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sumably not contribute to a quick overcoming of economic crises
and will instead end up in stagnation for an increasing number of
cases.
From the consumer perspective the trend towards local/regional products is understandable. The public pressure to buy local/regional products is therefore likely to rise. Companies, also global ones, in touch
with their customer base will react to this scenario. This affects mainly
the area of food (including luxury food) and beverages and other
low-cost items (e.g. flowers and plants, clothes etc). High-grade products (cars, electronics etc) and luxury and designer goods will be
rather less severely hit by this development. Overall however, countries with low wages will continue to account for a large piece of
production, which is why a complete shift towards regional production and thus to a complete independence of regions and continents seems illusory.
Q
Speeds
up the
necessary
education
process
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27. Introduction of so called eco-taxes

The introduction of eco-taxes can make sense in order to jump-start
and promote a sustainable shift towards the consumption of recyclable products on a broad basis. Such taxes and the question of
whether to introduce them are questions that are currently subject
to a heated debate in Austria. The concept seems simple and plausible: existing taxes on traditional i.e. non-renewable energy carriers
(oil, fossil fuels, coal) are raised and thus the consumer gets punished for using them in order to curb the use in the future. On the
other hand, renewable energies and the consumption of sustainable
products should be promoted through tax breaks in order to ensure
a heightened awareness of the issues at hand and to push the use of
such products. With the help of these taxes, the efficient allocation
of resources can be gradually implemented in a focused way. Overall, it would probably take drastic changes in the tax policies to set
off this necessary trend reversal, which should also come with positive effects for the real economy. In order to ensure a smooth adjustment in the economy, the changes should not be radical or implemented in one step, but they should be introduced in a number
of clearly defined milestones. But this approach would further the
focused introduction of a new era of consumption of sustainable
mass products and a new way of using resources, which should also
have a positive impact on the budget consolidation of many countries. The current ecological catastrophe in the Gulf of Mexico, which
will unfortunately also have long-term consequences, was an eyeopener and showed us that the traditional way of producing energy
has reached its limits. US President Barack Obama has so far reacted
correctly to it, and this can be taken as basis to start approaching
issues differently and to leave the “Old (Boy) Economy” behind. A
number of oil and gas groups are already on the right path into the
future, launching pioneering projects such as funds that invest in
energy efficiency and energies of the future.
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Q

New
concepts for
the economy

The example given above about the availability of South American
blueberries in European supermarkets during winter was real. The
global trade of goods has undoubtedly reached excessive volumes.
In terms of facts, calculations show that in terms of economic and
ecological footprints the current world population is currently already consuming 1.3 times the earth and its resources. In other words,
we are living beyond our “area and resources” means. Should the
world population and especially the consumption of the emerging
markets grow at a rate aimed at attaining the consumption pattern
of Western industrialised countries, we would be consuming four
times the earth (please refer to the interview with Prof. Ernst-Ulrich
von Weizsäcker, National Geographic, http://video.google.com
www.worldwatch.org). Thus it is a fact that our operating range
or www.worldwatch.org
is already limited. Steps will therefore have to be taken through
politics and via the capital markets, and we will have to resort to
the allocation of capital in order to take countermeasures. This is
why the aforementioned integrated reporting makes sense. Only a
provoked change of heart and values, away from the almost publicly imposed urge to consume and towards a sustainable economy
can be the key to success. It is easy to see that we were living beyond
our means even before the burden was taken over from the financial crisis and parked in government debt. Life on credit is relatively
unproblematic as long as government bonds can be issued on the
capital markets and the debt can be carried away into the future.
But who will honour this debt? Probably future generations, and
they will not only carry our financial burden, but also the ecological
one. We should not expect much gratitude unless we quickly take
action. There are actually only two alternatives: closing our eyes
and hoping for the best – this would involve no changes whatsoever. Or: leaving everything behind and setting sail to a new economic and ecological era – this would entail the transparent implementation of the necessary political, economic, and ecological measures on the back of comprehensive and responsible action. These
measures would also have to affect consumption by making it more
responsible. This does not mean that global trade should be banned
(unless regional products are available in suitable quality); e.g. bananas, apples, or melons, i.e. every-day life. But it is a fact that very
often the global transport of mass goods is completely redundant
and thus does not come across as necessary (especially a number of
foods, plants etc). A clear labelling would help identification and
would sensitise consumer behaviour.
Q

Base actions
on facts

28. Correction of the consumer culture we have
been following in the past

29. Protection of endangered animals and plants:
Convention on International Trade in Endangered
Species of Wild Fauna and Flora (CITES)

The Washington Convention on International Trade in Endangered
www.cites.org
Species of Wild Fauna and Flora (CITES) (www.cites.org
www.cites.org), which
represents an international agreement signed by 175 countries, regulates the international trade of endangered animals and plants as
well as their products. The implementation of the convention protects more than 3,000 animal and 30,000 plant species that are threatened by international trade. The most recent example of the failed
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attempt to put the Atlantic bluefin tuna under protection has shown
that the organisation, which mostly relies on compromise, does not
intermediate efficiently enough between the various nations. It is
actually scandalous that species, which are threatened by extinction
– as proven by facts – are considered good to fish. Such an organisation makes sense, but would have to be managed independently
and act objectively, would have to be able to rule out any form of
compromise in many cases, and should not get distracted by lobbying in the run-up to possible, fact-based decisions. This is where a
global association of countries (to be specified) has to step in and
prevent further damage by imposing increased taxes and punitive
tariffs. In the area of financing, fishing and logistics companies responsible for the catch and its transportation could be easily punished. After all, demand sets quantities and prices, and these can be
targeted and capped.

C. Social/ Ethical Issues (S)
Q
New concepts for the
economy,
part 2

Microfinance is basically an important instrument of development
policies. Microfinance products (loans, savings books, insurance contracts, transfers) for clients who for whatever reasons are not served
by ordinary banks anymore should also be obligatorily offered by
global commercial banks in order to support emerging markets and
the financial requirements of their population and to fulfil their
role as comprehensive provider of financial services. Especially in
economically challenging times unemployment remains high or even
continues to rise also in Western countries. The concept of
microfinance is therefore increasingly suited to the needs of developed economic regions and helps close financing gaps efficiently.
People would frequently come up with ideas and can bring their
own labour to the table, but they cannot turn their ideas into reality
due to a lack of financing. Microfinance can close this gap and for
example secure micro-loans with ideas and know-how. Financial institutions offering microfinance should command a premium in their
valuation son the capital market.
Q

Dividend
and bonus
payments
have to be
in an
adequate
relation
to the
company’s
parameters
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30. Microfinance

31. Paid out bonuses vs. distributed dividend

On the basis of the 1st ÖVFA publication on Corporate Responsibility
of November 2004 (please refer to chapter Ad 3, Management remuneration), we wish to point out that the management remuneration
is not excessive with regard to the parameters of the company and
its stakeholders. The fact that the packages of managers are receiving a lot of press in the wake of the crisis suggests a high degree of
transparency. Our statements made in the 1st publication of November 2004 have remained fully valid. To complement said statements,
we also want to mention that the aggregate bonus payments of
companies (especially investment banks but also commercial banks)
are equal in size to the distributed dividend or even the net profit
for the year. In other words: dividends distributed could sometimes
be twice as high. And so could profitability ratios such as the ROE –
if the paid out bonuses for the full year were to be included in the
calculations. The fact that no stakeholder and especially no shareholder feels ripped off is actually remarkable, not the least as they
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could get up to twice the dividend in good years. In any case, such
bonus payments that are out of proportion with the company should
not be possible. Shareholders who also bear the business risk have a
right to a dividend from the actually achieved earnings. This right
should not be curtailed in such a substantial way by internal bonuses. Managers who focus on sustainability should also be responsible for a reasonable relation of bonuses to earnings. 15-20% p.a. in
terms of earnings would probably be acceptable.
Q

Exorbitant
ratios should
be avoided

We discussed this aspect in the 1st ÖVFA publication on Corporate
Responsibility of November 2004 at length. The ratio of the fixed
average salary of the entire company to the fixed salary of the toplevel management is a meaningful parameter. This is no communist
approach, but a transparent and legitimate one, which is supposed
to indicate whether the salary of the management is still in synch
with the average salary in the company. For example, a situation
where management earns 20 to 25 times the average salary as fixed
part of the remuneration package would still be acceptable. CEOs
whose fixed salary exceeds the average salary by a factor of 100 will
have to deal with accusations of receiving an irresponsible, excessive, and absolutely unrealistic remuneration. This is where regulations would have to step in and cap the package at acceptable values. There is no doubt that the principle of achievement and responsibility in the company has to remain untouched especially for management. And a structure where the top management earns up to
100 times the average salary of the company is difficult to put into a
realistic context.
Q

Global
supervision
needed

32. Remuneration CEO and management board
vs. average wage per employee

33. Full internal and external transparency of trading
transactions in all financial products

An essential aspect in overcoming the financial and confidence crisis
is to regain the confidence in the markets. The level of transparency
that companies and governments have to provide (although in fact
Greece’s transparency was of a limited nature) has to be demanded
in full from all people and companies on the financial markets who
in turn expect the aforementioned transparency from companies.
Apparently the transparency of the structured products on bundled
securitised US mortgages (subprime) and of derivatives traded on
said products was not satisfying in their global dimension. By the
end of 2007 the total volume of derivatives traded worldwide
amounted to USD 600 trillion. This is about ten times the worldwide
GDP (source: Bloomberg), and there is no denying that this is also a
number that has somewhat lost touch with reality. We want to point
out again that derivatives are important for hedging purposes and
should therefore be kept for that purpose. They should also be allowed within an investment portfolio up to a certain percentage
(10-15%) to generate additional performance through speculation.
However, if they are only used for trading purposes without any
underlying instruments backing them up (i.e. only as derivatives),
they do not really deserve the term “investment” anymore. This sort
of transactions is actually tantamount to bets, and the term “gambling” (a term we do not particularly like) comes to mind. In this
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case the activities actually only aggravate upwards and downwards
movements (i.e. volatilities). Actually when derivatives were introduced decades ago, one argument in their favour was that they would
smooth prices and thus prevent extreme fluctuations, as a result of
which they would also help avoid crises and panicking on the back
of their hedging characteristics. Unfortunately this has turned out
an illusion, with the trade taking on a life of its own in many cases.
It is a fact that the supervisory authorities and regulators are overwhelmed by the barrage and complexity of global trading products.
Internal risk management units of financial institutions, too, never
saw the bursting of a bubble this size coming; at the time, the bubble had lost touch with the actual underlying, i.e. the US housing
market. This market had been financed by a flood of loans as a result of the low interest rates back in the days when it was still very
straightforward to get a loan. The game of getting cheap financing
and bagging the difference on rising house prices led to a dead end
and to the abrupt collapse and chaos. The official statistics of the
BIS (Bank for International Settlements, see http://www.bis.org/
statistics/derivatives
statistics/derivatives) show that the volume of derivatives traded
worldwide still amounts to 10.6 times the global GDP, i.e. the real
economic output. Let us reduce this to a statement from the probably most respectable and successful investor in the world, Warren
http://news.bbc.co.uk/
Buffet, made back in March 2003 on BBC (http://news.bbc.co.uk/
2/hi/2817995.stm
2/hi/2817995.stm): “Derivatives are financial weapons of mass destruction whose risks cannot be monitored or controlled by the central
banks and whose effects could be lethal for the financial system.”
Q
This should
go without
saying
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34. Comprehensive compliance

Transparency has to be integral to every activity on the capital market. For example, a research report (or update) should no be known
internally prior to its publication or any transaction so as not to
influence the price or market on the back of the client volumes it
may have created and to ultimately benefit by trading on one’s own
account. A transaction can involve any long or short position in shares,
bonds, derivatives, currencies, commodities etc. It is always possible
to execute a transaction prior to the publication of research reports
in order to exploit the expected performance of the market that
may follow the opinion and expectations created by the report. Internal compliance units and supervisory bodies have to persecute
such misconduct, which should be punished by a complete suspension of trading privileges for the financial institution involved for
example one month. The responsible employees lose their jobs for a
temporary period of time (1-2 years) and their licence. Research has
to be produced on a completely independent basis and has to be
separated from all trading and sales activities (such Chinese Walls
should be implemented in all markets consistently and without compromise). Therefore any transaction by financial institutions on the
capital market has to serve the interest of the client. If these transactions are executed in an orderly fashion, the respective bank has to
be permitted to derive a certain stream of income from said transactions, especially if the quality of the research spawns good ideas,
movements in the market and liquidity.
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Q
This, too,
should go
without
saying

As it turns out, corruption and bribery are a thriving business regardless of the economic cycle. However, the situation can take a
turn for the worse in times of crises. Two recent examples: 1) Greece:
Apparently corrupt civil servants and other employees in the public
sector (see also www.handelsblatt.com
www.handelsblatt.com) have prevented a transparent recording of tax revenues for years. According to a study by
the industrial association SEV the volume of tax fraud amounted to
about EUR 30bn per year, i.e. roughly 12% of the current GDP –
exactly the amounts that were hidden in total debt every year and
that currently constitute the new debt taken out per year. It has
meanwhile become quite clear as to what situation Greece has manoeuvred itself into. This is actually not worthy of a member state
of the EU in the 21st century, i.e. a state being unable to assess its
potential tax revenue. Should this scheming continue, Greece would
have a hard time ever getting out of this deadlock situation. The
mass of orderly taxpayers are now called upon to foot the bill, as
are the taxpaying EU citizens. 2) The current ecological disaster in
the Gulf of Mexico: yet again it becomes blatantly clear that as a
result of corruption and other practices governmental supervisory
bodies failed to exert the kind of comprehensive, consistent control
they were expected impose on oil production. Gifts and other favours
www.thurgauerzeitung.ch). A
also played a decisive role (see also www.thurgauerzeitung.ch
core issue in avoiding crises will be the fight against corruption and
bribery on an internal level. Should the persons and institutions in
question turn out guilty, not only would they have to lose their jobs
and functions as well as all claims connected with those, but the
extent of the sentence would have to be increased as well.
Q

No general
condemnation, but
reduction to
a level that
reflects
reality

35. Corruption and bribery have to be eliminated

36. Reduction (or taxation) of naked short-selling

Short-selling is an instrument of a completely deregulated market,
but the truth is that in periods of high volatility it amplifies trends
both ways, i.e. upwards and downwards. Opponents of this point of
view would of course illustrate the upsides, i.e. higher liquidity, an
improvement in the process of arriving at the equilibrium price, and
in particular, better protection and risk management. The crisis of
the past months and years has accelerated risk management in particular as a result of the volatilities, but these instruments have certainly not contributed to any smoothing. Completely deregulated
markets do not work efficiently, as the current crisis has revealed –
in particular because the volume of this business has increased massively in the past decades especially on the large markets. The outlook on a quick profit (greed fuelled by the enormous bonuses) may
be alluring, but on the other hand in the long run the risks increase
also in the real economy. Short-selling in its most aloof form (i.e.
naked short-selling) has nothing to do with the underlying on the
spot market anymore. In other words, if it has nothing to do with
the spot market anymore, it does not have anything to do with the
company values and the real economy anymore either; the real
economy represents these company valuations, and the sales of the
companies in turn are part of the actual economy. And while others
may disagree here: although naked short-selling is a sophisticated
form of a liberal and self-managing market, it actually only constitutes a simple technical trade that bets on falling prices without
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owning (or having borrowed) anything to back it up. This actually
contradicts the principle of a prudent businessman. The development of the VW shares in October 2008, which was completely unfounded from a fundamental point of view, made an impressive
point about how speculative expectations were amplifying markets
and their volatilities in practice. Nobody knows or can even know
what this supposedly has to do with the real economy and company
values. Germany may have shot forward on its own in May 2010 by
banning naked short-selling, but the decision to do so was right as
far as the core of the matter was concerned. Naked short-selling
should therefore be globally banned in a concerted action, or it
should at least be taxed.
Q

Setting up a
decent
framework
and structure

The financial institutions settle a large part of their transactions among
each other over the counter (OTC). This is also where by far the largest portion of derivatives is traded. No institutional stock exchange
acts as intermediary, which is why the trade is done outside the
stock exchange. There are no stock exchange fees, and the transaction is fast and straightforward. The margins are small. These are
without a doubt advantages. However, the downsides are profound.
There is almost no control from outside, and the market is not transparent because there is no order book that one would have the right
to look at. Therefore the proposal of the Obama administration made
at the end of May 2010, to move all derivative and OTC transactions
to stock exchanges, is both good and right. These sizeable volumes
could then be settled on standardised markets in a transparent fashion, and the supervisory bodies could monitor them more easily.
This approach should be implemented globally. Of course the transactions would become more expensive as a result of the stock exchange fees. However, the sales and especially income of the stock
exchanges should increase substantially on the back of the concentration of the entire volume of derivatives and (former) OTC transactions. The higher income would ultimately lead to higher tax revenues for the government. Maybe this could even help avert a global financial transaction tax and partially compensate the foregone
revenues should said transaction tax not be imposed.
Q

The action
depends on
the specific
situation

37. OTC (over-the-counter) in the future on the
stock exchange

38. No bonus payments in periods of short-time work,
massive job cuts, and partial nationalisation
(“too big to fail” approach)

No bonuses should be paid out in periods of short-time work, massive job cuts, and when it has become necessary for the government
to take over a share in the company’s equity. A situation where
taxpayers have to foot the bill and where then parts of their financial consideration that is keeping the company alive in the first place
are paid out as bonuses is unacceptable. Full transparency as well as
fairness in the allocation of funds has to be applied. This also has to
be linked to specific facts:
1. The relatively easy decisions to impose short-time or to cut a
substantial number of jobs are no convincing or sustainable
managerial achievements that would justify bonuses in the

28
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same fiscal year. There are undoubtedly more intelligent –
albeit more difficult – decisions to reduce the cost basis.
2. It is important to analyse whether a company has to be nationalised via its equity capital in order to ensure its operations before the government actually takes over a stake in
the company’s capital. If this is the case, no bonuses should
be paid out. Anything else would be an insult to the government and the taxpayers. Even if certain units of the company were to generate a sort of income that would justify
bonuses, the aggregate picture prevents the company from
doing so. These jobs would not exist anymore if it had not
been for the governmental support. It is a different case
where companies only resort to public funds in order to fulfil equity criteria and boost liquidity. These companies should
be fair and skip bonuses in the year the transfer of funds is
made.

D. Governance issues (G)
Q

“Golden
handshakes
only for
golden
performance,
otherwise
not even a
golden
finger”

39. Over-the-top management remuneration packages
should be ruled out

Management remuneration systems should be based on sustainable
criteria that can be linked to the success of a company, as we discussed in the 1st ÖVFA publication (please refer to chapter Ad 16).
Extremely high salary components and bonuses (fixed salary, bonus,
stock options) that mainly hinge on quarterly reporting and financial figures should be made impossible. Managers receiving in relatively short periods of time (quarters, 1-2 years) double or tripledigit amounts of millions of euros or US dollars in fixed salaries and
bonuses will find it difficult to argue that this is in the best (and
sustainable) interest of the company. Overly high remunerations
should be ruled out. Total annual remuneration should be in line
with the table suggested in the 1st ÖVFA publication (see chapter Ad
3), with the performance-based, variable part staggered and rolled
over 3-5 years. In either case, there needs to be a clear connection to
the performance of the business. In the absence of a successful performance, there should be no golden handshakes. In most of the
cases of the companies bailed out by the government during the
crisis, the top management would have not qualified for a bonus.
The “too big to fail” approach was also prominently adhered to
when the management of certain companies left (N.B. golden handshakes were given to the CEOs of Citigroup, Merrill Lynch etc). The
managers were effectively carrying zero personal risk, especially in
the context of the billions of losses of those companies. The public
pressure had become so enormous that they had to be let go. This
has nothing to do with performance anymore. The public did not
understand the events either. Salary components that permit excessive payments should therefore be banned.
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Q

Responsibility has to
be compensated

It would be logical and right to cap the management remuneration
in formerly nationalised companies. This would also show responsibility vis-à-vis the taxpayers. However, we do not think that a cap on
the salary of a CEO or board member at EUR 500,000 (or USD) would
be particularly helpful to the proceedings. Going on experience, we
would say the amount is too low. Large successful companies would
usually pay an average fixed management salary of EUR 700,000 (or
USD). Hence EUR/USD 700,000 could be a plausible fixed salary for
the CEOs of nationalised companies. On the other hand, it would be
difficult to find suitable candidates. The amount would have to be
reduced accordingly for small- and mid-sized enterprises. A cap at
EUR/USD 700,000 would not be excessive or obscene even from the
point of view of sustainability. Performance has to pay off. It should
be possible to find excellent and suitable managers to fill this sort
of responsible jobs at this price. In boom years, additional bonuses
should be possible in order to incentivise management to participate in the success of the company. For large-caps (as defined by
market capitalisation) a factor of 4-5 of the annual fixed salary should
be a reasonable cap. More (5-10 times or even more in terms of one
fixed salary) should be ruled out, as this amount would not come
across to the public as in the best interest of the company anymore.
In any case, fixed salaries should depend on parameters such as responsibility and thus probably market capitalisation (small/medium/
large cap), whereas variable components should be determined by
more long-term success measures (e.g. earnings of the past three
years). The latter should also take into account malus components in
case of losses caused by the manager in question. Companies should
not be allowed to deviate from the aforementioned concept without consequences if they have taken disproportionately high risks,
and a financial parachute should not be an option.
Q

Corporate
governance
means
credibility.
The company
has to
identify with
it and live it
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40. Caps on remunerations in state-held companies
(direct holding in the company’s capital)

41. Corporate governance – far more than this

We talked about many aspects of corporate governance in the 1st
ÖVFA publication (see chapter D and from Ad 13). The aspect of an
orderly corporate management is highly important. Most European
countries have effective Company Laws in place, which clearly define the roles and tasks of company bodies (especially Germany and
Austria). It is also important to distinguish between two-board systems and one-board systems. On top of that, there are local corporate governance codes. These make sense, as do the rules laid down
by them and the compliance with them in order to increase the
level of transparency in areas where the Company Law is not effective enough. As self-regulating measure, corporate governance is
part of corporate responsibility and thus a welcome vehicle to demand responsibility from company management in even more detail. But it is impossible to force management to be responsible,
even if companies have independent auditors, lawyers etc scrutinise
their compliance with numerous codes. Could a better corporate
governance code have helped overcome the global financial, economic, and confidence crisis more effectively, or even avoid it altogether? – A clear “no” to that one. The volume of mortgages granted
on the US housing market and of the products traded on top of
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those on the financial market had become too large, and a better
corporate governance code would not have made a difference here.
However, an institution that was aware of the economic
interdependencies and that had capped the trade in these products
could have prevented the crisis. On the one hand, there need to be
clear rules and regulations on the financial markets, as pointed out
above. A gigantic trade volume that is completely left to the devices
of the free market and that not even the supervisory bodies or the
financial institutions have any control over is evidently not efficient
enough. On the other hand, confidence/trust also depends on simple psychological sentiments of people acting in the market and
also the entire population. This trust and complete transparency are
particularly important in the context of something as sensitive as
money in order to maintain global money circulation and liquidity.
And this trust was severely damaged and partially destroyed in the
crisis. The excessive salaries that we have seen cropping up again
right after the crisis are not only completely irresponsible. In such
phases, they are bordering on aloofness and show a lack of sensitivity towards what is essential. And lastly, they are a testament to a
narrow mind that completely neglects global dependencies. Responsibility therefore has to be lived and implemented more comprehensively and should not be reduced to the existence of audited
documents. These additional aspects of comprehensive responsibility are the central issues of this 2nd ÖVFA publication on “Corporate
Responsibility 2.0: From Corporate Responsibility to General Responsibility”.
Q

Supervisory
board –
not only
supervision

42. Upgrading of the role of non-executive or
supervisory board members

In the Continental European two-tier board system the operating
executive board, or management board, is separate from the nonexecutive controlling body, the supervisory board. On the surface,
this system is more suitable for laying down competences precisely
and avoiding possible mistakes, because both boards are independent of each other and the power is divided between two bodies.
This means that the CEO / executive board has to deal with a critical
panel on the opposite end. However, the Continental European system comes with the deficit that the supervisory board really is reduced to controlling functions. The supervisory board should assume
an expanded function as consultant/partner/coach vis-à-vis the executive board; this upgrade should facilitate a functioning and more
effective control and coaching of the executive board. The combination of the role of the CEO and the chairman of the supervisory
board in one person (e.g. in the USA, Switzerland etc) should be
avoided as it is less trustworthy than the two-tier board system. It
does not look good if the same person takes decisions and consults
himself following a “two-eye principle”. An executive board (in the
optimal case fully independent) is best and most effectively controlled by an independent supervisory board (again, in an optimal case
fully independent). The CEO and the executive management board
remain essentially responsible for the operative implementation of
the company goals. Therefore the remuneration should largely go
to the executive part of the bodies.
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Q
Quantity
does not
equal
quality

The partial lack of adequate and efficient risk management systems
became obvious as a result of the risks taken especially by global
banks, investment banks, and insurance companies. This does not
mean that an improved risk management would necessarily entail a
higher headcount. 100 people can mess up as much as 1,000. Quantity does not equal quality. On the one hand there is a lack of suitable systems, on the other hand the “independent” CRO (chief risk
officer) may simply not have it in him to assert himself, and may
lack leadership skills. Some of the people in charge realised the potential danger of the subprime crisis but failed to assert themselves
after the business had been going so well for years. Subprime engagements and products traded on top of them increased by a disproportionate amount in relation to other areas. This practice had
clearly been yielding very good results for years, but the risk was
still too high in most of the cases. The independence of internal risk
systems is a central point for future business practices. Therefore the
CRO, while member of the executive board, should ultimately also
report to the independent supervisory board (while balancing his
reporting duties) in order to rule out right from the outset potential
conflicts of interest with the members of the executive board who
are responsible for the respective business area. This is just one reason why the two-tier board system is superior to the one-tier board
one when it comes to solving problems.
Q
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43. Risk management

44. Hedge funds

It is easy to blame “the speculator”. But we definitely want to warn
against blaming hedge funds as the only ones responsible. Not all
hedge funds are the same. There is a vast array of different hedge
funds and indeed so-called alternative investments that come with
an equally vast range of different investment approaches. Maybe
this variety constitutes a deficit and is at odds with the actual definition of a hedge fund. Many hedge funds act as strategic long-only
investors. But at the same time there are those funds that try to
exploit market imbalances or, at the other end of the spectrum,
almost exclusively run short strategies. Here the investment strategy
and the extent of the invested derivative volumes have to be established. This will increase the transparency – undoubtedly a plausible
act in these times – and it will help distinguish between more and
less speculative hedge funds. Of course the transparency of hedge
funds has been rather limited so far. Governmental bodies would
have to demand a higher level of transparency, much like from other
financial institutions. However, it would be wrong to condemn hedge
funds as evil, because in many cases they just exploit the overshooting of the market on both ends. Whether or not they amplify those
trends has to be found out on the basis of thorough analysis and by
applying stringent transparency.
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E. Summary, conclusion
It makes sense to assume that the trigger for the current crisis was
actually very trivial. At the same time, we will feel its aftermath for
quite some time due to the enormously high government debt.
Burying the head in the sand and pretending that nothing has happened will not help us reclaim the trust that was lost. We need a
new progressive regulatory framework for the financial markets in
general. However, the legal codes and regulatory measures alone
will not make for a better financial system in the future. We strongly
advise against overregulation. Experience shows that overregulation
tends to cause inefficient, rigid behaviour and high administrative
costs. Stringent regulation may create additional administration jobs,
but this would not foster the development. And at the opposite end
we have the completely free market, which of course has proven at
length that it does not have all the answers either.
What we now need in a functioning system is trust. Boom years
spawn greed, whereas recessions create fear and panic. Because of
these states of exaggeration, a comprehensive sense of responsibility will have to produce more transparency and re-establish a balance between the two extremes. A state of trust. The media will
have a decisive role in this as well, because much of what – and how
– they report, paints an overly dark picture and creates fear. What
we need is an objective style of news reporting that focuses on facts.
What we do not need is tabloid journalism.
Trust can only be regained if it is based on a comprehensive approach to responsibility that transcends the actions of individuals
and institutions in the shape of bodies and employees of listed and
non-listed companies and enterprises, governments and NGOs. The
generally right principle of the stakeholder approach (basically the
extremely important circle of shareholders, clients, employees, and
suppliers) has to be defined anew and more comprehensively. All of
this requires a concerted effort of different states, governments, central banks, NGOs and other participants acting responsibly in the
economy such as enterprises, corporate bodies, and public as well as
private persons. The focus cannot only be on the well-being of listed
and non-listed companies. It has to include a fair and responsible
interaction with business partners as well as competitors of all sorts.
At the same time, this is not supposed to query, nor must it compromise, a healthy degree of competition in favour of the client.
This situation therefore will only allow us to learn “pro-actively”.
The signs bode well for extensive change. The more powerful and
deeper the crisis is, the more compact the required measures and
corrective steps have to be. This process cleanses, and it might in
fact bring about remarkably good results for the future development.
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The necessary reduction of the, for some countries, extremely high
debt will bring further strain to the financial and foreign exchange
markets. The investors will strongly differentiate between countries
and asset classes. Only a fact-based analysis of fundamental data
instead of superficial generalisations can lead the way out of the
crisis.
The discussed topics and measures are meant to help find the right
way and above all push for a better working financial system. – The
right way to a renewed and safe state of trust, which used to be
taken for granted but is now badly wanted and yet not easily found.
The currently high annual deficits and levels of total debt should
not be exclusively tackled by new, stringent tax packages, nor by
even more severe spending cuts. Saving is basically a good approach,
but it can also exacerbate the situation dramatically. This would be
a wrong and fatal strategy that would nip any economic growth in
the bud. What we need are completely new concepts for the future.
The consistent implementation of a global ESG strategy (environmental, social, governance) could generate sustainable growth for
decades due to a change in value drivers. It could create new employment and could thus contribute positively to the well-being of
the general public and the environment. At the same time an increased level of transparency for the corporate sector and the capital markets would re-establish lost trust and credibility.
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