
T
he frisson in the air is palpable as JP
Morgan chief executive and Wall
Street grandee, Jamie Dimon, wan-
ders around the banking giant’s

new Irish headquarters with his entourage
in search of a suitable spot for photo-
graphs.

They land upon a floor of the eight-sto-
rey building in Dublin’s south docklands,
offering floor-to-ceiling glazed views over
the river Liffey and nearby construction
work. After The Irish Times’ photogra-
pher positions Dimon on the corner of a
desk in front of rows of staff at screens, Di-
mon turns to his living backdrop.

“Don’t screw it up, folks,” he says, to guf-
faws all around.

America’s most prominent banker – a
third-generation financier of Greek herit-
age who turned 63 on Wednesday – may
have a reputation for being sometimes
brash, combative and unwaveringly confi-
dent but his stewardship of JP Morgan
through the financial crisis to become the
biggest winner among US banks over the
past decade is the product of an innate cau-
tion and fear of what could be lurking
around corners.

“Believe it or not, I’ve always been very
conservative,” says Dimon in an interview

with The Irish Times on the opening this
week of the new Dublin office. “When I got
to JP Morgan, I started them going
through much more severe stress tests [for
unexpected loan and investment losses]
than they did – far more severe, literally
four or five times worse. People said:
‘That’ll never happen.’ I said: ‘I don’t care
if it happens. I just want to be able to sur-
vive it.’”

Dimon got his first taste of the capri-
ciousness of markets when he bought
shares in his late teens just before the
1973-74 stock market crash, when the
Dow Jones Industrial Average lost 45 per
cent of its value. He remembers when he
graduated in 1982 from Harvard Business
School – where he met his wife, Judith –
that inflation was running at 12 per cent
and the interest banks were charging their
best customers was over 20 per cent.

“Bad things happen. Credit cycles are
there. You just have to be prepared,” says
Dimon. “If you survive these storms, you
can grow in ways other people can’t. You
can invest when other people aren’t. You
might be able to buy something cheap.”

Relative prudence allowed JP Morgan
to avoid the worst of the US subprime mort-
gage meltdown. It helped the group be-
come the clear winner from the crash: be-
ing able to lend when rivals were para-
lysed; and becoming the US government’s
go-to in 2008 when it was looking for res-
cue suitors for investment bank Bear
Stearns and mortgage lender Washington
Mutual (WaMu).

JP Morgan’s balance sheet has grown by
about two-thirds to $2.6 trillion and its
share price has soared almost 140 per cent
– against 12 per cent for the wider US finan-
cial sector – since the end of 2007, as it
grabbed market share in most of the busi-
nesses in which it competes.

While it ranks behind four Chinese bank-
ing giants and Japan’s Mitsubishi UFJ Fi-
nancial Group in balance sheet size, its
$340 billion market value tops the global
charts.

In Ireland, JP Morgan’s decision two
years ago to buy a 130,000sq ft
(12,077sq m) office block under construc-
tion counts among one of the boldest
moves by an overseas financial firm in Dub-
lin since UK voters decided to quit the Eu-
ropean Union. The newly-occupied build-
ing has the capacity to double its local
workforce to 1,100 over time.

Irishroots
The Irish subsidiary – which can trace its
roots to 1926 – is mainly focused on back-of-
fice support services to international
funds and treasury, and cash management
services to companies. While it is expected
initially to receive little by way of a “Brexit
dividend” as JP Morgan moves hundreds
of roles from Britain to other European lo-
cations, Dublin is increasingly becoming a
technology hotbed for the company.

Financial firms are managing to get
away with shifting far fewer jobs than
feared out of London in order to retain ac-
cess to the EU single market in the immedi-
ate aftermath of Brexit. But Dimon be-
lieves that the number will be far higher
over time.

“As it turns out, it was easier for banks
to set up [a European subsidiary] so that
they could face off against European com-
panies. But what happens after a soft or
hard Brexit is a far more important ques-
tion for the financial services industry.
How many of those jobs will move over
time?”

The passage of time, meanwhile, has al-
lowed for some perspective on JP Mor-
gan’s shotgun takeovers at the height of
the financial crisis. Dimon doesn’t hesitate
when asked if he’d do them again.

“I would do WaMu but not Bear
Stearns,” he says. “While we paid $1 billion
for Bear Stearns and it had a book value of
$12 billion, it cost us $11 billion to unwind
and manage it. It cost us another several
billion because markets were terrible.” JP
Morgan also stomached as much as $7 bil-
lion of Bear Stearns-related fines for its
pre-crisis sins, he adds.

JP Morgan was also hit by fines related
to WaMu activities before the crash. How-
ever, that deal gave it an additional net-
work of branches in attractive states from
California to Florida and delivered returns
that the group’s retail head Gordon Smith
said last year amounts to “many times” the
cost of the takeover and penalties.

Folklore
Dimon’s rise in the world of finance is the
stuff of Wall Street folklore. Persuaded by
family friend Sandy Weill after graduating
from business school to turn down offers
from investment banks such as Goldman
Sachs and Morgan Stanley, Dimon joined
the legendary dealmaker as his personal as-
sistant at American Express in 1982.

When Weill left the credit card compa-
ny in 1985 to lead Minneapolis-based Com-
mercial Credit, his protege followed. The
duo would build the humble lender,
through a series of roll-up deals, including
Primerica, the owner of storied brokerage
firm Smith Barney, and Travelers Insur-
ance, before merging the group – then re-
named Travelers – with Citicorp in 1998 to
create Citigroup.

While Dimon was named president of
the financial giant after the $70 billion
merger went through, mounting tension
between the two – as Weill continued to
consider Dimon Robin to his Batman –
soon resulted in his ousting of the younger
man.

After nearly a year and a half out of the
game, Dimon became chairman and chief
executive of embattled Chicago lender
Bank One in early 2000. Within four
years, he sold a turned-around company to
JP Morgan Chase for $58 billion – a deal
that would ultimately lead him to become
group chief executive at the end of 2005.

The mile-a-minute-speaking New York-
er – whose paternal grandfather, Panos Pa-
pademetriou, arrived in the US from
Greece in 1921 and promptly changed his
name to Dimon, reportedly in order to get
work – became Wall Street’s point man in
the wake of the financial crash as the indus-
try resisted increased regulation.

He’s rarely afraid to put his two cents in.
Dimon’s annual letters to shareholders go
well beyond the rudimentary rundown of fi-
nancial performance that most chief exec-
utives offer. Last year, he used his tome to
offer views on education and healthcare re-
form, immigration policy, and America’s
role in the world.

However, Dimon’s reputation was dent-
ed in 2012 as it emerged that the bank’s
chief investment office in London – which,
despite its high-octane name, was sup-
posed to hedge credit exposures and man-
age surplus deposits – suffered massive
losses as a result of a series of ill-fated deriv-
ative transactions.

While Dimon initially claimed that re-
ports about the risks in the trading posi-
tions amounted to a “tempest in a teapot”,
the so-called “London Whale” scandal
would ultimately cost the bank $6.2 bil-
lion.

“The London Whale was one of the stu-
pidest things I’ve ever been involved in. It
was a bad strategy, badly executed, badly
done, but you’re going to make mistakes in
life,” says Dimon. “And I knew that was go-
ing to be a hard thing for our reputation
but it didn’t affect customers, it didn’t af-
fect the company long term.”

Was that episode his biggest regret? No,
apparently. “The biggest mistakes I have
made are usually bad people decisions.”
He doesn’t elaborate.

Economicdata
While a raft of economic data in recent
times has pointed towards slowing US and
global growth, Dimon says there’s little
fear of the world’s largest economy dip-
ping into recession.

“The economy is unlikely to be derailed
in the short run by all the complexities
around the world,” he says, noting US-Chi-
na trade tensions and Brexit as examples.
“Obviously, one day we’ll have a recession.
I don’t know what the cause of that will be,
but it’s not in the numbers you see today.”

While there are growing concerns
about risks in the financial system, such as
the global $1.8 trillion leveraged-loans
market that funds corporate buyouts and
debt refinancing, Dimon says he doesn’t
think it’s “a systemic issue”.

He’s also confident that the Lehman
Brothers problem has been fixed.

“Lehman wouldn’t go bankrupt today
because it would have three-four times as
much equity, two-three times as much li-
quidity, and three or four times as much
‘bail-in-able debt,’” he says, referring to
debt that could be turned into equity in the
event of a crisis.

“Even if it went bankrupt, at the mo-
ment of bankruptcy, the bail-in-able debt
would make it the most overcapitalised
bank in the world, and regulators could le-
gally take it over and have an orderly un-
wind and derivatives contracts wouldn’t
be triggered.”

Dimon sometimes rues his penchant for
making off-the-cuff remarks. Last Septem-
ber, he told those assembled at an event at
his bank’s New York headquarters that he
could beat Donald Trump in an election,
saying: “Because I’m as tough as he is, I’m
smarter than he is.”

Within an hour, he was rowing back, say-
ing his comments “prove I wouldn’t make
a good politician”. Nevertheless, Trump
took to Twitter, saying the banker “doesn’t
have the aptitude” or necessary “smarts”.

Dimon is watching his words on Trump
in Dublin.

“With the current US president, there
are a lot of things he says that I don’t agree
with,” he allows himself, when asked
about Trump’s performance. “On the oth-
er hand, it doesn’t make everything he says
wrong.”

He has much to thank Trump for. The
Republican, after all, has presided over cor-
porate-enriching tax reforms and a rolling
back of banking regulations passed in re-
sponse to the crisis.

Presidency
While Dimon – who described himself to
broadcaster CNBC in Davos in January as
a Democrat at heart, even if his “brain is
kind of Republican” – has repeatedly ruled
himself out himself out of contention to
run for the presidency in 2020, is there a
part of him that’s tempted?

“No,” he insists.
“I try to be very careful about what I say

about politics. It may surprise you but
when you hear some very left-leaning poli-
ticians talk about issues, I kind of agree
with a lot of them. There’s too much in-
come inequality. Kids aren’t getting edu-
cated. Infrastructure needs to be built. All

Americans need some kind of access to
medical care. I agree with all of that. But
slogans aren’t policy.”

Is it not rich for one of the wealthiest
bankers in the world – worth $1.3 billion,
according to Forbes – who saw his remu-
neration, or compensation, reach $31 mil-
lion last year, to be complaining about in-
come gaps.

“I understand the focus on executive
comp. But if you took all the comp of all the
CEOs of all the Fortune 500s in America
and gave it to the average Americans, you
would increase their income by something
like $100 a year. That isn’t a solution. I un-
derstand the anger. But that isn’t going to
fix the problem.”

So what’s going to narrow the divide?
“What’s going to fix the problem is a

growth agenda. We don’t graduate half
our people in inner-city schools. Is the rea-
son for that because CEOs make more
money? Of course not. The reason is that
the school system has been failing. I think
we need to do more to fix it.

“People blame technology and immigra-
tion and trade for all these problems. Not
true. A lot of these problems existed way
before all that stuff. I urge policymakers to
look at the facts, look at the detail.

“Why are we failing to build infrastruc-
ture in America? Is it because of CEO
comp? Why is the tax system so screwed
up? Why is the health system costing
18.5 per cent of GDP? I can go on and on
about our own shortcomings. We should
look at our own problems and come up
with solutions.”

Still, he concedes, the wealthy will have
to stump up more to help.

“And they should pay gratefully if it’s ac-
tually used to fix those things,” says the
man who plans remain in charge of JP Mor-
gan until 2023.

Just before 2024 US election.
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Badthingshappen.Credit
cycles are there.You just
have tobeprepared. If you
survive these storms, you
cangrow inwaysother
people can’t. Youcan invest
whenotherpeoplearen’t

‘‘

Laura
Slattery

Alex Jacquot, chief executive and co-founder of
airline Oceania Express, would like to be taken
seriously. He’s 10 years old, which is why he might
worry about being dismissed or patronised.

The exact flight schedule of Oceania Express
doesn’t appear to be public information just yet, but
Jacquot says he has hired a full executive team –
information he shared in a letter to Qantas chief
executive Alan Joyce.

The Sydney schoolboy thought maybe Joyce could
advise him on starting an airline that does non-stop
flights from New South Wales to London (which
Qantas is working on). “Put safety front and centre”
was the key recommendation in Joyce’s “CEO to
CEO” response, merrily posted on the airline’s social
media accounts.

The good news for Alex Jacquot is that Joyce is
willing to share his expertise with a potential rival
face-to-face on this occasion. The bad news for him is
that no one really takes you seriously until you’re 47.
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Bastion of Wall Street says
no chance of another Lehman

JamieDimon’s prudence
ledJPMorganout of the
crash to top theglobal
ranks.Couldhebring the
samevision topolitcs?

I try tobeverycareful
aboutwhat I sayabout
politics. Itmay surpriseyou
butwhenyouhear some
very left-leaningpoliticians
talkabout issues, I kindof
agreewitha lot of them

■ JPMorgan chief
executive Jamie
Dimon at the
bank’s new Irish
headquarters on
Sir John
Rogerson’s Quay,
Dublin 2.
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166
Number of years ago that German immigrant Levi
Strauss founded his eponymous company in San
Francisco. It later became the first to manufacture
blue jeans.

$6.2bn
Valuation that the company will now seek on Wall
Street as it goes public again after three decades of
private ownership.

$587m
Amount the company, which will sport the stock
market ticker LEVI, hopes to raise through the listing
so it can fund an expansion of its denim empire.

It’s hard enough being a synchronised swimmer
without having to attempt a full routine in a pool
laden with plastic bottles, carrier bags, toiletries and
other unwelcome items. But that is exactly what the
British synchro duet Kate Shortman and Isabelle
Thorpe have done to raise awareness of the disas-
trous effect that the 8,000,000 tonnes of plastic
dumped in the world’s oceans every year is having on
marine life.

The pair twirled, kicked and somersaulted through
a routine amid a “slick” of plastic as part of the
Swimming In It campaign to highlight the unpleasant-
ness of this vast waste as well as what young people
can and are doing to help end plastic pollution.

Yes, they did go underwater and luckily they did
find a way to resurface.

Imageof theweek
Greenroutine

Gettingtoknow
AlexJacquot

Every year, Tim Berners-Lee, the founder of the
world wide web, writes an open letter on the good
stuff the web has done but also how it could be better.
Here are five things he had to say this year to mark the
30th anniversary of his proposal for an “information
management” system.

1Widening divide: With each new feature and new
website, the gap between online and offline people

is getting bigger, “making it all the more imperative
to make the web available for everyone”.

2Dysfunction abounds: Deliberate, malicious
actions such as harassment, hacking and criminal

scams, alongside commercial models that have
encouraged clickbait and the spread of misinforma-
tion, require new laws and system redesigns.

3Don’t blame the technology: “If we give up on
building a better web now, then the web will not

have failed us. We will have failed the web.”

4It’s not all Facebook’s fault: “You can’t just
blame one government, one social network or the

human spirit.” That’s a simplistic narrative.

5Dream a little: A collectively developed “contract
for the web” could serve as a “guiding star” on the

world’s journey from digital adolescence to digital
maturity: “If we dream a little and work a lot, we can
get the web we want.”

InNumbers
Deeperpockets
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Social media giant Facebook
has agreed terms to lease the
high-profile 14-acre Bankcen-
tre campus in Ballsbridge, Dub-
lin 4, which will allow it to add
5,000 staff to its Irish opera-
tion in the coming years.

The move to a new interna-
tional headquarters in Dublin
will result in Facebook quadru-
pling its current floor space to
870,000 sq ft across a number
of buildings on a site that is cur-
rently occupied by AIB, which it-
self is relocating its operation.

In total the Ballsbridge cam-
pus will be able to accommo-
date more than 7,000 employ-
ees. Facebook plans to develop
the site over the next three
years, with the first group of
staff due to move there in late
March or April next year.

The company, founded by
tech entrepreneur Mark Zuck-
erberg, plans to relocate the
2,200 staff from its Grand Ca-
nal Square building in Dublin’s
south docks.

More than 60 Facebook
teams will eventually be located
in Ballsbridge, with the compa-
ny taking leases from the vari-
ous landlords for more than 20
years. It will also be home to
staff working for its subsidiary
applications: WhatsApp, Insta-

gram and Messenger, and its
Oculus virtual reality unit.

Irishcommitment
Gareth Lambe, head of office
for Facebook in Ireland, said
the move gives Facebook a “lot
of room for growth, and an abili-
ty to plan strategically” for the
future here.

“By 2022 we will have all of
our full-time employees [in
Dublin] located there,” he said.
“We were very keen to take the
whole campus and to have our
future here for the next dec-
ades copperfastened. Our chief
financial officer, [David
Wehner], was very supportive
of this huge investment and
we’re very grateful for that. It’s
a great signal of our intent and
commitment to Ireland.”

Mr Lambe said the campus
would provide staff with a
“state-of-the-art, modern work

environment with lots of collab-
orative spaces, training spaces
and an outdoor plaza with seat-
ing areas”. It will also have a di-
rect connection with the Lans-
downe Road Dart station.

By the end of this year, Face-
book will have more than
4,000 employees in Ireland

across four locations – Grand
Canal Square, Samuel Beckett
Building in Dublin 3, Clonee
Data Centre in Meath and Face-
book Reality Labs in Cork.

Mr Lambe said Facebook’s
investment across the various
sites would amount to “hun-

dreds of millions” of euro over
time.

Negotiations on the Balls-
bridge site, opposite the RDS,
have been under way for more
than a year, with Facebook
agreeing terms with AIB, a
group of investors involving
Davy clients and the Serpentine
consortium, and Johnny Ronan
and Colony Capital, who are de-
veloping Fibonacci Square at
the front of the campus.

‘Landmarkday’
Minister for Business, Enter-
prise and Innovation Heather
Humphreys described the
move as a “landmark day” for
the company, which estab-
lished its international head-
quarters in Dublin in 2008.

“Without a doubt, this expan-
sion is a huge vote of confidence
in Ireland and our pro-enter-
prise policies,” she said. “Above

all, it is a testament to the cali-
bre of our rich pool of talent,
who have contributed so posi-
tively to the company’s global
growth.”

Facebook’s Irish unit plays a
central role in its global opera-
tions with engineers, safety ex-
perts, legal professionals, poli-
cy experts, and marketing and
sales teams covering many fac-
ets of the social network.

Global and regional teams
run from here include the glob-
al gaming team and the unit
that helps small and medi-
um-sized businesses across Eu-
rope, Middle East and Africa.

EY is proud to
announce 24 new

Associate Partners

Frank O’Keeffe,
Managing Partner, EY Ireland

www.ey.com/ie

“On behalf of EY, I would like to congratulate our
recently appointed Associate Partners, reflecting our

ambition to further accelerate how we support our
clients and our people in the years ahead.”
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T
he financial crisis of the last decade
brought misery to many and
imposed major costs on nearly
everyone in Ireland. Fortunately,

the economy has recovered well from that
trauma, although some households are
still under water as a result of their
accumulated debt.

Since 2012 we have seen a very vigorous
recovery and we may approach full
employment again in 2019. The economic
turnaround, though painfully achieved,
was faster than our recovery from the
fiscal crisis of the 1980s. This is partly due
to the lessons from the 1980s, learned at
huge cost, and also partly to the monetary
policy pursued by the European Central
Bank (ECB) over the past five years.

In the 1980s, a number of mistakes
were made in dealing with the very severe
crisis in the public finances. After two very
tough budgets in 1983 and 1984, the
coalition government eased off too soon.
This meant that a two further exceptional-
ly difficult budgets were needed in 1988
and 1989 before the dragon of overborrow-
ing was tamed. As a result, the painful
adjustment was spread over most of that
decade.

This time around, the necessary
adjustment was concentrated into four
years. Recovery is faster when tough
medicine is taken quickly. It can also be
less demoralising for everyone than a
period of difficult budgets that seems to
continue indefinitely.

The management of the national debt
was also much more effective this time
around. While the need for a bailout by the
EU and the International Monetary Fund
was humiliating, the eventual terms for
the funding they provided were far better
than experienced in the 1980s. In addi-
tion, from early 2008, the National
Treasury Management Agency (NTMA)
borrowed enough to build up very large
reserves of cash. This meant the State was
in a stronger negotiating position with the
troika and it eventually smoothed the exit
from the bailout.

Nocushion
In the early 1980s, no such cushion was
available and the State found itself at the
mercy of the markets for much of the
decade.

As the fiscal crisis continued, the
coalition government of the day borrowed
a lot of money abroad in 1986 to remedy
the State’s weak bargaining position. They
then used an accounting device to “hide”
the resulting cash abroad, while at the
same time including the borrowing in the
national debt. On paper, this made the
State’s financial position look even worse
than it was – a higher debt with no offset-
ting cash balances.

When the incoming government took

office in 1987 and indicated that it would
deal with the legacy of the fiscal crisis, it
was then able to use the cash held abroad
to avoid borrowing for a significant
period. When the markets realised that
the State’s financial position was better
than they expected, interest rates fell.
This helped ease some of the effects of the
expenditure cuts on the economy.

Throughout most of the 1980s, the
government met a substantial proportion
of its funding needs by borrowing at home
in Irish pounds. While this avoided any
exchange risk on the borrowing, it came at
a price. Over the 1980s, the interest rate
on borrowing in Irish pounds was much
higher than if the government had
borrowed in dollars or deutschmarks.

Even allowing for the depreciation of
the exchange rate over the period,
borrowing in Irish pounds cost three to
four percentage points more than if the
borrowing had been in either of those
foreign currencies. This added very

substantially to the interest bill on the
inflated national debt that was the legacy
of the 1980s crisis.

A major contrast between the after-
math of the 1980s and the aftermath of the
2007 crash is that lower interest rates
today make financing the resultant debt
much more manageable. In 1990, interest
payments accounted for 8 per cent of
national income whereas today, with an
even higher debt burden, they account for
only 3 per cent of national income.

The legacy of high-interest debt meant
that, in the early 1990s, even as some
growth resumed, the government had
limited resources available to improve
public services. This time around, the very
low interest rate on long-term borrowing
has certainly benefited indebted govern-
ments, such as our own. It has also
provided a much more favourable environ-
ment for private investors.

While the low long-term interest rates
last, the NTMA is refinancing the debt at
long maturities. This should mean that,
unless we undertake a new borrowing
spree, the interest burden on the high
national debt will not be a serious con-
straint in the coming years.

LoneStardelayshousebuilderIPOafterslump
John
FitzGerald

Low interest rates have
helped the recovery

Economics

JOEBRENNAN

US private equity giant Lone
Star’s plans for the ¤300 mil-
lion-plus initial public offering
(IPO) of an Irish housebuilding
firm have been put on hold until
next year, following a “red Octo-
ber” sell-off of equities globally
last month, according to mar-
ket sources.

The company, called DRes,

set up in partnership with Dur-
kan Residential’s managing di-
rector, Patrick Durkan, is said
to have received positive feed-
back from potential investors
on its plans as new home supply
falls well short of demand.

However, a rally by stocks
globally in the past eight ses-
sions has not provided a favour-
able enough backdrop to
launch a transaction, especially

as shares in DRes’s nearest
peers, Cairn Homes and Glen-
veagh Properties, are languish-
ing between 24 per cent and 27
per cent below where they start-
ed 2018 on the Dublin market.

A spokesman for DRes de-
clined to comment.

DRes is the latest of a string
of Irish IPO hopefuls to have
put plans on ice recently. The
Irish Times reported last month

that US private equity group
Oaktree and Dublin-based Sig-
ma Retail Partners has delayed
until next year a decision on
whether to proceed with Ire-
land’s first retail real-estate in-
vestment IPO.

Press Up, the pub, restau-
rant and hotel group led by Pad-
dy McKillen junior, decided last
month to mothball plans for a
stock market flotation, while

the Sunday Times reported that
property investment and hospi-
tality group Tetrarch has
shelved plans for a 2018 flota-
tion due to market volatility.

DRes, which has been work-
ing with US investment bank JP
Morgan and Davy in Dublin on
a transaction, is understood to
control a landbank capable of
delivering more than 6,400
houses and apartments.

Negotiations
on the site at

Ballsbridge have
been under way for
more than a year

■ Facebook’s offices at Grand
Canal Square, Dublin.
PHOTOGRAPH: CYRIL BYRNE
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S
eamus Murphy was something of a
maverick in Dublin’s small stock-
broking community in late 2006
when he suddenly turned negative

on Irish banks.
That was after the Davy share trader –

who had long held a positive view of the in-
dustry, and Anglo Irish Bank in particular
– put pen to paper and worked out that a
landlord buying a house with a loan faced a
5 per cent interest rate at the time, but
only stood to make rental income equiva-
lent to 2 per cent of the property’s value.

Even allowing for 10 per cent rental
growth a year, Murphy calculated that the
landlord would still not be getting enough
income to meet the full interest bill on the
loan six years after buying the property.

“I realised that if the numbers were still
negative beyond the fifth year on cash
flows, then there had to be a bubble,” Mur-
phy said in an interview with The Irish
Times. “If you’re buying on a negative car-
ry, you’re assuming massive house price
appreciation. But then it’s a Ponzi scheme,
because you’re relying on somebody else
buying it from you at a higher price.”

This Saturday marks the 10th anniversa-
ry of the moment global investors finally
caught up. Ireland’s then government was
forced into a snap guarantee of the bank-
ing system as markets scanned the horizon
for risk in the wake of the collapse of Wall
Street investment bank Lehman Brothers
and zeroed in on a market where house
prices had quadrupled in a decade, fuelled
by debt.

Finance minister Brian Lenihan’s claim
at the time that it was the “cheapest bail-
out in the world” didn’t hold up for long, as
taxpayers were forced to back it up with
¤64 billion of cash injections that would
lead ultimately to the State seeking refuge
in an international aid programme.

A decade later, Ireland is still counting
the cost of the crash.

Showdown
Back in late 2006, Murphy began to make
a lot of money for Davy as his clients sold
out of Irish banks, earning himself the nick-
name “the bear” on the firm’s trading
floor, even as the shares continued to hit re-
cord highs every other day. In early 2007,
some overseas hedge funds started to
place bets on Irish banking stocks falling
through a mechanism called “short sell-
ing”.

AIB and Bank of Ireland started to de-
cline from peak market valuations of
about ¤21 billion and ¤18 billion respec-
tively from late February. Anglo Irish
Bank’s bull run would continue for a few
more months, fuelled, as it would eventual-
ly transpire, by the family of businessman
Seán Quinn building up a clandestine
28 per cent stake, mainly through finan-
cial derivatives.

Murphy’s view in early 2007 that An-
glo’s stock was worth a quarter of its mar-
ket price would result in a showdown in
the lounge of the Westbury Hotel with An-
glo’s combative chief financial officer Matt
Moran that summer – and his embarrass-
ing expulsion, months later, from a bank
presentation to analysts and investors.

It also landed Murphy in hot water after
the so-called St Patrick’s Day Massacre in
March 2008, when Anglo’s share price
plunged up to 22 per cent and the regula-
tor – under pressure from the bank’s chief
executive David Drumm – launched an in-
vestigation into allegations of “false and
misleading rumours” being spread by
stockbrokers and hedge funds.

“There is this perception that a short
seller is negative, but a short sell is actually
providing an alternative view in an effi-
cient market,” says Murphy. He would be
cleared by the regulator of any involve-
ment in the March 17th sell-off, as he was
on holidays at the time.

Murphy wasn’t alone in identifying the
fallacy propping up western Europe’s then
fastest-growing economy. University Col-
lege Dublin economics professor Morgan
Kelly, who ordinarily was more concerned
with medieval population theory, predict-
ed in an opinion piece in The Irish Times in
December 2006 that house prices were set
to fall up to 50 per cent. It would earn him
the moniker of Dr Doom.

National University of Ireland Galway
professor Alan Ahearne and economist Da-
vid McWilliams would also sound warning
bells around that time, prompting then tao-
iseach Bertie Ahern to say, in July 2007,
that those “cribbing and moaning” about
spiralling property prices should “commit
suicide”.

This was all taking place against the
backdrop of exuberance internationally.

Alan Greenspan retired from the chair of
the US Federal Reserve in early 2006 after
two decades as the world’s most influential
central banker to cheers that he had
achieved the “great moderation” of re-
duced volatility in business cycles.

Closer to home, the UK’s then chancel-
lor of the exchequer, Gordon Brown, de-
clared in his 2007 budget speech that “we
will never return to boom and bust”.

Bubble
Knowing there’s a bubble is one thing.
Knowing when it’s going to burst is some-
thing else. Murphy realised that moment
had arrived in March 2007 when he
brought two clients from New York
around to see a number of property
agents, developers and others to get a
sense of the market.

“We asked one agent how things were
going and he said: ‘Look, residential trans-
actions are down about 70.’ One of the
guys I’d brought to the meeting, who was
sitting opposite me, said: ‘Sorry, they’re
down 7 per cent?’ He replied: ‘No, no, no,
they’re down 70 per cent.’

“I still get goosebumps when I think
about it. We came out of that meeting at
about three o’clock that afternoon and I re-
member walking back to the office and
thinking, ‘This is going to blow.’”

Irish house prices peaked a month later,
according to Central Statistics Office

(CSO) data. They would fall just over 9 per
cent by the time the global financial crisis
crescendoed in September 2008 as Wall
Street investment bank Lehman Brothers
collapsed, dragged down by ill-fated invest-
ments in the US subprime market.

The most dramatic month in financial
history would see Lehman’s nearest rival
Merrill Lynch acquired by Bank of Ameri-
ca in a rescue deal; US government-backed
mortgage firms Fannie Mae and Freddie
Mac bailed out by taxpayers; the Washing-
ton Mutual bank seized by the US treasury
and sold to JP Morgan; and North Caroli-
na-based financial services group Wacho-
via purchased by Wells Fargo for a bar-
gain-basement price.

In the 24 hours preceding the fateful
Irish banking guarantee on September
29th, Dublin-based public-sector lender
Depfa Bank ran out of money. Its owner,
Munich-based Hypo Real Estate, was
forced to secure a ¤35 billion emergency
credit line from Berlin and rival banks.
Elsewhere, the UK government national-
ised stricken mortgage lender Bradford &
Bingley, and Benelux financial services gi-
ant Fortis was bailed out by the Nether-
lands, Belgium and Luxembourg.

Irish banking stocks went into freefall as
investors frantically searched for risks,
with AIB sliding almost 17 per cent, Bank
of Ireland dropping 20 per cent, and Irish
Life & Permanent plunging about 40 per
cent. Anglo Irish Bank collapsed by nearly
50 per cent.

As taoiseach Brian Cowen, minister for
finance Brian Lenihan, financial regulator
Patrick Neary, government officials, legal
advisers and the chairmen and chief execu-
tives of the State’s two largest banks gath-
ered in Government Buildings on the night
of the guarantee, the Dow Jones Industrial
Average plunged a record 777points as the
US House of Representatives rejected a
$700 billion bailout plan for the US finan-
cial services industry.

Badloans
Then chief executive of the National Treas-
ury Management Agency (NTMA) Michael
Somers, who was in New York at the time
attending meetings in relation to the Na-
tional Pensions Reserve Fund (NPRF), re-
ceived a text message at 8.20pm local time
from his finance director, Brendan McDon-
agh.

It read: “DOF [Department of Finance]
rang. Taoiseach has decided to guarantee
all banks and if that does not work, to na-
tionalise.”

McDonagh and his colleague, Oliver
Whelan, had been called into Government
Buildings that night and were put into a
meeting room. They were never consulted
until they were informed of the decision at
1am.

“Did I fall out of the bed with shock? No I
didn’t,” recalls Somers of reading the text.

“At that stage, the problem was seen as a li-
quidity issue for the banks and not a solven-
cy problem. I don’t think many of us real-
ised at the time that there was going to be
this huge issue with bad loans in the banks.
That was a shock that grew over time.”

Still, Somers and his team had been
wary enough of Irish banks for over a year
at that stage. They had decided, in August
2007, to move NTMA deposits with Irish
lenders to the Central Bank as they ma-
tured.

“The economics I learned was that, as a
general rule, you’d expect credit growth to
be more or less in line with GNP [gross na-

tional product],” said Somers. “But during
the boom years, we had credit growing at
between 20-30 per cent a year and nomi-
nal GNP growing by 7-8 per cent.”

To put it in context, the ¤440 billion
guarantee was almost 2½ times the size of
the Irish economy at the time. It would cost
taxpayers ¤64 billion in direct capital injec-
tions into the banks between 2009 and
2011 to keep their creditors whole. The
Government expects, ultimately, to recov-
er less than half of that.

All told, the top 11 boom-time lenders in
Ireland – including foreign-owned Bank of
Scotland (Ireland), Danske Bank and Acc
Bank, which would ultimately retreat from
the market – reported almost ¤134 billion
of net loan losses over the next decade, the
equivalent of more than a quarter of their

2008 loan books, according to calcula-
tions by The Irish Times.

The ultimate cost of the bust was far
greater, as the NTMA paid above the odds
in the years that followed to borrow money
in international markets, with investors
worried about the solvency of the State.
The government would finally be frozen
out of capital markets in late 2010, push-
ing it into an international bailout.

Humantoll
Then there is the human toll. The unem-
ployment rate trebled to more than 15 per
cent in the four years to early 2012, even as
emigration soared. Almost 13 per cent of
owner-occupier borrowers were at least
three months behind in mortgage repay-
ments by late 2013.

The Dáil passed some ¤30 billion of aus-
terity measures between 2008 and 2014,
while more than 200,000 boom-time
mortgages were in negative equity five
years after the crash, according to the Eco-
nomic and Social Research Institute
(ESRI) – a phenomenon that smothers en-
trepreneurship, hits consumption and
roots people to areas that may have limit-
ed jobs.

A decade on, and the legacy of the crisis
continues to be felt. Home completions
this year are set to come in at half the rate
of estimated demand for 35,000 houses
and apartments, with the effects of an
emergency brake being pulled on con-
struction in 2008 still felt.

Average residential rents are now at re-
cord levels, some 26 per cent above their
Celtic Tiger highs, while almost 10,000
people were homeless in Ireland in July, in-
cluding a record 3,867 children, according
to the latest Department of Housing fig-
ures. About 100,000 households are on
the social housing waiting list.

Ireland’s ¤201 billion of public borrow-
ings is the third-highest in the developed
world – after the US and Japan – on a
per-capita basis. And while Central Bank
data published earlier this month showed
that household debt has fallen to its lowest
level since early 2004, it is still the
fourth-highest in the European Union.

“There is still a popular view in Ireland
that it was a banking crisis which didn’t
originate here – that there was a liquidity is-
sue which came from abroad and brought
the system down,” an adviser to the Irish
authorities at the height of the financial cri-
sis, who declined to be identified, said last
week. “But lots of other European banks
had liquidity issues at the time and man-
aged to get by.

“Our banking crisis was pretty simple
and stemmed from the fact that we were
building a load of homes, funded by the
banks, where people didn’t want to live.
We need to recognise that we did invent it
here.”

Dubliner John Hourican, a former top
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‘‘ Manypeople inEurope
were surprisedand
annoyedby theguarantee
move, but the eurozone
wasn’t ready for acrisis,
whichwouldunfold like a
slow-motioncar crash
John Hourican

Ireland still counting the cost a
decade after fateful guarantee

Keyplayers in Irish finance
recall theevents that led to
thebankguarantee–and
pointout current risks
bubbling in theeconomy

■Clockwise from above: Anglo Irish
Bank in St Stephen’s Green; Professor
Morgan Kelly of UCDwho predicted in
2006 house prices could drop up to 50
per cent; then Anglo chief executive
David Drumm. PHOTOGRAPH: JULIAN BEHAL/PA
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Royal Bank of Scotland (RBS) executive,
was key to the UK bank maintaining credit
lines with Irish lenders during the crisis as
many others pulled funding. He says finan-
cial markets quickly “saw through” the
guarantee and the Government’s ability to
back it up.

“Many people in Europe were surprised
and annoyed by the guarantee move, but
the euro zone wasn’t ready for a crisis,
which would unfold like a slow-motion car
crash,” said Hourican by phone from Nico-
sia, where he’s been chief executive of the
Bank of Cyprus for almost five years and re-
cently had his contract extended to the end
of 2020.

The lack of a way to resolve failing banks
in the euro zone during the crisis – and the
Irish system’s huge reliance on emergency
European Central Bank funding for its
banks – meant all creditors had to be made
whole, except for most junior bondhold-
ers, who would have ¤15 billion of losses in-
flicted on them.

“With the benefit of being able to ana-
lyse everything calmly in hindsight, all
bondholders should have been collapsed
into equity investors before the State
stepped in,” said Hourican.

Rules introduced in the wake of the cri-
sis allow for both junior and senior bond-
holders to suffer losses in the event of a fu-
ture crisis, while maximising protections
for depositors. For Ireland, these new
measures came too late.

Crazydeals
Property developer Sean Mulryan would
live to regret that his Ballymore Group had
¤2.38 billion of bank borrowings in Sep-
tember 2008 – 90 per cent of which were
from Irish banks, even though, at that
stage, 85 per cent of the group’s assets
were overseas, mainly in London.

The Roscommon native, who started off
working as a bricklayer before setting out
on his own in the early 1980s building
one-off houses in Co Kildare, became one
of the biggest housebuilders in Ireland
within a decade, before making his first for-
ay into the London market in 1991.

For Mulryan, it was clear soon after the
turn of the millennium that something was
amiss in the Irish market.

“London land prices were nowhere
near Dublin prices at the height of the mar-
ket, so we didn’t really engage in the crazy
land deals in the early 2000s,” says Mulry-
an. “Still, we kept the Irish operation tick-
ing over, because we had good teams in the
country.”

Still, Mulryan participated in some of
the highest-profile property auctions of
the bubble years, including the Irish Glass
Bottle Site in Dublin, which would be
bought in 2006 by a consortium including
developer Bernard McNamara, financier
Derek Quinlan and the Dublin Docklands
Development Authority (DDDA) for ¤412

million, as well as the Jurys and Burlington
hotel sites.

Ballymore subsequently learned that its
bids were as much as 35 per cent off the
pace at the time.

The scale of Ballymore’s Irish borrow-
ings when the banks became a ward of the
State – including ¤1.12 billion from Anglo
and almost ¤300 million at Irish Nation-
wide Building Society – landed Mulryan in
the National Asset Management Agency
(Nama) when the bad bank was set up in
2009 to take over risky commercial prop-
erty loans on lenders’ balance sheets.

Mulryan’s business ground to a halt for

12 months as it dealt with the reputational
damage of being in Nama and getting clear-
ance from the agency for its business plan.

“I had to give huge commitments, per-
sonal commitments, which I’m not al-
lowed to talk about,” Mulryan told The
Irish Times last week in an interview in a
ground-floor art gallery at the group’s Lon-
don City Island development, one of six ac-
tive sites where it is working in the UK capi-
tal, with a gross development value of
£4.06 billion(¤4.55 billion). “Everything
was on the line.”

Ballymore exited Nama four days be-
fore Christmas 2016, having repaid
¤3.2 billion in gross debt to the State agen-
cy, including working capital and interest
given to the group to complete and sell pro-
jects.

“I would never be comfortable with debt
again,” says Mulryan, adding that Bally-
more has no borrowings on 90 per cent of
the 9,500 sites on its UK land bank. Before
the crash, its land bank would have had a
60 per cent loan-to-value ratio. “While we
will gear our working capital when we’re
developing, we’ll always pre-sell or pre-let
units before we start piling.”

Vitriol
Mulryan is visibly moved as he describes
some of the vitriol he experienced in Ire-
land since the crash.

“Basically, the developers were branded
as the people who brought down Ireland
plc. You got it in a lot of places. Many, many
incidents shook me,” says Mulryan. “A lot
of the housebuilders had to borrow to keep
their businesses going and, because there
was no land supply, they had to overpay for
land. The banks were throwing out money
like it was confetti. Everybody had a bit of
the blame but some politicians decided
that developers were the right target.”

While Mulryan said that “a lot of really
good builders” have either walked away
from the industry or were forced out by in-
solvency, he is now more active in Dublin
than at any time during the boom: working
with Singapore partner Oxley on a one mil-
lion-plus sq ft mixed development in Dub-
lin’s north docklands, and recently partner-
ing with CIÉ to deliver a major scheme
next to Connolly Station on the edge of the
International Financial Services Centre.

Ballymore is also currently in a
three-horse race to redevelop part of the
Guinness Brewery at St James’s Gate in
Dublin into a new urban centre, though
Mulryan declined to comment on that pro-
cess.

While Mulryan says the Government’s
recently-launched Land Development
Agency, aimed initially at freeing up State
lands capable of delivering 10,000 homes,
should help rein in land prices, he esti-
mates building costs will soar by between 7
and 10 per cent in each of the next two
years.

“Because there aren’t enough trades-
men, they’re going to call the tune – and, by
the way, builders’ suppliers are just going
to go for it, too,” he said. “That’s the big-
gest risk going forward for development in
Ireland.”

The Construction Industry Federation
estimates that apprenticeships in Ireland
have fallen from a peak of about 27,000
during the boom to about 3,000. It says
that about 5,000 need to be signed up a
year to meet demand.

Somers’s biggest post-crisis regret is the
fact that the National Pension Reserve
Fund has not been reinstated. It had over
¤21 billion invested across more than
2,500 companies globally, as well as in pri-
vate equity and overseas property at the
end of 2007, but was raided during the fi-
nancial crisis to help rescue the banks.

In its place, the Government established
the Ireland Strategic Investment Fund
(ISIF), but that offers little geographic di-
versification, and the promise of a “rainy
day fund”, into which Minister for Finance
Paschal Donohoe has committed putting
¤3 billion of funds by 2021.

“I thought the pension fund would be re-
constituted, as we have a huge pensions
time-bomb coming down the tracks,” says
Somers. “I think a rainy day fund is a much
harder sell than a pensions reserve fund.”

Mortgagerules
Murphy, who left Davy five years ago to set
up Carraighill Capital, a low-key independ-
ent research provider on European finan-
cial systems and bank equities, is now up-
beat on Ireland, but says the Central
Bank’s mortgage rules, introduced in
2015, have had unintended consequences.

“While I understand what they’re trying
to do, only the 5 per cent of the population
in Dublin earning over ¤100,000 could get
a mortgage equivalent to the average
home price in the city,” says Murphy, refer-
ring to the Central Bank rule on most mort-
gages not breaching 3.5 times income.

“You’re creating another bubble, not in
the property market his time, but a bubble
in rents and social inequality and political
inequality, which is a bubble in itself.
When you press down hard on one sector,
you’re going to create something on the
other side. You just need to get that bal-
ance and they’re definitely not getting that
balance now.”

The former trader, meanwhile, says he
had no idea of the ultimate scale of the im-
pending meltdown when he was making
money advising clients to sell Irish banks
12 years ago. “I still struggle with it. That’s
why I haven’t spoken about it for 10 years.
People lost a lot of money – and then you
look at the real problems that people have
had since then,” said Murphy.

“Of course, people will say, blame the
bankers. But people have to look deep with-
in themselves, too. Everybody wants to buy
tulips or crypto currencies when they are
going up. Everybody’s looking for the easy
money, right? Property was seen as easy
money at the time.”
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It was a “relatively low-key occasion”, reported The Irish
Times, but it was a symbolic one: on April 20th, 2011,
workmen removed the Anglo Irish Bank signs and logos
from its Dublin head office and its branches in Dublin, Cork
and Limerick in a co-ordinated operation instigated by
post-nationalisation Anglo boss Mike Aynsley.

This, wrote Simon Carswell in his book Anglo Republic:
Inside the Bank That Broke Ireland, had been dubbed
internally as the “Baghdad strategy”, in a nod to the day that
US soldiers had pulled down the statue of Saddam Hussein
after the fall of the Iraqi capital in April 2003. Eight years
later, the pre-nationalisation Anglo regime was being linked
through metaphor to Saddam’s. The removal of the signs,
Aynsley suggested, would “give people an incredibly strong
sense of finality in terms of the fate of this institution that has
cost Ireland so dearly”.

Whatever about a sense of finality, there was, at least, “a
small cheer” and some beeping horns on St Stephen’s Green
that afternoon.

The “Back to School Doombuster Party” was a party held
for about 600 Anglo Irish Bank employees at the
Mansion House on September 5th, 2008 – just three
weeks before the government introduced the
controversial bank guarantee in a bid to save Anglo from
collapsing overnight. The party, organised by none other
than Anglo chief executive David Drumm, was designed
to lift the morale of staff and convince them that every-
thing was grand and that the bank wasn’t struggling to
fund its survival. The invitation read: “Dear colleague,
the stock markets are down. They say the economy is in
recession. It rained most of the ‘summer’. The holidays
are over. This is Anglo so there is only one thing to do –
party!” The ¤80,000 cost to the shebang was not
actually a big splurge by Anglo standards and, though
the ¤24,000 drinks bill must have triggered some
vicious hangovers, arguably no amount of Prosecco
could have obliterated the reality of the bank’s trajectory
and busted that doom.

Not everyone was rushing to accept responsibility for
their part in the banking crisis and/or the hardship it
caused, and those apologies that were forthcoming
tended to come with qualifications attached.

1. Sean FitzPatrick: “It would be very easy for me to say
sorry,” said then Anglo chairman FitzPatrick on Marian
Finucane’s show in October 2008, days after the Govern-
ment’s decision to guarantee the banks. But . . . “the cause of
our problems was global, so I can’t say sorry with any degree
of sincerity and decency, but I do say thank you.”
2. Irish Banking Federation: “While the causes are many,
there is full acknowledgment that the sector must take its
share of responsibility for the crisis,” said then chief execu-
tive Pat Farrell in February 2009.
3. Brian Lenihan: When the then minister for finance was
asked in June 2010 if an apology was due from Fianna Fáil,

he said: “I certainly deeply regret what happened because
there were decisions made that were wrong decisions. Yes,
we did spend too much money and, yes, we did neglect our
tax base.”
4. David Drumm: The now-jailed ex-Anglo boss hasn’t said
sorry for any financial crime, but he did once “sincerely
regret the offence” caused by the “terrible language” he used
on the so-called Anglo tapes published by the Irish Independ-
ent in 2013. “I cannot change this now, but I can apologise to
those who had to listen to it and who were understandably so
offended by it.”
5. Brian Cowen: At the banking inquiry in 2015, the former
taoiseach (and former golfing partner of FitzPatrick) denied
Fianna Fáil had mismanaged the economy, but did regret the
impact of his handling of the crash: “I am sorry the policies we
felt necessary to put in place in responding to the financial
crisis brought with it hardship and distress to many people.”

ThelistApologiesandnon-apologies

You’re creatinganother
bubble,not in theproperty
markethis time, buta
bubble in rents andsocial
inequalityandpolitical
inequality,which is a
bubble in itself

The banking crisis picture archive throws up many unexpected treasures. Politicians
staging a tug-of-war outside Anglo Irish Bank’s headquarters on St Stephen’s Green. Other
politicians dressed in hazmat suits to illustrate the toxicity of the bank’s debt. All the
publicity shots for Anglo: The Musical. But this one, taken in September 2010, has got both
the hubris and its glum unwinding, the rise and the fall. In the background sits the shell of
what was meant to have become Anglo Irish Bank’s new headquarters on North Wall Quay
in Dublin’s Docklands. The building was subject to a legal dispute between its developer
(Liam Carroll) and a rival (Seán Dunne) before it became apparent that, well, Anglo just
wasn’t going to need it anymore. Since just last year, the finished building is where the
Central Bank seeks to fulfil what it calls its “increasingly complex mandate” – a key element
of which involves ensuring that a disaster like Anglo never happens again.

TheLexicon:PartTwo
Baghdadstrategy

¤35billion
Cost that the State has
carried for the bailout of
defunct lenders Anglo
Irish Bank and Irish
Nationwide Building
Society.

26,000
Number of jobs lost across
the Irish banking sector in
the decade since 2008,
following an unprecedent-
ed period of restructuring,
retreats and implosions.

500,000
Approximate number of
pages submitted by
various institutions to the
banking inquiry, the
financial and political
crisis postmortem that
was established in
November 2014 and sat for
106 days.

InNumbers
Bankbust
fallout
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