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Comment

Limits of understanding

oon, benks will no longer be banks. Take for cxample Banca Commerciale Ialia (BCD. Its

New York branch now has more exposure 1o US corporate names through its eredis deriv-

ative pesitions than It has through loans on its balance sheet. Francesco Capum Nassettl,
BCT's head of capital mackets, says that buying credit derlvative exposure is now a real smegﬂc al
ternative to the cost of settlng up o branch nerwork in new markets for BCL The trade-off is the Joss
of long-termy clienx relationships. Credit derivarives don't bring those, But a bank such as BC[ = with
branches in 41 countries — can cerainly afford o weigh the relative advaniage of synthetic expo-
sure against the retumns of a physical presenee,

The distinctions are becoming blurred on the other side of the buy-sell fence tos, The ﬁ'ursg ng
membership of the Intecnational Swaps and Dervatlves Assoclatlon Is a fair Ulustration of the wend far
the largest and most sophisticated corparame users of derivatives to become dealers. Isda now has 120
subserber members = corporate, sovereign and supranational end-users of derivas
tives. Thar's fewer than the assoclation's 208 primary members = the dealers - but
the gap will continue to narmow. More end-users are jalning Isda all the dme. In par-
ticular, ensrgy companies are jolnlng as déslers as well os users of derlvatives - in

total 13 of tham jnl’m:d Isda over the pas[ year.

reveals, Gold protiuction companies are having to dnman:al]y rathinlk thc-u. het:;-
Ing strategles, panly because - in the wake of the Ashentl Goldflelds debacle - the
stock market has stared to reward them for not hedging, One conclusion that can
be drawn is that investors still don't lenow enough abowr dervarives to trust u'f.,_. m
Thar has corporate governance implications that stretch well beyond the gold busi-
ness, The story stars on page 20.

LA RSN

MATTHEW CRABDBE
Editor
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BCI-CABOTO: THE GAME STARTS

DEBT ISSUANCE
The lack of officlal declarations and a bog show  carry forward EUR bn Amt
of diplomacy can hardly mask the behind-the- the merger, CABOTD 75
scenes battle taking place between Caboto and and acl 2'?
BCI's capital markets division. As a matter of mﬂ:‘ﬁ“ d
fact, BC1, at least until the and of 1999, tried to po
power up Its capltal markets capacity In an vary widely Eﬁjiﬂ ISSUANCE 210
attempt to increase its bargalning power with depending on CABoTS 21'3
Banca Intesa's capital markets arm, Caboto, the criteria g "
headed by Fablo Arpe. The timing was obvious. used. One SRS D By cimiar
With the BCl-Intesa deal no longer in the measuring

headlines, In January, the two banks began with stick will be the volume of activity done on

marger of thelr operating structures. On one
side of the scale, Caboto has placed the
volumes it realized on both primary and
secondary markets in1999. BCI, on the other
hand, comes to the merger with a much
stronger Intemational presence. Bath Marco
Carrina Feroni, head of BCl's equity divislon, and
CFO Alberto Varisco, had shopped around at
various institutions in order to recruit talented
people and thus secure the bargalning power
they necdad at the negotiating table. For
instance, two specialists of credit derivatives
moved from Citibank to BCI at end 1989.
Though a seemingly rather brave decision at a
first glance, BCI is a European leader In credit
derivatives, under Francesco Caputo’s guldance.
Consultants at work on the merger, McKinsay
and Boston Consulting Group, are reportedly still
undecided on the criteria to adopt In order to

capital markets, In other words, specialization
by product, In 1989. From this perspective,
Caboto largaly prevalls (see table). But if
speclalization by customer is taken Into
account, BC| has stronger franchise on large
corporate customers. Hence It is uncertain
whather it will ba BC| to be conferred Caboto's
corporate finance business, or whether it will be
Caboto to be conferred BCI's primary Issuance
capabilities.

Consultants are currently laying down the cards
on the table, Le. they are defining the profiles
and track records of the key peopla from both
Institutions.

In the meantime, Caboto’'s CEO Fablo Arpe is
rumoured to have cancelled a meeting with his
kay people that he had scheduled for the outset
of February to present the synergies of the
marger. Is it still too soon to sing victory?






