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Introduction

The following report details the background of the banking industry and will also analyze dominant economic characteristics, key success factors, the Six Forces of Competition, competitive position of major companies, industry prospects and overall attractiveness, and our conclusions.

Background

FDIC History

The banking industry goes as far back as the 18th century BC during the time of the Babylonians. Merchants and traders deposited commodities and raw materials such as grain and cattle as forms of currency. From there, a variety of loans and withdrawals made available at the Babylonian facilities. In subsequent centuries, the industry expanded as did the markets and types of currency as they became available. Modern-day commercial banking practices can be traced back to Medieval Italian cities where Italian bankers made loans to prices to finance their wars and lifestyle (A Brief, 2008).
The banking industry as we know it was established by the Banking Act of 1933, with the creation of the Federal Deposit Insurance Corporation (FDIC). Before the creation of the FDIC, state governed institutions were being experimented with back in 1829. New York was the first of 14 states to adopt a plan to secure and guarantee bank deposits that served as currency. These state insurance plans, in use 1829-1930, were supposed to protect the communities from economic disasters caused by bank failures. The following table is a history of bank failures in the years preceding and during the Great Depression: 

	Year
	Deposits 
	Depositors' Losses(K)
	Losses to Deposits Ratio

	1921
	$172,806
	$59,967
	0.21% 

	1922
	$91,182
	$38,223
	0.13% 

	1923
	$149.601
	$62,142
	0.19% 

	1924
	$210,150
	$79,381
	0.23% 

	1925
	$166,937
	$60,799
	0.16% 

	1926
	$260,153
	$83,066
	0.21% 

	1927
	$199,332
	$60.681
	0.15% 

	1928
	$142,386 
	$43,813
	0.10%

	1929
	$230,643
	$76.659
	0.18% 

	1930
	$837,096
	$237,359
	0.57% 

	1931
	$1,690,232
	$390,476
	1.01% 

	1932
	$706,187
	$168,302
	0.57% 

	1933
	$3,596,708
	$540,396
	2.15% 


(The Blogosphere, 2008)


The stock market crash of 1929 closed thousands of banks across the nation, which resulted $1.3 billion in losses for its depositors. This created widespread panic and enormous demand for a national bank to insure all bank deposits. President Franklin D. Roosevelt signed the Banking Act on June 16, 1933. This act and the subsequent amended act of 1935, included provisions to limit bank behavior which included high standards for admission to insurance, a ceiling on time deposit rates, the payment of interest on demand deposits, and limits on all interest being paid.


By the end of 1941, the FDIC had completed eight successful years marked by the recovery of economic conditions. During WWII, the FDIC had expanded more regulations on the banking industry, these regulations created a stable economy in which only 28 federally insured banks failed as opposed to the thousands failing less than two decades prior. The decline in bank closures can be attributed to: the highly liquid state of bank assets, the absence of deposit outflows, and vigorous business activity (FDIC, 2006). In 1947 alone, bank lending increased from 16 percent to 25 percent of the industry's assets, and consequently reached 40 percent of assets in the mid-1950s, and 50 percent in the early 1960s (FDIC, 2006).

The changes during 1960s had a huge impact on the banking industry. Not only did states begin to liberalize branching laws, but the introduction of the large certificates of deposit led banks to increase their reliance on purchased money. The FDIC also gave banks more leeway and enforcement responsibilities in consumer banking, antitrust and securities disclosure (FDIC, 2006).


The 1970s were marked by a period of risk taking, debtors has been able to repay their loans because of favorable economic conditions. There was a recession in the late 70s and early 80s however, the increase in oil prices lead to skyrocketing interest rates and real estate loan problems. All of the economic issues during this period paved the way for a deregulation of the banking industry, the largest since the creation of the FDIC. The Depository Institutions Deregulation Money and Control Act of 1980 called for the elimination of interest rate ceilings by 1986. By 1984, FDIC was paying more on bank closures than it was collecting in assets, which prompted Congress to enact the Financial Institutions Reform, Recovery, and Enforcement Act (FIRREA) and the Savings Association Insurance Fund (SAIF) in 1989. These acts created the Resolution Trust Corporation (RTC) which cleaned up the savings and loan failures, and gave the FDIC power to enact SAIF (Phelps, 2003).

The FDIC increased its premium rate for the first time in 1990; this was a charge for banks to remain insured. The Federal Deposit Insurance Corporation Improvement Act of 1991 enabled the FDIC to borrow more funds from the U.S. Treasury to rebuild itself. The act also limited the FDIC to reimburse only insured deposits for the maximum allowed by law ($100,000); the act also prohibited the system from lending to banks in trouble (Phelps, 2003). In 1993, bank failure rates were down and Congress eliminated the RTC and transferred all of those powers back to the FDIC.
NAICS/SIC
The North American Industry Classification System is the standard by which federal agencies gather and analyze statistical information on the U.S. economy (North American 2008). The banking industry is classified as “522110 Commercial Banking” which defines the industry as, “establishments primarily engaged in accepting demand and other deposits and making commercial, industrial, and consumer loans”; commercial banks and foreign branches are also in this category (2002 NAICS, 2003).
Trade Associations


There are numerous trade associations in the banking industry. A few of the national associations are: the American Bankers Association (largest), America’s Community Bankers, and American Financial Services Association. The government bank agencies include the FDIC, the Federal Reserve Board, and National Credit Union Administration among others. There are also 12 Federal Reserve Banks in the U.S., the closest one to Sacramento being the reserve in San Francisco.


The American Bankers Association (ABA) is the largest banking trade organization dating back to 1875. The ABA represents banks on issues of national importance for the institutions and their customers. The mission of the ABA is to “serve its members by enhancing the role of financial services institutions as the preeminent providers of financial services”, which is done through federal legislation (About ABA, 2008).
Dominant Economic Indicators

1. Market Size

There are banks all over the world. The banking industry is not just a nationwide industry. The banking industry is global and it will continue to be that way for a long time to come. The U.S. has the most banks in the world. The U.S. alone has more than 7,500 banks with more than 75,000 branches across the globe.

Our current economic situation in the U.S. has many people nervous. The banking industry is one of the industries that most people talk about as it affects everybody. There have been many mergers and many takeovers in the U.S. in the last two years. People put their money in financial institutions because they want it to be safe and protected. The more that people don’t feel safe and don’t feel like their money is protected the more that the banking industry is going to suffer. People are taking their monies out of these financial institutions and it is causing many of the larger banks to buy up or merge with the smaller banks. This is causing the market size to change frequently.

2.  Scope of Competitive Rivalry

The banking industry is a highly competitive industry. There are not many people out there in the world that do not have a bank account somewhere. Many people that multiple bank accounts a different financial institutions. The banking industry is changing every day. Financial institutions are offering more and more incentives to their customers or to their would-be customers. Banks will try and do just about anything to try and get would-be customers to leave their current place of banking to come to their bank. Banks want to be bigger and better than their competitors. The banking industry is a highly competitive market because everyone needs a place to put their money and people want to trust who they bank with.

According to Investopedia, these are the mains reasons for competitive rivalry:

· Offering lower rates

· Offering preferred rates

· Offering investment services

3. Market Growth Rate


Banking is needed by everyone. Not everyone has a bank account, but everyone should. Some people still live in the time of hiding money in their homes and only paying with cash. There are about 44 million under banked and 28 million unbanked individuals in the U.S. today. With the economy that we are in today, more and more people are untrusting of the financial institutions in the U.S.. The picture that the world is getting is that the market growth rate for the banking industry is getting smaller every day. There are mergers going on every couple of months and people are getting a little nervous about all the mergers.


The smaller financial institutions don’t want to be bought out by the big financial institutions. The smaller or community banks are trying different ways to expand their market. They are try new technologies and faster ways of doing business. They are trying to reach to reach more and more people who could benefit from being a customer of a community bank. It is becoming harder and harder for smaller financial institutions because of the decline in interest rates and the decline in the growth of the banking industry.

4. Number of Companies in the Industry


The banking industry is a huge industry. The banking industry includes not only banks but credit unions and savings and loans as well. According to the Bureau of Labor Statistics, about 84% of banks employ fewer than 20 workers.
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Banks don’t have to be large, big name financial institutions. They can be small, community banks. According to the Federal Reserve, at the end of 2007 there were 878 banks and 5,793 bank holding companies in the U.S.. The top four financial institutions accounting to Fortune Magazine are:

1. Citigroup

2. Bank of America corp.

3. J.P. Morgan Chase & Co.

4. Wachovia Corp


Citigroup was named number one by Fortune 500 because of their high revenue. In 2008 Citigroup’s revenue was an estimated $159,229 million. The top four companies all had strong revenues in 2008, but most of the company’s profits declined in 2008.

	
	REVENUES
	PROFITS

	Rank
	Company
	
	$ millions
	% change from 2006
	$ millions
	% change from 2006

	1
	Citigroup
	
	159,229.0
	8.5
	3,617.0
	-83.2

	2
	Bank of America Corp.
	
	119,190.0
	1.9
	14,982.0
	-29.1

	3
	J.P. Morgan Chase & Co.
	
	116,353.0
	16.4
	15,365.0
	6.4

	4
	Wachovia Corp.
	
	55,528.0
	18.6
	6,312.0
	-19.0


5. Customers


The banking industry has a wide range of customers. There isn’t a standard of what type of customer a bank will take. As long as you have a good financial record, you have money to deposit, and you are willing to open an account, a bank will take you. The customers that bank cater to are the ones that they feel will benefit the most. The ideal customer to most financial institutions is some with money to deposit, someone who is loyal, and someone with a need for that particular financial institution. The smaller financial institutions stick with the customers in there geographical region. Their customer base tends to be what you would call the “home-grown” customers; customers that have been in the same region their whole lives.


Both the larger and smaller banks are trying to reach more and more people every day. They are doing this with the help of technology. They are both trying to improve their online banking services to help reach a broader range of individuals. Banks are also looking towards the younger generations to expand their markets. The idea behind the younger generations comes from the fact that investing at a younger age helps a person accumulate more wealth. Banks want to inform the younger generation about the options that they have to invest their monies in. 


Banks also look towards their demographic when they develop new products and services. They look at age, income, ethnicity, gender, level of education, etc when they are in the development stage. Banks want to create marketing campaigns geared towards the customer base in there geographical region. They also use these demographic features when they are deciding when and where to build more branches.

6. Degree of Vertical Integration


Vertical integration takes place when firms producing certain inputs merge with the firms that use those inputs. The vertical integration of banks was first evaluated with the passage of the Riegle-Neal Interstate Banking and Branching Efficiency Act in 1994. This act allowed banks and bank holding companies to establish banks across statelines. This was huge for the vertical integration of banks because more banks could reach more people and allow for the merger with other financial institutions.


Some people feel that vertical integration depends on the economy we are in. In an unstable and declining market, less vertical integration is better. Different economies require different amounts of vertical integration. Harrigan states that “Vertical integration has made many companies too narrowly focused, complex, and inflexible and burdensome to operate”. With the way the economy is today, this is especially true because of the “market-share fluctuations, lower start-up costs, fickle consumers, competition from foreign corporations, the enhanced role of advertising and marketing, and rapid technological developments affecting corporate communication and distribution” says Harrigan.

7. Ease of entry/exit


There are not many firms trying to break into the banking industry. The financial institutions that are in the current market have been around for a while. Today’s economy doesn’t really allow for new firms to enter. Today’s economy is allowing mergers and acquisitions of current financial institutions. It is not easy to just up and start a bank. You have to go through a variety of different legal and financial loopholes to gain access to the financial industry. Since it is difficult to start a bank, there are some people who are starting investment firms that try and take away some other the services offered by banks. Insurance companies are starting to offer investment and mortgage service. This takes away from the banks that are trying to expand their customer base. It isn’t easy to become a bank, but it is easier to offer services offered by banks. 

8. Technology/Innovation


With new technology comes a new customer base. One of the first major technology changes was the service of direct deposit. Financial institutions can receive funds electronically to deposit into a customer’s account. This allows for cost savings for both the company depositing the money and the financial institutions. Debit cards are also a new form of technology. This allows for the customer to have access to ATMs anywhere they want. They can use the debit card at a store and the funds are instantly taken from their bank account.


Another more recent change in the banking industry is the idea of online banking. Banks are more and more promoting the idea of online banking to their customers. Customers are encouraged to use their financial institutions online banking system to view their account, pay their bills, and retrieve their monthly statements. Online banking is one of the newest technologies available to bank customers. The banking industry is always looking for ways to be cost efficient and keeping up with the newest technology is a way to do just that.

9. Product Characteristics


There are many products and services offered in the banking industry. Many of these products and services are offered by most of the financial institutions. There are the standard products like savings accounts, checking accounts, certificates of deposit, individual retirement accounts, debit/ATM cards, and credit cards. Then there are the standard services like online banking, direct deposit, checking ordering, automated tellers and investment planning. The banking industry is always looking for new products and services that it can offer their customers. The different product characteristics all depend on the clientele that they are trying to reach. Usually they offer more than one of every product they have that way they can meet their customer’s needs.

Checking accounts:


Most financial institutions want their checking account to be able to attract business. They usually have more than one checking product that they can offer their customers. They offer a free checking, a checking that earns interest, a checking for their older customers, and a base checking. The checking products that are offered by most banks usually have a free checking account. The idea of a free checking account is what is supposed to entice customers to open up checking accounts.

Savings accounts:


The banking industry encourages customer to save. Different types of savings accounts can include money markets accounts, certificates of deposits, and IRA’s. By encouraging customers to save, they are hoping to create a long term customer. If banks are competitive with their interest rates for savings accounts, people are more likely to deposit their money into that financial institution. 

Credit Cards:


Banks can offer a variety of credit cards. They different credit cards have different rates and different functions. There are credit cards with a points system that allows the cardholder to accumulate points to use on airfare, hotel stays, merchandise, and even cash. Some of credit cards have lower interest rates and some of them don’t. Banks also offer student credit card and credit cards for someone who is just starting to build their credit. 

Auto Loans:


When people purchase a vehicle they usually finance it. There are not very many normal people that can walk into a dealership and pay cash. There several different rates for auto loans and there are several different terms as well. The rate and the term are based on the customer’s credit.

10. Scale Economies


According to The Federal Reserve Board in Minneapolis, “A firm is said to exhibit economies of scale when its average cost of production declines as the quantity of its output increases”. There are studies done every couple of years to see if there has been any change in the scale economies of the banking industry. Scale economies do exist in the banking industry, but they are usually under $100 million in deposits at any one financial institution. The smaller, more community based banks were the ones that used to have scale economies.


The larger, more substantial banks now have scale economies. Scale economies are not just the smaller banks anymore. Because of the recent trend of the larger banks buying up the smaller banks, scale economies of the banking industry have expanded. Larger banks are always looking for ways to expand. According to DeYoung, “Acquiring other relatively large banks in other markets has been the quickest way for large banks to capture the potentially huge scale economies available from transactions banking models.”  The new technology that is available to banks is also helping increase scale economies. “Some new technologies – such as the innovations in processing electronic payments – may have very significant and easily observable effects in terms of productivity gains and increased scale economies” according to Berger.


There are two different types of scale economies according to Adam Marshall. The first one is the external economy and the internal economy. They are both dependent of the cost per unit, but the internal deals with the size of the individual firm while the external deals with the industry as a whole. “When a company reduces costs and increases production, internal economies of scale have been achieved and when an industry's scope of operations expands due to, for example, the creation of a better transportation network, resulting in a subsequent decrease in cost for a company working within that industry, external economies of scale are said to have been achieved” according to Heakal. There are a variety of reasons that economies of scale occur. Here are the reasons:

· Specialization and division of labor:  Workers that can specialize in 


      specific tasks or duties without very much training.

· Technical: Making the most of the company’s facilities. Banks need   to maximize their efficiency in order to keep production costs down.

· Bulk Buying:  Making sure that supplies are fully stocked at all times to keep average costs lower.
· Spreading Overhead: When banks merge with one another, it lowers the operating costs. 
· Risk Bearing Economies:  Larger financial institutions will be able to handle more risk and they are more willing to take on the risk than smaller financial institutions.
· Marketing Economies of Scale:  Smaller banks don’t have to funds to be able to compete with the larger banks national market campaigns.
· Financial Economies:  The bigger the firm is the better interest rates they will get.

11. Experience curve effects


The experience curve measures the relationship between the unit costs and the cumulative production. When workers do the same job over and over again, they tend to get better at it. This theory assumes that with the workers doing to same job over and over again, the production process with run smooth. The experience curve effect states that the more often a task is performed, the lower the cost will be as time goes on. There is the idea of outsourcing to help the curve. This doesn’t work in the banking industry because of the global economy. The banks in the U.S. have to gain the advantage over their competitors. If the larger banks are able to gain the advantage whether it is by mergers, new technologies, or new products and services, then they would develop a cost advantage over the rest of the banking industry. With the economy that we are currently in, everyone in the banking industry is looking for the competitive advantage. Everyone is trying to stay afloat and this affects the experience curve. 


Below is an example of an Experience Curve. You can see that as the years of experience increase, the cost of production decreases. 
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The Experience Curve can show the success of a particular business such as a bank, it can show it performance relative to its competitors, and it can show you the pricing strategy. According to Badi, “One can think of the Experience Curve relationship as the result of a company fully realizing its potential”.

12. Capacity Utilization


To avoid wasting any money and wasting any time, financial institutions should be operating at full capacity. Capacity Utilization refers to the relationship between the actual output produced and the potential output that can be produced. The Federal Reserve states that the capacity utilization rate of the banking industry in the U.S. is 79.7%. 


There are two types of costing methodologies. They are called full-absorption methodology and capacity-based methodology. The majority of the banking industry uses capacity-based methodology. The reasons that capacity-based methodology is preferred are:

· Capacity-based uses time to fully understand their actual costs. It uses Capacity measurement, capacity utilization and available unused capacity as examples of the time dimension.
· Capacity-based provides information that can be used in different ways to support the performance management of the specific production.

· Capacity-based uses a unit cost rather than an expense per unit cost when determining product revenue.

· When a financial institution uses the capacity-based methodology, they have an advantage in the bidding process for additional business. Banks will not only have an understanding of the unit cost, but they will also have an understanding of the current capacity and resources.

13. Industry Profitability


Banks profits depend on the difference between the interest it pays on deposits and the interest that it earns on their loans. Profitability can be summarized as the difference between its earnings and its revenue growth. The banking industry has seen a decline in the profitability. The mortgage crisis has taken a lot of the profits away from financial institutions. The number one bank Citigroup had a decline of 83.2% in their profits from 2007 to 2008. Out of the top ten banks in the U.S. 8 out of 10 had a decline in their profit between 2007 to 2008.


To increase their profitability, financial institutions are changing their policies. Because of the mortgage and credit crisis, banks are losing money. Banks are increasing their transaction fees, loans fees, and they are tightening up on their lending. Merging with smaller banks, the larger banks have hoped to increase their profitability. The larger banks are hoping to capitalize on the increase customer demand. People are having problems in the economy that we are in getting loans for vehicles and homes. Banks are trying to increase their profitability by charging higher interest rates to their customers that they feel are a credit risk. 

Key Success Factors

Five years ago and even as recent as two years ago, the key success factors in a banking industry were very different than today. Right now in the banking world, it is in what some could say a state of turmoil, others might say just this is just the beginning of an economical recession. The key success factors today would have to include risk management for the desire to want to stay in business. “A key success factor for this segment of the economy is the ability to remain flexible and resilient despite economic uncertainty and change”(Wells Fargo, 2006). Every financial institution is trying to reduce loss and “keep their heads above water”. Such a cliché, but in today’s market the statement is so true. Few institutions have been able to handle this task and only time will tell if others have the right strategy to wait the current tail spin out. The newest keys to success are the ability to be innovative. During times like this with economy, today’s the banks have to reinvent themselves in order to consumers continue to gain the trust. Technology is a growing factor in our world and needs to be taken advantage of as perfecting the banking services. Other important part of a successful company is the goods and services offered to attract new consumers and keep current consumers. Being compliant with the laws and regulations will sure gain trust and honesty with consumers. There are ways to see if the company’s within the banking industry are maintaining the key success factors. The industry matrix will help show if the specific competitors of staying current or failing behind the trends. 

Innovation

Risk Management is a key part of innovation in today’s banking industry. Innovate ideas and actions give banks the power of protecting their assets and try to hold on to the consumers’ confidence in their own bank. The FDIC is been very innovative by launching a pilot program called “Small-Dollar Loan Pilot Program”. This program will help change the banks philosophy on how to make money and produce more capitol for the bank. “A key goal of the pilot is to observe and encourage participating institutions to experiment with providing safe, sound, affordable, and profitable small-dollar loans” (Burhouse, S, Millier, R. and Sampson, A. G., 2008). These loans will show the banks revenues in the long term instead of short term return. Banks today need to change to the new ways.

Expansion 

Expansion is key to have a successful bank and to meet all the consumers’ needs. By expanding overseas the banks can and will gain new consumers. This in return will grow their business into a much large competitor. Expansion can hurt a bank if they so not have a incredible business plan and strategy. When China opened its banking industry in 2006, this gave banks a huge opportunity to reach over 1.3 billion people in on market (Craig, V.V., 2005). The success could be huge and the opportunities are innless but this does come with a huge risk. China has economical issues just like America with the lack of stability. China has political agendas motivating their corruption mark high-risk advancement for banks (Craig, 2005) The next decision to be made is “does the risk out way the gain”. Other countries could be obtained by buying company’s already established in the areas in which the company would like to be. For example, Bank of America merging Merrill Lynch and with current technology, the doors nave opened for relationships with countries all over the world. The expansion abilities are now in less for Bank of America. 

Technology

Our decade has had some of the fastest technology advancement ever seen. Since the internet became a daily tool in life, the banking industry has had to confirm to the use of banking online. “The banking industry is now more dependent on technology than ever before, with annual industry expenditures for technology topping an estimated $30 billion” (Hanc, G. 2004). We as a society are dependent because of the need for fast pace and “we must have now” mentality. By being able to bank online at our earliest or latest convince from anywhere, gives us more time for other activities. This leads to a higher rate of consumer’s satisfaction. Banking online is not just for the consumers, but also for the operations of the bank. Instead of looking through files of reports, the banks have them on their intranet and accessibility in seconds instead of days. By having the ability of intranet and internet, the information can be accessed from around the world. This allows consumers to travel and not worry about their banking needs. The banks can have several locations around the world and every location will still have access to the same information. 
Good and Services

Consumers want to know what goods and service they can receive. Loans, checking and savings accounts, and long-term investments have a lot to do with a consumer’s decision to bank with a company. Marketing to the consumer is key for the success of the banks. Services such as online banking are key essentials in most consumers’ lifestyle. The convenience of ATMS and their multiple locations, online assistants, around the clock call centers and financial advice for long-term investments. All these services are a must to being in today’s market. The easier the services make the consumer’s life, the more successful the bank. For example, Washington Mutual had great success by reaching the consumers by having so many options (WaMu, 2007). The unfortunate side is they made a few poor business choices and failed. However, they did have the market cornered on the consumers needs. All the big Banks have invested in other areas not just consumers to expand their market share. Giving them stability for the future and hopefully the ability to make it thru the economically issue we face now. 

Compliance all Banking Regulations
Regulations are created and enforced to ensure the safety of consumer’s money. Without a “Big Brother” watching over the banking industry corruptions could take place. Consumers need to feel safe and have to trust their banking institution. The FDIC helps make this industry one to trust by enforcing the following Mission, Vision and Values found on their website:

Mission

The Federal Deposit Insurance Corporation (FDIC) is an independent agency created by the Congress that maintains the stability and public confidence in the nation’s financial system by insuring deposits, examining and supervising financial institutions, and managing receiverships. 

Vision

The FDIC is a leader in developing and implementing sound public policies, identifying and addressing new and existing risks in the nation’s financial system, and effectively and efficiently carrying out its insurance, supervisory, and receivership management responsibilities.

Values

The FDIC and its employees have a long and continuing tradition of distinguished public service. Six core values guide FDIC employees as they strive to fulfill the Corporation’s mission and vision: 

Integrity

FDIC employees adhere to the highest ethical standards in the performance of their duties and responsibilities. 

Competence

The FDIC maintains a highly skilled, dedicated, and diverse workforce.

Teamwork

FDIC employees work cooperatively with one another and with employees in other regulatory agencies to accomplish the Corporation’s mission.

Effectiveness

The FDIC responds quickly and successfully to identified risks in insured financial institutions and in the broader financial system.

Financial Stewardship

The FDIC acts as a responsible fiduciary, consistently operating in an efficient and cost-effective manner on behalf of insured financial institutions and other stakeholders. 

Fairness

The FDIC treats all employees, insured financial institutions, and other stakeholders with impartiality and mutual respect (Federal Deposit Insurance Corporation, 2007).

 The banking industry needs to be regulated to ensure the banks are not corrupted and give the consumers the best service available. 
Industry Matrix

The banking industry has high competitions for the consumers trust and security. Consumers in general, want banking to be an easy part of their lives without a hassle. The market share indicate that Bank of America and Wells Fargo, hold the most market share after the most current merges taken place. By using the key success factors and rating each individual on with a score from 1 thru 5 in columns 3 and 5. 1 equaling Poor, 2 Below Average, 3 Average, 4 Above Average and 5 Outstanding. Multiply column 2 and 3 gives column 4, weight score, same works for column 2 and 5 gives column 6, weight score (Wheelen, T. and Hunger, D., 2008). 

	Key Success Factors
	Weight (2)
	Company A rating 

B of A (3)
	Company A Weight Score

B of A (4)
	Company B:

Wells Fargo (5)
	Company B Weighted A Score:

Wells Fargo (6)

	Innovation
	.3
	5
	1.5
	4
	1.2

	Expansion
	.2
	4
	.8
	4
	.8



	Technology
	.2
	3
	.6
	3
	.6

	Goods and Services
	.1
	3
	.3
	3
	.3

	Compliance w/ Banking Regulations
	.2
	3
	.6
	3
	.6

	Total
	1.00
	
	3.8
	
	3.5


  

The result shows that Bank of America has the highest total weight which matches with the current market shares and with Bank of America taking the biggest risk now. Bank of America is taking advantage of the economical down fall and purchasing as many financial institutions to help them grow long term. Wells Fargo is also being innovate and reacting to today’s market by also purchasing the banks that have fallen. 

Six Forces of Competition
Michael Porter mentions that most companies are concerned with the strength of the competition in their industry.  The level of competition is measured using the six driving forces: threats of new entrants, threats of new entrants, rivalry among existing firms, threats of substitute’s products or services, bargaining power of buyers, bargaining power of suppliers, and the sixth forces was added by the authors of the textbook,  relative power of other stakeholders (Wheelen & Hunger, 83).  Rating each force will help determine if they are considered a threat to the industry.  High forces are likely to reduce profit and be considered a threat. 

Threats of New Entrants 

The threats of new entrants are low because the banking industry has reached maturity and the growth rate has slowed.  The banking industry is a successful one but is currently under pressure because of the economy.  Many banks are looking for government bailouts or to be bought by another bank, there are no banks that are trying to enter the industry at this time. There are entry barriers that obstruct new firms from entering the banking industry.  Capital requirements prevent many banks from opening because they do not have the capital needed to establish a successful bank.  A customer is not going to invest their money into a bank that does have creditability or sufficient funds.  Government policy can also limit the entry into the banking industry by licensing requirements.   It is difficult to enter the market when existing banks are struggling with their funds.  It is not easy to start a new bank from the group up, but entrepreneurs can capitalize on service that banks offer.  

Rivalry among existing firms

The banking industry is highly competitive.  Most people already have a bank that keeps them loyal and satisfied.  Competition in the banking industry tries to attract customer from other banks.  They do this by offering lower financing, preferred rates and investment services (Industry Handbook).  .Based on the FORTUNE 500, there are 27 commercial banks that compete against each other within the industry (Fortune 500).  The top banks were Citigroup, Bank of America, JP Morgan Chase, Wachovia, and Wells Fargo.  The main rivalry is between Bank of America and JP Morgan Chase because they are merging with smaller, less fortune banks to raise their market share. “In the long run, we're likely to see more consolidation in the banking industry. Larger banks would prefer to take over or merge with another bank rather than spend the money to market and advertise to people” (Industry Handbook).

	
	REVENUES
	PROFITS

	1
	Company
	Fortune 1000 rank
	$ millions
	% change from 2006
	$ millions
	% change from 2006

	2
	Citigroup
	8
	159,229.0
	8.5
	3,617.0
	-83.2

	3
	Bank of America Corp.
	9
	119,190.0
	1.9
	14,982.0
	-29.1

	4
	J.P. Morgan Chase & Co.
	12
	116,353.0
	16.4
	15,365.0
	6.4

	5
	Wachovia Corp.
	38
	55,528.0
	18.6
	6,312.0
	-19.0


(http://money.cnn.com/magazines/fortune/fortune500/2008/industries/30/index.html)

The industry added $10.6 billion to its total regulatory capital in the second quarter, the smallest quarterly increase since the fourth quarter of 2003 (FDIC, 7).  Higher loan-loss provisions were the most significant factor in the earnings decline. There has been minimal growth in the industry causing many banks to fail.  Banks in the industry are focusing on differentiation enable to have a competitive advantage over their competitors.  Bank of America introduced the photograph on the debit card and the expressive credit card that the client customizes.  

Threats of substitute’s products or services

The main substitute would be credit unions and credit card companies.  These corporations offer similar financial attributes at a smaller scale than large commercial banks.  At year-end 2007 banking institutions held nearly seventeen times more assets than credit unions ($13.0 trillion vs. $770 billion). Each of the nation’s four largest banking entities are larger than the entire credit union movement (Schenk, 2).  “Since 1986, 4,414 new banking institutions have been chartered and 412 new institutions were chartered since the beginning of 2006. Bankers simply wouldn’t be chartering new institutions if credit union competition was as stifling as bank trade groups claim” (Schenk, 19).

[image: image3.emf]
Banks offer many service including, saving accounts, checking accounts, insurance, mutual funds, and loans.  There are other non-banking companies that can offer the same services at a less expensive price and more convenient situation. “Sony, General Motors, and Microsoft are all offering preferred financing to customers who buy big ticket”(Industry Handbook).  Even car companies are offering better financing than trusted banks, the substitutes are offering deals with customers are saving money, this is a large threat to the banking industry.  

Bargaining power of Buyers

The banking industry can be put under pressure by their clients, the current banking crisis displays the affect of customers.  Customer are powerful in the banking industry, they have the ability to control almost every aspect of the company.  Customers generate money for the bank’s shareholders, without a loyal customer base the banking industry would be in a decline stage.   Substitutes are available for banking, credit and loans, but customers believe their money is safer in a large trusted banking firm.  There is a moderately high switching costs associated with customers switching banks.  Customers potentially get trapped with banks because they open accounts, attain loans or mortgages and have a hard time switching banks.  It can be argued that customers have limited bargaining power because of the size and power some banks possess.  Banks use their interest rates and credit card offers to attract customers at a given rate, the customer has little to no power in changing the given rate (Ackerman).  
The Bargaining Power of Suppliers

Banks do not typically have a large range of suppliers, they are considered to be a vendor offering a service.  The main suppliers for their capital would be depositors and the credit market (Ackerman). The depositors are the customers of the banks, they have little bargaining power.  The banks set the interest rate and the overdraft fees, the depositors simply deposit their money into the bank of their choice based on advertised or researched attributes.  The credit market supplies the bank with their money needed for transactions. If smaller banks are able to attract potential customers, the larger banks are losing revenue.  The federal government supplies the banks with their capital needed to complete daily transactions and loans.   Banks emphasize on supplier relationship development.  Substitutes are readily available for bank supplier because it is such a tedious process to find qualified suppliers.   Bank of America and JP Morgan Chase apply supplier diversity to their supply chain management.  They vow to contract with suppliers that agree with their diversity mission and employ minorities, women, disable persons, and veterans.  
Stakeholders

The banks have to take into consideration of the stakeholders when merging with other banks and implementing new products or services.  Banking corporations “are increasing the amount on voluntary disclosures to inform stakeholders about organizational performance” (Cuganesan).  When Stakeholders approve of an action they are more likely to stay loyal to the company and not switch to one of the competitors, unsatisfied stakeholders are likely to switch banks.  Local communities also play a role in the success of the company.  Bank of America is required to participate bettering their local communities, this projects a positive attitude on the company. “JPMorgan Chase is committed to building vibrant communities, preserving our environment and promoting an inclusive culture that benefits our shareholders, customers, employees, neighbors and future generations. Corporate citizenship is fundamental to our success as a firm” (JP Morgan Chase).  Citigroups stakeholders include employees, clients, communities, regulators and elected officials, suppliers, and vendors (Stakeholder, 1).  They encourage long term relationships with their stakeholder to help fully align partnerships and present opportunities for them to learn about issues of top concern (Stakeholder, 1).
Competitive Position of Major Banking Companies 

	 
	 
	 
	REVENUES
	PROFITS

	Rank
	Company
	Fortune 1000 Rank
	$ Millions
	% Change from 2006
	$ Millions
	% Change from 2006

	1
	Citigroup
	8
	159,229.00
	8.5
	3,617.00
	-83.2

	2
	Bank of      America Corp.
	9
	119,190.00
	1.9
	14,982.00
	-29.1

	3
	J.P. Morgan     Chase & Co.
	12
	116,353.00
	16.4
	15,365.00
	6.4

	4
	Wachovia Corp.
	38
	55,528.00
	18.6
	6,312.00
	-19


· In revenue Citigroup was the highest yet in profits J.P. Morgan made the most.

· J.P Morgan was 3rd for overall revenue yet in profits they were the only one not negative.

	DIRECT COMPETITOR COMPARISON

	

	 
	BAC
	C
	WB
	JPM
	Industry

	Market Cap:
	76.14B
	45.23B
	12.14B
	124.93B
	18.14B

	Employees:
	247,000
	374,000
	117,227
	228,452
	43.20K

	Qtrly Rev Growth (yoy):
	-6.40%
	-54.60%
	N/A
	-34.90%
	11.70%

	Revenue (ttm):
	47.79B
	27.41B
	10.48B
	51.20B
	8.98B

	Gross Margin (ttm):
	N/A
	N/A
	N/A
	N/A
	0.00%

	EBITDA (ttm):
	N/A
	N/A
	N/A
	N/A
	N/A

	Oper Margins (ttm):
	20.73%
	-135.19%
	-118.71%
	20.47%
	20.58%

	Net Income (ttm):
	5.16B
	-21.22B
	-33.74B
	7.04B
	N/A

	EPS (ttm):
	1.15
	-4.085
	-16.48
	2.17
	1.45

	P/E (ttm):
	14.51
	N/A
	N/A
	15.45
	13.85

	PEG (5 yr expected):
	1.74
	N/A
	N/A
	2.42
	1.54

	P/S (ttm):
	1.62
	1.7
	1.21
	2.47
	2.23

	
	
	
	
	
	

	

	BAC = Bank of America Corporation
	
	
	

	C = Citigroup, Inc.
	
	
	

	WB = Wachovia Corporation
	
	
	

	JPM = JPMorgan Chase & Co.
	
	
	

	Industry = Money Center Banks
	
	
	


· J.P. Morgan and Bank of America were the only ones with a positive Net Income.

· Bank of America’s operating margins were higher than that of the industry.

· J.P. Morgan’s operating margin is just under that of the industry.

· J.P. Morgan’s market cap is 1.64 times more than that of Bank of America.

· Bank of America’s market cap is 1.68 times more than that of Citigroup.

· Citigroup’s market cap is 3.73 times more than that of Wachovia.

Competitor Analysis of Banking Companies

Bank of America


Bank of America opened for business on July 5, 1784 in Massachusetts.  John Hancock was the current Governor and signed the bank’s charter making it the second bank to receive a state charter and one of the only three commercial banks in existence in the U.S. at that time.  Since then Bank of America has become one of the largest banks in the US by assets, along with Citigroup and JPMorgan Chase just to name a few.  Bank of America serves individual consumers, small and middle market businesses and large corporations with a full range of banking, investing, asset management and other financial and risk-management products and services.  They have served more than 59 million consumers and small business relationships with more than 6,100 retail banking offices covering some 30 states from coast to coast, more than 18,000 ATMs and award-winning online banking with more than 25 million active users.  Bank of America has clients in more than 150 countries and has relationships with 99% of the US Fortune 500 companies and 83% of the Fortune Global 500 (Bank of America, 2008).

On December 5, 2008 Bank of America Corporation shareholders approved the acquisition of Merrill Lynch and Co., Inc.  Due to this acquisition Bank of America will have the largest wealth management business in the world with nearly 20,000 financial advisors and approximately @2.5 trillion in client assets (bankofamerica.com).


Merrill Lynch, the once-mighty investment bank known as "The Bull," which has an extensive retail brokerage network, should beef up Bank of America's investment banking and brokerage business outside the US (Bank of America Corporation, 2008)
Global investment management capabilities will include approximately 50 percent ownership in BlackRock Inc.( BlackRock® is a premier provider of global investment management, risk management and advisory services to institutional and retail clients around the world.), which had $1.26 trillion in assets under management at September 30. Bank of America had $564 billion in assets under management at September 30. 

Bank of Americas Chairman and Chief Executive Officer Kenneth D. Lewis stated, "When this transaction closes, Bank of America will have the premier financial services franchise anchored by the cornerstone relationship products and services of deposits, credit and debit cards, mortgages and wealth management,". "With Merrill Lynch, we also will significantly add to our global footprint in several businesses, including investment banking and sales and trading, enabling us to deepen existing client relationships and create greater opportunity to establish new ones" (Bank of America, 2008). The following charts illustrate details about the Bank of America Corporation
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	Dow Jones Composite         Dow Industrials                   S&P 100                           S&P 500                              S&P 1500 Super Comp

	
	

	
	

	
	

	
	

	Sector:
	Financial

	Industry:
	Money Center Banks

	Full Time Employees:
	247,000


(BAC, 2008)
	Bank of America Corporation
	 
	 

	KEY EXECUTIVES
	Pay
	Exercised

	Mr. Kenneth D. Lewis , 61                                                                                  
	$ 5.75M
	$0 

	Mr. O. Temple Sloan III, 68

	$ 130.00K
	N/A

	Mr. Thomas M. Ryan , 55                                                               
	$0 
	N/A

	Mr. Joe L. Price , 47                                
	$ 2.36M
	$0 

	Ms. Amy Woods Brinkley , 52                 
	$ 2.36M
	$0 

	Dollar amounts are as of 31-Dec-07 and compensation values are for the last fiscal year ending on that date. "Pay" is salary, bonuses, etc. "Exercised" is the value of options exercised during the fiscal year. 
	 
	 


(BAC, 2008)
Citigroup Inc.


Citigroup was formed on October 8, 1998 from one of the largest mergers in history by combining Citicorp and financial conglomerate Travelers Group.  Citigroup has some 3,000 bank branches and consumer finance offices in the US and Canada, plus more than 2,000 additional locations in about 100 other countries.  The company operates through four segments: Global Cards, Consumer Banking, Institutional Clients Group, and Global Wealth Management.  Citigroup was the first US bank with more than $1 trillion in assets; Citigroup offers deposits and loans (mainly through Citibank), investment banking, brokerage, wealth management, alternative investments, and other financial services (Citigroup, 2008). The following charts illustrate details about Citigroup, Inc.
	Citigroup, Inc.
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	Financial

	Industry:
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	Full Time Employees:
	374,000


(Citigroup, 2008)
	Citigroup, Inc.
	 
	 

	KEY EXECUTIVES
	Pay
	Exercised

	Mr. Vikram S. Pandit , 51                                                                 Chief Exec. Officer, 
	$ 250.00K
	$0 

	Mr. Gary L. Crittenden , 54                                                             Chief Financial Officer 
	$ 14.43M
	$0 

	Mr. Stephen R. Volk , 71                                                                   Vice Chairman and Member of Operating Committee
	$ 1.51M
	$0 

	Mr. Lewis B. Kaden Esq., 65                                                           Vice Chairman
	$ 4.50M
	$0 

	William McNamee,                                                                                Pres
	N/A
	N/A

	Dollar amounts are as of 31-Dec-07 and compensation values are for the last fiscal year ending on that date. "Pay" is salary, bonuses, etc. "Exercised" is the value of options exercised during the fiscal year. 
	 
	 


Wachovia Corporation

Wachovia was formed by the 2001 merger of First Union Corporation and the former Wachovia Corporation. In connection with the merger, First Union changed its name to Wachovia Corporation.  

First Union's predecessor, Union National, was founded in 1908 in Charlotte, North Carolina, while the former Wachovia traced its roots to its founding in the town of Winston (later Winston-Salem), North Carolina, in 1879. Through a variety of merger partners over many decades, today's Wachovia can trace its heritage to the nation's first commercial bank, the Bank of North America, chartered by Congress in 1781 (Wachovia, 2008). 

Wachovia provides commercial and retail banking services, and other financial services in the U.S. and internationally. Its deposit products include savings, NOW, money market, and interest-bearing checking accounts, as well as non interest-bearing deposits and other consumer time deposits. The company’s loan portfolio comprises commercial, financial, and agricultural loans; real estate construction loans; lease financing; and real estate secured loans; student loans; and installment loans. Wachovia Corporation also offers corporate lending and commercial leasing services (Wachovia Corporation, 2008). The following charts illustrate details about Wachovia Bank.
	WB
	

	DETAILS

	Index Membership:
	S&P 100                           S&P 500                              S&P 1500 Super Comp

	
	

	
	

	
	

	
	

	Sector:
	Financial

	Industry:
	Money Center Banks

	Full Time Employees:
	117,227
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	Wachovia Corporation
	 
	 

	KEY EXECUTIVES
	Pay
	Exercised

	Mr. Lanty L. Smith                               Chairman, 
	$ 125.00K
	N/A

	Mr. Benjamin P. Jenkins III, 64                                                             Vice Chairman, 
	$ 700.00K
	$0 

	Mr. David M. Carroll , 51                                                                                                              Sr. Exec. VP, 
	$ 650.00K
	$ 7.28M

	Mr. Stephen E. Cummings , 53
Sr. Exec. VP, 
	$ 500.00K
	$0 

	Mr. Robert K. Steel , 56                          Chief Exec. Officer, Pres, Director and Member of Operating Committee
	N/A
	N/A

	Dollar amounts are as of 31-Dec-07 and compensation values are for the last fiscal year ending on that date. "Pay" is salary, bonuses, etc. "Exercised" is the value of options exercised during the fiscal year. 
	 
	 


JP Morgan Chase & Co.


JP Morgan Chase & Co. was founded in New York in 1799 and has now become one of the world’s oldest, largest and best-known financial institutions.  As a global financial services firm with operations in more than 50 countries, JPMorgan Chase & Co. combines two of the world’s premier financial brands: J.P.Morgan and Chase. The firm is a leader in investment banking; financial services for consumers, small business and commercial banking; financial transaction processing; asset management; and private equity.  The company operates through six segments: Investment Bank, Retail Financial Services, Card Services, Commercial Banking, Treasury and Securities Services, and Asset Management. 

JPMorgan Chase & Co. is built on the foundation of more than 1,000 predecessors institutions that have come together over the years to form today’s company. Their well-known heritage banks include J.P.Morgan & Co., The Chase Manhattan Bank, Bank One, Manufacturers Hanover Trust Co., Chemical Bank, The First National Bank of Chicago and National Bank of Detroit, each closely tied in its time to innovations in finance and the growth of the U.S. and global economies. The following charts give the basic information about JP Morgan Chase & Co.
	JPMorgan Chase & Co.

	DETAILS
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	JPMorgan Chase & Co.
	 
	 

	KEY EXECUTIVES
	Pay
	Exercised

	Mr. James Dimon , 51                                                                                  Exec. Chairman, Chief Exec. Officer, 
	$ 15.50M
	$ 40.09M

	Mr. Michael J. Cavanagh , 41                                                     Chief Financial Officer, 
	N/A
	N/A

	Mr. Steven D. Black , 55                                                               Head of Investment Bank, 
	N/A
	N/A

	Mr. James E. Staley , 51                                                                      Chief Exec. Officer of Asset & Wealth Management and Member of Operating Committee 
	$ 9.20M
	$ 2.15M

	Mr. William T. Winters , 46                                                               Co-Chief Exec. Officer of J.P. Morgan 
	N/A
	N/A

	Dollar amounts are as of 31-Dec-07 and compensation values are for the last fiscal year ending on that date. "Pay" is salary, bonuses, etc. "Exercised" is the value of options exercised during the fiscal year. 
	 
	 


Industry Prospects and Overall Attractiveness

Factors Making the Industry Attractive

During this time, many large banks are merging with smaller failing banks, to improve their market share and expand by having their branches emerge in new states and cities. Banking merging is making the banking industry more attractive. Because of the large amount of merging occurring in the banking industry, successful banks are only getting larger. The larger the institution, the more likely it is to engage in a wide range of activities (Hanc, 2004). When banks merge, it combines the customers from both companies, increasing the options the customer are offered and the service the bank can provide. By merging banks, the number of branches will increase, also increasing their market share. The graph below shows the decline in the number of banks but an increase of the number of branches, mainly due to consolidation of the banking industry. 

[image: image10.emf]
Dick Bove, an analyst of Punk Ziegel & Co., mentions there are two attractive assets that Chase posses now that they acquired Washington Mutual, they are a  large retail branch network in regions where Chase does not currently operate and a credit card company serving low-income borrowers, where Chase is not strong (Calvey, 2007). Acquiring different attributes that banks do not currently posses through consolidation is making the larger banks more successful because they are expanding their market share and customer base. 

The technological advances in banking are increasing the ways the banks can assist their customers. Online banking is an effective and efficient way to serve a wide range of customers. Service matters to customers and technology offers a cost-efficient way offer customers more convenience, value and the “mass personalization” necessary to build loyalty (Garcia, 2006).

Another way banks can improve their existence is to acquire banks in area that are currently unpopulated with their Banks. “An acquisition of KeyCorp or National City -- both Cleveland banks are facing serious loan problems -- could strengthen Chase's dominance of the Midwest” (Calvey, 2007). Acquiring banks that are established in regions unoccupied by Chase would increase their customer base and publicity in that area. 

Obtaining banks and financial services that are already international, can increase the banks globalization without much effort. Bove says the “purchase of Discover Financial Services could give Chase greater presence overseas and a proprietary business channel while taking out a competitor in credit cards” (Calvey, 2007). 

Potential prospects in the banking industry can be “nonbank competitors who are growing in number and diversity. Many of these nonbank competitors have a competitive advantage—less regulation” (Gratton, 2006). New entrants into the banking industry could come from a multitude of large organizations (Gratton, 2006). 

Factors Making the Industry Unattractive


Unfortunately, there are also aspects that make the industry unattractive. “Chase would have to invest in overhauling WaMu's older branches and in building a commercial bank from WaMu's roots in the thrift industry” (Calvey, 2007). 

The advances in technological can also have a negative effect on the banking industry. These advances include a proliferation of automated teller machines, and the rise of the Internet and increasing broadband capacity, which have enabled customers to bank online (Spieker, 2008) These advances can reduce the need for actual branches to exist, and since branches are considered to be “highly effective and profitable distribution channels”, reducing them can hurt the banking industry (Spieker, 2008). Aging customers, who wish to remain loyal to their banks, are having a hard time adapting to the technological advances in banking. If the banks slowly replace branches with ATMs and online services, these clients are not going to be profitable customers.

Special Industry Problems and Issues 
A current issue is the meltdown of the economy and the failure of many banks. Banks need to design and implement a clear strategy keeping in mind that their core activities are affected by the changing economy. 

The economy is affecting the banking industry in a substantial way. According to the FDIC “failed banks” list, 23 banks have failed since the beginning of 2008, compared to only three banks failing in 2007 and no record of banks failing since 2004, when four banks failed (Failed Bank). The graphs put the figure into prospective; in 2008, $348 billion of assets were lost due to the failure of the 23 banks. 





The industry earnings for the third quarter were substantially below the prior year, totaling $1.7 billion. This is the second weakest quarter for insured institutions since 1990. And while many large institutions are continuing to post losses due to weaknesses in their portfolios, we're now seeing losses spread to a growing number of smaller institutions (All Institutions). The following graph shows the changes in the operating income, the losses in 2008 are substantial. 




The FDIC has a “Problem List” and at the end of June, there were 117 institutions on the "Problem List," which is the largest number since the middle of 2003. And total assets of "problem" institutions increased from $26 billion to $78 billion. Sheila C. Bair, FDIC Chairman, mentions, “As for the outlook, more banks will come on the list as credit problems worsen (Blair, 2008). The economy is in a meltdown, making the quarterly reports for the FDIC look dismal. 

Another issue the banking industry is dealing with this the increase of counterfeit checks. The FDIC has sent out many urgent alerts notifying the public of the circulation of the replica checks. Dating back to January of 2008, there have been 215 special alerts regarding counterfeit checks. There checks are being produced from different banks and in different states (Special Alerts, 2008).
Future of Banking

The future for the banking industry is currently unknown, but banks can learn from past errors and industry issues what to expect in the future. “The consolidation of the banking industry through mergers and acquisitions may set the stage for the establishment of huge banking organizations of unprecedented size and complexity” (Hanc, 2004). 
“Once the economy starts to improve, mergers and acquisitions and equity underwriting work should pick up again”, said Richard Staite, a banking analyst for Atlantic Equities (Kowitt, 2008). “Other segments, like fixed income, will take longer to return to normal, he said. Unfortunately for bankers who specialized in highly structured products like CDOs, which once accounted for big revenues, those instruments are likely now a "thing of the past," Straite commented (Kowitt, 2008). 
According to the TD Bank Financial Group 2008 annual report, the economic meltdown isn’t over quite yet. 

Credit conditions will remain tight as the world financial system goes through a protracted period of restructuring and deleveraging. There is a significant risk that the U.S. economy could contract in 2009. The U.S. economic weakness and the global stresses from the recent financial turmoil suggest that the world economy will continue to decelerate, with global growth expected to drop below 3% in 2009 – which would constitute a global recession. (Annual Report)

Banking performance will be subdued until the U.S. economy and the global economy regain some vitality in late 2009 or 2010. All banks should have contingency plans in place for direction in the event of a liquidity crisis.

Since the changing condition of the economy is indefinite, the future for the banking industry is also unknown. Jose Luis Garcia, Global Banking and Securities Leader, proposed some tactics in 2007 to help banks mature and stay above their competition.  Banks need to maintain focus on operating efficiency to offset the declining interest margins and fee income (Garcia, 2006). They can increase their “operational efficiency by using off shoring, process changes, and technology to reduce cost while enhancing service and innovation” (Garcia, 2006). Off shoring is an efficient way for banks to save money while offering the same service with a skilled global workforce (Garcia, 2006). Banks must understand the market when they open new branches, understanding the local differences is essential (Garcia, 2006). Compliance with anti-money laundering regulation is growing in importance. Compliance is becoming more complex and challenging, regulators around the globe are raising the bar (Garcia, 2006). Banks can reduce their risks by rethinking their anti-money laundering organization to adopt a global approach (Garcia, 2006). 
Conclusion

The banking industry changes daily and will continue to change and develop as the economy does. Since the creation of the FDIC, the banking industry has seen rough years, but it has been able to bounce back. With the implementation of laws and regulations, the banking industry has become more secure, yet many are still successful in using banks to conceal and foster illegal activities. Successful banks that have remained at the top are those that have acquired other banks (large and small); mergers and acquisitions provide more services to more people. Competition amongst banks is crucial for longevity in the industry and as noted in the above section, banks need to focus more on operating efficiency in order to maintain a position above other top competitors.
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