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Banking on Ethics 
A submission to the 

Independent Commission on Banking 
from Novas Scarman  

We are a charity that works with and for people at the margins of society who bear the 
brunt of the economic downturn and spending cuts caused by the banking crisis. They 
have no say in the Independent Commission on Banking because your terms of reference, 
purpose and process does not include them. The terms of reference you have been given 
effectively exclude most people, because their primary purpose is to promote stability and 
competition in banking, not the well-being of the British people. They have regard to the 
pace of economic recovery, competitiveness more widely and risks to the Government’s 
fiscal position, but not to social well-being, justice or the economic prospects and financial 
burdens on the public. People on low incomes are used to being overlooked, since they 
have little purchasing power or political influence. But we trust you will listen to them 
before you conclude your deliberations. 

We do not claim to speak on their behalf, but we can help to set up meetings for the 
Commission to hear first hand from people whom the banking system has forgotten, 
forsaken, failed or foreclosed, for they too deserve a say in how our most powerful national 
institutions are run. 

We can also highlight three sets of issues that must be addressed for the poorest not to 
pay for bankers’ mistakes and to enable the financial sector to play a constructive role in 
reducing poverty, disadvantage and inequality. 
 

1. Banks should serve the poor 

Banks and the financial system should also serve the poor, not just the wealthy. Our 
current financial system is, by its nature, run by and for those with most money. The poor 
pay more for financial services and get less. A third of the population have no savings. 
Twelve per cent of households do not have a current account. Typically, they pay £70 
more a year if they cannot pay utility bills by direct debt. They pay higher interest rates 
when they need to borrow, with some home credit companies charging 300% APR or 
more. They cannot spread payment for insurance or other monthly direct debts and cannot 
find large cash sums to pay an annual premium and therefore go without. They cannot 
take advantage of internet or mail order bargains.  

We don’t need to bombard you with statistics about how unequal our society is (see the 
Poverty Site http://www.poverty.org.uk/) and simply remind you that over 13 million people 
in the UK live in low-income households (£288 per week in 2008/9 for a couple with two 
children under 14, after income tax, council tax and housing costs), about a fifth (22%) of 
the population; the wealthiest 10% own over half of all marketable wealth while half the 
population own less than 10% between them; the income gap between the boardroom and 

http://www.poverty.org.uk/�
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average worker pay has risen sharply in larger companies, particularly in the financial 
sector; and the evidence presented in The Spirit Level by Professors Richard Wilkinson 
and Kate Pickett show that more equal societies almost always do better. 

For at least half the population, the test of your recommendations is that financial services 
are accessible, affordable and appropriate for people with few assets or on low incomes. 

Finance is a necessary service for society and the economy. The wise allocation of 
resources for investment is important and deserves to be well remunerated. But so does 
the wise distribution of food and water, education, health care and the production of goods 
and services. Excessive profits, pay, bonuses and indeed tax revenues from the financial 
sector show a dangerous imbalance in our economy which the Commission must address.  

For this we endorse proposals made by others to the Commission, in evidence from 
Professor Werner of the Centre for Banking, Finance and Sustainable Development, New 
Economics Foundation, Res Publica, Unite the Union, Which? and the Future of Banking 
Commission, such as: 

1. Direct regulation of the quality and quality of bank credit to sustain productive 
purposes, if necessary by removing the privilege of credit creation from commercial 
banks through the introduction of full reserve banking; 

2. Break up big banks to create diverse and locally-own financial institutions more like the 
German model, including mutuals, cooperatives, building societies and credit unions; 

3. Increase stakeholder engagement through representation of employees, consumers 
and the public interest at board level;  

4. Reform remuneration and incentives to reward social and environmental responsibility 
and narrow the income gap as well as promote economic stability; 

5. Strengthen provision of financial education in schools and adult community services, 
linked with independent free debt counselling and advice. 

6. Introduce a Community Reinvestment Act; 

7. Introduce a transaction tax (Tobin or Robin Hood tax) to fund global public goods and 
inhibit speculative bubbles. 

However, no reform will succeed unless those working in finance are guided by moral 
principles and a sense of social responsibility. Structural reform is not enough. 

 

2.  Finance must be more ethical 

We accept that most bankers behave ethically according to the standards of the industry. 
But the systemic behaviour of the banking industry, its bonuses and at best grudging 
response to the Government’s banking levy, Merlin agreement and Big Society Bank show 
that these ethics are not fit for purpose.  

Let us remember that slavery was for centuries a respectable business in Britain, 
conducted by people who were honourable and ethical in the eyes of their peers. When 
slavery was abolished in 1833 the Government established a £20 million fund (40% of it's 
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annual expenditure) to compensate slave owners for the loss of slaves as business 
assets. Slaves were not compensated.  

The banking industry has recently wiped out trillions of pounds in assets world-wide, 
through the collapse in economic growth, destruction of savings, loss of tax revenues and 
cuts in public spending as a direct result of the behaviour of bankers. Yet Governments 
paid trillions to bail out the banks, then continue to pay billions in interest for credit created 
by commercial banks, and also fatten their balance sheets through quantitative easing, for 
which we may pay yet more through higher exchange rates and inflation. It could be less 
than a century before the behaviour of this industry is also seen as morally wrong.   

In the meantime, we urge you to consider ways of imbuing new moral principles 
throughout the financial sector. Regulation alone, however rigorous, will not restrain the 
behaviour of bankers. Bankers can be guided by an internal moral compass and corporate 
culture that is rooted in wider society if it is embedded in their training, professional codes 
of conduct and regulatory environment. To this end, we propose that 

• Everyone working in the financial sector should pledge a professional oath like doctors, 
with the same remedies and sanctions where individuals fail in their duty of care; 

• All financial courses, qualifications and registration requirements for individuals and 
institutions should include a compulsory component on ethics, including case studies 
of good and bad practices, and views of finance from outside the sector; 

• Everyone in a position of responsibility for other people’s money earning more than 
twice the national average income (about £50,000) should be required to do at least 
five days community service a year with the poorest and most disadvantaged in 
society in the UK or abroad, at their own expense; 

• There should be an independent standing Commission on Ethics in Finance to oversee 
the moral conduct of the financial sector. 

Financial institutions may be allowed to decide for themselves how to carry out the first 
three of these proposals, with guidance from a Commission on Ethics in Finance. We only 
ask that they report what they do in their annual report and that an appropriate regulator or 
the Commission on Ethics in Finance should ask how they measure effectiveness of their 
ethical practices.  

Some will argue that ethical banking is too idealistic, that the only responsibility of banks is 
to make the best possible return for shareholders within the letter of the law. Well, we have 
seen where that got us. Others will say that only tight regulation can curb bankers’ greed. 
To which we observe that the drugs trade flourishes despite the most draconian 
regulation, indeed prohibition of most drugs other than alcohol and tobacco, without 
affecting its excesses.  We therefore suggest that the combination of banking reforms 
along the lines of section 1 and new ethics within the industry can create better banking. 

Banking and financial services should be a respected and worthwhile profession, enabling 
individuals, firms and others to use their resources well. But to gain public trust and avoid 
recurrent speculative bubbles driven by greed, the banking system must be based on 
sound ethical principles and aim to serve the whole of society, including its poorest and 
most vulnerable members. 
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3.  Banks can contribute to social growth and a low-carbon economy. 

Finally, in response to your first question about the purpose of banking and the objectives 
of stability and competition, as well as its contribution to economic recovery, 
competitiveness of the wider economy and risks to the Government’s financial position, we 
remind you that the stability of banking depends on the health of society, the economy  
and natural environment. Banks can play a destabilising role, as we have seen in the 
credit crunch and financial crisis; or they can play a constructive role.   

We therefore urge the Commission to consider how the banking system can contribute to 
social growth and a low-carbon, green economy as well as more conventional 
economic growth. Rising unemployment, empty shops and vacant sites show that there is 
spare capacity in the economy which the commercial sector is not using. Tackling social 
problems such as drug addition, crime, domestic violence, under-achievement in 
education and multiple deprivation can have high rates of return, reducing the cost of both 
harm and defensive spending by the state, insurance companies, charities, families and 
individuals. Similarly, investment in energy conservation, renewables and efficiency can 
increase our long-term energy security and reduce the risks of dangerous climate change, 
bringing long-term benefits for all. 

Neither of these areas are easy to fund through conventional banking, but the 
development of social impact bonds, community investment bonds, social banking, green 
banks, local currencies (LETS), micro-credit and other financial innovation for social and 
environmental purposes shows public demand which mainstream banking could support. 
The recent report to the French President, Mis-measuring our lives: why GDP doesn’t add 
up, also reminds us that the current crisis occurred because market participants and 
government officials were not focused on the right set of statistical indicators” and that new 
indicators are both necessary and possible.  

The Commission may not be able to investigate these possibilities in the time available, 
but we hope you will recommend that your reforms on the structure of banking should be 
followed by a more far-reaching investigation into the broader role of finance for the well-
being of current and future generations. 
 

Conclusion 

We ask the Independent Commission on Banking not to neglect the poorest and most 
vulnerable when making its recommendations. We want you to be bold and propose far-
reaching reforms to create a more diverse, responsible and resilient financial sector able 
to unleash talent and innovation for social as well as economic growth. We want a banking 
system can help to close social divisions, as building societies once did, and not widen 
them, as the current banking regime does. Above all, we want a banking system that is an 
ethical and responsible part of society, and not the amoral parasite it appears to be.  

We therefore invite you to discuss your preliminary findings and recommendations with 
people who are excluded from the banking system before reaching your conclusions. 

Titus Alexander, Director of Policy and Research, Novas Scarman 

14 February 2011 
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Lest we forget … 

 “The sheer scale of support to the banking sector is breathtaking. In the UK, in the form of 
direct or guaranteed loans and equity investment, it is not far short of a trillion (that is, one 
thousand billion) pounds, close to two-thirds of the annual output of the entire economy. 
To paraphrase a great wartime leader, never in the field of financial endeavour has so 
much money been owed by so few to so many. And, one might add, so far with little real 
reform.” 

“Encouraging banks to take risks that result in large dividend and remuneration payouts 
when things go well, and losses for taxpayers when they don’t, distorts the allocation of 
resources and management of risk.” 

Mervyn King, Governor of the Bank of England, 20 October 2009 

 

In the US “Nearly $11tn in household wealth has vanished ... The collateral damage of this 
crisis has been real people and real communities. The impacts of this crisis are likely to be 
felt for a generation"  

US Financial Crisis Inquiry Commissions (FCIC).  

 

“this crisis was the result of actions, decisions, and arguments by those in the financial 
sector. The system that failed so miserably didn’t just happen. It was created. ... Those 
who played a role in creating the system and in managing it ... must be held accountable.”  

Joseph Stglitz,   

Freefall, Free Markets and the Sinking of the World Economy,  Penguin 2010  

 

“an entire financial system went wrong, as a result of flawed incentives within banks and 
investment funds, as well as the ratings agencies; warped regulatory structures; and a lack 
of oversight.” 

Gillian Tett, in Fool’s Gold (Abacus, 2010)  

 

“The taxpayer is effectively a silent partner in every banking business, whether it is openly 
nationalized, like Royal Bank of Scotland, or purely private, like Goldman Sachs or HSBC.” 

Anatole Kaletsky, Capitalism 4.0, Bloomsbury, 2010   

 

In putting in order the nation’s finances, we must remember that this was a crisis 
that started in the banking sector. The failures of the banks imposed a huge cost 
on the rest of society.  

Chancellor of the Exchequer, George Osborne  
Presentation of the emergency budget  

22 June 2010 

http://www.fcic.gov/�
http://www.josephstiglitz.com/�
http://www.amazon.co.uk/gp/search/ref=pd_lpo_ix_dp_am_us_uk_en_freefall.020joseph.020stglitz_gl_book?keywords=freefall%20joseph%20stglitz&tag=lpo%5Fixdpamusukenfreefall.020joseph.020stglitzgl%5Fbook-21&index=blended�
http://www.independent.co.uk/arts-entertainment/books/reviews/fools-gold-by-gillian-tett-1676686.html#Scene_1�

