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Ethics to boost growth
By	
  Olivier	
  Dyer	
  

For the Chief Economist of the Bank of England, restoring trust will renew banks’ ability to perform as growth
boosters, a quality that is sorely lacking in the current economic climate.

On 12 May 2016, a presentation by Mr Rosengren, President of the
Federal Reserve Bank of Boston with a dovish stance on monetary
policy, reopened the debate on a rapid interest rate increase in the
United States, at the same time triggering a 3% increase in the dollar.
Two weeks later, employment figures in the United States
contradicted his analysis and postponed the rate increase for which
he had been hoping (see chart).
These two events reflect two realities that even Ms Janet Yellen is
struggling to reconcile: the general view that the economic tide is
turning on the other side of the Atlantic, with the possible
accumulation of adverse currents such as Europe, China, Oil and
American productivity; and the idea that it is still necessary to increase
interest rates to restore the value of time, of investment, and to favour
recovery in the performance of banks, which is highly dependent on
the slope of the yield curve.
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drop in productivity, which has resulted in the great fragility of the
recovery over the last 8 years.
However, it is in the social dimension, measured on the basis of trust,
that the banks probably lost the most capital. Andy Haldane mentions
a survey in 2013 of finance professionals that found that more than
half believed their competitors engaged in unethical behaviour, with
24% of them believing their own company also engaged in such
practices.
If we consider public opinion, the lack of trust is even greater. That is
what the economist of the Bank of England, drawing on the title of a
recent book by Nobel Laureate economist Joe Stiglitz, calls “the
Great Divide”: Trust in banks was built over centuries thanks to their
local foothold in their community. Since globalisation (which started
well before the crisis), this foothold has disappeared and the decline
in trust began: “anonymity gave way to ignominy.”
Word clouds from the Open Forums (source: BOE)
I believe that financial markets are likely to become [ ] over time.
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The American economy is not performing too well and,
paradoxically, an important reason for this is that the interest rates are
probably too low. In any event, Janet Yellen has the firm intention of
increasing them, come hell or high water.
Negative interest rates mean cash becomes king. However, cash is
a highly deflationary commodity, since it represents a loss of
reserves for the banking system.
Andy Haldane, Chief Economist of the Bank of England,
demonstrates this very well. In his opinion, banks are most often
growth boosters, not growth killers.
Mr Haldane believes that banks have two types of capital: physical
and financial capital on the one hand, and social capital on the other
hand, the latter being much more difficult to measure than the former.
At their peak, the world’s 100 largest banks had market capitalisation
of $4.9 trillion, i.e. around 8.5% of GDP. At the trough of the crisis, this
capital had fallen to $1.4 trillion. Today, most banks are valued below
the book value of their assets: they destroy value for investors. But
the worst remains the fact that, in addition to that, the financial crisis
has generated a delay in Gross Domestic Product of 32 trillion,
leading to a massive

According to Andy Haldane, this challenge can best be met by
“recreating meaning in the bank”.
And by listing regulation, academic debate and the SMR (Senior
Management and Regime, which exposes the criminal offences of
leaders in financial institutions in the United Kingdom) as examples of
initiatives moving in the right direction.
But we also need to explore other avenues, such as communication,
which should be less quantitative and more qualitative: the annual
reports of banks have gone from 100 to 600 pages in a few years, and
the language used is highly inaccessible.
Likewise, banks could become the brightest stars of digital
technology, thereby benefiting from the excellent image that
technology companies enjoy in the public opinion.
Lastly, the anonymity of major (financial and non-financial)
institutions must be broken through better governance, greater
accountability and a stronger local foothold.
These changes are essential to enable banks in particular, and the
economy in general, to rebuild social capital “brick by brick, bank by
bank, policy by policy, word by word”, according to Haldane.
Restoring trust will let banks regain their ability to be growth boosters,
a quality that is sorely lacking in the current economic climate.
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assets. The firm provides asset managers with access to the investor community via the A&P dedicated distribution network.
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