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 “Standing for something: twelve recommendations for the investment 
industry”    
 
1. Question: what do Ginger Rogers, the actress and dancer, and Alexander 
Hamilton, the First US Treasury Secretary (and the man pictured on the ten 
dollar bill), have in common? Answer: they are both attributed with the quote 
best summing up the crisis facing the global financial industry today: “those, 
who stand for nothing, fall for anything.” Events of the last twelve months have 
been a timely reminder that the financial industry has, for a long time now, 
stood for very little at all.   
 
Time horizon too short  
2. There are two key reasons. The first relates to the time horizon of 
shareholder capitalism. Many of the worst excesses of the past twelve months 
have been a function of the extreme short-term outlook of investors and 
companies. Savings have been invested not on a sober analysis of their 
ability to generate sound, economic returns over the long-run, but rather on 
the hope of instant paper profits. Short-term greed has replaced long-term 
judgement. Speculation has replaced investment as the dominant market 
force in almost every aspect of finance.   
 
Detachment from the real world 
3. As a result the financial sector has become almost completely detached 
from the real world. At least three quarters of the $3 trillion worth of currency 
trades undertaken each day are unrelated to the buying and selling of goods 
and services – i.e. the ‘real’ economy.  The derivatives market is even further 
removed from reality. Until recently, the total derivatives market was 
estimated to be around $1,300 trillion, compared with a global economy 
valued at around US$50 trillion. A more recent example is the dramatic rise in 
‘Exchange Traded’ vehicles, many of which do not even bother to purchase 
the underlying assets for their ‘investors’.  
 
Indifference to long-term risk  
4. The results have been disastrous. Banks have been encouraged to take 
ridiculous risks in the hope of quick returns for their impatient shareholders. 
Companies have been forced to maximise their short-term profits at all costs, 
regardless of what long-term damage this does to their businesses. Many 
have borrowed way beyond their means, with no thought to how these loans 
will be paid back when the economic cycle turns. Short-term bonuses and 
incentives have led to a stunning level of indifference by both company 
managers and investors to the creation of serious, corporate-life threatening, 
long-term risks.  
 
A profession not a game  
5. The second reason why the financial industry stands for so little is more 
fundamental. There is a glaring absence of ethics within the industry. Much is 
made of ‘fiduciary duty,’ yet its interpretation has become so perverse as to 
require a complete rethink. Traditionally a fiduciary is someone who acts for 



another in circumstances giving rise to a ‘relationship of trust and confidence.’ 
In its current form the financial industry does very little to earn such trust and 
confidence. Very rarely is the client, or beneficiary, put first. For example, the 
industry is riddled with products designed to the detriment of clients. 
Guaranteed return funds with opaque pricing structures, ‘top of the market’ 
funds and over-priced hedge funds are good examples. Far too often, 
‘fiduciary duty’ is taken to mean the pursuit of profits for the fiduciary at all 
costs. Or used as a cover for investors to abdicate their own ethics or the 
responsibilities which come with investment. Too often decisions within the 
industry are still taken on the basis of whether something is ‘allowed’ by the 
rules rather than whether it is ‘right’ or ‘wrong’ from a fiduciary standpoint.  
 
Twelve steps forward 
6. Fortunately, there is a long list of possible solutions. Below are just twelve 
examples. None of these are new ideas and all have their own drawbacks. 
Yet taken together, they would, if implemented by policymakers, regulators, 
investors and companies, have a dramatic impact in moving the financial 
industry forward.  
 
• Explore introducing delayed voting rights. Shareholders only get the 

right to vote after holding the shares for twelve months. Until then, the 
spare votes are shared amongst long-term investors, or cast by 
independent directors – in the Warren Buffet sense of that term.  

• Explore introducing delayed dividend rights. Shareholders only get the 
right to a dividend after holding the shares for 12 months. Until then, the 
extra dividends are paid out to other long-term shareholders.  

• Discourage short-term bonuses for investors, lenders and companies, 
even where linked to performance. Replace with long-term incentives 
linked to long-term performance – perhaps a minimum three years? 
Investors may finally start thinking as owners, lenders may start to think 
about the risks as well as the returns and companies will be less likely to 
take disastrous short-cuts. It is worth noting that time horizon is a mindset. 
With longer incentive structures investors can still buy and sell within a 
week and companies can still reverse key strategic decisions overnight. 
But each decision is more likely to be taken with at least one eye on the 
long-term implications.   

• Discourage the publication of monthly investment performance data. 
Which creates an unhealthy focus on the short-term.   

• Discourage the regulatory requirement for quarterly reporting by 
companies. Six monthly accounting is more than sufficient for investors to 
assess the long-term performance of a company.  

• Consider short term capital gains taxes. Such as the 10% capital gains 
tax on profits realised within one year for foreign investors in India. 
Unfortunately, most foreign investors currently circumvent this by 
pretending to be Mauritian companies.  

• Discourage shorting. Not such a radical idea any more. Shorting 
encourages companies to focus on short-term performance to the 



detriment of long-term success. And the existence of two major stock 
market bubbles in the past ten years surely negates any of the arguments 
around ‘aiding price discovery.’ There is no evidence to suggest shorting 
makes markets more ‘efficient’. If anyone wants to take a bet on whether 
the Indian stock market is going to fall over the next twenty four hours they 
can do it via an internet betting site.  

• Discourage stock lending. By giving up the legal and beneficial 
ownership of a share, stock lending transforms a long-term investment into 
little more than a paper trading exercise. As this paper is rapidly shuffled 
between buyers, sellers, lenders and borrowers, the parcel of shareholder 
responsibility is quickly passed on. Worse still for the long-term investor, 
the act of stock lending creates unhealthy short-term pressure on 
company managers.  

• Discourage those exchange traded vehicles which simply provide a 
vehicle for short-term bets. They encourage financial detachment from the 
real world. 

• Improve the quality of governance by encouraging greater involvement 
of minority shareholders. For example, a panel of institutional shareholders 
could draw up a list of independent directors, which they certify as being of 
sound judgement, truly independent and sufficiently experienced. 
Companies would be encouraged to choose at least one director from this 
list. Anyone could apply to be on this list and short listed candidates would 
be interviewed by the panel of institutional shareholders. Certification 
could be withdrawn at any time so as to encourage independent 
behaviour.  

• Introduce a simple, open, auction process for initial public offerings 
(IPOs). The current system, whereby the investment banks have the final 
decision on allocations to clients, creates the potential for serious conflicts 
of interest.  

• Introduce a financial ‘Hippocratic Oath’.  
Codes of ethics do exist. For example, both the FSA and the CFA have 
their own code of ethics and standards of professional conduct. Yet their 
impact and reach has been limited to date. One possible solution is to 
introduce, more widely, a financial version of the medical Hippocratic Oath. 
It would differ from the existing codes of conduct by focusing not only on 
ethical considerations but also on the importance and intrinsic value of the 
work itself. Table 1 shows one possible version for asset managers, 
alongside the modern medical Hippocratic oath. 



Table 1: A draft Hippocratic Oath for asset managers  
Medical Hippocratic Oath 
I swear to fulfil, to the best of my 
ability and judgment, this covenant: 
• I will respect the hard-won 

scientific gains of those physicians 
in whose steps I walk, and gladly 
share such knowledge as is mine 
with those who are to follow. 

• I will apply, for the benefit of the 
sick, all measures [that] are 
required, avoiding those twin traps 
of overtreatment and therapeutic 
nihilism. 

• I will remember that there is art to 
medicine as well as science, and 
that warmth, sympathy, and 
understanding may outweigh the 
surgeon's knife or the chemist's 
drug. 

• I will not be ashamed to say "I 
know not," nor will I fail to call in 
my colleagues when the skills of 
another are needed for a patient's 
recovery. 

• I will respect the privacy of my 
patients, for their problems are not 
disclosed to me that the world 
may know. Most especially must I 
tread with care in matters of life 
and death. If it is given me to save 
a life, all thanks. But it may also 
be within my power to take a life; 
this awesome responsibility must 
be faced with great humbleness 
and awareness of my own frailty. 
Above all, I must not play at God. 

• I will remember that I do not treat 
a fever chart, a cancerous growth, 
but a sick human being, whose 
illness may affect the person's 
family and economic stability. My 
responsibility includes these 
related problems, if I am to care 
adequately for the sick. 

• I will prevent disease whenever I 
can, for prevention is preferable to 
cure. 

• I will remember that I remain a 
member of society, with special 

Hippocratic Oath for asset 
managers 
I swear to fulfil, to the best of my 
ability and judgement, this covenant: 
• I will treat my clients at all times as 

I would wish to be treated. 
• I will not allow the pursuit of 

personal gain to cloud my 
fiduciary role.  

• I will strive to achieve, through 
hard work, sober analysis and 
sound judgement, the best risk-
adjusted returns possible for my 
clients.  

• I will not, however, pursue these 
returns to the extent that my 
actions will knowingly harm 
others.  

• I will remember that a share in a 
business brings with it 
responsibilities as well as rights.  

• I will not forget in my search for 
returns that the primary risk faced 
by my clients is losing their capital. 

• I will not succumb to irrational 
exuberance in good times, nor to 
unjustified gloom in bad times 

• I will present a balanced 
viewpoint,  highlighting risks as 
well as potential returns  

• I will recognise that my role within 
society is to allocate capital where 
it can be used most productively 
for the future benefit of all.    

• I will not be ashamed to admit my 
mistakes and will strive to learn 
from them, as well as those of 
others.  

• I will share my experiences – both 
good and bad – with my peers, 
and work together with them to 
earn the respect of those outside 
the investment profession.  

• I will play my part in promoting 
financial education as it benefits 
wider society  

• Finally, I will recall at all times the 
stricture that “those, who stand for 



obligations to all my fellow human 
beings, those sound of mind and 
body as well as the infirm. 

• If I do not violate this oath, may I 
enjoy life and art, respected while 
I live and remembered with 
affection thereafter. May I always 
act so as to preserve the finest 
traditions of my calling and may I 
long experience the joy of healing 
those who seek my help  

(Dr. Louis Lasagne, 1964)   
 

nothing, fall for anything.”  
 
(A first draft. All suggestions for 
improvement welcome!)  
 

 
The public good 
7. The financial sector must ultimately be judged on its contribution to the 
public good. In order for that contribution to be positive, it is essential both that 
the time horizon of the industry is lengthened and that a much greater level of 
trust and integrity is achieved. Only then will the industry earn its license to 
operate as part of society. And only then will it finally stand for something.  
 
 
David Gait  
Angus Tulloch 
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