There's been a lot of talk in recent weeks about UBS needing to make up ground with Wall Street rivals on a number of fronts -- leveraged lending, costs, banker departures. What have you done to address these issues?  

   "It's been interesting that over the last week, since we announced Peter Wuffli's departure, a lot of the press coverage has focused on the investment banking division, our cost income ratio and the speed of our growth plan. I think it's also fair to say a lot of focus has been on the fact that (investment bank president Kenneth) Moelis and (global investment banking co-head Jeffrey) McDermott left the firm, suggesting that there is some kinds of a malaise in the investment banking division, whereas our internal and our clients' perception is we're just going gangbusters in terms of the growth of our U.S. investment banking division."  

    "What a difference a week makes. We've acted as advisor to the special committee of Alcan (on Rio Tinto's takeover); the Western Mining IPO in China, our first A-share IPO in China, which was up approximately 260 percent on its first day. We were exclusive financial advisor to MatlinPatterson Global Advisors LLC on the sale of Huntsman Corp. There is another side of the story which is that maybe this thing is really in the process of turning itself around. The fundamental health of the business and internal excitement is greater today than its ever been."  

What about the departure of Ken Moelis impact and other banker departures?     

    "The good news is the momentum of the business has not been impacted. We clearly had some colleagues from all ranks and levels leave to join Ken's new company -- around ten. 

    "We focus on our key industry practices and our key M&A and capital markets franchises and have made a few good hires so we're in very good shape. We hired (senior bankers) Jim Metcalfe, Bill Drewry and Bill Houlihan as managing directors in U.S. investment banking, among others. 

   But being realistic, Ken's starting up a small company. He doesn't have room for that many people." 

Did you need to provide new pay packages to stem defections?    

   "We don't talk about compensation arrangements. We've been very focused on stabilizing and committing to our teams. The one thing I'm comfortable about is we've been able to do that and that we have been able to stabilize and that has not involved creating a large amount of guarantees as part of that process. As with any firm there have been a couple (of guaranteed packages), though not during these past few months." 

How is the investment banking division doing? 

    "We feel that, if anything, our franchise and breadth of footprint is really broadened and deep now in the U.S. There are sectors we can improve and strengthen. I'd say we are doing that now through internal growth. We have had very strong campus recruiting efforts in the U.S. for past 6 years and that's creating a healthy pipeline for future bankers and leadership. It's not just about 50 senior bankers. It's about a department with 1,000 people in the U.S. with a very strong bench in my view, and 2,700 people in investment banking globally, which includes industry practices, M&A and equity capital markets." 

    "In terms of hiring, we have bunch of graduates coming on during the summer and lateral hires in the 30-50 range."  

    Rick Leaman said he's expanding U.S. bankers by 10 pct this year. So are you adding a hundred? 

     "Excluding the usual entering class of analysts and associates, I don't think it's that many for the back half of this year. " 

   What are you doing to close the fixed income Gap vs Goldman Sachs, Morgan Stanley and others? 

    "We've made some real progress. From our point of view, the acquisition of Pactual in Brazil, the transformation of our Russian business to a branch bank business, allowing us to trade fixed-income instruments, as well as the development of our Chinese footprint, given the acquisition of management control of Beijing Securities, really creates a very powerful platform for emerging markets.  

    "We're delighted with our investment in Brazil, which is growing at an unprecedented rate, given the shift to investment grade status for that country.  

    "Secondly, we've recruited aggressively, domestically here in the U.S. and in Europe, in terms of building out our real estate practice in the fixed income/property finance/CMBS business, which is highly aligned with our successful investment bank team led by Jackson Hsieh. We recruited Jim Reichek and a group of 40 professionals last year in the US, and this year we recruited 15-20 in Europe with Don Belanger hired from Credit Suisse to lead that team That business was an important hole for us to fill." 

   "With regard to leveraged lending, we shouldn't get too carried away, but we've moved up to Number 10 in the league tables. We reworked our risk profile in that business and we're very excited about propositions that we're pricing and are seeing real opportunities to be involved in some significant transactions. We haven't been as lucky at backing the winning horse as we might have wished but like a lot of people in this business, you need a lot of at-bats before you actually get a hit. " 

    "If you look at the underlying numbers in the first quarter for the Investment Bank, they get a little skewed. We report those numbers including the DRCM business. That clearly was loss making in q1 and dragged our numbers down. We've got plus 50% growth in our credit fixed income business, plus 50 percent growth in our emerging markets business, very strong levels of growth off a small base in our real estate business. In commodities we're up and running in all the metals, energy, natural gas and oil and we've started to do global warming roducts. Commodities are growing off a small base.  

    The last thing is that the reintegration of DRCM brought a lot of talent back into the business. We've brought in the high yield trading capacity, the real estate capability and some of the MBS trading capacity of that group, which will drive very strong levels of growth through our fixed income business for the balance of the year. We'll bring 130 professionals back into the investment bank out of 250-odd professionals at DRCM.      One of the big plusses of reintegrating DRCM, which is a bit like a merger for us, is the ability to share resources to build our technology which will allow us to scale up a lot of the derivative businesses which are really powering liquidity and profitably in the fixed income markets. So there are there definitely investments being made. 

    "We're pretty much through that investment cycle, and absent the usual run rate of organic growth (in costs), we now have in place the resources we need to compete globally with the best in class, whether that is Goldman Sachs or Morgan Stanley, in all our main business lines, including fixed income."  

 Cost ratio?  

    "UBS investment bank's cost income ratio went up from about 70 percent to about 76 percent in the third quarter and fouorth quarter. That's what caused a lot of the concern about the profitability of the Investment Bank. In the third quarter there was revenue under-performance on the interest rate side. And in the fourth, we had a relatively high level of cost growth. What we've been doing since then, critically, is three things:  

    First, we've been very focused on the hires we're making. Secondly, -we have had a very big push in terms of our desire to offshore more of our logistics functions and while that hasn't come though in cost savings yet, we were able to put in place steps that will allow us to achieve those cost savings over the foreseeable future.   

    And lastly, we really worked hard to get a grip on our discretionary expenses -- travel & entertainment, consultants -- all of that is starting to bear fruit. In the first quarter we had zero headcount increases, and reduced contractors. We've been managing our discretionary spending much more efficiently.     We'll start to see the fruits of that over the course of the next several quarters. "  

Has there been a change in risk appetite at UBS concurrent with the recent departure of group CEO Wuffli? 

    "Ultimately the architect of UBS and the UBS Investment Bank is Marcel Ospel and Marcel is still our chairman. He is very committed to us being a global leader in investment banking, I don't see any changes in his investing in the investment bank and supporting our success.  

    "I actually think that our risk appetite is not the issue. The issue that's been at the heart of the frustration around risk at UBS has been with our risk processes. That they are unduly bureaucratic and too slow. Clearly with a fresh approach at the top, I'm highly confident those risk processes will become much more market-centric and speedy.  

You're expanding leveraged lending. What about doing more in the way of merchant banking investments? 

    "We are very committed to our private equity clients. We want to be very committed to our leveraged finance bankers, but equally we want to make sure that we're sized to be in the middle of the market. We don't want to lead with our chins and try to do too much in one bite. We need to demonstrate we can build a scaleable, well risk managed business. I like what we're doing, we've moved from (rank) 14 or 15 in leveraged buyouts to 10(th) and I'd love to see us move much closer toward 5TH in leveraged lending. In a year we can see where we are and where we will go from there."
