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           based on the title of this Paper  

           ...”Jesus... saith unto them, Children, how hard is it for them that trust in riches

                to enter into the kingdom of God!  It is easier for a camel to go through the

                eye of a needle, than for a rich man to enter the kingdom of God!

                S. Mark 10, vs 24-25

1.  FINANCIAL CRISES FROM 2007    

     We are seeing at least three distinct banking and financial crises one after another and, to an

extent, alongside each other.  First, the banking crisis of 2007-2010 which exhibited the culture of

greed, as confirmed by your Chairman, Aidan Vaughan in his ACFA Press Release of March 2011,

and also by my own chapter in my new edited book “Business Ethics”, also published in March 2011.

      Second, there is the Eurozone debt crisis which is affecting particular European nations, such as

Greece, Ireland, Portugal, Spain, and Italy, as well as Europe as a whole, and possibly spreading wider.

      Third, perhaps taking longer to manifest itself than we might have expected, is the overt

expression of public anger taking the form of citizens` demonstrations in major cities of the world from New York, to Rome, Madrid, Lisbon, London, and others.  These public demonstrations, particularly since September/October 2011, are directed against bankers and politicians, who are accused of destroying economies, and against the drastic austerity measures being introduced by politicians in many countries.1   

       Yet, in the same month of October 2011, we are informed in Britain that  – despite market turmoil, the European debt crisis and a decrease in business activity levels – bankers, brokers and

other City of London workers are set to receive bonuses in 2011 estimated at around £6 billion.  Although less than the record level of bonuses in 2007 reported to have been some £11.6 billion, 2 the payment of bonuses to bankers and other workers is an inflammatory issue to the general public in this country, and others,  when many citizens are experiencing financial hardship, unemployment, home repossessions, and increasing costs for energy, travel, and other expenditure.

       Is it any wonder that public demonstrations globally are taking place in the light of an increasing gap between rich and poor in many nations?  One has to conclude that the search for justice in the banking and financial services worlds is being sought directly by, and through, these public demonstrations by members of the public, who feel that justice via the political system, or  through restraint by bankers themselves, is not working. I shall come back to this point later.
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       For now, I shall move on to look more closely at the first financial and banking crisis, to which I referred earlier – that of 2007 to 2010 – which revealed the culture of greed, conflicts of interest,

securities fraud, and mismanagement in certain US banks and also some of the same problems in British banks.

       Following my analysis of  “The Ethics of the Financial Crisis 2007-2010”  taken from my edited book “Business Ethics”, I shall draw on my second chapter in this book entitled “The Ethics

of the Takeover of Cadbury plc by Kraft Foods in 2010”.  This controversial takeover demonstrates short-termism in respect of investment in companies, which is another critical issue facing the

financial world today.

                 “Better is the poor that walketh in his integrity, than he that is perverse 

                   in his lips, and is a fool”.

                   Proverbs 19, v.1

2. “ THE ETHICS– OR THE LACK OF ETHICS – IN THE GLOBAL FINANCIAL CRISIS 2007-

       2010”  

     First in this chapter, I examine three American banks which exhibited unethical conduct during

the recent financial crisis – namely, Bear Stearns, which had to be rescued by rival US bank, J.P.

Morgan Chase & Co., in 2008; Lehman Brothers, which filed for bankruptcy in September 2008; and allegations of securities fraud at Goldman Sachs in 2007.

      Extreme greed was a driving force in the US bank cases, but also there was the use, and concealment, of a misleading accounting device – known as `Repo 105` - at Lehman Brothers.  To achieve the bank`s aggressive growth strategy from 2006, Lehman Brothers repeatedly exceeded its internal risk limits and controls.  The markets had been shaken by the collapse of Bear Stearns in March 2008, and Lehmans was considered to be the next US investment bank that might fail.  Confidence was eroding and Lehman needed favourable ratings to retain investor and counter-party confidence.  Therefore, staff at Lehman Brothers began to use this misleading `Repo 105` accounting device to manipulate the balance sheet to give a more favourable picture of net leverage and liquidity numbers.  Lehman staff did not disclose to the US Government, to rating agencies, to investors, or their own Board, the use of  `Repo 105` . However, the firm`s auditors, Ernst & Young, are understood to have known, but not questioned, the use or the non-disclosure of this misleading accounting device.

        Due partly to the false financial picture created at Lehman Brothers, by 2008 the bank had insufficient liquidity to fund its daily operations.  And, on 15 September 2008, Lehman Brothers

filed for bankruptcy protection in the United States.  It is the largest-ever bankruptcy ever faced by

that nation.

         In the case of Goldman Sachs, although this bank did not fail but nevertheless received

temporary US Government funding, a conflict of interest occurred in respect of the marketing of

mortgage-based securities.  The hedge fund partner, Paulson & Co., who helped select a

                                                                      3.

Mortgage-based Securities Fund for Goldman Sachs, at the same time was betting on the Fund failing. Numerous courts in the USA have examined these cases and refer to unethical conduct, while other legal cases are only just beginning in the American courts.

        A consequence, particularly of the bankruptcy of Lehman Brothers in the United States of

America in September 2008, was that banks stopped lending to each other, creating liquidity

shortages among banks.  So I focus next in my chapter on three UK case-studies of banks, which

also reveal unethical conduct.  

         My three UK bank case-studies are (1) the run on Northern Rock in September 2007; the

rescue and merger of Halifax Bank of Scotland plc (HBOS) by Lloyds TSB in 2008-9; and the

Royal Bank of Scotland Group plc, (RBS), also in 2008-9. These three cases demonstrate not just

liquidity threats, but also unethical behaviour by senior bankers, and extreme risk-taking.  Furthermore, as you will recall, unacceptable levels of salaries, bonuses, and pensions were being paid to senior bankers, accused of being driven almost completely by bonus.  In other words,

greed!  In particular, the behaviour of Sir Fred Goodwin, Chief Executive Officer (CEO) at the

Royal Bank of Scotland Group stands out. He resigned when the bank was rescued by nationalisation in 2008/9 on account of its colossal losses, and British taxpayers ended up owning

83% of the RBS Group. On leaving his post as CEO in early 2009, the value of Sir Fred`s pension

was £703,000 per annum.  However, after public outcry, he eventually accepted a reduced annual

pension of £342,000. Also, as CEO, Sir Fred exhibited poor management in regard to the bank`s

decision to purchase – in a consortium – the Dutch bank, ABN Amro, which he later admitted was

a mistake!  He also indulged in lavish spending on the construction of a new bank headquarters in

Edinburgh, during his time as CEO; the use of a private jet for Board members` occasional 

corporate travel; and other excesses.

         My chapter continues by setting out the range of legal, financial and structural reforms at global, European and UK levels to reform the financial sector following the crisis of 2007-2010.

For example, the amount of capital that banks should hold to avoid future liquidity crises and

recommendations for improved risk management and governance.  However, I argue that these

official reforms – some still in progress – do NOT deal adequately with bankers` poor behaviour exhibited during the crisis, and there is an urgent need for ethical improvements.

         Therefore, the final section of my chapter in this book “Business Ethics” concludes with

proposals for ethical reform.  These ethical reforms, especially for financial institutions, are drawn

from five Public Lectures of around 2010, plus my own contributions.

         The first was delivered by Professor Michael Sandel in the UK in the Radio 4 Reith Lectures

of 2009.  He chose the topic for his first Reith Lecture of `Markets and Morals`.  Markets are not

just economic mechanisms, he argued, but should incorporate moral and political questions in the

valuation of goods.  He called for a rethink about the scope of markets intruding in areas where

they do not belong – in other words, we need to think through the moral limits of markets.

          Another Public Lecture was given at Harvard University in 2010 by Professor Simon Johnson. He argued that the concentration of economic power in large US banks is a threat to democracy.  US banks, he pointed out,  have used their power to lobby Congress to prevent their

regulation.  He urged that the balance of power needs re-establishing.  Similarly, in the UK, banks,

and their trade association the British Bankers Association, lobbied British Government to delay
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implementation of the expected separation of retail (that is, high street) banking from investment operations, ahead of  the final report of the UK independent Commission on Banking, being published in September 2011.  In the event, the Commission, chaired by Sir John Vickers, recommended a strong, but flexible, ring-fence around these different banking activities rather than total structural separation.

        A third Public Lecture cited in my chapter was delivered at St. Paul`s Cathedral, London,

by Harvard Professor, Niall Ferguson, on 6 July 2010 entitled ` Men, Money and Morality: How

can Trust in Banking be restored`.  Ferguson drew on his recent biography of the banker, Siegmund

Warburg, who in the 1950`s favoured an “ethical framework” at his London bank, Warburgs (since

acquired by Swiss Bank, UBS).  Siegmund Warburg stressed the importance to his bank staff of

moral standing, including integrity and reputation, and he promoted five “haute banque” principles

based on these ethical values. Moreover, he instructed his staff never “knowingly (to) breach the

Companies Acts, the Takeover Code, or the Stock Exchange Regulations” and “Never do anything

that would bring Warburgs into disrepute”.

          Stephen Green, then Group Chairman of HSBC Holdings plc, gave another Public Lecture in London on 7 July 2010.  He enunciated three main themes: (1) to restore values to the

market; (2) to restore values to the corporate world; and (3) to develop individual responsibility for

nurturing and preserving values in companies.3

           With regret these, and the other ethical proposals set out in my chapter, are not a part of the

official reforms for banks either at global, European, or national levels.  So, if our Prime Minister,

and Business Secretary, Dr Vince Cable, are intent on improving the moral fibre of our society, they need to take action in this realm. 

                “Lay not up for yourselves treasures upon earth...But lay up for yourselves

                  treasures in heaven, where neither moth nor rust doth corrupt, and where 

                  thieves do not break through nor steal”. For where your treasure is, there will

                  be your heart be also”.

                  S. Matthew 6, vs 19-21

3.  “THE ETHICS OF THE TAKEOVER OF CADBURY PLC BY KRAFT FOODS IN 2010”

       I have time to recall only one or two aspects from this detailed case in my new edited book

“Business Ethics”.  From the side of US Kraft Foods, you will recall that in September 2009 in its

unsolicited proposal, Kraft expressed the belief that it would keep open Cadbury`s Somerdale factory, near Bristol. Kraft re-iterated this intention in its formal offer for Cadbury plc of 9 November 2009 

       Yet, on 9 February 2010, one week after the takeover was finalised, Kraft announced that it would be unable to keep open the Somerdale factory.  The House of Commons Select Committee on

`Mergers, Acquisitions, and Takeovers` concluded that Kraft`s actions had damaged its reputation

in the UK, and soured its relationship with Cadbury employees.
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        But, to be fair, Cadbury plc had announced already in 2007 its future planned closure of the

Somerdale factory and the move of production principally to Poland where wages are cheaper, so UK jobs would have been lost anyway.  The Cadbury Somerdale plant was shut permanently at the

end of March 2011.

         After calls for a change to the UK Takeover Code following Kraft`s controversial takeover of Cadbury, the Takeover Panel launched a review of certain aspects of the Code.  The final consultation period closed at the end of May 2011 and the Panel`s amendments came into force on   19 September 2011.  The proposals include greater protection for employees, intended to prevent another Somerdale.  It is reported that Dr Vince Cable, the Business Secretary, would like the Takeover Panel to go further and implement some of the more radical changes raised initially by the Panel , such as restricting the voting rights of short-term investors.4  Lord Mandelson, when Business Secretary,  had made a similar point in his speech in the City of London in March 2010, when he referred specifically to short-termism and the takeover of Cadbury.  He pointed out that the fate of a company like Cadbury, with a long history, “was decided by people who had not owned the company a few weeks earlier, and probably had no intention of owning it a few weeks later”.

       So, the need for justice is apparent also in the area of takeovers and mergers.  Perhaps the irony in this case is that some 18 months after its takeover of Cadbury and  the claim by Irene Rosenfeld, Kraft`s  Chairman and CEO, that the huge size of Kraft would benefit the Cadbury 

brand, Kraft announced in August 2011 its plan to separate its grocery from its chocolate and snacks

businesses.  5

       ...”the Lord...He hath shewed thee, O man, what is good; and what doth the Lord 

          require of thee, but to do justly, and to love mercy, and to walk humbly with thy God?”

          Micah 6, vs 7-8

4.  CONCLUSIONS: JUSTICE IN THE BANKING AND FINANCIAL SERVICES WORLDS -

     OR WILL IT BE THE SAME NEXT TIME?

     Justice is associated with `fairness` but neither principle is in evidence in the recent and current

financial crises. The public demonstrations against corporate greed may, or may not themselves

lead to justice.  The demonstrations, inspired by the `Occupy Wall Street` movement have spread

worldwide, but will they bring justice eventually – or simply attract into their midst activists and

mindless protesters?  Time will tell, although at this moment, some demonstrators in the UK

maintain that they will occupy their positions in front of St. Paul`s Cathedral, London, until

Christmas 2011 -  and presumably some outcomes have been achieved. 6

        Another development before, during and after, the financial and banking crisis of 2007-

2010 concerns the growing Christian evangelical meetings being held in the City of London.  An

article in the Independent newspaper by Alex Preston, dated 24 April 2011, entitled `God`s bankers: How evangelical Christianity is taking a hold of the city of London`s financial institutions` gives details about this evangelical development.  The `Alpha` course, and `Alpha in the Workplace` initiatives focus on increasing spirituality in the City of London.  Also, other evangelical organisations have spawned in the past decade, such as `Christians in the City`; `Christianity
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explored`; the `Banking Christianity Fellowship` and the `City Prayer Breakfast`.

        But, are these Christian evangelical developments enough to bring justice to the financial and

banking worlds?  The `Independent` article found that, while high-flying City Christians, like

Stephen Green, and Ken Costa (former Lazard Chairman), are willing to discuss their faith openly

and honestly, younger financial workers in the City of London fear that talking about their beliefs

could hamper their careers.  “There`s a worry that Christians are up to something, that they`re

loyal to something other than the firm”, explains an academic theologian. 7

         So, will the same happen next time?  My own professional view is that, unless the type of

ethical proposals for banking and financial institutions set out in my chapter on “The Ethics – or

Lack of Ethics – in the Financial Crisis 2007-2010” - and summarised in this Address – are taken

seriously by politicians, leaders in banks, and professional bodies, justice will not prevail and – yes-

it will be the same next time!

          The current range of legal, financial, and structural reforms for the banking and financial

services worlds, implemented already to an extent at global, European, and national levels, and

still to be implemented, will not prevent another financial crisis unless behavioural reforms based on improved ethical conduct are incorporated into these reforms.  As yet, the inclusion of ethical

standards, with the factual reforms, is not happening.
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