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The collapse of Barings
—the end of merchant banking—
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Summary

O In February 1995, Barings plc, the oldest British merchant bank, which had been active more
than 200 years, went bankrupt. This paper traces the causes of the Barings' collapse.

O The immediate causes of the Barings' collapse were illegal transactions executed by a
derivatives trader in Singapore and deficiencies of the Barings' control and supervision system.
In addition, the Bank of England, which was in charge of the supervision of Barings plc, was to
blame for neglect of duty.

O The fundamental cause of the Barings' collapse, however, existed in its business model, that is
to say, thé’ merchant bank" model. The merchant banks flourished as the British Empire grew
and they declined as the Empire decreased its power. Moreover, the merchant banks gradually
conceded to the offensive of the American investment banks and the Big Bang in 1986 gave
them a fatal blow.

O The “ gentlemanly bankers" such as Barings could not cope with the rapid changes of
circumstances after the end of World War Il. As for Barings itself, the collapse was accelerated
by risky tradings, aiming at the short term profit, with a small capital and an insufficient control
and supervision system.

0O The merchant banks were doomed to perish because they had already been out of the

current of the times.



