
 

Crises lead banks to operate more
opportunistically

September 21 2009

Financial crises place significant strain on banks, causing them to behave
more opportunistically than clients are accustomed to. Business clients
should count on this, according to Uppsala University business
economist Kristina Furusten, who has studied the topic of contractual
relationships between banks and corporate clients during the 1990s
financial crisis in Sweden.

During the 1990s financial crisis, Swedish banks were criticised in the
media for causing unnecessary corporate bankruptcies through, for
example, increased collateral requirements and unexpected credit
cancellations. Questions, similar to those being raised today, were raised
about the morality of bank behaviour.

"Credit relationships between banks and their clients are based both on
formal, written credit agreements and informal understandings and
accords," explains Kristina Furusten of the Department of Business
Studies. "Clients are presumed to operate opportunistically at the
expense of the banks, but not vice versa."

As Kristina Furusten shows in her dissertation, however, banks did
behave opportunistically during the 1990s financial crisis. They
breached verbal agreements more often than had been usual and altered
the practices that governed their relationships with clients. They took
more frequent recourse to the terms of written agreements, which they
interpreted more strictly than they had prior to the financial crisis. Their
relationships with clients assumed a more formal character, and the
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psychological climate changed. The actions of bank office managers and
loan officers were more tightly controlled by bank rules, and major bank
reorganisations occurred. Many clients were assigned new officers at
centralised insolvency departments, leaving them feeling anonymous and
illtreated. Companies with financial difficulties faced poorer prospects
for obtaining support from their banks.

"The conclusion is that contractual relationships are characterised by
mutual opportunism when banks find themselves in crisis situations,"
says Kristina Furusten.

Strong external pressure from such sources as the state, the financial
supervisory authority and rating institutes prompts banks to make a clear
break with previous practices as a way of restoring their credibility.
Significant pressure is also brought to bear on individual bank
employees, causing them to fear making decisions that they might
subsequently be called on to defend.

"Individual companies need to appreciate that their agreements with
banks are dynamic, that the conditions are subject to change over time
and that banks always have the advantage when it comes to
interpretation," says Kristina Furusten.
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