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(0 O The financial services industry continues to undergo dramatic changes. Not onlyhave the boundaries between
traditional industry sectors] such as commercial banking and investment banking] broken down but
competition is becoming in-creasingly global in nature. Many forces are contributing to this breakdown in
in-terindustry and intercountry barriersC] including financial innovationJ technology[] taxation[] and
regulation. It is in this context that this book is written. Although thetraditional nature of each sectors product
activity is analyzed[d a greater emphasisis placed on new areas of activities such as asset securitization]
off-balance-sheetbanking and international banking.[J 0 When the first edition of this text was released in 1994
O it was the first to analyzemodern financial institutions management from a risk perspective. Thus[d the title

O Financial Institutions Management] A Modern Perspective. At that time[] traditionaltexts presented an
overview of the industry sector by sector] concentrating on bal-ance sheet presentations and overlooking
management decision making and riskmanagement. Over the last decade other texts have followed this changeld
suchthat a risk management approach to analyzing modern financial institutions isnow well accepted. ThusJ the
title[] Financial Institutions ManagementJ A Risk Man-agement Approach.[] [1 The sixth edition of this text
takes the same innovative approach taken in thefirst five editions and focuses on managing return and risk in
modern financialinstitutions [J FIsO . Financial Institutions Managements central theme is that the risksfaced by Fl
managers and the methods and markets through which these risks aremanaged are similar whether an institution is
chartered as a commercial bank[J asavings bank[J an investment bankJ or an insurance company.J [J Asin any
stockholder-owned corporation the goal of FI managers should al-ways be to maximize the value of the financial
intermediary. However[] pursuit ofvalue maximization does not mean that risk management can be ignored.]

[ IndeedD modern Fls are in the risk-management business. As we discuss in thisbookd in a world of perfect
and frictionless capital markets] FlIs would not existand individuals would manage their own financial assets and
portfolios. But sincereal-world financial markets are not perfectl] Fls provide the positive function ofbearing and
managing risk on behalf of their customers through the pooling ofrisks and the sale of their services as risk
specialists.
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[0 O The improvement in FIs computer and telecommunications networks alsoenhances the power of Fls visa-vis
regulators, effectively aiding regulatoryavoidance. Thus, as implied earlier, regulation not only can affect the
profitability of technological innovations, but also can spur or hinder the rate and types ofinnovation.38 For
example, many states in the United States impose usury ceilingson Fls. Usury ceilings place caps and controls on
the fees and interest rates thatmany Fls can charge on credit cards, consumer loans, and residential
mortgages.Because credit card operations are heavily communications based and do notneed to be located directly
in an Fls market, the two states that now dominate thecredit card market are South Dakota and Delaware. These
two states are amongthe most liberal regarding credit card fee and interest rate usury regulations. Forexample,
Citigroup, the U.S. financial services firm with the largest credit cardfranchise, has located its credit card operations
in South Dakota. As a result ofregulation in the United States, banking in the relatively unregulated Caymanlislands
has experienced considerable growth. The 500 or more Fls located theredo most of their business via public and
private telecommunications networks.A major reason for the growth in Cayman Islands banking was the desire
oflarge U.S. banks to avoid or reduce the cost of the Federal Reserves non-inter-est-bearing reserve requirements.
Many attribute its current popularity to drug-or crime-related secret money transactions. The use of
telecommunicationsnetworks and technological improvements has changed, perhaps irreversibly, thebalance of
power between large multinational FIs and governments——both localand national——in favor of the former.
Such a shift in power may create incentivesfor countries to lower their regulations to attract entrants; that is, the
shift mayincrease the incentives for competitive deregulation. This trend may be poten-tially destabilizing to the
market in financial services, with the weakest regulatorsattracting the most entrants.
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