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If you can’t do the time...
The financial crisis shone a harsh light on many issues in banking
including: excessive leverage in the banking system; imprudent
liquidity management; risks associated with interconnectivity; 
too big to fail; too big to manage; pay structures; accounting
conventions; transparency; subsidies; accountability and
corporate culture. 
Regulators are working away at all of these and more. Progress

has been made on each, but each remains an unfinished chapter
in the ever-lengthening book of financial reform.  Perhaps policy
makers should prioritise.  Are some items more important than
others? If one were to focus on just two challenges, which two
should they be? What would be at the top of your list? Put another
way, which key issues if not addressed would render irrelevant
progress on all others? 
My own candidates are: 1. accountability and 2. leverage.

Why? Because the first is important to the legitimacy of our
market system; the second is vital to its survival.  I have written
in these pages about leverage (“Advantage Bankers” Financial
World, June 2013), so let me focus here on accountability. 

An ethics-free zone?  
That bankers behaved badly in the run-up to melt-down is old

news. That corporate culture was a culprit is now consensus.  But
before considering what should be done, let us recall the
magnitude of what financiers did. The charge sheet of misdeeds
both acknowledged and alleged includes: payment protection
insurance mis-selling; interest rate swaps mis-selling
(inappropriate interest rate hedges); mis-selling credit card theft
insurance; mis-selling of mortgage-backed securities, including
fraud relating to the packaging and selling of mortgage-backed
securities that institutions knew to be “toxic waste”; misleading
statements to investors involving rights issue; and misleading
investors in the sale of collateralised debt obligations.
Other misdeeds include predatory mortgage lending practices;

abusive or inappropriate foreclosure practices; aiding and abetting
tax evasion; violations of rogue regime sanctions; money
laundering; manipulation of Libor; manipulation of commodity
markets via metals warehousing practices; manipulation of metals
market fixings; manipulation of electricity markets; filing false
statements with the SEC (London Whale); keeping false books
and records (London Whale); reporting failures relating to
Madoff; leaked research to preferred hedge fund clients; fixed
income security allocation preferences practices to the
disadvantage of clients; withholding of critical information from
Italian regulators… 
And coming to a headline near you: foreign exchange market

manipulation; potential violations connected with emergency fund
raisings; Barclays emergency funding probe; bribing civil service
employees in Japan; suspicions that banks are shortchanging
clients a second time in not paying settlements in full; alleged
dark-pool fraud.
Is it any wonder that the public has lost faith in finance?  What

should we do? What has been done?
Well, there has been a lot of breast beating on the topic.

Hearings have been held. Commissions have been commissioned.
Investigations have been legion. Large fines are frequent. But no
bank has lost its banking licence. No senior has gone to jail.  No
management team has been prosecuted. No board or supervising
executive has been financially ruined. Many have kept their jobs,
their salaries, their pensions and their perks. Among those
dismissed, few have been banned from the field for the future. As
to the fines, they have been paid by the shareholder, not by the
perpetrators. It is yet another example of “other people’s money”.
No doubt some executives see it as a cost of doing business.  Few
believe it to be an effective deterrent.  

Punishment should fit the crime – and deter it 
I know this sounds harsh. I know it smacks of plebian

bank-bashing. Yet it goes straight to the heart of confidence in our
financial system and the credibility of capitalism. The FT’s John
Plender put it well: “All this corporate wrongdoing is combined
with immense personal enrichment and a paucity of prosecution
of people at the top. How are we to make sense of this bizarre

concatenation of events in which the financial system appears to
have become an ethics-free zone?”  (FT, June 9, 2014) 
Restoring accountability is vital to restoring a sense of fairness.

It is also vital to reducing recklessness. For the first line of defence
in financial risk-taking consists of the attitudes and practices of
the risk-takers on the front line. If they don’t know the difference
between right and wrong, if wrong-doing is left unpunished, much
less rewarded, then we deserve what we get.
As to progress on this point, I am hopeful but not optimistic.  I

am hopeful because regulators, politicians and practitioners are
making all the right noises. In his excellent speech entitled
“Inclusive Capitalism: creating a sense of the systemic” (27 May,
2014), Mark Carney, the Bank of England governor, called for
“meaningful change in the culture of banking” and for “clear
consequences, including professional ostracism” for failure to live
up to the necessary standards. Moreover, such consequences
should extend, he said, to the senior-most managers. Meanwhile,
the Parliamentary Commission on Banking Standards outlined
much-needed measures. And banking executives individually and
collectively are talking the talk. 

Regulators’ own behaviour must change
The reason I am less than optimistic is because actions speak

louder than words and the actions to date fall short of what was
both needed and possible. Making crimes a criminal offence is
helpful. But enforcing the laws already on the books can and must
happen first. Adding new speed limits when you have not
enforced the old ones is a shaky basis on which to slow traffic.
The disturbing fact is that laws have been broken but the

law-breaking has not touched senior management. In the US,
“deferred prosecution agreements” have been the order of the day.
Although such “settlements” are announced with fines and
fanfare, the detailed evidence and findings that led to such an
agreement often remain hidden from the public eye.  Eric Holder,
the US attorney-general, insists that banks be held accountable.
But, as the dictionary reminds us, accountability involves not only
“the obligation of an individual or organisation to account for its
activities, and accept responsibility for them, but also to disclose
the results in a transparent manner”. 
Similarly, existing rules and tools have sat untouched. The

UK’s Financial Services Authority and its successor, the
Prudential Regulation Authority, have long had the ability to oust
bank management and their boards by striking them off the
“approved persons” list. Have they done so? Not in any way
visible to the public or industry – if at all. How can this be? Look
again at the litany of wrong-doing. Either senior management
knew or did not know what was going on. If they knew, then they
were complicit. If they did not, then they were, and are, not up to
the job. Alternatively, if the deserving dozens have indeed been
dropped from the approved ranks then let the list be known – that
we might see some of that “professional ostracism” of which
Carney speaks.

Save our forests
One additional thought: each new regulatory salvo is

accompanied by calls for a cost/benefit analysis. Can anyone
doubt that a few of one’s peers in prison would do more to change
behaviour than the reams of rule-making and swelling ranks of
the regulators? A few “sentences” are worth a 1,000 words at least. 
To quote Carney again:  “A meaningful change in the culture

of banking will require a true commitment from the industry.”
Agreed.  But we are more likely to get a meaningful commitment
from industry if industry pays a proper price for its lack of
commitment, past and future. And that means authorities must
demonstrate their commitment to use the tools they already have
while waiting for those that they say they want.
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