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Corporate finance as a strategic factor for success 
 
 

by Dr. Eduardo Schindler * 
 
 
Competitive intelligence is all about identifying the strategic forces commanding the evolution and 
prospects of any given business, and then finding what matters for a company to be successful in 
exploiting the forces at work of the industry. The focus is on figuring out the relative position of the 
various major competitors against those features that will make the difference between winners and 
losers in the chosen markets. 
 
Until recently the importance of finance in shaping the strategic competitive standing of a company 
has been one among many of the rather second-class aspects in the picture. The center stage has been 
occupied by topics like market shares, growth and margin rates, or technological aspects. 
 
This article will argue that this situation is about to change - irrevocably and forever. Because of the 
forces at work in the financial markets, the future competitive standing of all companies around the 
world will be progressively - and at times even decisively - defined by their financial strength and 
flexibility compared to those of its competitors. 
 
At the end of the day it is all about winning, and winners will be only those mastering financial skills 
in a way never required before. 
 
 
Different ways to organize the same business 
 
A successful business is based upon both choosing a winning value proposition in the eyes of the 
customers and then delivering such proposition in an effective and financially rewarding manner. 
While managers may rapidly agree about what is (or is not) valuable for potential customers, it is at 
the stage of determining how to deliver this value where the wisdom of managers begins making a big 
difference between winning and loosing.  
 
Take for instance the issue of how to manufacture the company’s products. Some managers may 
choose to have a mid-size factory in every European country while another may prefer a single, large 
production center for the whole of Europe. Still another may take the “virtual factory” route and fully 
outsource production to cheaper east-Asian factories. And when it comes to choosing between 
producing against firm orders or against a targeted level of inventory managers may once again have 
different views about what is either desirable or possible. 
 
Managers’ choices are of course not limited to production or inventory matters. In fact their 
managerial wisdom (or lack of it) permeates the entire way in which companies organize themselves 
to carry out their businesses. Figure 1 illustrates the choice managers have between a highly asset 
intensive and an asset-minimalist approach in organizing their business. 
 
 
__________________________________________________________________________________________ 
 
* Dr. Eduardo Schindler is founder and CEO of 2thePoint - a strategy and corporate finance company, domiciled in 

Zürich, that provides advice and M&A services mainly to European industrial families. He is also a co-founder, board 
member and former CEO of NewCenturyBank in Vaduz, Principality of Liechtenstein. He regularly lectures in Corporate 
Finance topics and was a speaker at SCIP European conference in Brussels, October 2002. For questions and feedback, 
please contact the author at:  e-schindler@2thepoint.ch or tel.: +41 – 1 – 777 64 68. 

____________________________________________________________________________________________________ 
 

Page: 1 

mailto:e-schindler@2thepoint.ch


Dr. Eduardo Schindler Spring 2003 Strictly Confidential  
__________________________________________________________________________________________ 

 

Dr. Eduardo Schindler

Figure 1:

Any business model can be pursued with a very different level of asset intensity
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As different managers may give dissimilar asset-intensive responses along the entire value-chain, it is 
not surprising to find in the real world that two comparable companies may reach highly similar 
levels of sales with a very different balance sheet size (Figure 2). 
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Co. 1: All in-house

Figure 2:

Management may consider different options to run the business
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In a world of unlimited financial resources managers would run their businesses with ever-larger 
balance sheets. Financing would never be really a constraint and therefore it would also not be a 
differentiating element of meaningful strategic importance. Conversely, if the world turns into one in 
which financing becomes increasingly difficult to obtain, then all managers of all companies in all 
countries will be exposed to the fundamental strategic challenges of adjusting their business models 
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to the levels of financing effectively available. And this is exactly what is about to happen over the 
coming years.  
 
 
Banking credit crunch – act 1 
 
Since the discovery of banking in the middle-ages, banks have played the role of intermediaries 
between those members of society looking for a safe place to keep their savings and those needing 
loans to develop their business. The paramount importance of centuries-old commercial banking 
activities is illustrated by the key ratios from commercial lending of Swiss banks (table 1). 
 
 
Table 1: Key ratios from commercial lending of Swiss banks 
 
 Ave. 60-75 Ave. 76-90 1995 2001 
 
Savings 53 31 24 21  
as % of total balance sheet  
 
Private and Commercial loans 28 27 22 18 
as % of total balance sheet 
 
 Ave. 60-79 Ave. 80-89 Ave. 90-99 2000 
 
Interest income 94 84 73 67 
as % of total income 
 
Source: Swiss National Bank       
 
 
Until the mid-70s, societies’ saving accounts represented more than 50% of the banks financing 
sources and it was by far the largest generator of funds available to them. Unfortunately for the banks 
(and the borrowers) these immense fountain of business had dropped to less than half by the mid-90s, 
and it has continued to drop even further. Society at large has discovered other, more interesting 
forms of saving and hence it has (and still is) progressively taking their money away from their saving 
accounts. 
 
Lacking financing left the banks with no other choice but to substantially reduce their private and 
commercial lending practices as well – to less than 18% of the entire banking assets as per the lending 
figures. The resulting reduction in the importance of interest income over the bank’s total income, 
from more than 90% of total income through the 80s to about 60% today, reflects these major 
adjustments in the business portfolio of the entire banking system. The credit-crunch experienced by 
many companies in all five continents over the recent years reflects the crucial fact that the banks are 
simply less able (as opposed to just less willing) to lend. 
 
Further shaping their lending practices, the banks are not only dealing with vanishing saving accounts 
but, more importantly, they must now cope with the even larger challenge of complying with the 
equity requirements of Basel-II, an agreement made among member countries in the context of the 
BIS and which will be compulsory for all banks to comply with by the year 2006. This is likely to 
modify their ability and their willingness to lend in a dramatic and self-compounding way. 
 
 
Banking credit crunch – act 2 
 
Current guidelines from the Bank of International Settlements (BIS) in Basel, Switzerland, require a 
bank to maintain an 8% ratio of equity to total liabilities. In simple terms, this means that a demand 
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for a commercial loan for say $100M could be funded with $8M of the bank’s own money and $92M. 
of funds from the saving deposits held by private individuals in the bank.  
 
Over the years the more than 15,000 commercial banks all over the world have been lending to 
companies under the objectives and constraints of this 8% mark. And to put it in perspective, the most 
solid (e.g., Swiss) banks show a capital ratio of about 11-12%, while weaker institutions may show a 
capital ratio of even less than 5%.  
 
Presently, literally millions of existing commercial loan portfolios booked into the balance sheets of 
these banks stem from a lending philosophy built upon the 8% objective. Every one of these corporate 
loans has been generated with the simple assessment criteria of whether the credit request would fall 
below a given maximum risk mark set by the banking authorities. If below, a loan would be granted; 
if above, the request would be rejected. And once a loan was granted and booked in the credit 
portfolio of a bank, the auditors would regularly assess whether the underlying risk was too large to 
be covered only with the initial 8% average. If not, the bank would be asked to provide larger equity 
coverage by means of a charge into its profit and loss statement. 
 
Basel-II takes a very different view on how to assess, grant, and manage commercial loans. It 
recognizes that different borrowers have different levels of risk and therefore that a $100 M loan 
would require a very different equity coverage depending on the level of risk of the borrower. For 
instance, a double-A borrower would require only $2 M of equity and $98 M could be funded with 
money from (say) saving deposits. Conversely, a risky triple-C borrower would require almost $30 M 
of the bank’s own money to fund the credit, as indicated in Figure 3. 
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Figure 3:

The impact of Basel II on lending practices of the banks
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The implementation of Basel-II means that all banks across all countries will have until 2006 to revise 
their entire loan portfolio, to allocate a credit-risk level to each loan, and to measure whether they 
have sufficient equity coverage to carry their respective credit portfolios in their books. If they have 
enough coverage, the world can continue in a “business as usual” mode – as it may actually be the 
case for a small minority of institutions. If not, the banks have a limited time to either raise more 
equity, reduce their loan portfolio, or both.  
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Moreover, banks will request changes in the terms and conditions of the hundreds of thousands of 
credit contracts currently in their portfolios to reflect the “true” risk level allocated to these contract 
by the banks. 
 
The outcome of this massive portfolio review process is that for companies as well as for banks the 
credit-crunch phenomena will get much worse before it gets any better – if ever. In fact, I would 
argue that presently we are at the outset of the largest credit adjustment process of the century and 
that, as a direct consequence of it, financial matters will dramatically - perhaps even irrevocably - 
change the strategic standing and prospects of all companies around the world. Let us see why. 
 
 
Winners vs. losers in the emerging Basel-II world 
 
Over the last decades the members of society have modified their saving patterns away from 
traditional bank saving accounts. Of course, the savings have not disappeared but they are simply 
going elsewhere – namely into mutual funds. Table 2 illustrates that practically everywhere the 
mutual fund industry has increased almost 10-fold within a short period of time.  
 
 
Table 2: Asset gathering in the mutual fund business 
 
 1990 1995 2001 
 
Switzerland (in CHF bio.) 40 180 480  
 
Europe (in Euro bio.) 553 1’700 3’592  
 
USA (in US$ bio.) 782 2’300 7’914  
 
Source: Lipper Switzerland AG; ICI & FEFSI      
 
 
Investment funds are in the business of acquiring and selling company securities, not providing 
commercial loans like the banks. Hence, in every nation we are experiencing a major switch in the 
way in which people allocate and manage their respective savings, namely: 
 

• away from saving accounts: money allocated into commercial loans to companies 
through the decisions of credit officers in the banks 

 
• into participations in mutual funds: money allocated into securities issued by 

companies through the decisions of mutual fund managers. 
 
This massive re-shuffling of funds has dramatic consequences on the way any company can finance 
its activities. Going forward, all enterprises in the world (large and small, old and new, public and 
privately-held, single business and conglomerates, local and international) will operate in an 
environment in which the availability of finance is shifting from loans-like into equity-like funding 
(Figure 4). 
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Figure 4:

Bottom-line 1: investors will have an increasing challenge to finance their business
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Company-owners will be confronted with the difficult choice to either replace bank lending with 
some form of equity-like financing, or else they will have no option but to reduce the size of their 
balance sheet by disposing of assets.  
 
Precisely here is the point of departure separating the routes of winners from losers. All senior 
managers in every country will be asked to critically review the “business as usual” value chain (as 
illustrated in Figure 1), to re-define the notion of core vs. non-core assets, and to formulate a winning 
way of doing business with a substantially smaller asset base. Moreover, with companies forced to 
issue equity-like securities, an entire new set of managerial skills are needed to price, structure, and 
place an offering in the private or public market. And complying with the demands of private equity 
‘lenders,’ instead of a bank’s director, requires a much different set of communication and reporting 
abilities – not even to mention the pressure for a financial performance well above of banks’ 
traditional loan-based requirements. 
 
Disposing of assets either “too little” or “too late” will mean getting lower prices for such assets and 
perhaps even then not generating enough cash to meet pending obligations in a timely manner. Equity 
erosion will follow and may drive companies into a downward spiral of dramatic consequences. 
Similarly, issuing securities with the “wrong pricing” or at “inconvenient terms” will mean getting 
into governance problems, financial mismatches, or even compliance difficulties. Financial and 
reputation strains will follow with equally devastating consequences. 
 
And there is more. Winners will be separated from looser not only by their ability to cope with the 
expanding complexity of these processes but also, and perhaps even more importantly, the race to re-
shape balance sheets will be a contest against the clock - and the time given by the jury is very 
limited.  
 
And there is worse. The race is not a zero-sum game. 
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Conclusion 
 
The competitive standing of companies will be progressively affected by financing considerations. In 
some cases the importance of finance (or lack of it) may go as far as separating survival from 
bankruptcy. This is a message of major strategic relevance for all companies in all countries and with 
imminent impact for them – either for good or for worse. 
 
If this scenario is accurate, then in-depth strategic financial analysis will become a fundamental 
component in the tool-kit of all professionals undertaking competitive intelligence work. For these 
professionals there is a clear and powerful message. Starting now they must consider questions like:  
 

• How many senior managers will be up to this job ?  
 
• What will happen to companies with outstanding operational capabilities but slow in 

adapting their financing abilities ?  
 
• How well is my company prepared to meet these financial challenges ?  
 
• What about our competitors, do they have a stronger or larger financial flexibility ?  
 
• How can we develop and exploit competitive advantages through financial aspects ? 

 
At the end of the day it is all about winning – and the winning game is depicted in Figure 5. 
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Figure 5:

Bottom line 2: Winners will have to meet simultaneous and moving challenges

Winners will go 
from large . . .

Total assets / finance Time

. . . to much smaller 
balance sheets.

Equity

Loans

and from 
more . . .

. . . to less 
leverage.

 
 

 
Winners will be only those mastering financial skills to take the appropriate and timely steps to 
reduce their balance sheet and simultaneously increase equity-like funding. The game has in fact 
already started and the jury’s clock is already ticking. Good luck. 
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