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Management Summary 

This papers aims to discuss the impact of the credit crunch on HSBC. 

The first area of discussion is the origins and the reach of the present financial crisis on the banking environment. The origins of the current financial crisis can be traced back to the 1980s. As a result of falling inflation and rising productivity the amount of credit available has grown rapidly since the early 1980s. Furthermore a downward pressure on interest rates has led to a spiral of rising asset prices, increased consumption, increased investments, narrowing credit spreads and more credit extension. Consumers borrowed more against the appreciation of their assets and US banks increased their mortgage debt exposure. As house prices started to fall people were no longer able to fulfill their mortgage obligations which resulted in huge write downs for banks. Moreover, due to the bundling and reselling of loans banks were unable to assess their risk exposure which led to a decrease in lending between banks. The crisis started with defaults in the U.S. mortgage industry and spread to the collapse of major U.S. investment banks and commercial banks on an international scale. 

The second point of discussion is HSBC’s management of the crisis. The paper describes strategic responses to significant impairment charges in 2007 and actions taken by HSBC. Changes related to loan portfolio and U.S. sub-prime mortgage unit will be discussed. In addition, paper also discusses contributing factors such as a large presence in the emerging markets that help to decrease harmful effects. 

The third area of discussion is the impact of new regulatory initiative undertaken by HSBC. Before discussing new regulatory initiatives the paper first deals with criticisms of the U.S. regulatory system and Basel II which both contributed to the financial crisis. In regards to new regulatory initiatives, authorities such as the Federal reserve and the European Commission already started to form new regulatory requirements, however new rules are still under discussion. The major concerns covered in new regulatory requirements involve strengthening firms risk management, improving transparency and valuation models, and extending capital reserves. 

The final point of discussion is the perspectives for risk management for HSBC. 

Main points covered in this section concern the reduction of HSBC exposure to credit risk and planned initiatives related to this objective. Furthermore, management of market risk is explained and associated tools for its management are enlightened. Finally HSBC plans to deal with operational risk by issuing high level standardized policies are discussed. 
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1. Introduction

Since the middle of 2007, the financial sector has been exposed to severe shocks threatening its stability and functioning. The chain of unfavorable events started with increased defaults of subprime mortgages. As these mortgages were used as collateral for securitized structured finance products, these defaults triggered subsequent events harming the whole banking sector. Large nominal amounts and a large number of investors were involved in the securitization and trading process, which resulted in massive write-downs, increases in balance sheets, and unavoidable losses. The demand for securitized products sharply decreased, which coupled with a high level of uncertainty regarding counterparties exposure led to market illiquidity. 

The collapse of major U.S. investment banks and commercial banks on an international scale has severely disrupted the global financial system. Consequently, the world economy is on the verge of recession, requiring bailout plans involving capital injections of more than $2.5 trillion. 

The banking sector has been at the very core of the market turmoil. Banks that led the rankings with astonishing share prices and returns are now left fighting for survival and begging for support from national authorities. The impact of the crisis on specific banks is largely determined by the extent of the bank’s exposure to securitized products. This paper aims to shed some light on the effects of the crisis on one of the world’s leading banks Holding Plc. The Central question that we endeavor to answer is: 

What are the impacts of the crisis on performance of HSBC? 

In order to answer this question we examined the company’s financial statement, press reports, and further analysis. The central focus of the paper thus covers the losses suffered as a result of the US. Subprime mortgage meltdown. However, in order to understand where the losses came from we first attempt to explain the causes and effects of the credit crunch in the first part of the paper. Having covered these fundamental areas, we then briefly describe, not only the downturn in performance, but also the strategic actions taken to limit its depth and duration

Since the absence of appropriate regulation can be seen as a key contributing factor to the financial crisis, this paper deals with the effects of new regulatory initiative, especially on HSBC. Although these measures are broad in nature and lack specific implications so far, they are likely to have strategic impacts on HSBC. Equally, since risk management remains the central point in regulatory discussion and the financial press we devoted the last chapter of our paper to describing HSBC’s risk management. 


This created an ideal situation for company profits. Turnover increased sharply, but wage costs hardly at all. Profits therefore increased. This then drove up stock prices further, ensuring that companies continued taking on new personnel and investing heavily. This, in turn, aided economic growth and boosted purchasing power for buying assets. 

Public finances were also able to improve, as the high economic growth and rising asset prices generated rapidly increasing tax revenue, while falling unemployment limited government expenditure. 

Confidence in growth and ever-rising asset prices was so great that financial institutions started lending more and more, against increasingly narrow credit spreads (figure 2.4). The financial world added a huge debt mountain by considerably shrinking risk premiums, necessary for the lender to build up reserves in case anything went wrong, and setting fewer requirements for loan collateral.  

Figure � SEQ "Figure" \*Arabic �1�: Rising asset prices encouraged consumers to borrow
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