933 alone, the government’s capital injection was equivalent to at least a quarter of the country’s annual budget.6


Economic meltdown had been avoided, and the cost of government intervention was the demand from politicians for tighter regulation of the entire banking sector. However, when it came to writing the new rule book, the politicians left it to the experts, the bankers themselves, to navigate the fine detail.* The result of their efforts, the Swiss Federal Banking Act of 1934, included many new measures to tighten government control of the industry. It also beefed up the tradition of Swiss banking secrecy, making it a criminal offence to breach the confidentiality of clients. It was a historic twist. The new law meant that anyone seeking transparency from Swiss bankers – lawyers, regulators, tax authorities – would hit a brick wall. If bankers handed over information about their clients – names, addresses, the fact they were clients at all – they could end up in jail.* In practice, the lasting effect of SVB’s collapse was to enshrine banking secrecy, a characteristic that was to the benefit of the banks at the expense of transparency and good governance. Indeed, over the coming decades, the secrecy laws became a veil for some of the worst wrongdoing at Swiss banks, and led to an amoral vision of banking that supported and covered up bad behaviour.


From this period on, in popular culture, Swiss bankers became synonymous with cold-bloodedness, hiding money for whomever, no questions asked. In reality, the Swiss banks lived up to their dark image too. Protected by banking secrecy, Credit Suisse, and many of its rivals, banked kleptocrats and dictators, brutal strongmen and corrupt officials.7 For sure, Credit Suisse wasn’t the only bank in Switzerland that took advantage, in nefarious ways, of the cover that secrecy laws provided. But it was frequently among the worst offenders. The bank hid funds from tax authorities, regulators and court officials. When these deeds were uncovered, the bank often sheltered behind its country’s laws or pinned the blame on rogue employees. But the list of fraudsters and felons, and the frequency of misconduct, went on and on, spanning the globe, for years and years. This kind of activity was so common, it was more like a business model than a flaw in the system. And the fines and other punishments that stacked up against the bank were just a cost of doing the dirty work.8










THREE


The Chiasso Affair


One place that benefited greatly from Escher’s Gotthard Tunnel and Switzerland’s banking secrecy laws was the border town of Chiasso. Nestled just inside Switzerland, Chiasso was on an access route to the tunnel and it was one of the closest urban centres to a nearby Italian customs office. It was also a gateway for so-called black money funnelled into Switzerland, mostly from Italy.1 Contemporaries said it was ‘within suitcase-carrying distance’ of the border.2 Indeed, so much money passed through this small town that dozens of bank branches sprang up here and in the surrounding area.


Chiasso was also the centre of Credit Suisse’s first major modern scandal, the location of an affair that cost the bank hundreds of millions of dollars, exposed a reckless culture that was repeated throughout the bank’s history, and led to a change of leadership that would fundamentally alter the bank’s trajectory for ever.


Ernst Kuhrmeier, the son of a former Credit Suisse employee, had become manager of the new Credit Suisse branch in Chiasso a few years after its opening in the late 1940s. By the 1970s, Kuhrmeier – a domineering, ill-tempered, German-speaking manager in a mostly Italian-speaking region of Switzerland – had turned the branch into one of the highest performing offices in the entire Credit Suisse empire. Each member of staff in Chiasso generated on average three times as much profit as other Credit Suisse staff elsewhere in the organization. The source of all this income was Italy, where political and economic uncertainty was driving capital abroad – in this case, through the fifty or so kilometres of the Gotthard Tunnel. Often, Italian clients didn’t even have to take the money there themselves – every Wednesday, for many years, Kuhrmeier sent one of his staff to Milan to receive currency from wealthy Italians in the private backroom of one of the local banks.


For Kuhrmeier, though, the riches this brought his way were not enough. He was frustrated by restrictions and bureaucracy imposed on his booming business by Credit Suisse’s head office in Zurich; his profits were also limited by intense local competition, with banks fighting for clients; and his access to cross-border clientele was constrained by measures imposed by the Swiss government to curb inflows of foreign currency that was weighing on the Swiss franc.3


Kuhrmeier conjured a new plan that would supercharge his cross-border business. First, to attract more clients, his branch offered much higher interest rates than other banks. Because he was paying higher rates, Kuhrmeier also needed to generate a better return from depositors’ funds. So, for the next step in his plan, he founded a holding company to invest clients’ money. This holding company was set up as an anstalt – a kind of hybrid corporate entity that acts like a private trust and whose main benefit is murky ownership. Kuhrmeier’s anstalt was named Texon Finanzanstalt and it was registered in Liechtenstein, a principality of just a few thousand people where business dealings were even more opaque than in Switzerland. He added an extra twist to persuade his Italian clients to part with their money: all customer funds deposited in Texon were guaranteed by Credit Suisse, which meant that they were super-safe – in theory, at least.


The problem was that this plan, including the bank guarantee, had not been cleared with Kuhrmeier’s overlords in Zurich. In fact, as far as the bank was concerned, Texon was a completely separate legal entity, nothing to do with Credit Suisse at all.


Nevertheless, Kuhrmeier’s plan soon started paying off as funds flooded into his bank branch, and he started investing the money in a vast empire of assets. Many of these investments, managed through Texon, were in Italy. One such company was Salumificio Milano, one of Italy’s largest sausage and salami companies. The firm had been a client of the bank, but it got into financial trouble. When that happened, Texon gave the salami company a new loan to pay off its debts to Credit Suisse. When the company continued to struggle, Kuhrmeier doubled down, and eventually Texon became the salami business’s largest shareholder. Kuhrmeier also directed significant chunks of Texon’s investment into Italian vineyards. This started with a single loan to the widow of a Piedmontese winemaker, which was followed by more loans to major producers of Chianti and Valpolicella wines. Like the salami loans, these investments also soured. Kuhrmeier again doubled down, merging Texon’s wine investments with its stake in the salami company, creating a food conglomerate run by an inexperienced Italian wine salesman, Alberto di Marchi. Under his direction, the conglomerate made further expensive investments in wineries and grocery businesses, until the company, now known as Winefood, became an enormous, bloated mess. Di Marchi continued spending deposits from the Chiasso bank. He bought a hotel in the spa town of Albano and an upmarket restaurant in Milan. He even opened a glitzy new hotel in Chiasso itself that targeted the rich clientele of Kuhrmeier’s bank. So long as there was money in Texon, then Di Marchi would find a place to put it.


The Texon investments went on and on, seemingly in random directions that had little strategic meaning. Texon bought parcels of real estate, took a stake in an insolvent insurance business, acquired toy companies and dozens of small grocery-transport companies, as well as a car-parts business. It became a major investor in plastics, mostly through a Milan-based company called Ampaglas, acquired from a close friend of Kuhrmeier’s. Another big Texon investment centred on the island of Albarella, a 3.5-km stretch of mostly scrubland to the south of the Venetian lagoon. Texon was to finance an exclusive new resort on the island – selling plots of land to investors who would pay a network of Chiasso-based companies to buy their own plots and build houses. When the project failed to get off the ground, Texon was left owning a selection of half-started infrastructure.


The problem with all of this was that, while some of these businesses were making a little money, many were far less successful. But that didn’t matter to Kuhrmeier. So long as money kept pouring into his branch, and into the Texon anstalt, the whole affair would run smoothly. It was, in effect, a giant Ponzi scheme.


By the late 1970s, Texon had been running for almost two decades. Hundreds of millions of dollars in high-yielding customer deposits were theoretically matched by hundreds of millions of dollars in shady investments. And it was all mashed together in a kind of giant slush fund, with the veneer of credibility granted by Kuhrmeier’s promise of a Credit Suisse guarantee to investors. Texon was a ‘bank within a bank’, but this was getting wildly out of hand.4 There were even rumours of links to organized crime – which, in Italy, meant the mafia.5


Kuhrmeier, meanwhile, thought he was heading for greatness. He showered gifts on his colleagues – sending sumptuous hampers to fellow executives – and bought a luxurious house in one of Chiasso’s most expensive suburbs, as well as a plot of land near Zurich, ahead of an anticipated promotion to head office. For years, his hubris went unpunished as Zurich failed to notice the simmering scandal, even though Texon was an increasingly open secret among Swiss bankers. A senior manager at UBS had lodged a whistle-blower complaint with Kuhrmeier’s bosses. Tax officials had investigated the bank for anomalies in the branch’s reported tax numbers. And a top-level UBS executive had warned his Credit Suisse counterpart to keep an eye on Kuhrmeier too.6


Credit Suisse’s auditors had also visited the town to find out what was behind the stellar numbers Kuhrmeier was reporting to head office. Kuhrmeier, though, distracted the auditors, taking them first to visit an important client, then to a country restaurant for a heavy lunch washed down with local wine, followed not long after by dinner and more drinks at the Texon-owned Hotel Corso.7


It’s possible the bank’s control systems hadn’t kept pace with its rapid growth, not just in Chiasso but internationally. According to the journalist Nicholas Faith, senior executives at Credit Suisse likely knew of Kuhrmeier’s links to Texon, but tolerated it because of the money he was bringing in and because of the complexity of unravelling Texon’s connections to Credit Suisse itself. The bank’s chief inspector – its head internal auditor, named Joseph Muller – was conflicted because he was a friend of Kuhrmeier’s and a personal client of the Chiasso bank.


From late 1976, though, everything changed. The Italian government, seeking to reverse the flow of funds out of the country, offered an amnesty to Italians who repatriated their lire. Kuhrmeier’s Italian depositors began pulling their money out of his branch, which threatened to expose his whole shoddy scheme. Kuhrmeier was forced to liquidate the Texon investments to fund the client withdrawals. But the investments were worth far less than what depositors had been promised.


Around the same time, top executives in Zurich demanded further investigation of Chiasso, summoning Kuhrmeier to head office. Having turned a blind eye for fifteen years, the bank’s top leaders suddenly discovered the extent of their involvement in Texon. They issued a press release explaining that the bank’s internal auditors had found problems with an ‘important foreign client’ – a reference to Liechtenstein-registered Texon. Initially, the rumoured size of the problem was around 250 million francs, though that was later shown to be far too conservative.


Swiss prosecutors soon moved in. Kuhrmeier and two junior accomplices were questioned and then arrested. As details of the scheme emerged, the Chiasso prosecutor slammed Credit Suisse for its lax controls. The investigation became a national scandal that dragged on for two years, as headlines moved from the potential losses to the arrests, to, finally, in 1979, the court case. Kuhrmeier was eventually convicted and sentenced to four and a half years in prison – though he died of a heart attack a week after the sentencing. His chief assistant in Chiasso was also sentenced to three and a half years’ jail time, while three Chiasso lawyers who had helped set up the scheme were each given suspended sentences.


By this stage, the size of the potential losses had ballooned to about $800 million – a huge sum for any bank anywhere in the world at the time, and equivalent to more than $3.5 billion today.8 For a time, there were fears the affair could destroy the bank completely. Credit Suisse’s two largest rivals, alongside the Swiss central bank, offered a billion-dollar bailout. But the bank declined and eventually the strain on its finances passed. It had survived.


In the 1970s, in the immediate aftermath, there wasn’t much soul-searching at Credit Suisse. The main lesson that many Swiss financiers took away from it all was that the bank was strong enough to fend off the biggest of scandals. It was almost as though that was all that mattered. There was no shame, mostly just relief. This attitude was best exemplified by the headline on a German-language newspaper: ‘Der Gigant kam nicht ins Zitern’ – ‘The Giant did not tremble’.9


But the Chiasso affair was significant for much more than the damage it did to Credit Suisse’s balance sheet. It had shown up the bank’s tendency to favour entrepreneurial spirit over strict controls. It had demonstrated that making profits sometimes overrode warnings about the behaviour of the bank’s staff. And it had shown, very clearly, that flighty foreign money could leave the bank in a hurry – this was a lesson that the bank learned again, with far more devastating consequences, in October 2022.


The affair also brought global attention to the dangers of Swiss banking secrecy. ‘The fact is,’ wrote The Washington Post, ‘nobody outside really knows where the huge amounts of capital that flow in and out of here originate. Some undoubtedly is from politicians and businessmen in countries where the future looks shaky . . . Some is from tax avoiders or evaders, some from criminal proceedings . . .’10 The sentiment was echoed in media around the world. Swiss banks had been a cartoonish staple of Hollywood drama for years. The Chiasso affair confirmed the amoral nature of a large part of their business.


Perhaps most important of all, though, the affair led to a changing of the guard at Credit Suisse. The collapse of Texon had ended the careers of several of the bank’s senior leaders. A slew of top executives were forced out for their failure to stop Kuhrmeier before his scheme got out of hand. That left the path open for one man to become CEO: an internationally focused, ambitious new leader named Rainer Gut.










FOUR


Gut Instincts


Rainer Gut was born in September 1932, in a village in central Switzerland. His roots were artisanal, miles away from the Zurich establishment – his grandparents had been soap makers, saddlers and seamstresses.1 Gut’s father, though, was ambitious for change and had forged a career at one of Switzerland’s many smaller, regional banks. A series of promotions, inside Switzerland and abroad, culminated in his elevation to the top of the bank, and he led an expansion into other regions and sources of business.
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