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By Tom Hartley 

Global markets, investors, consumers, businesses and regulators continue to adjust to 
the impact of Sept. 15, Wall Street’s worst day since Sept. 11, 2001. 

Call it a crisis in the U.S. financial system, a market correction, sea change in the way 
lenders do business or a day of reckoning. The unprecedented recent chain of events 
sent tremors rolling around the world. 

Two of Wall Street’s biggest firms were pushed into extinction and a government bailout 
was needed to save one of the world’s largest insurers, at least temporarily. 

“There has to be a reckoning for the companies that have done excessive lending or 
excessive investment in risky ventures and not placed enough concern on the riskiness 
of what they got themselves into,” says University at Buffalo economist Isaac Ehrlich, a 
recently-named member of Gov. David Paterson’s Council of Economic Advisors. 

“The market is trying to smooth things out, but I don’t see the end yet,” he said. 

Ehrlich did not identify any other potential at-risk company, but troubled Washington 
Mutual Inc. is the subject of speculation as possibly being the next giant to tumble. 

WaMu, which has $143 billion in retail deposits, operates a call center in Albion. With 
800 employees, it is the largest private employer in Orleans County. 

John Koelmel, president and CEO of First Niagara Financial Group Inc., termed the 
current events a “bit of a financial tsunami” and said it will take two or three years to sort 
things out. 

Meanwhile, because banks are being required to hold and raise more capital, their 
increased costs will cause higher interest rates on loans, he said. 

“Whether a bank is well-capitalized like us or teetering on bankruptcy, the capital 
requirements will affect everyone,” he said. 



Another effect, bankers say, will be a strengthening of the financial services industry, 
which is being forced to return to conservative banking practices. 

In recent years, many companies moved into higher-risk areas, such as subprime real 
estate lending, and got burned. 

Koelmel said he expects more companies to fail, consolidate, be sold or forced to 
merge before the situation plays out. 

Rene Jones, chief financial officer of M&T Bank, agrees. 

“There are more shoes to drop,” he said, without naming names. “The Fed and 
Treasury are working their way through this, but I’d be hard-pressed to think we are 
done.” 

M&T, despite a rough patch in 2007 due to losses related to the mortgage industry, has 
strengthened itself by increasing loan loss reserves, Jones said. 

Of the 21 largest U.S. banks, M&T has the fourth-lowest rate of bad loan charge-offs, he 
said. In addition, the $93 million of new capital generated in the second quarter was one 
of the industry’s highest. 

Citing both as indicators of the Buffalo-based bank’s stability, Jones said, “Banks in the 
Northeast and M&T, which operate relatively conservatively, are going to come out of 
this fine and better than many institutions in other parts of the country.” 

Less lending and higher interest rates are likely to be the biggest short-term impact. 

Ehrlich termed the present situation an example of financial markets readjusting to 
correct past excesses – “and that’s a healthy situation.” 

He said he doesn’t know if the problem can be prevented from spreading to the general 
economy from Wall Street, where on Sept. 15 the Dow Jones Industrial Average was 
down 504.48 points. 

“That is the key question,” Ehrlich said two days after the rushed sale of Merrill Lynch to 
Bank of America, the bankruptcy court filing of Lehman Brothers Holdings Inc. and the 
Fed’s bailout of American International Group Inc. with an $85 billion loan. 

In spite of what happened to the investment banks, the traditional banking system “is in 
good shape fundamentally,” said M&T Bank economist Gary Keith, who believes the 
economy has tipped into recession. 

“It is in good shape because of its strong capital base and access to a stable deposit 
base for funding,” Keith said. 



“At this point, the problem is largely confined to Wall Street and the excesses of 
Lehman Brothers and Merrill Lynch. On the other hand, they are so large and have their 
fingers in a lot of pies that it could affect the economy,” the economist said. 

“The biggest issue is confidence in the financial system, both from the standpoint of 
outsiders looking at investing in the U.S. and in terms of Mr. and Mrs. Main Street, and 
whether decisions are being put off on foreign investment, capital spending and 
consumer spending,” Keith said. 

With each passing day, new ramifications emerged. For example, The Wall Street 
Journal reported that banks on Sept. 16 abruptly stopped lending to each other or 
charged exorbitantly high rates. The moves threatened to spread the troubles of AIG 
and Lehman Brothers to a broad range of financial institutions and the global economy. 

Peter Humphrey, president and CEO of Warsaw-based Five Star Bank, said the 
climactic changes reshaping the U.S. financial services industry are painful but 
necessary. 

“In the short term it is destabilizing, but in the long term it is what is needed,” he said. 

Five Star Bank, Humphrey says, will not be harmed by the current events despite links 
to loss-plagued mortgage finance companies Fannie Mae and Freddie Mac, which were 
placed under government conservatorship this month. 

In a worst-case scenario, Five Star has said that if it had to write off the $32.85 million in 
the two companies’ securities that it holds, it would still meet regulatory capital 
requirements and continue making loans. 

In the Fannie Mae/Freddie Mac agreements, the government committed to investing as 
much as $200 million in preferred stock and at least $5 billion in their mortgage 
securities. 

Williamsville financial planner Anthony Ogorek, owner of Ogorek Wealth Management 
LLC, said the Sept. 15 Wall Street meltdown was “a day of reckoning for a financial 
system that evolved over the 78 years since the Depression.” 

“Clearly, the regulatory infrastructure was not up to date or up to the task. That is one of 
the reasons we find ourselves where we are today,” he said. 
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