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FRANKFURT: Deutsche Bank’s pursuit of
success on Wall Street has come at a high
price, a $7 billion plus penalty illustrating
the extent of its decline since 2008 when
its then chief executive claimed it was one
of the “strongest banks in the world”.
Expanding from its roots in Germany dat-
ing back to 1870, Deutsche transformed
itself into a major player on Wall Street
over the past two decades, often taking
extravagant bets to do so.

But it is now set to cut back its activities
in the world’s biggest economy after a
penalty for the sale of toxic mortgage secu-
rities that contributed to the biggest eco-
nomic crash in a generation. “The strategic
options open to Deutsche Bank in the USA
are clearly restricted because the profitabil-
ity of the business will be weakened,” said
Ingo Speich, a fund manager at Union
Investment, a shareholder in Deutsche.

German regulators also want
Deutsche, the country’s largest bank
which employs around 100,000 people
around the world, to rein itself in. “Size in
itself is no sign of success,” said one senior

official in Germany, where the mood
among regulators has hardened towards
the bank. “They now want to curtail their
ambitions.” Last year, the bank’s US arm,
where roughly one in ten of its staff are
based, racked up a loss of €2.8 billion
($2.9 billion) - almost half the total loss
made by the group. That was a swing
from a profit of more than 1 billion euros
in the previous year. Much of the damage
was done by a writedown on the value of
Bankers Trust, while tighter regulation has
made it more expensive to trade.

Expansion Phase
The $7.2 billion penalty for the sale of

toxic mortgage securities closes a sober-
ing chapter in the bank’s international
drive, launched in 1989 by the then chief
executive, Hilmar Kopper, when he
bought lender Morgan Grenfell  in
London. Kopper is remembered for his
public description of a multi-million
Deutsche mark sum as “peanuts” - open-
ing a divide between an increasingly
Anglo-Saxon bank and the prevailing fru-

gal culture among ordinary Germans.
A decade later, Deutsche bought

Bankers Trust, paying $10 billion for the
American bank and an estimated sever-
ance of $100 million to its chief executive.
Management even discussed a takeover of
Lehman Brothers, which later collapsed at
the lowest point in the global financial cri-
sis in 2008. This strategy of buying to
expand in shares and bonds was expand-
ed to add outsized bets on toxic deriva-
tives - and the lender’s total assets swelled
to more than 2 trillion euros in 2007.

One former senior Deutsche executive,
who asked not to be named and who was
instrumental in building the bank’s US
business, said he had preferred using
leverage to sell more structured debt and
derivatives to buying a Wall Street rival.
“Buying a US firm is like climbing Everest
without oxygen. It  is risky, and the
achievement is substantial, but is it really
worth it?” the former executive said, ask-
ing not to be named. “You may find that
the view from the summit is quite cloudy.”
Yet this alternative route proved perilous.

World’s Strongest
As the bank placed large trades at the

end of 2011, its leverage ratio, which
divides the value of assets by equity,
reached around 21 - measured by US
accounting standards.  As a rule of
thumb, the higher this leverage, the
steeper the risks. JPMorgan, a much larg-
er bank, had a lower ratio of around 17.
There was another important difference
between Deutsche and its US rivals. They
had been able to improve their capital
with a compulsory $700 billion “Troubled
Assets Relief Program” (Tarp). Rivals JP
Morgan Chase,  Morgan Stanley ,
Goldman Sachs and Bank of America all
took the money.

At that time, in Oct 2008, Deutsche
Bank’s then Chief Executive Josef
Ackermann described the bank as one of
the “strongest and best capitalized banks
in the world,” privately saying he would
have been “ashamed” if it needed state
help. However, analysts and regulators
have since bemoaned Deutsche’s thin
capital cushion.

How Deutsche’s Wall St bet turned toxic

WASHINGTON: The US Justice Department sued the
British financial giant Barclays on Thursday, accusing the
bank of massive fraud in the sale of mortgage-backed
securities which contributed to the global financial crisis
of 2008. Barclays was one of several major banks implicat-
ed in the crisis, along with Deutsche Bank, Royal Bank of
Scotland and Credit Suisse, that so far have not reached
settlements with US authorities over their roles in the
financial meltdown, causing jitters among investors.

Thursday’s move to sue in open court stood out, with
the Justice Department choosing not to seek a mutually
acceptable resolution, as it has in most cases when taking
enforcement action against major financial institutions. In
a statement, the bank said it would “vigorously defend”
itself against the allegations. “Barclays rejects the claims
made in the complaint,” the statement said. “Barclays con-
siders that the claims made in the complaint are discon-
nected from the facts.”

The government’s complaint filed in federal court also
named two former Barclays executives - Paul Menefee, for-
mer head banker in charge of due diligence for Barclays
so-called subprime, or higher risk, residential mortgage-
backed securitizations, and John Carroll, who served as
Barclays’ head trader for subprime loan acquisitions. The
Justice Department has faced stiff criticism for its per-
ceived failure to hold senior executives to account follow-
ing the financial crisis. No major figures have suffered
criminal conviction.

Federal prosecutors say that as part of the alleged
scheme Barclays sold $31 billion in securities which pack-
aged poor-quality subprime and Alt-A mortgages to
investors around the world, more than half of which
defaulted after Barclays deliberately and systematically
lied to investors about the loans. — AFP
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ZURICH/FRANKFURT: Credit Suisse and
Deutsche Bank have been hit with a
combined penalty of more than $12 bil-
lion over the sale of US toxic debt, fur-
ther hampering two of Europe’s leading
investment banks as they struggle with
weak earnings. The penalties stem from
an initiative launched by US President
Barack Obama to pursue banks for sell-
ing sub-prime debt without warning of
the risks, a practice that led to the worst
economic crisis since the Great
Depression.

Credit Suisse agreed to pay more
than $5.2 bill ion in a deal with US
authorities and the penalty is likely to
push it to a second consecutive annual
loss. The payment, to settle claims it
misled investors when selling mortgage-
backed securities in the run-up to the
2008 financial crisis, is split into two
parts. It will first pay $2.48 billion and
later provide $2.8 billion over five years
to offset the impact on consumers, the
bank said.

That news came after Deutsche Bank
agreed to a total $7.2 billion settlement
for its pooling and sale of toxic mort-
gage securities, the settlement also
divided in a similar manner. The German
bank had previously said that the
Department of Justice was seeking
twice that figure. “I think the fines are
reasonable and represent a positive for
the system,” said Alberto Gallo, head of
global macro strategies at hedge fund
Algebris Investments.

The penalties put the two European
banks at a further disadvantage to larger
US rivals, many of whom have already
absorbed their own fines for such
wrongdoing and have strong capital
cushions. US banks earlier paid $46 bil-
lion in such penalties.

Deutsche Shares Rise
Investors, who had feared an even

bigger penalty for Deutsche, were
relieved and its shares gained more than
2 percent. They have risen more than 80

percent since hitting a record low at the
end of September on fears the bank
would need to raise cash from investors.
“It’s no great coup but the settlement
reduces the uncertainty,” said Ingo
Speich, of Union Investment, a Deutsche
bank shareholder, adding that he now
did not expect the bank to sell more
shares to bolster its capital.

Credit Suisse, who people familiar
with the matter earlier told Reuters had
fought to soften its settlement, saw its
shares slip by more than 1 percent. The
final deal is in line with the $5 billion-$7
billion the US Department of Justice
(DOJ) had asked Credit Suisse to pay earli-
er in negotiations, as reported by Reuters
on Monday. Credit Suisse said it would
take a pre-tax charge of approximately $2
billion in addition to its existing reserves
against these matters in the final three
months of 2016. Analysts at regional bank
ZKB said that the charge would depress
the bank’s leverage ratio from 3.4 percent
to 3.1 percent. — Reuters 

FRANKFURT: This file photo shows the headquarters of Germany’s biggest lender Deutsche Bank. — AFP 
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LONDON: This file photo shows Barclays bank head-
quarters in Canary Wharf. — AFP 


