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includes tools for managing customer relationships and
improving risk management decisions. By using these
tools, HSBC hopes to be able to create strategies for
individual applicants, assess the value of each applicant,
and then customize a loan offer that suits the customer’s
needs as well as the bank’s business.

HSBC also made changes in both personnel and pol-
icy. The company ceased originating and purchasing
stated-income loans and boosted the required FICO
score for some loans. Tom Detelich, who had led the
transition from Household to HSBC’s consumer lending
business, was appointed head of HSBC Mortgage
Services. HSBC doubled the number of customer repre-
sentatives who call on borrowers who have missed pay-
ments and discuss payment plans that are more manage-
able. Those operations now run seven days a week.
HSBC is also utilizing information technology to pin-
point ahead of time which customers are most in danger
of failing to meet their monthly payments once their
ARMSs jump from their initial teaser interest rates to
higher rates. In some cases, the adjustment can increase
a monthly payment by $500.

Major investment banks like Bear Stearns and Lehman
Brothers failed in the fall of 2008 because they were
holding massive amounts of unsold CDOs and other
derivative products, as did AIG, the single largest insurer
of these instruments. Critical attention turned to the
models used to support what turned out to be a very
risky activity. While most blamed the models, and mod-
eling in general, others pointed a finger not at modeling
as an activity, but at the faulty application of the model-
ing, poor assumptions encouraged by senior executives
who did not want to understand the “real” risks they
were taking as long as they made money, and the failure
to take into account human behavioral issues. These
human behavioral factors included bankers around the
world acting like herds rather independent decision mak-
ers, all relying on the same convenient models and
assumptions, which predicted incredible profits and a
rosy future. The models also failed to understand that
when one multitrillion dollar credit market collapsed in a
global banking system, other credit markets would shut
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down, and major financial institutions and millions of
ordinary citizens would panic, run for the exits, and just
stop borrowing, lending, and spending. In fact, there is
no model for inter-market risk or for the behavioral
factors that drive correlation across markets,
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Case Study Questions

1. What problem did HSBC face in this case? What
people, technology, and organization factors were
responsible for the problem? Did HSBC manage-
ment correctly identify the problem?

2. HSBC had sophisticated information systems and
analytical tools for predicting the risk presented by
subprime mortgage applicants. Why did HSBC still
run into trouble?

3. What solutions is HSBC relying on to deal with its
problem going forward? Will these solutions be suffi-
cient to turn the subprime mortgage business around?
Are there additional factors for which HSBC has not
accounted? What are they?

4. HSBC made a decision to pursue subprime mort-

gages as a segment of its business. Explain how this

was a structured, unstructured, or semistructured
decision. Then, present your opinion about where in
the decision-making process HSBC went wrong.

Finally, apply the decision quality concepts of accu-

racy and comprehensiveness to this case.,

Do you think one solution to HSBC’s poor risk man-

agement practices is more and better information

supplied to decision makers, or is something else
required to improve its risk management?
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